Fee-Based is NOT the same as Fee-Only
Fee-Only is NOT the same as Fee-Based; and the distinction between the two terms is absolutely critical.  Fee-Only is a compensation method used by independent advisors and recommended by an overwhelming percentage of consumer advocates and financial planning journalists.  Fee-Based is a confusing term for compensation schemes used by stockbrokers that used to be called "fee plus commission" or “fee offset.”  Contrary to popular belief, they are NOT the same.
Here is the short version of the difference:
Fee-Only Planners do not sell products or take commissions. 
Fee-Based Planners CAN and DO sell products and take commissions!
 

Fee-Only advisors do not accept any compensation that doesn't come directly from the client. Fee-Only planners do not accept commissions or compensation of any kind from anyone based on the products that they recommend.
 

Fee-Only planners can be paid in one of the following methods:
Flat fee or retainer

An hourly fee

A percentage of assets under management (AUM)

A percentage of income

A project fee

 

Those in the Fee-Only world may disagree about the relative merits of the various methods of Fee-Only compensation above. However, everyone agrees that Fee-Only planners never accept any type of direct or indirect compensation from anyone other than the client and are always compensated using one of the 5 methods above. 
 

Let’s contrast this with an illustration of how Fee-Based works. Often, a Fee-Based firm charges a fee for generating a “financial plan” or for “financial planning.”  Over and above this, they may also receive commissions (or splits, spreads, finders fees, markups, marketing allowances, soft money, etc) if the client buys stocks, bonds, mutual funds, life insurance, annuities, etc.  If the client hires an investment manager recommended by the Fee-Based advisor, the manager typically pays the advisor.  If the advisor custodies assets with a brokerage house (“broker-dealer”), the broker dealer may split some of their income (12b-1, Sub T/A, marketing fees, finders fees, commissions and other fees) with the Fee-Based advisor. The problems are that the client typically doesn’t know how much the advisor is getting paid by third parties and if these payments may have clouded the Fee-Based advisors judgment. A Fee-Based advisor is free to solicit payments that the client doesn’t know about and may be contrary to the client’s best interest!  Fee-Based BROKERAGE is not the same as Fee-Only FINANCIAL PLANNING and ADVICE.  A Fee-Only advisor is acting as your fiduciary, while a Fee-Based advisor usually is not.
 

With a Fee-Only Planner, you don't have to worry that your planner is making recommendations in order to generate additional fees. You are guaranteed complete disclosure of all fees ahead of time. It’s the best way to be sure that your advisor is working solely in your best interest, and is unequivocally on your side. 
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