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Are You Offering Financial Planning “Lite”?
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> The Department of Labor’s fiduciary

MERRILL EDGE® rule, released in April, highlights what
TRADING our affluent research has been telling us
merrilledge.com for the past decade: The affluent want a
§ professional to oversee the multi-
jifadelVihiThelBenefiteiy dimensional aspects of their family’s
Merrill Edge® Account. Open financial affairs and have their best
One Today. interests in mind.

But many advisors are providing a “lite”
version of financial planning.

There are numerous forms of planning
software that firms provide their advisors. Some advisors use these tools as they were
intended (a comprehensive planning tool) and are providing a valued service for their
affluent clients. But others use these tools to create documents that resemble financial
plans, touching on goals and basic investment outlook, with the main objective of

checking the financial planning box. This is what I'm describing as financial planning lite.

Affluent investors want a realistic and comprehensive financial plan that will provide
them with a roadmap for meeting their financial goals. This roadmap then becomes their
critical path upon which all future financial decisions are made. They are interested in
protection strategies, tax minimization and health care guidance.

Look at your top 25 clients: Have you created such a plan for them? Are you providing
thorough insurance planning (protection), state and federal income tax planning, and
asset protection planning? Have you partnered with a health care specialist? Are you
helping each client put their plan into action while monitoring the progress? Are you
helping them on track to meet changing goals, circumstances, life stages, products,

aws? Tl
M C:\My Webs\rwpfs
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Thelping each client put their plan into action while monitoring the progress? Are you
helping them on track to meet changing goals, circumstances, life stages, products,
markets and tax laws? There’s a big difference between creating a financial plan and
overseeing the execution of the plan.

Don't be surprised when the Certified Financial Planner designation becomes a
requirement for any professional involved in any type of financial planning, regardless of
the software being used. Your affluent clients may ask:

‘What qualifies you as a financial planner?

How long have you been offering financial planning advice to clients?

How long does it take you to prepare a comprehensive financial plan?

‘What are your educational qualifications? Are you a Certified Financial Planner?

‘What’s your involvement after you create a plan for your clients?

How are you paid for your services?

‘Will you or an associate be creating my financial plan?

Do you provide a written client engagement agreement?

How many clients do you have?

Do you have clients who might be willing to speak with me about your services?

Do you have references from other professionals?

‘With comprehensive financial planning at the core, executing the plan and providing the
full array of wealth management services transforms clients into advocates.

You're likely to see more advisors shifting from conducting performance reviews to
“progress” reviews towards agreed-upon goals. Regardless of what happens with the DOL
and fees, affluent clients will always pay for advice, not advice lite. And true advice

stimulates word-of-mouth-influence.

Webinars and White

Papers

Five Ways to Navigate
the New Financial Aid

% JANUS CAPITAL Ryles
13

financial aid.

roun
School's on break, but it's
not too early to begin
preparing for the new
“prior-prior year” rules for

More

Connect With Us





image10.png
File

Edit

View Favorites

Tools

8 https;/fwwwkitces.com/blog/best-financial-planning-software-financial-advisors-guide-on-how-to-choose/ -8c

Help

| Advisor's Guide To The Best.

a

Join 16,965 fellow financial advisors receiving our latest research as its released,
and receive a free copy of The Kitces Report on "Quantifying the Value of Financial Planning Advice™!

Financial Advisor’s Guide To Choosing The
Best Financial Planning Software (For You)

22 Comments Technology & Advisor FinTech

al planning software is an essential tool for today’s financial advisor. Yet the reality

is that it's incredibly difficult to def what is the best financial planning software... in part

because advisors vary in how they use financial planning software in the first place, which

means what is the "best” software for one advisor may be a terrible match for anothe

In this financial advisor's guide to the best financial planning software, we attempt to clarif

hat the important criteria are in choosing financial planning software in the first pl.
recognition that what might be a crucial “deal-killer” required feature for one advisor may not
even matter to another. Whether it's the distinction between goals-based and cash-flow-based
retirement projections, to the ease of input, the depth of the output (especially in technical
areas like detailed income and estate tax proj , available integrations to other
components of the financial advisor technology stack, or the availability of account aggregation
and "PFM" tools... the reality is that no financial planning software is the “best" at everything, so
trade-offs must be conside

In addition, as someone who's seen virtually every financial planning software company in the
landscape — including some that aren't even around anymore — the end of this guide includes
my own brief high-level review of each of the leading financial planning software packages

(including some of the

to give further context to each software packa

strengtt

and potential weaknesses. Also included are the pricing details of the various finan

planning software packages, w

ch still have a remarkably amount of variance for what are

nominally “similar” financial planning software tools!

planning strategies
management ideas, and ¢
al businesses to help people
ment them.
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I hope this guide is helpful to you in considering whether you're got the “right” financial

250 planning software, or whether there may be an altemative solution out there that's a better fit _

for your business and client needs!

Key Sections Of This Guide:

|

Categories

The Challenge In Selecting The Best Financial Planning Annuities

Software Client Trust & Communication
Confe

Financial planning software is an essential tool for any bona fide financial advisor, in a world onierences

N B N N Debt & Liabilities

where projecting the long-term impact of financial trade-offs — necessary for any

3 N . . - Estate PI: i
consumer/client to make a good financial decision — is far too complex to be done without LR

technology to assist. Good planning software fills the void by doing the requisite ‘number- General Planning

Human Capital

Industry News
Insurance

crunching’ necessary to calculate projected outcomes, so that a client can evaluate the
consequences of any particular financial trade-off or decision.

Investments

MailBag

Nerd's Eye View
Personal/Career Development

Yet the reality is that while

, in today’s environment being able to effectively calculate
projected outcomes is merely the * " that any financial planning software must be
able to achieve to have a seat at the table. The

are about what can be accomplished when using the tool live, Pty Bt

collaboratively, in real time with a client. Practice Management

Retirement Planning
However, because not every advisor serves the same types of clients, focuses on the same types  [REREESS
of problems, or has the same approach to analyzing financial planning situations and Technology & Advisor FinTech
presenting them to clients, it's actually remarkably difficult to simply identify one clear “best” Weekend Reading
financial planning software. Instead, choosing the best financial planning software is really
about finding the best for you, the types of clients you work with, and how you will choose to

integrate the software into the process (and possibly integrate it o the rest of your technology  peybjlar Posts

B | © AdvisorsGuideToT.. | ™  ox  x3 | wiTemplateforScreen.. & ¢ fI % 1235PM
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Factors To Consider When Choosing Financial Planning
Software

PO Maximize Career Progression

November19,2012 15 Comments

FACTORS TO CONSIDER WHEN CHOOSING

FINANCIAL PLANNING SOFTWARE Setting Up An RIA And Starting A New

GOALS BASED VS CASH FLOW BASED
FINANCIAL PLANNING SOFTWARE

For nearly 20 years, “goals-based"” vs “cash-flow-based

has been one of the key differentiators amongst the types

¥ Gosl Bssedvs Cash Flow Based
 Straight ine v MorteCaro
 Interactive & Colsborstve e Printed Reports

Financial Planning Practice On Less
Than §10,000

September 17,2013 ©43 Comments

What Returns Are Safe Withdrawal

of financial planning software. The distinction refers to M What Returns Ave Safe with

v Clientprportal.

detailed assumptions regarding how a household's total et 200 1 Comments

cash flow handled in the software.
et g b Upies
v Third-Party Integrations Understanding The Two 5-Year Rules
Goals-based financial planning software captures dollars R S For Roth IRA Contributions And
e — Conversions

that are allocated towards a specific goal (or multiple
January1,201  ©46 Comments

goals), and projects whether the goal(s) will be ach
Thus, for instance, if a household had committed $20,000/year towards saving for retire

- The 12 Best Conferences For Financial
and $5,000/year in college savings, goals-based software would evaluate whether those Advisors To Choose From In 2016

savings, plus assumed growth rates, are likely to achieve the goal. This might be projected on a October 12,2015 ©% Comments

straight-line (‘linear”) basis, or modeled to account for uncertainty with a Monte Carlo analysis

How To Do A Backdoor Roth IRA
(safely) And Avoid The IRA
Aggregation Rule And Step
Transaction Doctrine

(see further discussion below on “modeling"). Notably, though, with goals-based planning,
there isn't necessarily any tracking of what the household earns in total, and where all the

dollars are going; instead, the approach simply assumes that dollars to be allocated towards

specific goals that have been determined already, and then projects those outcomes. Whether August12,2015 - ©31 Comments

the household can even afford to achieve that targeted savings goal is up to the advisor to

figure out with the client in the first place.

What Michael’s
Reading

By contrast, cash-flow-based financial planning software typically aims to account for every
dollar in the household — combining all the total inflows from various sources (income from
The Sustainable
Edge: 15 Minutes
aWeek toa

wages and self-employment, portfolio income, etc), and ensuring that they fully match the total
outflows (whether to some form of spending or allocated to saving). Thus, for instance, a
household that has $100,000 of income might allocate $20,000/year towards saving for

X3 | wiTemplate for Screen... | &

# [ € AdvisorsGuideToT.. | M
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retirement and $5,000/year in college savings, but the software would also make allocations =

SN Entrepreneurial
the household's spending in various categories, its tax obligations, etc. In other words, the o |

analysis doesn't just include the cash flows towards particular goals, it tracks all the cash flows.
Notably, this means if the client's spending and saving goals add up to more money than the
household has in cash flow, the software will reflect a deficit in recognition of the shortfall
(which wouldn't typically be included in a goals-based analysis)

Historically, the challenge with cash-flow-based planning software — for which NaviPlan was Nerd's Eye View Praise
long the leading platform — is that accounting for and projecting out “every” cash flow allows

for the most thorough analysis, but can be a very tedious process (especially for software in the
past that wasn't very user-friendly). On the other hand, MoneyGuidePro has been the leading
proponent and champion of the goals-based planning approach, recognizing that often
tracking “every” cash flow for the “most thorough” analysis isn't really necessary, and that the A & e MBIty e
planning process can be greatly expedited by reducing the focus from tracking every cash flow

in the household to just capturing “the ones that matter” towards specific goals instead.

Notably in today’s environment, the dividing lines between “cash flow based” and "goals based"

financial planning software have blurred, as goals-based users of platforms like MoneyGuidePro Out and About

) Lo Private Event
often include many goals (so many, that virtually all cash flows are accounted for anyway), while @ W e

9 Webinar Private Event
cash-flow-based platforms like NaviPlan increasingly focus not just on the cash flows

themselves but the goals towards which they're being allocated

@ Private Event
. 9 Webinar Private Event
Nonetheless, from a perspective of software design and focus, goals-based vs cash-flow-based

financial planning software is still a very meaningful distinction. Those who prefer to delve into

the details of long-term cash flow projections, particularly in situations with significant wealth g Pershing
LIJY 9 McLean,vA

and complexity, or simply where those details are important, willlikely be unsatisfied by goa
based software. On the other hand, those who want to focus on how planned
savings/allocations towards particular goals project in the long run — but don’t necessarily want m
to account for the minutia of every household cash flow (over a multi-decade time period!) —

may strongly prefer goals-based planning software

X3 | wiTemplate for Screen... | &
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FINANCIAL PLANNING SOFTWARE MODELS: STRAIGHT LINE VS MONTE
CARLO AND WHAT-IF SCENARIOS

Another important distinction in financial planning software is how it models the projections
themselves. Does the software simply project on a “linear” straight-line basis - e.g., projecting a
flat annual return of 6%, 8%, or whatever assumptions are ente

project a wider range of returns using Monte Carlo analysis?

Similarly, what is the capacity of the software to project and analyze various alterna
What-If" scenarios? Can the financial planning software provide side-by-side
comparisons of potential trade-offs that a client might be considering? Is the software able to
project a “bad returns” scenario and show the client how spending must be adapted to stay on

track? Does the software make it easy to vary the inputs to the plan, to show how the plan
outcome(s) may be more sensitive to some planning assumptions or inputs versus others (so

the client understands what is truly driving the outcome)?

ted issue also of concen to at least some advisors (and some clients) is whether the
are is a "black box" or whether the calculation engine can validate the numbers that the
are produc ut. Some financial planning software, like MoneyTree, provides a
detailed “audit trail” that can be used to verify the source and calculation of every numbe;
oduced in the output reports, while other software is notorious for being difficult to
reproduce the calculated results (e.g., MoneyGuidePro

How financial planning software models taxes i particular also varies greatly from one software

package to the next. Some tools will only allow for a basic assumption regarding effective tax

rates (perhaps split into an effective tax rate during working years and a different one in

retirement), while others will actually do detailed year-by-year tax projections based on the
actual tax brackets and projected income, along with the actual rules and limitations for various
deductions. Financial planning software tools also vary greatly in their ability to capture sta

specific income tax rules (or no

X3 | w3 Template for Screen @ ) fll x  1235PM
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Join over 16,965
250 FINANCIAL PLANNING SOFTWARE OUTPUT - INTERACTIVE TOOLS VS fellow advisors
PRINTED REPORTS now.

In the past, —an
.8 receive a free copy

extended series of report printouts, potentially numbering dozens of pages, detailing the e —

projections of the software and their results. Some financial advisors would add to these
printouts several additional pages of the plan deliverable for clients, with their own analysis and Planning for the

commentary, along with action items and perhaps an executive summary. But the whole thrust New 3.8%
Medicare Tax on

of the "financial planning process" was about gathering data, inputting it into the software, and
Investment Income

producing a report ~ “the plan” - from the output.

In today’s environment, most financial planning software is still capable of providing printed
report outputs, but
, there is an
increasing focus on whether and Nerd’s Eye View Praise
In other words, rather than simply gathering client data, inputting it into the software, and
printing the reports for clients, the data is added to the software and
and see how it will handle under various conditions.
7 Financial Advisory Blogs that
Why this matters from the perspective of selecting planning software is that, simply put, some rock
software looks a lot better in front of clients than other tools. And not all financial planning
software is built to accommodate such a process of changing the inputs on the fly to see the
impact on the outcomes. For instance, to test an alternative scenario with a client like “what if |

tried to save another $10,000/year to retire 2 years earlier”,

, while other tools might
require the planner to delve back into the guts of the software’s input screens to adjust these
underlying assumptions (a far less appealing experience for the client sitting there watching the
advisor dig around for where to change the software inputs!).

(] AdvisorsGuideToT.. | ™ ou  x3 | wdTemplate forScreen.. | ¢ fI % 1236PM
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EASE OF INPUT AND FLEXIBILITY OF FINANCIAL PLANNING SOFTWARE
ASSUMPTIONS
In addition to the focus on the output of financial planning software, as the financial advisor
who will use the software, the ease and flexibility of the financial planning software input

ss matters, too. Ease of input can impact everything from the raw time it takes to put
client data into the plan, to the steepness of the learning curve to get up to speed on how t
use the software in the first place (as the harder and more complex the input process, the more
training it takes on how to do it properly!)

software is simply driven by the
quality of its design process in the first place. S have a more natural layout and flow
to inputting the data, while o igging. Beyond that, the reality is that the

more “detailed” the software is - e.g.,if it's intensively cash-flow based — the more input work
there tends to be up front (and the reduced data input burden has been one major reason for

the popularity of “goals-based" financial planning so

Also relevant for many planners is the flexibility of the software’s assumptions, with constraints
that will vary greatly from one financial planning software platform to the next. In some cases,
the software will “force” you to use pre-set inputs determined by the software makers — which
may be a welcome expediency for those who are happy with the default assumptions, but a
deal-killer for those who prefer to use their own inputs. In th of investment/portfolio
assumptions in particular, some tools will allow a broad-based average return (and standard

deviation), while | allow inputs at the asset-class or individual investment level. Some

only allow for return (and/or standard deviation) assumptions to be changed, while others allow

the advisors to set an entire cross-correlation matrix to run a robust Monte Carlo projection.

MODULAR FINANCIAL PLANNING TOOLS

For most financial planning software, the central focus is on projecting the accumulation
ealth, and its subsequent decumulation in retirement (due no doubt to the focus of so man

X8 | w3 Template for Screen @

Join over 16,965
fellow advisors
now.

& receive a free copy
of our report:

Planning for the
New 3.8%
Medicare Tax on
Investment Income

SIGN UP NOW!

Nerd'’s Eye View Praise

Financial Planning

“Top 10 Influential Blog for
Financial Advisors”

Wox

12:36 PM




image17.png
D
OK 2)| 8] https://wewKitces.comyblog/best-financial-planning-software-financial-advisors-guide-on-how-to-choose/ ~-acd ‘ 2| Advisor's Guide To The Best... % ‘ ‘

File Edit View Favorites Tools Help

Join 16,965 fellow financial advisors receiving our latest research as it released,
and receive a free copy of The Kitces Report on "Quantifying the Value of Financial Planning Advice'

Enter your email address X A

Nerd's &ye View KITCES STARTHERE BECOMEMEMBER SPEAKING CONSULTNG FORADVISORS FORCONSUMERS ABOUT CONTACT

Join over 16,965
250 fellow advisors
now.

Nonetheless, many clients do have needs in other , from o & receive a ree copy
evaluating insurance coverage to making a decision about the timing of when to start Social CiEmEFes
Security. Different financial planning software programs vary greatly in the finanial planning

) T o Planning for the
modules they include beyond just the core accumulation/distribution projections, but may e

include: Medicare Tax on
- Investment Income

- Life Insurance. Performs a capital needs analysis to determine whether the current amount
oflfe nurane covrage s sufcent bosed on prosected ther come spencinggocs ot [QEC LGN

available assets.

- Disability Insurance. Evaluate whether there is sufficient disability income insurance to Nerd's Eye View Praise
cover spending needs in the event an earner becomes disabled.
Financial Social Media
- Long-Term Care Insurance. lllustrate the consequences of a long-term care event on the
retirement plan, and then show how long-term care insurance may help to fill the gap (along

- . . . “Best of the Best for Ads -
with the impact of paying the premiums). estofthe Bestfor Advisors

- College Savings. This module may include both projecting the accumulation of college
funds based on current savings, and whether there will be “enough” to cover future college
costs. More robust versions of college planning tools may include a database of most/all US
colleges, and their costs (both tuition, and also room and board) to more easily determine
required college saving based on particular target schools.

~ Social Security Timing. How is the plan impacted depending on whether the retiree starts
Social Security early or late, and what are the opportunities to coordinate the timing of Social

Security claiming with a couple (which still matters,

(] AdvisorsGuideToT.. | ™! o x3 | wdTemplateforScreen.. | & ) fll .x 1236PM
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Socurtty cloiming with o counle (wbich still matt Join over 16,965
250 ecurity claiming with a couple (which still matters, fellow advisors

now.

)? Some Social Security calculator tools
will also help determine in the
years leading up to (or even in) retirement. (Other popular stand-alone tools for advisors — P ——

analyzing Social Security claiming strategies include , JE——

s, and .)
Planning for the
New 3.8%
~ Retirement Drawdowns. While virtually all financial planning software at least illustrates Medicare Tax on

the basic impact of taking net withdrawals from the portfolio, not all tools can do 2 Investment Income
sophisticated modeling of tax-sensitive drawdowns from various types of retirement accounts,
or incorporate the or taking life insurance policy loans. (This is
another area where several stand-alone tools for illustrating strategies have become popular,
including 2 ), and )

Nerd'’s Eye View Praise
~ Stock Options and Executive Compensation. lllustrate both the tax and investment
consequences of various liquidation strategies of qualified and nonqualified stock options
(and restricted stock). (Notably, there is arguably still no financial planning software capable
of doing this kind of analysis in the depth of standalone specialized tools like )

#1 of Top 10 Industry Bl

~ Tax Planning. Analysis of specific tax planning opportunities, such as the impact of tax-
sensitive retirement spenddown strategies, 5, etc.
Historically, most planning software has been very limited in its ability to illustrate tax

planning strategies, leading advisors to adopt standalone tools like

although a new breed of financial planning software solutions like are delving
into illustrating tax strategies

CLIENT PFM PORTALS
As

(] AdvisorsGuideToT.. | ™ ou  xZ | wdTemplateforSaen..| & ¢ fI % 1236PM
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Big Payouts For Advisers Who Draft Financial Plans

Article ‘ Stock Quotes ‘ ‘ Comments ‘ MORE IN WEALTH MANAGEMENT JOUR

Email  ¢print Edsave @ | fRY B lin] A A

By CORRIE DRIEBUSCH

NEW YORK--Big brokerage firms are shelling out big bucks to get their advisers to
draw up financial plans for clients.

The plans themselves aren't necessarily big revenue drivers for the firms, but the
indirect benefit is immense: Clients with financial plans are much more loyal to the
firm and less likely to take their assets elsewhere.

"When you have a conversation about financial plans you get to the heart of what
matters [to clients]," said Sophie Schmitt, analyst at Boston-based research firm
Aite Group. "You earn trust, loyalty and stickiness."
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Financial planning has become

increasingly popular among advisers NTER YOUR BROKER CCOUNT DETAIL!
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and brokerages, but there are still some
advisers who have remained wary.
These advisers, often veterans who
built their businesses when the industry
was more transactional, can be more
difficult to convince to wade into

drafting financial plans, analysts and For One Asbestos

, umt advisers say. This is because these Victim, Justice Is a
advisers are traditionally investment- Moving Target

: =D focused, and drafting a financial plan

Getiylmages  can be time consuming and out of their

comfort zone, some say. Tough Place to Fill
Jobs: U.S. Senate
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To encourage more of their adviser-force to draw up financial plans, some big

brokerages have found success in the form of monetary rewards.

Starting this year, UBS | UBSN.VX +0.61% | Wealth Management Americas now offers
an increased payout for advisers who fashion financial plans for clients. In the past, Airbus Set to Double 9 :’Q‘?ﬁ-v
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the payout advisers received for the financial plans they created were tied to the Profit Margin
traditional pay grid. Now, advisers receive a more generous payout based on how
much they charged for the plan, so long as the charge is $1,000 or more. The new
payout is 50% of the plan charge as well as a 15% credit to the adviser's expense

accounts. Euro Becomes the Port

in a Storm

Wells Fargo | WFC +1.12% | Advisors also ties part of its incentive compensation to
adviser usage of Envision plans for clients.

While UBS's big push to encourage financial plans is new, Wells Fargo has been
promoting its Envision plans since 2004, and currently 84% of Wells Fargo Advisors ™
households have an Envision plan, according to a spokeswoman. The firm doesn't
charge extra for the plans.

More in Wealth Management Journal

Voices: Dan Serra, on Gay Couples' Finances if DOMA

Loyalty is a direct benefit of such a plan. According to a 2011 Wells Fargo Repealed
presentation, a firm client satisfaction survey found clients with a plan scored as Big Payouts For Advisers Who Draft Financial Plans
83% loyal versus only about half of clients without a plan. A Simple Will May Still Not Do

Though UBS Wealth Management Americas clients always had the option to get
financial plans, the carrot of a bigger payout for advisers has led to a significant
increase in financial plans drafted so far this year. 1 Opinion: A Nation - o o
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Through March, planning fees at UBS totaled roughly $2.4 million, compared to
$880,000 a year ago, a spokesman said. The number of advisers charging for these
plans increased 259% year over year, and the average fee charged per plan was
$4,100.

According to Jason Chandler, head of UBS Wealth Management adviser group, this
increase is a direct result of the new financial incentives. In addition to building trust
and strengthening the relationship between adviser and client, financial plans
represent a way to compete with Registered Investment Advisers, whose clients
don't really want to be sold "bank stuff," Mr. Chandler said.

"The ROl is there, it's just not in the fees you get from the actual financial planning
service," Ms. Schmitt said.

The stickiness may also translate to the relationship between adviser and
brokerage firm. If an adviser is using a proprietary financial-planning product with
his or her clients, it may be difficult to move them to a new firm.

However, an adviser with UBS said he's unconcerned. He said if he ever left his
firm, he has a lot of the information about his clients' and their goals in his head,
and the specific financial data needed to recreate the plan is easy to get from
clients a second time.

"Financial planning software is really just data poin
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Actually, studies show that a

comprehensive financial plan can
benefit people at all income levels — M
but not a lot of Americans know this.

Only 31% of financial decision
makers in families say they have created a comprehensive financial plan
either on their own or with professional help, according to the 2012
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Household Financial Planning Survey conducted by the Certified Financial
Planner Board of Standards. The Board defines a comprehensive financial
plan as one that covers savings and investments; planning for retirement,
education, emergencies, major purchases, and other financial goals; and
insurance needs.

But few people have plans in place to cover even a part of their finances: The
same study showed only 35% of people have a plan to save for emergencies.
And only two-thirds have a plan to meet any of six savings goal, such as for
emergencies, retirement, a child’s education or a down payment on a house.

It’s too bad those figures aren’t higher, given that the same survey showed
that comprehensive financial plans benefited even people at lower income
levels.

As Tom Pemberton, a certified financial planner and owner of Charlotte-
based DBA Pemberton Financial Planning, said, “The way you get into the
higher income bracket is to have a financial plan.”

And don’t dismiss financial plans as being for older people. Pemberton, in
fact, recommends financial plans for people in their 20s, to help prevent them
from making financial mistakes.

wre 13

Most Read on Forbes

" Laura Shin
Contributor

I'm a freelance writer who has published in the New
York Times, The Wall Street Journal, The Los
Angeles Times and others. I graduated Phi Beta
Kappa with Honors from Stanford University and
have a master of arts from Columbia University’s
School of Journalism. To learn more about me, go
to www.laurashin.com, or follow me at @laurashin.

The author is a Forbes contributor. The opinions expressed
are those of the writer.
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“If you look at people who are financially successful,” he said, “most of them
have been making very smart financial decisions all their life. The sooner you
start making smart decisions, the sooner you know where you want to go, and
if you have a plan to get there, the more likely you are to attain it. Time is the
one thing nobody can give us. If you start in your 20s, you don’t have to save
that much. The longer you wait, the more you have to save to make that
goal.” (He was referring to the fact that, the more time investments have to
grow, the less money an individual needs to put away in order to achieve the
same returns as someone who gave their money less time to grow. This
principle is especially helpful for long-term savings goals such as retirement.)

Here are ten reasons to get a comprehensive financial plan if you don’t have
one yourself:

1. It will help you define your financial goals.

Most financial planners will begin your plan by asking you what your financial
goals are. For couples, sometimes doing this exercise alone is enough to get
the two partners on the same page. “Most people spend more time planning
their vacation than planning for retirement or for their financial goals,” said
Pemberton.

2. Tt will help you see whether your goals are realistic, especially

a
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After taking a look at the goals, Pemberton looks to see how you can get there
— how much to save, what types of investments to make. “Then, the planner
can do a cost-benefit analysis. Are your goals realistic? Are they attainable?
Most of us have more goals than financial resources,” he said, adding that
time is a huge factor. “It’s usually not that the goal is not attainable, it’s that
the timeline is not attainable,” he said, noting that many goals, such as saving
for retirement, a mortgage or a child’s college education and paying off debt,
take years to accomplish.

3. It will help you see how you can bring your spending in line with
your goals.

Once you know where you're headed and how long it will take to get there,
then you can look at your cash flow to find out if you're spending more money
than you're taking in. “If you have negative cash flow, there’s no way you can
meet your goals,” said Pemberton. The exercise of analyzing expenses often
surprises people. “They say, ‘T had no idea I was spending that much on
Starbucks or eating lunch out,” he said.

Page 1 2 Netpoge .

o
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4. It will show you what money mistakes you’re currently making.

Aside from spending too much, Pemberton says analyzing not just spending
but the overall financial picture sometimes exposes mistakes — and easy fixes.
Pemberton said, sometimes people look at their credit card debt and say, “T'm
paying 18% on interest to a bank. Am I making anywhere near 18% on any of
my investments?”

5. It will allow you to measure your progress on your goals.

Once the plan is in place, you can set up measurable goals, such as regularly
contributing a specific amount of money toward either savings or debt over a
period of time. “Then, I can say a year from now, ‘Did we do what we said we
were going to do?”” said Pemberton.

6. It will help you find new ways to maximize your money.

Having an outside expert look at your financial picture might reveal
opportunities to make or save money that you hadn’t thought of. Pemberton
sometimes realizes that clients aren’t taking advantage of a flexible spending
plan at work that allows them to pay for health care expenses using pre-tax
dollars. He said, assuming their tax bracket is 28%, “T'll say, ‘Why aren’t you
putting money in your flex spending? If I told you you could buy everything at v
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a 28% discount, wouldn’t you want to?” And they say, ‘Absolutely.” Other
missed opportunities he sees are passing up the company 401(k) match,
which he calls a “guaranteed 100% return on investment.”

7. It will help you identify risks you hadn’t thought of.

Part of a financial plan is looking at risk capacity: What is your risk of
becoming disabled and being unable to support yourself or your family, or
dying early and saddling your family with an un-manageable mortgage

payment?

Pemberton recalled a couple that came to him on top of all their finances. “No
will,” he said. “In the state of North Carolina, if one of them was to die and
had assets in their name alone, half of those assets would go to that person’s
parents, not to their spouse.”

8. It will make you more confident with your money.

According to the CFP Board survey, Planners feel more confident about managing

money, savings and investments than non-planners,

52% of those with a plan feel “Very across all incomes, and are more likely to describe
” . themselves as living comfortably.
confident” about managing money,
savings and investments, while just N oot manasing o, -
30% of those without do. Pemberton e e v

5 h % Living comfortably
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saud that when he’s finished plans for e 2oy 2
people, they generally feel in control = Parrers
of their finances, and they also feel a Pt

new sense of discipline. He said they
feel, “T know what I need to do to achieve my goals. I don’t feel like my life is
out of control anymore, but I'm in control.”

9. It will help you build wealth.

The CFP Board survey showed that For those in the two lowest income brackets,
. planners are more likely to pay their credit

those with a plan also have more card bills in full.

money saved and are more likely to % reporting Full Credit Card Bill Payment

pay their credit card bills in full.

Planners,

Notably, even those who make less bt et

. Non-Planners,

than $25,000 are more likely to pay $25,000-849.999
their credit card bill if they have a e o

plan than people who make from Non-Planners

under $25.000

$25,000 t0 $49,999 and don’t have a
plan — 41% to 26%.

10. It will help you live more comfortably.

Those with a plan are also more likely ~ As many planners in the $50,000-599,999 bracket





image30.png
@ http://www forbes.com/sites/laurashin/2013/08/07/10-reasons-why-financial-plans-arent-just-for-the-1/2/ o~
File Edit View Favorites Tools Help

New Post: Most Popul:
Forbes v eW ;,os,-,f- *.\'1-,?,? 1’9::E1.i3?:;‘t<3e:

their credit card bill if they have a e «
plan than people who make from Non-Planners
$25,000 to $49,999 and don’t have a ki

plan — 41% to 26%.
10. It will help you live more comfortably.

Those with a plan are also more likely ~ As many planners in the $50,000-599,999 bracket
.. say they live comfortably as non-planners in the

to say they are living comfortably — $100,000+ bracket.

48% to 22%, according to the CFP % who feel they live comfortably, by income

Board survey. Even more remarkable $50000-$99.999 Planner

is that those with a plan making $100.000+ Non-Planner =

between $50,000 and $99,999 are

more likely to live comfortably than

even those making $100,000+ without a plan: 50% to 46%.

While you don’t necessarily need to hire an outside person to create a
financial plan for you, a lot of people do so to save themselves the time and
energy of sifting through a lot of advice, some of it potentially contradictory.

But, as you'll see, “financial advisor” is a loose term that covers all kinds of
people who say they can help you with your money. How to choose among
them? Here are ten questions to ask a potential financial advisor.
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How Money Worries Can Scramble Your
Thinking

by MICHAELEEN DOUCLEFF

August 29, 2013 2:41 PM

Worrying about finances can tax the brain just as much as staying up all night.

Worrying about finances can tax the brain just as much as staying up all night.

lllustration by Katherine Streeter for NPR

There's no question that dealing with mortgages, car payments and other bills takes up time
and energy. But having a tight budget may also zap our ability to think clearly, scientists report NPR thanks our sponsors Become an NPR sponsor
Thursday in the journal Science.

In a series of clever experiments involving farmers in India and shoppers in New Jersey,
scientists found that people are worse at solving puzzles — similar to those on the 1Q test —
when they're first reminded of money problems.

- More From Shots -

S Health News

"Financial constraints capture a lot of your attention," says Eldar Shafir, a psychologist at

Princeton University, who helped lead the study. "Then there's less bandwidth left to solve support comes

problems. Your cognitive ability starts to slow down, just like a computer." Study: Price Shocks On ) v
Health Exchanges
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And the effect is big. After a quick reminder about money issues, people's performance on the A
puzzles drops down by at least a quarter — or approximately the same mental hit a person

takes after staying up all night. More From Shots -

Health News
Shots - Health News In the study, Shafir and his colleagues approached people
Teachers’ Expectations Can at a shopping mall in Lawrenceville, N.J., and asked them
Influence How Students
Perform how much money they earn. "We had a pretty good
selection of middle-to-low income Americans," Shafir tells Study: Price Shocks On
8= snots-Healt News Shots. The lowest salaries were about $20,000 and the gealth EUXCI}}]?:“lgES
_®  If You Think You're Good At average was about $70,000. ppear Uniikely
—?_, Multitasking, You Probably
Aren't

Before the participants started the puzzles, they answered
a question about money: "A person's car breaks down, P

and they need X dollars to fix it. Tell me what are the g:isBSay Unbanked
uy Insurance

options they have available?" With Prepaid Debit
Cards

£

a

People with lower incomes did just as well on the tests as those with higher salaries when the
amount of money required to fix the car was low, like $100. But when the scientists raised the
amount to $1,500, the less affluent participants performed worse on the puzzles.

Comments Help Explain Memory
Loss In Old Age

“ A Single Protein May
"The money question tickles that part of the brain that has to do with your own finances," says -
Sendhil Mullainathan, an economist at Harvard University who also led the study. "Then you
start thinking, 'Gee, how | am going to pay rent this month?' " And that interferes with your

ability to think through a problem, he says. support comes
from More From Shots - Health News >

The team found a similar trend with farmers in southern India, who get paid only once per
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year. Right before the sugarcane harvest, the farmers are financially strained. Immediately
afterward, they're flush again. It turns out that just before harvest, the farmers performed
worse on the IQ puzzles than they did after receiving their money.

"If you just look on paper at their income, these people [in New Jersey and India] aren't in
poverty," Mullainathan says. "But they're financially stretched. The mechanism that we're
looking at is more about being financially stretched than in poverty."

About half of Americans fall into this category, Mullainathan says. People are worried each
month about getting all the bills paid.

Just realizing the effect exists could help people to counter it, he says. "If you're making a
decision that actually requires you to sit down and think, you should probably wait until your
mind isn't taxed by financial problems," he says.

Mullainathan and Safir say the study's findings could have broader implications. "There's an
ongoing, heavy debate about why it's difficult for the poor to get out of poverty," Safir says.
"We're giving a new perspective to that question."

In many instances, it's not that the poor aren't as smart or capable of planning compared as
richer people, he says. Rather, being poor takes up more mental capacity. "When the poor
focus on something, they manage their dollar better than the rich do, " Shafir says. "But while
they're doing that very well, they have less attention to focus on other things."

psychological research  mental health global health

poverty

support comes
from
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Health News

Study: Price Shocks On
Health Exchanges
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&= Study finds poverty reduces brain power :
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ON AGREAT SELEGTION.__ By Kate Kelland

OF H DTV - LONDON | Thu Aug 29, 2013 2:01pm EDT
| (Reuters) - Poverty and the all-consuming fretting [ share 13

that comes with it require so much mental energy Share this

that the poor have little brain power left to devote to

| Email
other areas of life, according to the findings of an & Prnt
international study published on Thursday.
Follow Reuters Related Topics

The mental strain could be costing poor people up to 13 1Q (intelligence

n quotient) points and means they are more likely to make mistakes and bad Health »

Facebook Twitter RSS YouTube decisions that amplify and perpetuate their financial woes, researchers

found.

"Our results suggest that when you are poor, money is not the only thing in short supply. Cognitive
RECOMMENDED VIDEO Lo o . . :
capacity is also stretched thin," said Harvard economist Sendhil Mullainathan, part of an
international team that conducted the study.
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1n a series of experiments, researchers from Harvard, Princeton and other universities in North
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America and from Britain's University of Warwick found that pressing financial worries had an
immediate impact on poor people's ability to perform well in cognitive and logic tests.

Far from signaling that poor people are stupid, the results suggest those living on a tight budget
have their effective brain power, or what the researchers called "mental bandwidth", dramatically
limited by the stress of making ends meet.

On average, someone weighed down by money woes showed a drop in cognitive function in one
part of the study that was comparable to a 13 point dip in 1Q, and similar to the performance deficit
expected from someone who has missed a whole night's sleep.

"Previous views of poverty have blamed (it) on personal failings, on an environment that is not
conducive to success," said Jiaying Zhao, an assistant professor of psychology at the University of
British Columbia in Canada.

"We are arguing that the lack of financial resources itself can lead to impaired cognitive function,"
she said.

Eldar Shafir, a professor of psychology and public affairs at Princeton who worked on the research
team, said it was not stress in general, but financial worries in particular, that led to a reduced ability
to make sound decisions.

"The poor are often highly effective at focusing on and dealing with pressing problems," he said.
"But they don't have leftover bandwidth to devote to other tasks.

*So, if you live in poverty, yoi
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a way out." A
The researchers studied two very different groups - shoppers at a mall in New Jersey in the United
States, and sugar cane farmers in rural India.
In the mall study, they gathered dozens of low and middle-income shoppers and subjected them to
a battery of tests to measure I1Q and impulse control.
Half of the participants were first asked to think about what they would do if their car broke down
and the repair cost $1,500 - designed to kick off worries about money. It was among these people
that performance dipped significantly.
In India, the researchers found that farmers had diminished cognitive performance before getting
paid for their harvest compared to afterwards, when their coffers have been replenished.
"One month after the harvest, they're pretty rich, but the month before - when the money has run
out - they're pretty poor," Mullainathan said in a report of the research, which was published on
Thursday in the journal Science.
"What we see is that IQ goes up, (when they are rich)... errors go way down, and response times go
way down."
He said the effect in India was about two-thirds the size of the effect in the mall study - equal to
around nine or 10 IQ points difference from one month to the next.
(Editing by Mark Trevelyan) v
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THINGS TO KNOW

December 13,2016

Do you trust the financial planning software you use for clients? Maybe you shouldn't, one

advisor says.

Advisor Kelly Olson Pedersen, in Bloomington, Minn,, tells The Wall Street Journal that her

firm has run into major problems with several packages on the market.

“We have seen plans be off by millions because of various software issues,” she says. “This

could ultimately be fodder for lawsuits as people are living longer and potentially outliving

their nest egg ..

MORE FROM BARRON'S

Fund Managers Bullish
on Economy

“Bespoke” ETNs, ETFs
Pose Risks

Another DOL Rule
Could Perish

One upgrade to a financial-planning software package dropped excess expenses
into thin air instead of forcing a sale of assets to cover them, the advisor says. And
it dropped off excess income, requiring a special workaround for each item.

Likewise, a life-insurance analysis for business-owner client came back wildly off
base. It turns out that the software wasn't accounting for income distributions from
the client's LLC. What's more, the firm learned that the software provider knew

about the issue but hadn't informed advisors.

“This is troubling because if you don’t know there are issues with the calculations,
then most likely the workaround won't be implemented, resulting in inaccurate

planning advice,” says Olson Pedersen.

She calls on the advisor industry to pressure fintech firms to be forthcoming and fix

issues promptly.
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Poll: Half of older workers delay retirement plans [online extras]

Older adults make up fastest-growing segment of workforce
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Graphic designer Tom Sadowski, 65, of Sterling, Va., delayed his retirement after his business failed. / AP

Witten by
Matt Sedensky
Associated Press

FILED UNDER

In The Prime
In The Prime: Money

CHICAGO — Stung by a recession that sapped investments and
home values, but expressing widespread job satisfaction, older
Americans appear to have accepted the reality of a retirement that
comes later in life and no longer represents a complete exit from
the workforce.

Some 82 percent of working Americans over 50 say it is at least
somewhat likely they will work for pay in retirement, according to a
poll released Monday by the Associated Press-NORC Center for
Public Affairs Research.

The survey found 47 percent of working survey respondents now
expect to retire later than they previously thought and, on average,

FINANCIAL MATTERS STRESS AMERICANS

Though a roughly equal share of survey participants
reported feeling secure about retirement savings as
feeling anxious, a significant minority gave signs of
financial stress: One in 6 reported having less than
$1,000 in retirement savings and 1 in 4 working
respondents aren’t saving for retirement outside of
Social Security

+ Some 12 percent of unretired people reported
borrowing from a 401(k) or other reirement plan in the
past year. Though 29 percent reported at least
$100,000 in savings, some find even that's not enough.

ABOUT THE POLL

=RRsA®) | € Business . |

plan to call it quits at about 66, or nearly
three years later than their estimate when
they were 40. Men, racial minorities, parents
of minor children, those earning less than
$50,000 a year and those without health
insurance were more likely to put off their
plans.

“Many people had experienced a big
downward movement in their 401(k) plans,
so they're trying to make up for that period of
time when they lost money,” said Olivia

Western Kentucky University.

CONTACT DARLA WITH STORY IDEAS OR
FEEDBACK

(D4 Tour the site with Darla Carter
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Mitchell, a retirement expert who teaches at W may have hitits ceiling in polls
The AP-NORC Center survey was conducted Aug. 8 o X A
through Sept. 10 by NORC at the University of Chicago,  the University of Pennsylvania. University of Kentucky's Willie Cauley-
with funding from the Alfred P. Sloan Foundation, which Stein stands out in all sorts of ways
makes grants to support original research and whose Money, health top concerns
Working Longer program seeks to expand . . University of Kentucky's Willie Cauley-
understanding of aging Americans’ work paterns About three-quarters of working respondents Stein stands out in all sorts of ways
« Itinvolved landline and cellphone interviews in English  said they have given their retirement years
and Spanish with 1,024 people aged 50 and older some or a great deal of thought. When . A_mencan Jews carve out faith
nationwide. Results from the full survey have a margin L different than parents’
of sampling error of plus or minus 4.1 percentage considering factors that are very or
points. extremely important in their retirement Morning Kickoff | Kevin Ware 'a big
. " - reason’ Chris Jones signed with
decisions, 78 percent cited financial needs, Louisville basketball team [Online Extra]
75 percent said health, 68 percent their
ability to do their job and 67 percent said their need for employer
benefits such as health insurance.
. . . . Most Viewed
Graphic designer Tom Sadowski, 65, of Sterling, Va., had expected
to retire this year, but the recession caused his business to fail and
his savings to take a hit. With four teenage daughters, he knew he
had to put off retirement.
“At this age, my dad had already been retired 10 years and moved
to Florida,” he said. “Times are different now for most people.”
Sadowski now plans to retire in about five years, but even then, he
expects to do some work for pay. He notes that some of his friends
without children have begun to retire, but he tries not to dwell on his
shifted plans.
v

Bretincdoer. | M
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of later-life work. Labor force participation of seniors fell for a half- ADMISSION L
century after the advent of Social Security, but began picking up in LouisvilleHomeDesignShow.com
the late 1990s. Older adults are now the fastest-growing segment
of the American workforce; people 55 and up are forecast to make
up one-fourth of the civilian labor force by 2020. About us
C -Ji | rter Darl.
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) Western Kentucky University.
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certified financial planner with a large number of baby-boomer FEEDBACK
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One such retiree who returned to the workforce is Clara Marion, 69, v
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of Covington, La., a teacher who retired in 2000 and went back to
work a year later. She retired again in 2007 but soon returned to
part-time work because she needed the money.

When she first retired, she had about $100,000 in savings, but she
has used much of that. Her pension isn’'t enough to pay her bills,
and she isn't eligible for Social Security. So she’s back in a second-
grade classroom, four days a week.

“I'd love to be sleeping in,” she said, “but | will probably never
retire.”

Age expectations change

Though Marion’s finances are primarily what keep her working, she
says she enjoys her work, in line with other survey respondents
reporting exceptional job satisfaction. Nine of 10 workers in the
study said they are very or somewhat satisfied with their job.
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Matt Sedensky
Increased lifespans and a renewed idea of when old age begins are BOWLING GREEN| KY

Associated Press

FILED UNDER also fueling more work among older adults. Six in 10 people said EVERY SEASON STARTS AT
they feel younger than their age; only 6 percent said they feel older. nIcK ss
In The Prime Respondents said the average person is old at about 72. One in 5

In The Prime: Money SPORTING GOODS

said it depends on the person.

Even so, one-third of retired survey respondents said they did not CLICK FOR COUPON AND EVENT INFO %

stop working by choice. The figures were higher within certain
demographic groups: racial minorities, those with less formal

education or lower household incomes were more likely to feel they About us
had no option but to retire. Eight percent say they were forced from
a job because of their age. In interviews, survey respondents cited
health as well as layoffs followed by unsuccessful job searches.

Courier-Journal reporter Darla
Carter manages "In The Prime,"
a collection of news, features,
videos, data and blog posts
designed to help you thrive as

'It's going to be hard'

you age
A longtime writer of the
Dolores Gonzalez, 57, of Coalinga, Calif., expects no luxuries in Thursday Health & Fitness
retirement. She’ll be happy if she can simply afford her $2,200 section, Darla will find and post stories, blogs and
’ 5 news items every day on health, fitness and nutrition
monthly mortgage payment. She used to think she would retire _ allintended to help keep you and your family v

healthier. She is a Louisville native and graduate of

from teaching at 65: now she says she'll never stop workin
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they feel younger than their age; only 6 percent said they feel older. "IGK ‘s
Respondents said the average person is old at about 72. One in 5

said it depends on the person.

'ORTING GOODS

Even so, one-third of retired survey respondents said they did not CLICK FOR COUPON AND EVENT INFO »

stop working by choice. The figures were higher within certain
demographic groups: racial minorities, those with less formal
education or lower household incomes were more likely to feel they About us
had no option but to retire. Eight percent say they were forced from
a job because of their age. In interviews, survey respondents cited
health as well as layoffs followed by unsuccessful job searches.

Courier-Journal reporter Darla
Carter manages "In The Prime,"
a collection of news, features,
videos, data and blog posts
designed to help you thrive as

‘It's going to be hard’ you age
A longtime writer of the
Dolores Gonzalez, 57, of Coalinga, Calif., expects no luxuries in Thursday Health & Fitness
retirement. She’ll be happy if she can simply afford her $2,200 section, Darla will find and post stories, blogs and
’ 5 news items every day on health, fitness and nutrition
monthly mortgage payment. She used to think she would retire _ allintended to help keep you and your family

healthier. She is a Louisville native and graduate of

from teaching at 65; now she says she’ll never stop working.
Western Kentucky University.

She had been strained by helping to support her parents. Now she CONTACT DARLA WITH STORY IDEAS OR
has less than $200 in savings and she worries about sustaining FEEDBACK

herself in retirement when all she’ll have is a Social Security check. T4 Tour the site with Darla Carter

“A lot of people don’t save because the cost of living is so high,”
she said. “Retirement is not going to be comfortable. It's going to be
hard.”
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consumers want advisers to rocus on financial planning A

Wednesday, October 30, 2013

Article Comments

Nearly all Americans expect a financial adviser to take into

account their entire financial situation, with more than two- RELATED SPECIAL REPORTS
thirds wanting advisers to provide comprehensive financial
planning services, according to a survey released in August by
the Certified Financial Planner Board of Standards Inc.

San Diego Success/Trusted Advisers - 2013

Conducted by survey research firm ORC International, the online survey of more than 1,000 Americans age 18 or older showed
that 91 percent said they want their financial adviser to take into account their total financial situation. Seventy percent of those
surveyed also said they would prefer to work with a financial adviser who provides comprehensive financial planning services,
compared to 30 percent who said they want to work with someone who specializes only in one area such as retirement.

"As Americans' finances become more and more complex, they are turning to advisers who can partner with them, look at their
total financial picture, put all the pieces together and provide a comprehensive financial plan," said CFP Board Chief Executive
Officer Kevin R. Keller, CAE.

"CFP professionals are uniquely qualified to provide Americans with financial planning services, and we hope current and future
clients will ask their adviser to partner with them and create a comprehensive financial plan."

| | B finplans.docx
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Certifications are also important to Americans when choosing a financial adviser, with 84 percent of those surveyed saying they
play a role in choosing someone to work with. When it comes to what kind of certifications financial advisers should have, 87
percent said they would feel more confident working with someone who has a financial planning certification.

Of those surveyed, 68 percent also preferred working with someone who has a certification or designation that "demonstrate(s)
knowledge of multiple financial areas," such as investments, taxes, insurance and budgeting.

Another highlight of the survey showed that nearly half of those surveyed (48 percent) said "strong knowledge of financial
planning” was most important to them in choosing a financial adviser, with 64 percent of those between the ages of 18 and 24
saying it was most important. The survey also showed that there seems to be an opportunity for current and prospective financial
advisers, as 41 percent of Americans report that they have never worked with an adviser.

"As this survey shows, Americans want advisers who are competent in financial planning and have a designation to prove it,"
Keller said.

"Fortunately for both advisers and the American public, the CFP certification is the standard for financial planning, providing
financial professionals with the tools they need to help clients put together a picture of their entire financial lives."

More information about the CFP certification and how to earn it can be found at CFP.net/get-certified.
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Americans Think They Know Personal Finance -- Even If They Don't

1

Americans are more confident in their own understanding of financial decision-making than they are in the financial Your Guide to the Economy
system'’s ability to provide a secure future, according to the latest Allstate/National Journal Heartland Monitor Poll.
Photo courtesy of Kick Images via Getty Images.
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Beware Software Flaws That Can Derail Financial Plans

Advisory industry shouldn't accept problems as the norm
Dec. 12,2016 12:11 p.m. ET ‘® 0 COMMENTS

Kelly S. Olson Pedersen is founder and chief executive of Caissa Wealth Strategies in

Bloomington, Minn. Voices is an occasional feature of edited excerpts in which wealth

managers address issues of interest to the advisory community. As told to Cheryl

Winokur Munk.

In the course of preparing financial plans for
our clients, my firm has uncovered critical
flaws with several of the financial-planning

software packages on the market today.

Working off flawed information can cause

clients to make a multitude of improper

& decisions in areas such as when to retire and
Kelly S. Olson Pedersen is founder and chief
executive of Caissa Wealth Strategies in
Bloomington, Minn. __. The financial-advisory ‘We have seen plans be off by millions because
industry should put more pressure on software
providers to be forthcoming and fix issues
promptly. PHOTO: MADDIE MALAT ultimately be fodder for lawsuits as people are

how much they will need for their retirement.

of various software issues. This could

living longer and potentially outliving their

nestegg, and the advisory community should be aware of the issues.

My firm first discovered an issue after an upgrade to our financial-planning software.
Plans for clients started to generate vastly different outcomes. It soon became clear that
the software was dropping off excess expenses into thin air instead of forcing a sale of
assets to cover them. On the flip side, it was dropping off excess income unless we
implemented a special workaround for each of these items. We soon realized we needed

to go back to square one and test many of the calculations before we could trust the

X3 | wa benefits of_using_fin...
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The Dow Jones Industrial Average closed Friday at 16,064.77. But is the height of the market inspiring confidence in

the financial system and Americans' own financial decisions?

It's a mixed tale. Americans are much more confident in their own financial decision-making than they are in the

promise of the financial system. And yet, at the same time, Americans aren't making all the financial decisions they

know they should be -- sometimes, because they simply can't.

Americans are pessimistic about the future of the country; only 23
percent believe the country is headed in the right direction and a
majority isn't convinced President Barack Obama's economic
policies have helped the economy, according to the latest
Alistate/National Journal Heartland Monitor Poll. About half think
we're still in a recession.

But ask Americans about their understanding of financial decisions,
and it's a different story. Americans are much more confident in
their own financial faculties. Almost 90 percent believe they
understand what they need to know to make financial decisions.

But what kind of financial decisions are they making? If you believe
58 percent of Americans, participating in the financial system is still

the safest way to secure their families' financial futures, even if they don't think that future will be so secure. Most have
checking and savings accounts and credit cards; employee-sponsored 401(k) plans are more rare, as are personal

investment accounts. Yet how can one retire without them?

An 8.3 Percent Return
on Your Money,
Guaranteed for Life?

In other words, just because Americans think they know what the right financial decisions are, that doesn't mean

they're even close to making them. For example, three-quarters of Americans say they understand what it takes to

save for retirement, but nearly half (44 percent) believe they're behind in that saving.

That's not surprising, especially for older folks, said Eleanor Blayney, the consumer advocate for the Certified Financial
Planner Board, speaking about the results of the poll on a panel at Washington's Newseum, Nov. 22. Admitting you
can no longer drive happens last; the ability to make financial decisions goes first, she said. (Check out Paul Solman's
animated explanation of Harvard economist David Laibson's research on the relationship between age and fluid
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Planner Board, speaking about the results of the poll on a panel at Washington's Newseum, Nov. 22. Admitting you
can no longer drive happens last; the ability to make financial decisions goes first, she said. (Check out Paul Solman's

of Harvard economist David Laibson's research on the relationship between age and fluid
intelligence. Lew Mandell, author of has taken to the Business Desk several
times to explain how to - before it's too late.)

But if you don't have the wages to begin with, no amount of financial planning will make a difference, Heidi Shierholz,
an economist at the Economic Policy Institute, said. The recession impacted different demographics in different ways.
Older Americans' savings may have taken a hit. But for young people, she explained, the biggest effect is in weaker job
opportunities. (Shierholz recently talked to us about the to the labor market.)

But the same can be said for older workers, forced to work longer
to build up -- or replenish -- that nest egg, as we've
Of course, many
because of retirement, but many people 55 and over
are also part of the "missing workforce" -- those folks whose long-

term unemployment excludes them from the officially unemployed, Folly ofthe Fed: Why

ironically, lowering the unemployment rate. Many more of those

boomers would be working today, Shierholz argued, if it weren't for Janet Yellen May Bea
ihe recession. Dangerous Choice

There is reason to worry, said former FDIC chair Sheila Bair at
Friday's event, since most of the recovery has been driven by an
increased valuation of the market. Share prices may be up, but
there's no way to know, she said, whether that's the doing of the
companies or of the Fed's monetary stimulus program. And the fact that only 30 percent of Americans have a personal
investment account and are benefiting from Thursday's record closing underlines what Bair called the "uneven" nature
of the recovery.

National Journal editorial director Ron Brownstein, a demographic slicer-and-dicer, compiled a thorough roundup of the
ways Americans approach the financial system and have experienced America's
recovery.

Facing rising health costs, Massachusetts
seeks cost-cutting that improves care
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Advisors Neglect Written Financial Plans
DECEMBER 27, 2013 « KAREN DEMASTERS

Not enough financial advisors write comprehensive financial
plans for their clients, according to some people in the financial
industry.

And if the advisors do write them, the plans go on a shelf in the
clients’ homes, never to be looked at again.

Neither of these are good scenarios for planners or clients,
according to Robert Klein, founder of Retirement Income Center
in Newport Beach, Calif.

“Statistics say only half of the clients of financial planners have
written financial plans done for them,” says Klein.

Many in the field feel the percentage is much lower than that.
Klein is a firm believer in having a plan done. “The way
retirement planning alone has changed in recent years from
asset accumulation to retirement income planning means a
financial plan is needed,” he says.

Klein has been writing financial plans since the mid-1980s and
he says it is much easier and less time consuming than it used to
be because of advances in technology and account aggregation.
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Yes, The Bee Can Fly

This book about a founder of
the financial planning
movement is the tale of an
ordinary person’s
extraordinary life in a
profoundly changing world,
says our reviewer.
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retired and you have not had a retirement income planning
checkup lately, it's probably time to dust off your retirement plan.”

Writing a holistic financial plan for a client can also be good for
the advisor, says Charlie Gipple, national director of index
products, insurance and wealth management for Genworth, who
says only a small minority of advisors write plans.

The days of transaction-based relationships are gone, Gipple
says. ‘It is now about planning and helping clients through life
stages. Retirement is much more complicated than it was in the
1980s and 1990s. Now it is about risk management.” Financial
advisors who do written plans for their clients get a better view of
what the client needs, and they sell more products to fill the
gaps, he says.

Advisors are hesitant to write plans because it can be a painful
process and it can require a great deal of time to gather the
information the first time, says Mark Kemp of Kemp Harvest
Financial Group in Harleysville, Pa.
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The controversy about how to
label advisors has heated up at
the CFP Board.
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Advisors should not limit
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about finances,” so putting a plan down on paper is worth the
effort.

UBS feels so strongly about the advantages of writing a complete
plan, it is offering brokers bonuses for writing them, the company
announced recently. The advisors will be paid a bonus of up to 4

percent in deferred compensation of the revenue generated from

clients who receive a plan.

Lisa Chapman of UBS Financial Services in Long Beach, Calif.,
says the team in her office will not see a prospective client unless
they agree to have a complete, written plan done.

“| see this as the future of financial practice,” Chapman says.
“Written financial plans are becoming the core of the business.
Doing a financial plan is a way to develop a relationship with a
client.”

First [ « |1

B &3

| Planning®

B Work To

docx - Micro.

+ Read more

VIEW MORE »

ON THE MOVE

Provenance Wealth Advisors
Appoints Financial Planner

Paul Carman has joined the
firm in South Florida.

+ Read more

Equinox Funds Appoints Chief
Compliance Officer

Juanita Hanley brings over 20
years of industry experience
to her new role.

+ Read more

VIEW MORE >

JVULT

30, 2014
The Colorado

Convention Center
Denver, CO

Directed by
Tom Kostigen

REGISTER NOW!!

QUICK POLL

SPONSORED BY:
Z

Py ok
Is your firm giving bigger
bonuses for 2013 than it did
for 20127

O ves
OnNo

View Results




image52.png
a ) htp/ /v farmag.com)/news/advisors-are-falling-down-on-writing financil-plans-16419 himi?section=438page= ~ & | & Advisors Are Fallng Down O.. ||

Dorothy Hinchcliff's ]
a s Today! A

Tom Kostigen's
Impact investor Blog

File Edit View Favorites Tools Help

Advisors Neglect Written Financial Plans
DECEMBER 27, 2013 « PAGE 2 OF 2

STH ANNUAL
Writing a financial plan is the easiest way to distinguish between Flnanma AdVlSOf
e those who are financial planners and those who are selling MORE BLOGS > R ETI REMENT
p products,” says advisor Michael Kitces, a leader in the financial
services industry. “Planners acknowledge that a lot of clients SYM Pos I U M
= never read the plans, but | am not sure the clients would trust us APRIL 29-30, 2014

to give advice if we did not demonstrate that we had done the ? Axel Merk
work” to develop a written plan.

CAESARS PALACE

LAS VEGAS, NV
Dr. Ed Yardeni

“But it does not have to be a 150-page document,” he adds. “We

have to come up with a middle ground between no plan and a
huge document that no one reads.”
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8 Things Your Financial Plan Is
J Probably Missing

Bl vk Carter, Contibutor

Financial Finesse + Comment Now + Follow Comments

One of the most common questions I get when doing personal

We provide workplace consultation sessions is “what am I missing?” People often feel that

financial education. ! . 1S W §

fullbio — they’re doing everything right or don’t even know what to ask. Here

oo oo are the most common holes I see in people’s financial situations: S DASSAULT

D SUSTEMES
e e 1) Not having enough emergency savings. You'd be surprised
Share o . - 3pEX
by how many people have high incomes, expensive homes, large The 3DEXPERIENCE Company
retirement account balances and yet little or no savings in case of an
emergency. Perhaps it’s because the savings aren’t automatic like in | 3s.com ]
a 401(k). However, you can just set up an automatic monthly
Comment transfer from your checking account into a savings account for
Now emergencies. You may be surprised by how quickly it builds up to the

recommended 3-6 months’ worth of necessary expenses.

+Follow Comments Some people also hate earning so little on that money, especially with interest rates
near zero. There are alternatives to traditional savings accounts that can earn rates as
high as over 5%. If you have enough assets to cover more than your emergency needs,

conrerences o more  there’s also a case for keeping your emergency funds invested in a diversified portfolio.

v
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Just be aware that 1t your emergency tund 1s the ability to borrow trom your retirement
plan, you could be stuck with taxes and a 10% penalty on the outstanding loan balance
should you leave or lose your job and not be able repay the loan within 60 days. When
you consider that unemployment is one of the main reasons for even having an
emergency fund, that might not be such a great idea.

Finally, if youre worried about sacrificing retirement savings to save for emergencies,
you can make that transfer into a Roth IRA (if you qualify) since the contributions can
be withdrawn tax and penalty free anytime and the earnings can be withdrawn tax and
penalty free after 5 years and age 59 ¥2. (However, be aware that earnings may be
subject to taxes and a 10% penalty before 5 years and age 59 1/2 converted amounts
may be subject to taxes and a 10% penalty within 5 years of the conversion.) You can
keep the Roth IRA in cash like a savings account or money market fund until you

accumulate enough emergency savings outside and then invest the Roth IRA more A 4
aggressively to grow tax-free for retirement. In the meantime, having to fill out a IRA Next Post
withdrawal form can deter you from dipping into it frivolously on non-emergency

expenses.

2) Having too much in company stock. This usually comes about by accumulating
company stock in incentive plans or employee stock purchase plans combined with
inertia. The problem is that it’s one of the most dangerous investing moves you can
make since if anything were to happen to your employer, you could lose your job and a
good portion of your nest egg at the same time. No company is immune from that risk
no matter how much you believe in it. That’s why an investment adviser can lose their
license for recommending having too much in any one stock.

If you have more than 10-15% of your overall portfolio in any one

s Your Financ... | X3 1217 AM
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Missing
Erik Carter
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The 5 Biggest Retirement
Planning Mistakes You Can
Avoid

£ Bary Glassman
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Google News ‘ 8 Things Your Financial Plan. ‘ ‘

stock, start paring it down immediately. Yes, you may have to pay Save 15% when
some taxes or take a loss but those pale compared to the potential you move yourself.
risk. If you want to maintain some company stock, it’s probably best
to do so in your retirement plan since the growth can be taxed at
capital gains rates if you withdraw the shares in-kind before selling
them. This “net unrealized appreciation” strategy can be complex

and the IRS rules must be followed precisely so consult with an | 71 Budget‘
experienced tax professional before moving your retirement plan Truck Rental
funds.

3) Not having an asset allocation plan. Asset allocation is

considered the most important factor in determining the risk and return of your

investments. Yet people often have a hodgepodge of accounts with randomly selected

mutual funds. The problem here is that you can be under-diversified with 10 funds that v
all invest in the same type of investment or have a perfectly balanced portfolio thrown Next Post
off balance by another account that is too conservative or aggressive.

You'll want to either make sure each account is properly diversified or look at your
accounts as one (or actually consolidate them). The latter approach can also help
minimize your taxes if you have a taxable account and prioritize your tax-sheltered
accounts for investments that generate the most taxes like high-yield bonds, REITs,
and high turnover mutual funds. For retirement accounts, you can simplify your life by
consolidating them into your current employer’s plan and/or an IRA unless one of
those accounts offers a special investment option that you want and can’t purchase
elsewhere.

an asset allocation strate

1217 AM
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0st Expensive College Football Ticket

If you don’t know how to create and manage an asset allocation strategy, you can
simply go with a one-stop shop like a target date fund or use an online tool like
Financial Engines (may be offered through your retirement plan) or Future Advisor or
Jemstep to recommend funds for you without the cost of an investment advisor. Just
be aware that these sites do charge fees if you want ongoing investment management
but you can get recommendations for free and just update them periodically.

4) Paying too much in investment fees. Many people have no
idea how much they’re paying in fees on their investments or even
that they’re paying anything at all. I can’t tell you how many people PATEK PHILIPPE
have thought the only fee was a $30 annual maintenance fee on their SOEE
statement. The real costs are more hidden in the form of mutual
fund loads, expense ratios, and trading costs plus advisory fees that
can all add up to several percentage points a year in lost returns.

s,
44.!-

That would be okay if those higher fees generated higher returns but
there’s a lot of evidence that paying for active management just isn’t
worth it. Instead of paying high management fees, consider passive
index funds, which have been shown to beat the vast majority of the
more expensive actively managed funds. Even those active funds that
do outperform over a given time period have been shown not to be
able to replicate that in the future. Perhaps that’s why index funds
have been recommended by legendary investor Warren Buffett.
_Fortunately, if you're using one of the online tools above, they’ll
recommend the lowest cost options available to you (usually index 3
funds) to implement your plan. @

Google News ‘BThmgs Your Financial Plan.

v
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The next significant issue we ran across was regarding a life-insurance analysis for a
client who owns his own business. We know our clients well and had a general idea of
about how much insurance he would need to cover his income replacement and the

- mortgage payments. So when the financial-planning software came back with an estimate
that significantly undershot the need we anticipated, we were quite shocked and

* investigated further. We discovered that our software was not taking into consideration
° the income distributions from his limited liability company.
0 After calling our software provider to determine why there was such a discrepancy, we

learned this was a known issue that had a special workaround. However, it was up to the
adviser to implement the fix even though the software company hadn’t informed advisers
of the issues. This is troubling because if you don’t know there are issues with the
calculations, then most likely the workaround won’t be implemented, resulting in

inaccurate planning advice.

Another area ripe for problems: Financial-planning software is revised every year for tax
updates, and advisers can’t just assume that the software will continue to produce

accurate outputs. They need to double check everything.

The financial-advisory industry should put more pressure on software providers to be
forthcoming and fix these issues promptly as well-known tax-related software companies

do. These companies should be held accountable for the outputs they provide.
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5) Not running a retirement calculation. Are you saving
enough? Many people seem to base whether they’re on track for
retirement by how much they’re saving (I'm maxing out my
retirement plan so I must be okay) or how much they’ve already
accumulated (looks like a lot to me) but some people need a lot more
than others to retire. The number depends on your time frame, income needs, and how
much you'll get from Social Security and other income sources. That’s why the best way
to know if you're saving enough is to run the numbers on a calculator like this.

6) Not considering long term care. Some people make a conscious decision not to
purchase long term care insurance. The problem is when someone things Medicare will
cover it (it won’t) or just doesn’t want to think about it at all. Medicaid covers long term
care costs but you have to spend down practically all of your assets to qualify. As a
result, you can do everything right in terms of saving and investing for retirement and
see it all wiped away with a few years of long term care costs.

How to Prioritize Your

Sﬂvu‘:i carter Long term care insurance can help protect your assets while

Gontrioutor providing more choices than Medicaid. It’s expensive though so to be
cost effective, it’s generally recommended for people in their 50s to
early 60s with between $200k and $2 million in assets. Buy it too
early and you can be paying for premiums for a long time before you
need it. Wait too long and it can be a lot more expensive or you may “the Wi-Fi stereo of the gods”
not even qualify if your health deteriorates. If you don’t have enough TlkneStome
assets, you might be better off relying on Medicaid. If you have more
than $2 million, you might be able to pay for long term care costs out
of pocket. In any case, be sure to have a plan that goes beyond
N e DRl ho; ou’ll never need it (especially since studies 0% of

v
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of pocket. In any case, be sure to have a plan that goes beyond
hoping you'll never need it (especially since studies show 70% of
those turning age 65 will need it.)
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7) Lack of estate planning. Almost everyone understands the need for a will and
other basic estate planning documents and yet very few have actually put them in
place. It may not feel urgent now but you never know when you and your family will
need them and by then, it will be too late. Family members may stress and even fight
over key health care decisions even as they are powerless to manage your finances if
you’re incapacitated. Your death could leave decisions about who inherits your
property and takes care of your minor children in the hands of the court and stick your
heirs with unnecessary probate costs and taxes.

You can draft and store a living will for health care decisions for free at the Living Will w
Registry. Other basic documents like a will and durable power of attorney can be
drafted at low cost or even for free on sites like Rocket Lawyer and
DoYourOwnWill.com and there are ways to avoid probate on many of your assets

depending on your state) without a trust. But if your financial or family situation is
more complex, you may want to hire a qualified estate planning attorney.

Share

Next Post

Recognize any of those mistakes in your financial life? Consider consulting a qualified
financial professional. Then see what they say when you ask “what am I missing?”

Erik Carter, JD, CFP® is a senior resident financial planner at Financial Finesse. For
speaking opportunities on personal finance issues, please email

ress@financialfinesse.com.
CONFERENCES AND MORE v
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‘You've worked hard all of your life. You've saved and
invested your money, paid taxes on your income and
you've made the mandatory contributions to
government programs like Social Security and
Medicare. Like for so many others, the dream of no
longer having to work is a big one, and you can now
see the retirement light at the end of the working .
e - tunnel. BUdget
2 Truck Rental
(Photo: Contributed) Financial planning for retirement should be at least
as straightforward as saving for retirement, but it is
not. One of my favorite sayings is, you don't know what you don't know. It's true in
raising teenagers (which | am doing) and it's true in planning for retirement! I've always

said to my clients that if you ever wanted to run for Congress, do it on the premise of
simplifying the system for retirement income and that alone would probably garner

enough votes to win! But, since that has not yet been done, here is a somewhat S Column: ABCDEs help spot

simplified list of important ages that you need to be aware of in planning for your developing skin cancers

retirement income: July 19, 2014, 11:03 p.m
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50 is how old you have to be to begin making catch-up contributions to your retirement
accounts. This means that you are allowed to contribute more money than your

younger colleagues. 50 is also the earliest age that a disabled-widowed spouse can Police: Movie, TV legend
receive the social security widow/widower's benefit. The benefit typically is 71.5 g James Garner dies
percent of the of the deceased spouse's benefit at full retirement age:

55 is that age that, if you are separated from service (you are no longer working for a
particular employer), you can begin taking money from that employer-sponsored

qualified plan (for example, your 401k) without the hit of a 10 percent IRS penalty. You Marshfield considers
will till pay ordinary income taxes due, but the penalty for premature distribution goes garage sale regulations
away. (important — your IRAs are not eligible for this premature distribution penalty July 19, 2014, 11:5

waiver at 55; you have to wait a few more years)

59 % s the age you have to hit (under normal circumstances) before you can take
money from your IRAS without paying the 10 percent premature distribution penalty.

60 is the earliest that a widow or widower can receive the social security survivor's
benefit if they are not disabled. The benefit again will usually be 71.5 percent of their
deceased spouse's retirement benefit at full retirement age.

62 is the earliest age to receive your own social security reirement benefit. Although
you begin receiving social securiy refirement income eariier than your full refirement

age (as defined by the Social Security Administration), your monthly check will be

about 75 percent of what it would have been had you waited until your full refirement .
age, and for workers born in 1955 and after, your early retirement benefit is actually a BUdget

little less than 75 percent (with the minimum being 70 percent). 62 also is the earliest Truck Rental
age a spouse can receive the Social Security spousal benefit. For a spouse claiming v
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the social security benefit, the amount is typically 35 percent of the worker's full
retirement age benefit. Again, if you were born in 1955 or later, your benefit will be
slightly less than 35 percent, with the minimum being 32.5 percent

65 is the age which Medicare coverage becomes effective. If you are not receiving
Social Security at age 65, make sure you know the enrollment period for Medicare. If
this slips by without you signing up, you may have to pay a higher premium

66 is a big one. Itis the fullretirement age for social security for workers (whether or
not you are still working - you either are or were the "worker") born between 1943 — Budget“
1954. 1f you were born later, your full refirement age increases by two months for each Truck Rental
year after 1954, up to a full retirement age of 67. Also at 66, your spouse can begin

receiving the maximum social security spousal benefit for retirement income, which is

50 percent while you are stiliving. If you die and your spouse reaches age 66, he or

she can begin collecting 100 percent of your retirement benefit including any delayed

retirement credits. Another provision that is allowed at age 66 is for the worker to file

and suspend their own benefit, which permits the spouse to receive a spousal benefit

while the worker continues to eam their delayed retirement credits. Finally, 66 is also

the age at which the reduction in social security benefits no longer applies due to

excess eamings. In other words, if you are working you may be receiving "excess

eanings” as defined by the Social Security Administration, which will reduce the

amount of social security you receive if you are receiving social security income before

age 6

67 is the full retirement age for workers born in 1960 and later.

70 is the age of maximum social security retirement benefit, if you delay taking your
social security retirement income (COLAS, or cost of living adjustments, will sill apply

0% Inbox - t4money@o... | |8 | w3 benefits_of using_fin.. | M C:\My Webs\rwpfs - .. everal a ~ s fll al  &10AM
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social security retirement income (COLAS, or cost of living adjustments, will sill apply
after age 70)

70 % s the age at which you are required by the federal government to take minimum
distributions from your traditional IRAS and qualified retirement plans, including the
Roth portion of a 401(k).

Required minimum distributions must begin no later than April 1 of the year following

the year in which you reach age 70 % and must be taken every year thereafter. This is

abig deal, because if you forget to take your RMDs, the penalties are steep, 50

percent of what you should have taken! RMDs in and of themselves are a lengthy Truck Rental
subject, and unfortunately | do not have the space to write about in detail here. |

recommend you speak with a qualified professional or do more research yourself to

understand the rules for your specific accounts.

Navigating through retirement income planning can be tricky. In my previous article
Accumulation vs. Distribution, | also highlighted ways how managing your money for
retirement income distribution should be different than it was during the accumulation
phase. Most of us wish retirement planning were simpler, but alas, here we are in 2014
where the rules, laws and financial landscape are more complex than they've ever
been. In complex areas of ife, it is always a good reminder that we don't know what we
don't know. And in retirement income planning, that can be costly.

LouAnn Schulfer is co-owner of Schulfer & Associates, LLC Financial Professionals
and can be reached at (715) 343-9600 or louann.schulfer@lpl.com
www.schulferandassociates.com
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They say life is all about
surprises. Whatever one might
. Telangana
A pan oo aces b
- - bouncer at the most unplanned
" times. But by failing to prepare opinion
‘ one is preparing to fail. So, with An open letter to Sri Sri Ravi Shankar
. So,
. preparation one could hook
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élan. This is why financial planning

Why Use a PDF Editor?

Auto
takes a centre stage while planning for life’s events whether planned or Sra:‘ztetvse;:‘y'jsz Vitara Brezza: To buy
unplanned. | take advantage of the current T20 world cup excitement, to
explain the financial planning process. e National
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Coach - The match begins much before the toss of a coin. There're innumerable number

of strategies that consider the pitch, the opposition, the strengths and weaknesses of the Young Hans

team. Also, under consideration is the pace of the match, the contingency, the attacks and ! E WhatsApp for Android update brings
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counter-attacks during the match. Most of these are derived by the head-coach in support

from the other staff, the captain and the management. Likewise, one has to choose a @ Auto

<] financial advisor, the earlier the better but having one is critical for success. Ford cuts EcoSport price by R 1.13 lakh
to counter Manuti Vitara Brezza

Pitch - The pitch forms a significant factor in deciding the result of the match. The pitch

could offer assistance or hurdles to the players. Risks are inherent and like pitches they ~~ TWwenty 20 Social Stream ® €
either present opportunity or threat to an investor. In financial planning, the assessment of
risk plays a pivotal role in the further derivation and then the execution of a plan.

Right Mix - The proper risk analysis allows the advisor to allocate the assets in the most
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Right Mix - The proper risk analysis allows the advisor to allocate the assets in the most
suitable fashion that augurs well with the investor. It not only generates good returns but
also acts a buffer in times of volatility. This is similar to picking up the most suitable team
to play on that particular surface.

Vision - In a cricket match, the toss presents an opportunity and whichever way the result
turns out to be at the toss, the team gets ready with the eventuality i.e. either to field or bat
first. The approach to both events is well-envisaged in advance so that within minutes the £ crowovvews

team gets into the motions of the game. If one were to bat first, the team sets small CLICK FOR VIDEO >
targets for a few overs and adjusts their game accordingly. Similarly, one needs to create X

a financial plan, a comprehensive vision encompassing the various needs, with a defined

set of timelines and hence setting goals. These goals act as milestones while

accumulating wealth to the investor.

Govih e PF e Leer

Balance - A most important aspect, at times missed out by the teams, is having a right
balance of players i.e. spinners, pacers, batsmen, etc. that suits the pitch. It is also equally
vital to have a good balance of financial products that address the various needs and in
tune with the risk profile of the investor. A financial plan of substance actually addresses
this so that the investor is benefited during the implementation. Also, the advisor could
weed out the unnecessary or unfit investments which were earlier done to have a robust
and agile plan.

You Might Also Like Paid Content

Succession - This is another pertinent problem faced by most cricket teams. Once the
veteran players leave, the golden era seems to fade away with a struggle from the bottom
for the newer players. An inclusive financial plan also considers a will and estate planning|
This way, the investor could lay out a well define guidelines for not distribution of property
but also consider structures like trust to continue the good work of the deceased.

pgle Analytics 360 Si

Google Analytics 360 Diabetes Breakthrough

U . . . . X Suite will help digital Doctor's Are Hiding from
Thus, a financial plan is not just a key for success but a basic necessity for achieving marketers make sense of the Public

O various goals seamlessly. ;:2 pools of customer o

(The author is a practising financial planner and could be reached at
k.naresh.k@gmail.com)
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Some experts, most notably Michael Kitces who recently posted this blog The Sorry
State Of Risk Tolerance Questionnaires For Financial Advisors, are increasingly
critical of risk tolerance questionnaires (RTQs), a tool many/most investment
advisers and firms use when constructing portfolios for investors. Answers to the
RTQ, among other things, helps advisers determine how much investors should
allocate to stocks, bonds and cash, and help advisers categorize investors as
conservative, aggressive, and the like.
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But Derek Klock, an associate professor of practice in finance at Virginia Tech, thinks
that RTQs are getting a bad rap, that not all RTQs are created equally, and that new
RTQs are better than the RTQs of yesterday. Klock addressed our questions about
RTQs by email.
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Fed's independence,
rate decisions and v
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What you should expect in a financial plan

Nathan Bachrach, Ed Finke and Amy Wagner

Twice each week, Simply Money’s Nathan Bachrach,

Ed Finke and Amy Wagner are answering your R Uni

2 5 5 5 P nion
financial questions. If you, a friend, or someone in i Savings
your family has a money issue or problem, please w Bank

feel free to send those questions to

yourmoney@enquirer.com
(Photo: )

Paul from Cincinnati: | recently met with an advisor

and he gave me a five-page document that he called a “financial plan.” Quite honestly,

| was a little disappointed. It basically just showed my investment allocations. Is this
normal?

Answer: Yes, investment allocations or asset allocations are part of a financial plan, 30-Year Fixed Rate
but a good financial plan is much more than that. 3 315% I 3 39% m**
u "

A true financial plan includes a thorough analysis of your current income, savings, " d
spending habits, debts, tax considerations, charitable giving, college planning, legacy 15-Year Fixed Rate

planning and more. Then, by using known variables, it predicts your future income, 2 15% / 2 11% APR**
. .

assets and how much money you can withdraw during retirement (and how to actually
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Q: You've suggested that there are good RTQs and bad RTQs. How can

30 yr fixed Jumbo 4.34%

investors tell the difference from a good RTQ and a bad RTQ? Can you give us 30yr fixed 3.32%

some examples of bad RTQs and good RTQs, and what makes them good 15 yr fixed 2.59%
and/or bad?

10 yr fixed 2.67%

30 yr fixed refi 3.34%

@ Just updated $349,900 15 yr fixed refi 2.61%

y 2136 Cascade Way, Longview, WA 5/1 ARM 2.9%

4Bd 3Ba 5/1 ARM refi 2.97%

National averages from Bankrate.com
Great question, but let me first re-label the good and bad to older and newer. Many
RTQs have been around for a long time; and seemingly older model RTQs, just like MARKETWATCH
cereal, don't tend to be replaced. We just add to the list. A big issue with the internet PARTNER CENTER
- old stuff seems to hang around long after its expiration date. Back to your

question. E+fTRA

Let me try to provide some insight as to what makes up a good RTQ and hopefully

let the readership make more informed decisions from there. Older model RTQs © $100 in Transfer Fees
funded.

were very outcome or goals driven - in sort of an end-must-justify-the-means way - S Set-Up
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muﬂ rmed decision from there. Older model RTQs

$100 in Transfer Fees
: ) o [ Refunded.
were very outcome or goals driven - in sort of an end-must-justify-the-means way - $0 Set-Up Fees.

in that they asked about what the client wanted their portfolio to do: provide current
income, outpace inflation, provide a stable value, etc. Newer model RTQs
predominantly are meant to measure two things: an investor’s risk tolerance - (the
person’s emotional reaction to uncertainty), and/or an investor’s risk capacity - (the

portfolio’s financial ability to absorb losses without affecting the client's current
lifestyle or future goals) IBJ Ameritrade  Get custom market alerts >

Risk tolerance questions are generally more hypothetical and may even take a form Py
that is completely non-financial in wording. But that isn't to say that they should ask OPHONSXPRESS
about an investor's hobbies - like the often mentioned sky-diving or other risky ‘
habits questions. However, the questions may ask about the client’s feelings or

attitudes regarding other situations where there is a binary choice, financial or not,

between a known outcome and one of ambiguity. These questions are meant to

gauge how comfortable with, or knowledgeable about, the investor is with

uncertainty.

In contrast, risk capacity questions typically center on the time horizon until the
money is to be used, the amount of loss that could be withstood without meaningful v

" B | © NYSEARCASPXL: 97... IA Index Chart - I X3 | w3 Template for Screen .. | & 0 72 1207pPM
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i typically center on the time horizon until the
muﬂ )f loss that could be withstood without meaningful
financial effect, or how willing the investor is to a change their lifestyle should a
negative outcome occur.

So, what is bad? “Bad” exists on two levels - poor design and poor interpretation. If
an RTQ continues to use questions that have been proven to have little predictive
value then that would be “bad.” And while there has been precious little back-testing
of the reliability and validity of RTQs as a whole, there have certainly been questions
vetted enough to prove worthlessness. The aforementioned sky-diving questions
falls (pardon the pun) into that category.

Additionally, questions centered on gambling could be less useful as, while they deal
with money, the gambler may be engaged in risk-seeking behavior not for the
expected financial gain but simply for the thrill of participation. In economic terms,
the utility they receive from the gamble is greater that the disutility they suffer from
the financial loss. It is still a rational behavior, as explained by economic theory, just
not of predictive value for measuring financial risk tolerance.

However, the one thing that | can unequivocally offer as a sure sign of poor design is
that the risk category outcome should not change dramatically on the basis of one

B8 | © NYSEARCASPXL:97.. | @ DIIA Index Chart—I... M oz x§ | wdTemplate for Scr il = 1207pPM
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risk capacity.

»uld not change dramatically on the basis of one
question. For example, a questionnaire may have a single question pertaining to the
questionnaire provides qualitative categories for the taker's risk preference, the

risk capacity of the taker, while the other questions focus on the risk tolerance. If the

resultant categorization should not change dramatically based solely on the taker's

Then there is poor interpretation. If a financial professional is using a RTQ that he or
she believes is constructed to measure risk tolerance, but it is actually better suited
to measure risk capacity then the results will potentially be misinterpreted. It is
extremely important that the administrator and interpreter of the RTQ be

knowledgeable about the differences in risk tolerance/aversion, risk capacity, loss
concerning implementation.

aversion, and risk perception. All of which leads directly into your next question
Q: Could there be cases where investors use a good RTQ, but not necessarily

work with an adviser who knows how to implement the information gleaned
with a good RTQ but a good adviser?

from an RTQ? What can investors do to make sure they are working not only
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A: Of course it is possible. Finding a good adviser, one that not only uses the most
valid, up-to-date RTQ available but also has the knowledge to interpret the results, is
paramount in this discussion. However, it also needs to be said that interpretation
and implementation of psychometric testing is really tough. We have talked at
length about the input and composition of RTQs; let's now discuss the output.

Some RTQs result in a scaled numeric score, say 27 on a scale of 10 to 40. Others
offer a categorization class, such as moderately-conservative, on a scale of
conservative to aggressive. Still others provide both. But in all cases it is up to the
financial professional to take the number and/or category and turn that into a
portfolio with appropriate risk and return levels matched to the client. This is why
some RTQ and/or risk-profiling providers attempt to automate the interpretation
and implementation by helping the advisor make the leap from the questionnaire to
the portfolio.

A notable example of this approach is Riskalyze. This platform asks the clients a
series of binary choice questions to determine their risk profile. The output then
takes the form of a number (scaled 1 to 100) and a portfolio with a risk score
(standard deviation) that matches the client's volatility preferences

m LT DJIA Inde: x3 | w3 Template for Scre

"THE BRAND'S FUTURE HAS
NEVER BEEN CLEARER."

- MOTOR TREND




image73.png
a W' http:/fwwvew marketwatch.com/storyis-your-tolerance-for-risk-being-measured-correctly-2016-09-287reflink=MW_GoogleNews&goog + @ (& ‘W\Syou, tolerance for risk bei ‘

=

File Edit View Favorites Tools Help

mu E the client's volatility preferences.

As to the second part of your question concerning a good adviser, | would refer to
the CFP Board of Standards “letsmakeaplan.org” website as it contains a search
engine for finding CFP professionals who have met at least a minimum educational
requirement for practicing financial planning, taken an exam on that knowledge,
and continue to update their education. Additionally, the site provides a good list of

ten questions everyone should ask when vetting a financial planner. . § 'THE BRAND'S FUTURE HAS
NEVER BEEN CLEARER."
Q: One criticism of RTQs is that they tend to focus on the short term, and - MOTOR TREND

investor’'s answers change with the markets. So, critics say what's needed is an
RTQ that doesn’t change with bull and bear markets but rather focuses on the
long-term. What say you?

A market-neutral RTQ? Why would we want not to simply periodically retest? Some
research supports the assertion that investor’s risk tolerance changes with current
or recent market conditions. Some research suggests that the relationship to recent
market conditions is much greater in declining markets than improving ones. Still
others suggest that the riskier those conditions the more myopic (short-term, near-
sighted) the investor gets because of increased vividness. I'm not positive that there
is a good solution, but I'm also not sure if this is really the problem. According to the

o x3 | w3 Template for Scre i 72 1208PM
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sure if this is really the problem. According to the

research, many tactors intfiuence investor risk tolerance over the lifespan such as
age, education, and wealth. Why would we not expect that risk tolerance is going to
change? Advisers understand that when markets decline they need to stay in closer
contact with clients and possibly adjust clients’ portfolio allocations. Why not take
the opportunity to re-measure the client's current risk tolerance to make the most

accurate adjustment possible.

| might add that there has been some recent discussion attempting to focus on
investors' risk perception (how they see their immediate environment) separately
from their risk tolerance. Maybe this will turn out to be the key to separating an

investor's base-line risk aversion, from the current sway of circumstance - market
forces, mood, age, wealth, etc. However, until then rather than try to apply a single
test over an extended period, advisors should consider periodic retesting.

Q: Part of the problem with constructing portfolios is that many investors and
advisers for that matter don't have a clear understanding of such terms risk
aversion, loss aversion, risk tolerance, and risk capacity. Can you give us a
plain English definition of those terms and how each and all play into

constructing an investor's portfolio?

X3 | wi Template for Scre

"THE BRAND'S FUTURE HAS
NEVER BEEN CLEARER."

- MOTOR TREND




image75.png
a W' httpy/fwwemarketwatch.com/story/is-your-tolerance-for-risk-being-measured-correctly-2016-09-287reflink=MW_GoogleNews&igoog ~ © & ‘W‘Syou, tolerance for risk bei. ‘ ‘ AALLE

File Edit View Favorites Tools Help

E[vToT=T= P

Ok, wow! Big question! Obviously these terms are interrelated but are also
independent. It may be easiest to first categorize these terms as pertaining to
interior finance factors or exterior finance factors. The interior finance deals with the

person, the exterior finance deals with the money.

First the interior finance factors. Most define risk aversion or tolerance (these BV THE BRAND'S FUTURE HAS
modifiers are used interchangeably) as the emotional, psychological, or ) NEVER BEEN CLEARER."
physiological response people experience when faced with an uncertain outcome. It ~ MOTOR TREND

is that pit-in-the-stomach, cold-sweats, heart-racing, butterflies feeling you have
riding a roller-coaster for the first time. The reason this is important to understand is
that an adviser wants to know where the market-volatility induced panic-point is for
his or her clients.

Loss aversion, also a physiological response, is a term that gained prominence as a
result of Daniel Kahneman and Amos Tversky's work in behavioral finance. It is the
concept that a loss of a certain value feels worse than a gain of identical value feels
good. This leads people to become risk averse, because they would rather not lose
what they already have (and feel badly) in an attempt to gain something that they do =
not (and feel good). This element of the risk profile | believe is extremely important, THE CADILLAC CT6
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adly) in an attempt to gain something that they do
mu E )f the risk profile | believe is extremely important,
as it has been shown that people are generally more likely to take risk to avoid loss
than they are to seek a gain. This means that acceptance of risk is not static, or
constant, and therefore risk tolerance is often dependent on situation.

Finally, the exterior component - risk capacity. This is a much more tangible,
quantifiable part of a risk profile and has both a near-term and long-term
component. The near-term component, most believe, deals with the effect of market
volatility on the portfolio’s ability to financially support the client's current lifestyle.
Said in simpler terms, how much could a portfolio lose in value before it starts
having a profound effect on a client’s financial means. This is one of the major
reasons so many planners are proponents of an emergency fund or cash cushion. It
protects the client’s current financial lifestyle from near-term market volatility. (This
tactic also may help with risk aversion as it may distract the client from the market
volatility.) But many advisers also consider risk capacity to have a longer-term
component as well. This portion considers whether or not a client has time to let the
market, and the portfolio, recover the lost value before it effects goal attainment. In
summary, capacity deals with dollars and time rather than with feelings and
attitudes.
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But while these concepts are all important and all play a role in the overall risk

profile of a client, it is extremely important that an adviser not confuse a client’s risk ==
tolerance with the client’s portfolio risk capacity. While clients may have the time to
recover from a loss, if they exit the market due to sheer panic and desperation
because their portfolio was too risky and the market change too much to bear, then

all the time (and market recovery) in the world will do them no good. 1 B 'THE BRAND'S FUTURE HAS
NEVER BEEN CLEARER."
Q: Some say there is a difference between risk tolerance and risk aversion, but ~ MOTOR TREND

you seem to suggest they are synonymous, one in the same. Why is that? Isn't
there a difference?

A: | don't believe there is a difference. The classic economic position is that risk-
tolerance and risk-aversion are two sides of the same coin. Said another way, your
risk tolerance percentage and your risk aversion percentage should add to one. Of
course all rational investors are going to be risk averse on some level, some
exceptionally so. | could as easily call this latter group highly risk averse or slightly
risk tolerant. | think people have developed a natural inclination to refer to a
dominant characteristic, for example, right-brain dominant rather than left-brain
submissive. Additionally, in the context of risk, my personal belief is that the use of

m LG DIIA Inde x2 | w3 Template for Scre
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mu E ntext of risk, my personal belief is that the use of
the two terms came about because of framing. Risk-tolerance seems to have a more
positive connotation than risk-averse. =
=

Q: What else do investors need to know about RTQs that we haven't covered? %%@

Yes, thank you. | would be remiss if | didn’t mention that while RTQs aren't the end- i

: ) ) L 1 B 'THE BRAND'S FUTURE HAS
all, be-all of portfolio construction, portfolio construction is hardly the only useful NEVER BEEN CLEARER "
outcome of RTQs. They could prove very helpful in understanding client attitudes or _ MOTOR TREND
behaviors in most other areas of financial planning - debt management, tax
planning, insurance planning and estate planning.

I would close by encouraging all advisers to periodically review their risk assessment
instrument, of course seeking the guidance of their compliance team, to ensure that
the tool chosen is the best one available and that they are making the best use of
the information the RTQ provides.

Robert Powell is editor of Retirement Weekly, published by MarketWatch. Get a 30-day
free trial to Retirement Weekly . Follow Bob’s tweets at RIPIIl . Got questions about
retirement? Get answers. Send Bob an email here .
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Likewise, a good financial plan starts with the relationship you have with your advisor
(we recommend a certified financial planner). If you have any doubts about how your
money is invested, the details of your financial plan or how you're being serviced as a
client, it may be time to start asking questions. After all, it’s your financial future we’re
talking about.

Responses are for informational purposes only and individuals should consider
whether any general recommendation in these responses are suitable for their
particular circumstances based on investment objectives, financial situation and needs.
To the extent that a reader has any questions regarding the applicability of any specific
issue discussed above to his/her individual situation, he/she is encouraged to consult
with the professional advisor of his/her choosing, including a tax advisor and/or lawyer.
Nathan Bachrach and Ed Finke and their team offer financial planning services through
Simply Money Advisors, a Sycamore Township-based SEC registered investment
advisor. Call (513) 469-7500 or email
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