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         Module 3: Assist the Client with Future Planning

         
         
         
         
            
            
            Module 3 emphasizes proactive planning for financial risks, investments, retirement,
               and estate considerations. Topics of discussion include how to educate clients on
               managing uncertainties through risk mitigation strategies, selecting appropriate
               financial products, and fostering long-term financial security.

            
            
            
            Competency 1 focuses on educating clients about identifying, evaluating, and managing
               financial risks. Also discussed is helping clients recognize potential risks to
               their financial plans and introducing appropriate risk management strategies. The
               discussion emphasizes developing and maintaining a comprehensive risk management
               plan, including regular reviews of insurance needs and educating clients about
               various insurance products to protect against catastrophic financial losses.

            
            
            
            Competency 2 educates clients on the fundamentals of investing, ensuring clients
               understand basic investment concepts, terminology, and strategies. Topics of
               discussion include risk tolerance, asset allocation, diversification, time value of
               money, types of investments, and distinguishing between active and passive
               investment approaches. The focus is on empowering clients to make informed decisions
               and seek appropriate professional advice, while clarifying that counselors provide
               education—not investment recommendations.

            
            
            
            Competency 3 discusses the concepts of retirement and estate planning. Topics of
               discussion include understanding the importance of planning for retirement income,
               retirement savings vehicles, Social Security, healthcare costs, and longevity risks.
               The estate planning discussion includes wills, trusts, power of attorney, and
               beneficiary designations, with the goal of ensuring clients can protect their
               assets, honor their wishes, and provide for their loved ones. The counselor’s role
               is to facilitate client understanding and preparedness, while referring clients to
               legal and financial professionals for specific advice.

            
            

         
         
         
         
   
      
         
         
         
         Educate Client on How to Manage Financial Risks

         
         
         
         
            
            
            Upon completing this competency area, learners should be able to:

            
            
            
            
               
               
               	
                  
                  
                  Educate a client about financial risk

                  
                  

               
               
               
               	
                  
                  
                  Identify sources of financial risk

                  
                  

               
               
               
               	
                  
                  
                  Assist a client in identifying risks, risk management strategies, and
                     creating a risk management plan

                  
                  

               
               
               
               	
                  
                  
                  Assist a client in periodically reviewing risk management plan and insurance
                     needs

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about insurance products

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about commonly used insurance terminology

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about property and liability insurance

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about health insurance

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about life insurance

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about disability insurance

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about long-term care considerations

                  
                  

               
               

            
            

         
         
         
         
   
      
         
         
         
         Educate Client about Financial Risk

         
         
         
         
            
            
            Risk is a part of life. This is especially true when it comes to our personal
               finances. There are many ways in which financial plans can be derailed, and it is
               important for counselors to inform their clients about the potential sources of risk
               and to describe strategies that can be used to protect themselves and avoid
               losses.

            
            
            
            During their discussions with clients, therefore, a counselor should cover the
               following topics:

            
            
            
            
               
               
               	
                  
                  
                  Risks that clients may be exposed to

                  
                  

               
               
               
               	
                  
                  
                  What risk management is, and why it is important

                  
                  

               
               
               
               	
                  
                  
                  How risks can be identified and managed

                  
                  

               
               
               
               	
                  
                  
                  The importance of reviewing and adjusting risk management plans

                  
                  

               
               

            
            

         
         
         
         
         
            
            
            Rationale to Manage Financial Risk

            
            
            
            
               
               
               Risk in life is inevitable.
                  Even those who inherit fortunes will not live lives devoid of risk. It is therefore
                  crucial to understand the ways in which we can avoid, manage, or mitigate the impact
                  of any risks that life throws at us. But what actually is risk? Risk is defined as: Uncertainty associated with a situation or event that could
                     result in a loss or negative outcome or a gain or positive outcome.

               
               
               
               That is, any event that can happen while you are existing in an uncertain world.
                  While in everyday speech the word may seem negative, risks can actually be positive
                  or negative. Starting a new job or career is a risk that could have a positive
                  outcome, but it is a risk because the new opportunity may or may not work out.

               
               
               
               Here are two different categories of risk:

               
               
               
               
                  
                  
                  	
                     
                     
                     Pure risk is defined as: A type of risk that involves only the possibility of loss
                           or no loss, with no opportunity for financial gain—for example, illnesses, accidents,
                           natural disasters, scams, or identity theft. Pure risk is often insurable.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Speculative risk is defined as: A type of risk where there is the potential for both
                           financial gain and loss. For example, starting a new business venture or investing in the stock
                        market. While any stock market investment has the possibility of a gain or
                        loss, some investments are less volatile (gains or losses are likely to be
                        more moderate), and others are labeled as speculation to indicate that they
                        are especially volatile (gains or losses could be quite large). Speculative
                        risk is not insurable.

                     
                     

                  
                  

               
               
               
               Risk exists in
                  almost every aspect of our lives, and everyone has to decide how they approach these
                  challenges. You cannot plan for every potential risk, but you can plan to protect
                  yourself from catastrophes utilizing a variety of risk management techniques (which
                  will be described later), including avoidance, retention, and transfer—for example,
                  purchasing certain kinds of insurance. This is a crucial step in managing financial
                  risk and ensuring your ability to meet your financial goals.

               
               
               
               A financial loss can take many forms, including the following:

               
               
               
               
                  
                  
                  	
                     
                     
                     Property. A client’s possessions can be damaged and/or destroyed,
                        which can result in high repair or replacement costs, such as if a tree
                        falls onto your house and you need to repair or replace the roof.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Liability. A client could have potential losses suffered as a result
                        of being held liable for other people’s losses, such as if you crash your
                        car into someone else’s house.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Medical. A client could have potential losses related to large medical
                        expenses and lost earnings suffered as a result of injury and/or illness to
                        themselves, to a dependent, or to a loved one to whom the client acts as a
                        caretaker, such as if your elderly father starts to develop dementia and
                        needs memory care assistance.

                     
                     

                  
                  

               
               
               
               Adequate risk management is essential to ensuring current and future financial
                  well-being. For example, part of risk management is educating a client on insurance,
                  which can be complex, varied, and difficult to understand. Clients need a sound
                  basis of risk management and insurance options to determine when it may be
                  appropriate to buy an insurance policy to protect against potential catastrophic
                  financial losses and when getting insurance might be avoided or minimized in cost.
                  Determining the right amount and types of insurance is an important step in managing
                  the unexpected because it can protect one’s ability to meet financial and life
                  goals.

               
               

            
            

         
         
         
         
            
            
            Risk Management Process

            
            
            
            
               
               
               To help clients protect themselves against risk, financial
                  counselors must understand the risk management process and be able to explain it in
                  a way that is accessible to the client. A counselor will support the client by
                  educating and ensuring that the client can properly identify and assess their levels
                  of risk, while also providing them with information that will assist their risk
                  management decision making.

               
               
               
               Risk management is defined as: The ongoing process of identifying, assessing, and
                     addressing risks to minimize their impact.

               
               
               
               The risk management process is how we identify and evaluate situations
                  involving pure risk, and identify and implement appropriate approaches to manage the
                  potential impact of a risk occurring. 

               
               
               
               The process aims to prepare as efficiently as possible for losses before they happen.
                  Exhibit 3-1 illustrates the steps to the risk
                  management process.

               
               
               
               
                  Exhibit 3-1: Risk Management Process
                  
                  [image: This circular diagram shows the 5 steps of risk management: Identify sources of risk, determine the amount/ frequency, choose how to handle, make and implement a plan, evaluate and adjust management program.]
                  
               
               

            
            
            
            
               
               
               Identify Sources of Financial Risk

               
               
               
               
                  
                  
                  One cannot plan for all potential risk, nor should one.
                     Therefore, the first step in the risk management process is to identify the relevant
                     potential risks. A counselor should be prepared to educate their clients on this
                     topic.

                  
                  
                  
                  When it comes to understanding
                     and identifying sources of financial risk, there are three important terms that
                     insurance companies may use. Clients may be confused as to their
                        differences: exposure,
                     peril, and hazard.

                  
                  
                  
                  
                     
                     Exposure: The potential for loss or damage due to being subject to
                           risk, such as owning property, investing, or engaging in financial transactions.

                     

                  
                  
                  
                  
                     
                     Peril: Any event or cause that can lead to financial loss.

                     

                  
                  
                  
                  
                     
                     Hazard: A potential source of harm or danger that increases the
                           likelihood of a loss or damage.

                     

                  
                  
                  
                  For example, owning and driving a car is an exposure (potential financial loss from
                     repairs or car accidents). Car breakdowns or accidents are perils. Hazards could be
                     poor maintenance of the car or regularly speeding.

                  
                  
                  
                  To determine what exposures, perils, and hazards a client might
                     face, they will have to inventory what they own and what day-to-day activities they
                     engage in.

                  
                  
                  
                  Insurance companies are particularly interested in hazards. They can
                     affect how or even if they will cover losses. Hazards can be grouped into the
                     following categories:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Physical. Physical characteristics of the person or property that may
                           increase the chance of a loss. For example, high blood pressure or diabetes,
                           living in areas prone to extreme weather, or the condition and/or age of a
                           home.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Morale. An individual’s indifference or carelessness toward perils. It
                           is not necessarily conscious or intentional, but includes complacency
                           (perhaps through a “my insurance will cover it” attitude).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Moral. Conscious negligence, perhaps in an attempt to cause a peril to
                           occur in order to collect on insurance.

                        
                        

                     
                     

                  
                  
                  
                  Here are some examples of connected perils and hazards:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Owning a home (exposure), it burning down (peril), and living in a region
                           prone to wildfires (physical hazard)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Being alive (exposure) and having a heart attack (peril) after habitually
                           eating unhealthy food, not exercising, and not following doctor’s orders
                           (morale hazard)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Owning a cell phone (exposure) and getting the phone wet (peril) after
                           dropping it in the pool on purpose to see if they can get a new phone
                           through insurance (moral hazard)

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Determine Severity and Frequency of Potential Loss

               
               
               
               
                  
                  
                  A client cannot protect themselves against all potential risks; it is not financially
                     viable. What clients can do is identify the potential magnitude of risks they might
                     be exposed to, and how likely these risks are to occur—this is known as risk/loss
                     severity and risk/loss frequency. After doing this, it will be easier to select the
                     appropriate risk management approach to incorporate into their financial
                     planning.

                  
                  
                  
                  The first step is to assess the risks by evaluating the impact and likelihood of
                     each:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Low frequency, high severity. These are the types of risks that are
                           most effectively covered by insurance. Examples include a house fire or a
                           life-threatening health crisis.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Low frequency, low severity. These risks are unlikely to need to be
                           insured. An example is a toaster, which rarely breaks and could be
                           inexpensively replaced if it breaks without needing insurance.

                        
                        

                     
                     
                     
                     	
                        
                        
                        High frequency, low severity. These risks are also unlikely to need to
                           be insured. An example is food purchase spoilage (which cannot be
                           insured).

                        
                        

                     
                     
                     
                     	
                        
                        
                        High frequency, high severity. While insurance sounds good and should
                           be explored as a possible solution, insurance may be unavailable or
                           extremely expensive since insurance companies will have high and frequent
                           payouts. Premiums could continue to increase, too. An example is long-term
                           care. Most Americans will need to pay for long-term care, at least later in
                           life, and there is no escaping that it will be expensive with or without
                           insurance.

                        
                        

                     
                     

                  
                  
                  
                  Low severity risks, regardless of frequency, are typically best to retain rather than
                     insure since their impact is not very severe (e.g., a broken toaster, a towel
                     forgotten on the beach). The cost of insuring such risks would typically far
                     outweigh any financial benefit. Instead, individuals can prepare for these risks in
                     their savings allocations.

                  
                  
                  
                  A simple example would be cellphones. Let’s assume the lifespan of a phone is three
                     years. If someone is particularly careful with theirs and does not have a history
                     of
                     dropping or otherwise breaking them, then the cost of insuring a phone for three
                     years could be equivalent to the cost of a new phone. Therefore, not paying for
                     insurance will mean the client can afford to buy a new phone when they decide to
                     upgrade. On the other hand, someone with a history of breaking phones, perhaps
                     because they are generally less careful with their technology, may consider buying
                     coverage.

                  
                  
                  

               
               

            
            
            
            
               
               
               Choose How to Handle Risk

               
               
               
               
                  
                  
                  Once a counselor has identified the client’s potential
                     sources and extent of risks, the next step is to choose how to handle them. It is
                     important to recognize that different risks can and should be approached
                     differently; that is, choosing a single risk management approach is unlikely to be
                     appropriate for all risks a client may face.

                  
                  
                  
                  The risk management approach chosen, therefore, will depend on the
                     sources of risk and a client’s financial resources. 

                  
                  
                  
                  There are several approaches to handling risk:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Avoidance: This is the simplest way to handle risk. Just do not do the
                           activity, such as not owning/driving a car and taking public transportation,
                           not owning a trampoline, etc.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Retention (acceptance): This approach refers to keeping a certain
                           amount of risk, and there are two forms of risk retention: retaining some
                           risk (e.g., via a deductible) or retaining all the risk (e.g., choosing not
                           to purchase a protection plan for a coffee maker).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Reduction (control, mitigation): This is an approach to reduce the
                           frequency and/or severity of potential losses, such as by installing
                           security systems and fire/smoke detectors in homes, diversification in
                           investing, or wearing a seat belt while driving.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Transfer: This is an approach that moves some or all of the risk to a
                           third party, such as an insurance company or a co-signer.

                        
                        

                     
                     

                  
                  
                  
                  It is important to educate clients on which of these approaches might
                     best suit their needs. For example, one should discuss insurance (transfer) for
                     risks that are relatively unlikely to occur, yet carry potentially high costs, such
                     as fires, car theft, or extreme weather damage. For some risks, a counselor should
                     educate their clients about “self-insuring” (retention) against potential losses;
                     that is, being prepared to pay for a loss themselves through savings. An example of
                     this might be small home repairs or smaller dings and dents in a car, because the
                     cost of increased insurance premiums might outweigh the cost of cosmetic repairs.
                     Some events happen frequently and convey low financial losses, and clients should
                     consider finding ways to reduce the potential frequency of the risk. For example,
                     store yard equipment inside (a garage or basement) in order to avoid damage from
                     weather exposure.

                  
                  
                  
                  The risk management process and selection of the best responses can be
                     applied to any client financial decision. For example, for the risks of injury and
                     its related healthcare expenses or loss of ability to work, here are some possible
                     responses:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Avoidance: Avoiding playing contact sports or extreme sports.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Retention: Deciding to still go out on a bicycle.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Reduction: Wearing bicycle safety gear, using lights at night, and obeying
                           traffic laws.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Transfer: Getting health insurance and short-term disability insurance.

                        
                        

                     
                     

                  
                  
                  
                  Educating a client on risk management and ways to handle risk might
                     also be used to point out when a client is actually retaining a risk that they say
                     they are interested in reducing. A client who has chosen not to have an emergency
                     savings fund is retaining the risk of a job loss having immediate financial
                     consequences, for example.

                  
                  
                  
                  
                     Example

                     
                        
                        
                        
                        After discussing risk management concepts, Julian says that they want to reduce
                           or transfer the risks that would have a high impact if they occur. In an earlier
                           session, Julian said they were not interested in having an emergency savings
                           fund since they have had the same job for many years and have good homeowners
                           insurance. The counselor helps Julian realize that they are retaining the risk
                           of having trouble paying their bills should their job disappear through no fault
                           of their own, as well as for repairs not covered by insurance. Seeing these
                           decisions from a risk management perspective helps Julian decide that having an
                           emergency savings fund is more important to their financial goals than they
                           realized. Julian sets up a session to help them determine how much money they
                           would need for several months of job hunting or expensive house maintenance
                           needs, such as a new roof due to general wear and tear, rather than something
                           like hail damage.

                        
                        

                  
                  
                  

               
               

            
            
            
            
               
               
               Make and Implement a Risk Management Plan

               
               
               
               
                  
                  
                  After identifying and prioritizing risks and selecting the approaches to handling
                     them, the next step is to draw up a risk management plan and put it into effect. For
                     most households, this will involve buying insurance, as well as creating an
                     emergency fund.

                  
                  
                  

               
               
               
               
                  
                  
                  Emergency Savings

                  
                  
                  
                  
                     
                     
                     Emergency savings are an extremely valuable tool in risk management. If a client
                        intends to retain potential risks, they will need to be able to cover their losses.
                        Maintaining emergency savings is an excellent way to manage the risks presented by
                        certain unexpected costs. Such risks can include household repairs, job loss,
                        emergency travel, or even a global pandemic.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Insurance

                  
                  
                  
                  
                     
                     
                     At this point, it is a counselor’s responsibility to educate the client about buying
                        insurance, which is defined as:
                        A contract that provides financial compensation for
                           specific losses, helping individuals or entities manage risk and protect against unexpected
                           events. It is important to help clients identify what they actually need—for example, the
                        types of policies and coverage, the dollar amounts of coverage, and the sources of
                        insurance protection.

                     
                     
                     
                     When a client is considering purchasing insurance, a counselor should educate them
                        on
                        the large-loss principle, which is
                        defined as: A risk management concept that recommends using
                           insurance to protect against significant or financially devastating losses rather
                           than
                           expenses that could be reasonably managed out of pocket.

                     
                     

                  
                  
               
               

            
            
            
            
               
               
               Periodically Evaluate and Adjust Plan as Needed

               
               
               
               
                  
                  
                  Developing a risk management plan is not a one-time activity. It cannot be created
                     and then left unexamined for years. It is imperative that these plans are
                     re-evaluated periodically to ensure that they accurately reflect the client’s needs
                     and situation. There are many ways in which a client’s life can change. Some common
                     examples are:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Income: The client could get a raise (or perhaps a reduction).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Lifestyle: The client could start cohabiting with a partner, get
                           married, and/or have children.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Health: The client could acquire an illness or become injured, which
                           would require possible adjustment.

                        
                        

                     
                     

                  
                  
                  
                  Ideally, a risk management plan should be revisited at least annually. During these
                     reviews, it is important to analyze the client’s personal finances to ensure that
                     changes have not introduced additional risks that need to be addressed. As life
                     becomes more complicated, it may be worth more-frequent reviews, for example, when
                     kids go off to college, or as clients get older and no longer have dependents.

                  
                  
                  
                  These evaluations are good moments to reassess the client’s risk tolerance, which
                     can
                     also change as their situation evolves. A client’s risk tolerance will change over
                     time, as they gain more confidence, knowledge, and also wealth.

                  
                  
                  
                  During the review, if changes to the client’s needs are identified, assist them by
                     revisiting the risk management process and educating them about the ways they could
                     update their plan accordingly.

                  
                  
                  

               
               

            
            

         
         
         
         
            
            
            Assist Client to Periodically Review Insurance Needs

            
            
            
            
               
               
               In addition to
                  reviewing the overall risk management plan, it is important to review a client’s
                  levels of insurance relative to risk. In other words, does their existing insurance
                  cover as much as they need and can afford?

               
               
               
               As a client’s situation changes and evolves, their insurance needs will change,
                  growing in some areas while shrinking in others. For example, a life insurance
                  policy bought when children were born may not be sufficient when they are older and
                  go to college; similarly, it may be too much after they leave home and become
                  financially independent. In retirement, clients may be able to drop some coverage
                  entirely, although this may not be recommended for those with families.

               
               
               
               A financial counselor should assist their clients in reviewing their existing
                  insurance policies to ensure that they are getting the greatest benefit and
                  protection per their identified risk management plan.

               
               
               
               Here are just some of the ways a client’s insurance needs could change, based on
                  their age and situation:

               
               
               
               
                  
                  
                  	
                     
                     
                     20s—It is never too early to consider buying relevant insurance.

                     
                     
                     
                     
                        
                        	
                           
                           
                           Life insurance. This probably is not a priority, but it could
                              become more important when they have someone who is financially
                              dependent on them (e.g., a child, a partner, or a family member with
                              a health crisis).

                           
                           

                        
                        
                        	
                           
                           
                           Medical insurance. This is important, but they may be
                              resistant to paying for much coverage. Young clients should be
                              educated about the types of medical insurance available based on
                              their needs and means (including, for example, catastrophic
                              coverage).

                           
                           

                        
                        
                        	
                           
                           
                           Car insurance. Clients should buy what they think they need,
                              ensuring that their insurance at least adheres to state minimums
                              while considering higher coverage levels to protect other assets in
                              the event of a major accident.

                           
                           

                        
                        
                        	
                           
                           
                           Homeowners insurance. It is perhaps more likely to be in the
                              form of renter’s insurance at this stage of life, but clients should
                              have as much insurance as is appropriate for their
                              circumstances.

                           
                           

                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     30s-50s—Insurance needs will change as life situations and priorities
                        change; for example, as they progress in their careers, their families
                        (maybe) grow, and they acquire more assets.

                     
                     
                     
                     
                        
                        	
                           
                           
                           Life insurance. This is especially important for households
                              with children and should be considered for both members of a couple,
                              especially if there is a primary breadwinner.

                           
                           

                        
                        
                        	
                           
                           
                           Medical insurance. Clients should ensure that it meets the
                              specific needs of the family, and it should be reassessed frequently
                              (for example, ensuring that preferred healthcare providers are
                              in-network and that chronic health conditions are covered).

                           
                           

                        
                        
                        	
                           
                           
                           Car insurance. Clients must still adhere to state law
                              minimums, but they may also have insurance for more than one
                              vehicle, possibly including a child’s car. They may also have more
                              assets to protect and may want higher coverage levels. They should
                              frequently assess how much they pay and investigate discounts for
                              multiple or safer vehicles.

                           
                           

                        
                        
                        	
                           
                           
                           Homeowners insurance. Homeowners should consider having the
                              property assessed to ensure coverage is sufficient to cover the
                              increased value of the home due to appreciation. Coverage also needs
                              to factor in the current costs of home construction, should a total
                              rebuild be needed.

                           
                           

                        
                        
                        	
                           
                           
                           Umbrella insurance. As clients acquire more assets, a
                              counselor can educate them about umbrella insurance, which extends
                              liability coverage on top of other existing policies.

                           
                           

                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     60s-beyond—Older clients should be focused on securing their
                        retirement and legacy.

                     
                     
                     
                     
                        
                        	
                           
                           
                           Life insurance. Unless providing a death benefit to survivors
                              is a priority, life insurance might be less important as a client
                              nears retirement; however, sometimes life insurance is purchased
                              that includes a long-term care benefit due to the rising costs.

                           
                           

                        
                        
                        	
                           
                           
                           Medical insurance. Existing policies should be assessed to
                              ensure they provide the appropriate level of age-specific coverage;
                              clients should also prepare to enroll in Medicare (generally at age
                              65) and seek out specialized guidance on additional insurance
                              options.

                           
                           

                        
                        
                        	
                           
                           
                           Car insurance. Rates for older drivers often increase, and
                              clients may need to evaluate their transportation choices.

                           
                           

                        
                        
                        	
                           
                           
                           Homeowners insurance. Maintaining sufficient homeowners
                              insurance is important at any age.

                           
                           

                        

                     
                     

                  
                  

               
               
               
               As insurance costs continue to rise across the board, a counselor should also assist
                  their clients in identifying ways to keep costs down. There are a number of ways to
                  help a client lower their insurance costs, including but not limited to the
                  following:

               
               
               
               
                  
                  
                  	
                     
                     
                     Discounts. Some insurance providers offer discounts if a buyer
                        fulfills certain criteria or actions. For example: 

                     
                     
                     
                     
                        
                        	
                           
                           
                           Property improvements. For example, adding/updating security
                              systems or smoke detectors.

                           
                           

                        
                        
                        	
                           
                           
                           Multiple policy discounts. Some companies offer discounts if
                              you buy multiple policies from them—for example, bundling home and
                              auto insurance. An umbrella policy is a multi-policy option.

                           
                           

                        
                        
                        	
                           
                           
                           Annual payment. Some companies may offer discounts if you pay
                              your insurance premiums annually or semi-annually.

                           
                           

                        
                        
                        	
                           
                           
                           Other discounts. Many discounts are very specific to the type
                              of insurance. Clients should be encouraged to ask about the
                              discounts that are available to them.

                           
                           

                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Deductible amount. Increasing the amount of the deductible will retain
                        more risk, but the cost of the insurance premium will go down.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Shopping around. The insurance market is just that: a market.
                        Therefore, it is wise to periodically shop around for better policies and
                        deals from other providers. Many websites offer rankings of insurers, which
                        can in turn help a client find a better fit for their needs. In fact, a
                        client should always review the offerings from multiple providers in order
                        to ensure they are receiving the best insurance for their needs.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Selective cancellation. It may become apparent that some of a client’s
                        insurance policies are no longer needed, in which case the counselor can
                        educate them on available options.

                     
                     

                  
                  

               
               
               

            
            
            
            
               
               
               Assist Client to Review Insurance Levels Relative to
                  Risk

               
               
               
               
                  
                  
                  One of the primary elements of reviewing a client’s insurance levels is assessing
                     the
                     insurance policies’ deductibles and a client’s ability to afford higher or lower
                     deductibles. A deductible is defined as:
                     The initial amount a policyholder must pay out-of-pocket
                        before the insurance company covers a portion or all of the remaining costs.

                  
                  
                  
                  There are pros and cons to higher and lower deductibles, some of which can be seen
                     in
                     Exhibit 3-2.

                  
                  
                  
                  
                     Exhibit 3-2: Pros & Cons to High/Low Deductibles
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       High Deductible

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Low Deductible

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Pros

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Lower premiums

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Long-term savings

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Lower out-of-pocket costs

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Lower disaster costs

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Cost/expense predictability

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Cons

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Higher out-of-pocket costs

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Higher disaster costs

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Higher premiums

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Less potential for long-term savings

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  Some clients may be concerned about having to pay larger amounts if a loss occurs,
                     before insurance picks up the remainder. However, the financial counselor needs to
                     explain the benefits of taking a higher deductible, as long as it is a deductible
                     that the client can afford. Simply put, the higher the deductible one is able to
                     pay, the more significant the savings will be on insurance premiums. Some of these
                     savings could be placed in a savings account or emergency fund, which would help
                     minimize the financial loss should a risk occur. A client needs to assess how much
                     they can afford to pay as a deductible, and plan accordingly.

                  
                  
                  
                  During periods of financial setback (e.g., a downturn, losing a job, or even a global
                     pandemic), insurance coverage can be one of the first areas in which people decide
                     to scale back. While sometimes this is unavoidable (for example, a loss of income
                     and insufficient funds to stay on top of premiums), it is important to convey to
                     clients that without substantial alternative plans in place, foregoing or canceling
                     insurance can result in a far worse financial situation in the future. Therefore,
                     clients should be reminded of the importance of insurance and the risks of not
                     having it.

                  
                  
                  
                  Proactively educating clients about risk and developing a risk management plan that
                     reflects their risk tolerance will offer the greatest protection against risk and
                     ultimately provide peace of mind.

                  
                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Educate Client about Insurance Products

         
         
         
         
            
            
            Insurance is the primary method for transferring risk. It is a contract between an
               individual (or family) and an insurance company, designed to provide financial
               protection or reimbursement in the event of a risk occurring. In other words, it is
               a way to hedge against losses caused by accidents, illness, and so forth.

            
            

         
         
         
         
         
            
            
            Educate Client about Insurance Types
               and Clauses

            
            
            
            
               
               
               Some of the most common forms of insurance that a counselor
                  should be prepared to educate their clients about include:

               
               
               
               
                  
                  
                  	
                     
                     
                     Life insurance

                     
                     

                  
                  
                  
                  	
                     
                     
                     Health/medical insurance

                     
                     

                  
                  
                  
                  	
                     
                     
                     Homeowners insurance

                     
                     

                  
                  
                  
                  	
                     
                     
                     Renter’s insurance

                     
                     

                  
                  
                  
                  	
                     
                     
                     Auto insurance

                     
                     

                  
                  
                  
                  	
                     
                     
                     Long-term care insurance

                     
                     

                  
                  
                  
                  	
                     
                     
                     Disability insurance

                     
                     

                  
                  
                  
                  	
                     
                     
                     Umbrella insurance

                     
                     

                  
                  

               
               
               
               Other common forms of insurance, which not everyone will need over the
                  course of their lives, include:

               
               
               
               
                  
                  
                  	
                     
                     
                     Professional liability insurance

                     
                     

                  
                  
                  
                  	
                     
                     
                     Flood and earthquake insurance

                     
                     

                  
                  
                  
                  	
                     
                     
                     Travel insurance

                     
                     

                  
                  
                  
                  	
                     
                     
                     Pet insurance

                     
                     

                  
                  

               
               
               
               Purchased insurance is represented in an insurance
                     policy, which is defined as: A legal contract between an insurer and a
                     policyholder outlining the coverage terms, benefits, and conditions under which claims
                     will
                     be paid. It also addresses who receives payments if a loss occurs.

               
               
               
               
                  Here are some additional key general insurance concepts that a
                     counselor should be able to explain to their clients:
                  

               
               
               
               
                  
                  Premium:
                        The regular payment made to an insurance company in exchange
                        for coverage under an insurance policy. A premium can be paid monthly, semi-annually, or
                     annually.

                  

               
               
               
               
                  
                  
                     
                     Deductible
                     : 
                     The initial amount a policyholder must pay out-of-pocket
                        before the insurance company covers a portion or all of the remaining costs.
                     

                  

               
               
               
               
                  
                  
                     
                     Insurance
                        claim
                     : 
                     A formal request submitted to an insurance company to
                        receive compensation for a covered loss or policy benefit.
                     

                  

               
               
               
               
                  
                  Policy limit: The maximum amount that will be paid by an insurance
                        policy for a covered loss, either per claim or over the life of the policy. Policies with higher limits will most likely also have higher premiums.

                  

               
               

            
            
            
            
               
               
               General Insurance Types

               
               
               
               
                  
                  
                  
                  Property insurance policies generally fall into two broad types, which indicate to
                     the buyer the extent of coverage offered.

                  
                  
                  
                  Named-peril insurance is defined as
                     follows: An insurance policy that provides coverage only
                        for the specific damage or loss listed in the contract. Named-peril insurance offers coverage that is limited to a specific set of
                     identified perils and hazards. If a peril or hazard is not named in the policy, it
                     is not covered. Sometimes the named peril(s) are specified by the insurer, but it
                     might be possible for the buyer to specify which perils and hazards they wish to
                     cover. For example, fire, flood, theft, cancellation (of a wedding or event), and
                     so
                     forth.

                  
                  
                  
                  All-perils insurance (sometimes referred to as
                     “open-risk” or “open-peril”) is defined as: A comprehensive property insurance policy that
                        provides coverage against all risks of loss or damage to property, except those specifically
                        excluded in the policy terms. All-perils insurance is more comprehensive than named-peril insurance. All-perils
                     insurance offers coverage for all events not explicitly excluded by the policy. Of
                     the two, all-perils insurance is more expensive than named-perils insurance, and
                     generally provides the greatest coverage.

                  
                  
                  
                  The financial counselor should discuss with their client what type of insurance is
                     best for their situation, based on the risk management process they will have
                     conducted with them. Help them to understand their needs, and guide them in making
                     an informed choice between the different types of insurance.

                  
                  

               
               

            
            
            
            
               
               
               General Insurance Clauses

               
               
               
               
                  
                  
                  Another important insurance concept is the principle of indemnity, which is
                     defined as: An insurance principle stating that a
                        policyholder will be compensated only for the actual cash value of the financial loss
                        suffered—no better, no worse—ensuring they do not profit from the claim.

                  
                  
                  
                  For example, an insurance policy will not pay out more than the cash value of a
                     canceled trip or event. Even if someone has two types of insurance that cover a
                     situation, for example, employer-provided and private healthcare insurance combined,
                     the two policies will not pay out more than the total cost of a claim. There is
                     also, however, no guarantee that an insured loss will be fully reimbursed.

                  
                  
                  
                  
                     
                     Counselors should educate their clients that the extent to which a property
                        loss (be it home, personal property, or vehicles) is covered by insurance will
                        depend on the type of coverage the policy provides: actual cash value or
                        replacement cost.
                     

                  
                  
                  
                  Actual cash value is
                     defined as: The purchase price of property
                        less depreciation.
                     This is usually the default coverage and is the value of the
                        destroyed property, adjusted for depreciation. Depreciation is calculated based
                        on the age of the property and typical wear-and-tear and is determined by
                        assessing what percentage of the expected life of the insured item
                        remains.

                  
                  
                  
                  For example, a $500 laptop that was stolen or destroyed halfway through its
                     expected lifespan would be covered at $250 (minus the deductible).

                  
                  
                  
                  Replacement (value) coverage is
                     defined as: An insurance policy that reimburses the
                        cost of replacing damaged or stolen property with a new item of similar kind and
                        quality.

                  
                  
                  
                  In the laptop example, this would mean $500 would be paid
                     out (minus the deductible). This is adjusted for inflation, too, so if a comparable
                     laptop is now $600, then this amount would be reimbursed. Adjusting an insurance
                     policy to include replacement coverage can raise premiums, but it can result in the
                     client actually being able to replace the given item. For example, if this were
                     instead a new roof that is needed, this could be many thousands of dollars more that
                     the insurance company pays out based on the current market value of a new roof.

                  
                  
                  
                  A counselor
                     should educate their clients about both types of insurance coverage, the benefits
                     of
                     replacement coverage, and allow them to decide what is best based on their
                     individual risk tolerance and overall risk management plan.

                  
                  
                  

               
               
               
               
                  
                  
                  Exclusions

                  
                  
                  
                  
                     
                     
                     All insurance policies identify exclusions to coverage—even “all-risk” policies.
                        These are specific perils that are not covered by a policy. Exclusions exist in
                        policies as a means to keep down costs for the insurer and for buyers; by
                        excluding costly, unpredictable, and uncommon events (e.g., extreme weather,
                        government seizure, infestation, pollution), premiums will be kept at (more)
                        affordable levels. Other exclusions may refer to intentional or reckless acts,
                        wear-and-tear, and (hopefully least likely) war and terrorism.

                     
                     
                     
                     Clearly identifying these exclusions helps the buyer know what is covered,
                        limiting inappropriate claims and avoiding misunderstandings.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Adjustments and Customization

                  
                  
                  
                  
                     
                     
                     
                     Counselors should educate their clients on the fact that insurance policyholders
                        can often request customizations to their policies, which can come in the form
                        of adjustments known as riders (sometimes also known as floaters or
                        endorsements). In the case of property insurance, there are dozens of ways
                        policies can be customized to suit a buyer’s situation and specific needs. These
                        customizations, if available or offered, will come with an additional fee in the
                        form of higher premiums.

                     
                     
                     
                     Riders are defined as: Optional add-ons to an insurance policy that modify or expand
                           the standard coverage, allowing for more customized protection based on the policyholder’s
                           needs.

                     
                     
                     
                     For example, riders may expand coverage on items that are minimally covered by a
                        main homeowners or renter’s insurance policy, such as jewelry and personal
                        computers, or, for a car insurance example, a rider may add accident forgiveness
                        or provide replacement cost coverage.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Flood and Earthquake Insurance

                  
                  
                  
                  
                     
                     
                     Damage resulting from floods and earthquakes is typically excluded from
                        homeowners insurance. That being said, floods are one of the leading causes of
                        damage in the country, so clients who live in flood-prone regions should be
                        strongly urged to investigate coverage options.

                     
                     
                     
                     Unlike other forms of property insurance, flood protection is generally
                        administered and subsidized by the federal government. Certain areas are well
                        known as flood risks, and the National Flood Insurance Program
                        (www.FloodSmart.gov) was established to help residents in these areas protect
                        themselves from losses resulting from floods. Counselors should educate clients
                        who live in (or intend to move to) flood-prone areas about this government
                        program. If eligible for this insurance, the client can purchase up to $250,000
                        of coverage on the home and $100,000 for contents.

                     
                     
                     
                     Unfortunately for clients who live in (or intend to move to) earthquake-prone
                        areas, there is no relevant government insurance program; instead, they will
                        have to purchase private insurance to cover losses that might arise from
                        earthquakes. The coverage available will vary by state—for example, in
                        California, insurers are required to offer earthquake coverage as an add-on.
                        Depending on where a client lives (or intends to move to), the cost of this
                        coverage can become quite substantial.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Inflation Protection

                  
                  
                  
                  
                     
                     
                     In some cases, a buyer can purchase inflation protection for their insurance
                        policy. This rider ensures that property coverage is automatically adjusted
                        based on inflation. It does this by updating coverage based on an index of
                        replacement and repair costs. Because coverage increases every year, buyers will
                        also see their premiums rise annually to reflect the higher coverage.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Burden of Proof

                  
                  
                  
                  
                     
                     
                     When initiating an insurance claim, the insured party is responsible for proving
                        that the risk occurred—for example, that an item of property was stolen or
                        damaged, or that a trip was canceled. Once this proof has been provided (for
                        example, by sharing a police report), the burden shifts to the insurer, who will
                        then assess whether or not the claim is covered or if it is excluded.

                     
                     

                  
                  
               
               

            
            

         
         
         
         
            
            
            Educate Client on Property and
               Liability Insurance 

            
            
            
            
               
               
               Property and Liability insurance, also known
                  as Property and Casualty (P&C) insurance, is protection against unexpected
                  financial loss resulting from owning a home, vehicle, business, or certain
                  possessions. As a client acquires property, it
                     becomes increasingly important for them to cover their assets.

               
               
               
               Counselors should be prepared to educate their clients about
                  the different kinds of Property and Liability insurance. In addition to homeowners,
                  renter’s, and automobile insurance, this category of insurance includes professional
                  liability insurance and pet insurance.

               
               
               
               In order to educate their clients about the
                  different types of insurance, counselors should also familiarize themselves with the
                  complexities of homeowners insurance, which can be more complicated than other forms
                  of property insurance. Clients are unlikely to need this level of detail, but a
                  counselor who understands how these policies work can better educate their clients
                  and prepare them to make informed decisions.

               
               
               
               There are several types of homeowners insurance policy types
                  listed below, but note that one covers renter’s insurance, even though renters do
                  not own their homes. They all cover property and liability to differing extents:

               
               
               
               
                  
                  
                  	
                     
                     
                     Basic coverage for homeowners, offering named-perils insurance.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Broader coverage for homeowners, offering named-perils insurance.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Open-perils insurance.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Renter’s insurance

                     
                     

                  
                  
                  
                  	
                     
                     
                     Coverage for condominium owners.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Coverage for older homes.

                     
                     

                  
                  

               
               
               
               All of these types are divided into two sections: property and
                  liability.

               
               
               
               The elements of the property coverage section are shown in Exhibit 3-3. These protect the client against
                  the loss of property or possessions due to various perils.

               
               
               
               Exhibit 3-3: Property Coverage
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Element

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Coverage

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Notes

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Dwelling

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Covers home/building.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Other structures

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Covers detached structures (e.g., garages,
                                       outhouses).

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Limited to 10% of home’s coverage.

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Personal property

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Covers personal property owned or used by the
                                       policyholder.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Limited to 50% of home’s coverage (excludes specialized
                                       & more-expensive property).

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Loss of use

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Covers cost of expenses incurred if property becomes
                                       uninhabitable.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Limited to 20% of home’s coverage.

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  

               
               
               
               The
                  elements of the liability coverage section are shown in Exhibit 3-4.

               
               
               
               Exhibit 3-4: Liability Coverage
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Element

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Coverage

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Notes

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                     Personal liability

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Covers policyholder & family if someone is injured
                                       on/in the property as a result of their actions.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Excludes business and car-related incidents; typical
                                       minimum coverage is $100,000.

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                     Medical payments to others

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Covers medical expenses of anyone injured by the
                                       policyholder, their family, or pet(s).

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Covers up to $1,000 for medical expenses of injured,
                                       non-family members.

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  

               
               
               
               Consider the potential costs of liability—for example, if someone sues
                  a client for an injury they suffer on their property, then the basic policy limit
                  of
                  $100,000 may be insufficient. Counselors should help remind clients about riders so
                  they can explore options for added liability insurance. Most insurance companies
                  will offer adjustments (for example, raising limits to $300,000-500,000) for a
                  relatively low fee.

               
               
               
               The
                  amount of property insurance a client needs will depend on how many belongings they
                  own and their overall personal risk management plan. To assess whether basic
                  coverage is sufficient or if more is needed, have the client draw up an inventory
                  of
                  their belongings, including their value, focusing on items that they cannot easily
                  afford to replace by themselves. This will give them a clearer understanding of the
                  amount of coverage they need to purchase. This is also true for renters, who will
                  similarly need to know how much coverage they need for their belongings.

               
               
               

            
            
            
            
               
               
               Renter’s Insurance

               
               
               
               
                  
                  
                  Renter’s insurance is a named-perils form of homeowners
                     insurance, even though the policyholder does not own the property in which they
                     live.

                  
                  
                  
                  Renter’s insurance is defined as: A type of insurance policy that covers a renter’s
                        personal belongings against losses like theft, fire, or water damage, and may also
                        provide
                        liability protection if someone is injured in the rented space.

                  
                  
                  
                  Counselors should educate their clients about the benefits of renter’s insurance,
                     including but not limited to:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        It offers broad protection against financial losses resulting from property
                           damage and/or loss and is not limited to property lost/damaged in the
                           home.

                        
                        

                     
                     
                     
                     	
                        
                        
                        It protects against liability if someone is injured in their home. This
                           should be carefully checked by the buyer, as there may be some gaps in this
                           coverage.

                        
                        

                     
                     
                     
                     	
                        
                        
                        It covers
                           against loss of use, should the property become uninhabitable due to
                           damage.

                        
                        

                     
                     
                     
                     	
                        
                        
                        It covers a renter’s property that is in a vehicle, for example, property in
                           a truck hired to move across town is insured by renter’s insurance (although
                           the truck itself is not).

                        
                        

                     
                     
                     
                     	
                        
                        
                        A landlord’s property insurance will not cover a tenant’s belongings.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Renter’s insurance is typically inexpensive, so it is an efficient and
                           effective form of protection (it can be even cheaper if you are able to
                           bundle it with other forms of insurance, such as auto insurance).

                        
                        

                     
                     

                  
                  
                  
                  Renter’s insurance is not always comprehensive, so when investigating
                     options, clients should be advised to read terms and conditions carefully to
                     identify any gaps and/or limitations before purchasing. To address potential gaps,
                     counselors should educate their clients about certain kinds of riders:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Replacement cost coverage

                        
                        

                     
                     
                     
                     	
                        
                        
                        Scheduled personal property endorsement: coverage for items that are worth
                           more than policy limits (e.g., jewelry, money, firearms, electronics,
                           etc.)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Identity theft coverage

                        
                        

                     
                     
                     
                     	
                        
                        
                        Pet damage: coverage for damage caused by pets, such as scratches on
                           doors

                        
                        

                     
                     
                     
                     	
                        
                        
                        Military equipment coverage: some insurers will offer service members
                           coverage for military equipment and uniforms kept in their home.

                        
                        

                     
                     

                  
                  
                  
                  It is important to educate clients that renter’s insurance only covers
                     the property and liability of those named on the policy and how this affects others
                     living at the property; it does not cover a roommate’s belongings unless they are
                     also named on the policy. A partner’s property is also only covered if they are
                     named on the policy.

                  
                  
                  
                  Renter’s insurance may only cover damages that are caused by accident,
                     and, in this case, it does not cover losses that the insurer assesses to be the
                     fault of the tenant. However, renter’s insurance can be purchased that pays for
                     damages caused by the renter, and some landlords are requiring this of their
                     tenants.

                  
                  
                  
                  If a client has children, counselors should educate them about the
                     importance of checking their property insurance policy to see if it covers a child’s
                     property away at college, and that it might be better for college-bound kids to have
                     their own renter’s insurance. This will protect the parents’ policy from increased
                     premiums and also encourage independence and responsibility.

                  
                  
                  

               
               

            
            
            
            
               
               
               Homeowners insurance

               
               
               
               
                  
                  
                  Homeowners insurance is defined as: A policy that provides financial protection
                        against damage to a home and its contents, as well as liability for accidents on the
                        property.

                  
                  
                  
                  Currently, there is no federal or state law requiring homeowners to purchase
                     insurance for their homes. However, most mortgage lenders will likely require
                     borrowers to take out insurance before they issue a loan. Some lenders will buy
                     homeowners insurance if the borrower’s insurance lapses, but it will likely cover
                     less and be more expensive. The obligation to pay premiums will still fall to the
                     borrower as part of the escrow payment. Regardless of how a home is financed or if
                     it has been paid off, homeowners insurance is highly recommended. Clients who own
                     homes should be strongly encouraged to buy homeowners insurance.

                  
                  
                  
                  Standardization of homeowners insurance policies makes it easier for
                     clients to pick the options that best suit their needs before exploring
                     customization options. Counselors educate their clients about the different
                     categories of homeowners insurance, which will help prepare them to purchase the
                     right insurance for their situation. For example, there are various levels of
                     coverage, and condominiums and older homes have specific forms of insurance.

                  
                  
                  
                  When purchasing homeowners insurance, it is especially important to
                     remember that insurance is supposed to offset the costs of catastrophic events, not
                     all possible costs. Counselors should educate their clients so that they are
                     prepared to cover minor expenses related to owning a home. For example, minor
                     repairs to the building and appliances. They should reserve claiming on their
                     insurance for large expenses, such as if a tree falls onto the house and collapses
                     the roof.

                  
                  
                  
                  Counselors
                     should also educate their clients about riders (as explained earlier), so they can
                     ask their insurance providers about any available options. Commonly, this would be
                     an adjustment to cover their property if it is damaged or lost outside of the home.
                     For example, a laptop that is lost or damaged at a coffee shop.

                  
                  
                  
                  

               
               
               
               
                  
                  
                  Umbrella Insurance

                  
                  
                  
                  
                     
                     
                     Counselors should educate their clients about umbrella insurance, which is also called excess liability
                        insurance and is defined as: A supplemental liability policy that provides
                           additional coverage beyond the limits of standard insurance, protecting against large
                           or
                           unexpected claims.

                     
                     
                     
                     Personal umbrella insurance is an additional level of insurance that can be purchased
                        on top of
                        other policies. It is possible that during their life, a client could be sued for
                        an
                        accident or injury. With luck, most of these situations will be covered by an
                        existing liability coverage that they already have (e.g., from home and/or auto
                        insurance). However, they may find themselves confronted by a lawsuit that, should
                        they lose, would cause considerable financial loss.

                     
                     
                     
                     Umbrella insurance policies can be purchased to cover extra liability coverage as
                        well as legal defense costs, thereby protecting the client’s savings and assets.
                        These policies can be quite varied and are usually offered at reasonable rates, but
                        may require the client to reach a predetermined underlying insurance level before
                        they become eligible for the umbrella insurance. Counselors should educate clients
                        about what umbrella insurance does, including but not limited to:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Does not go into effect until other liability coverage is exhausted

                           
                           

                        
                        
                        
                        	
                           
                           
                           Covers higher limits for damages

                           
                           

                        
                        
                        
                        	
                           
                           
                           Covers legal costs associated with defense

                           
                           

                        
                        
                        
                        	
                           
                           
                           Covers lawsuits related to defamation, libel, and slander

                           
                           

                        
                        
                        
                        	
                           
                           
                           Increases protection against lawsuits and judgments in the millions of
                              dollars

                           
                           

                        
                        
                        
                        	
                           
                           
                           Offers broad coverage, with few exceptions (e.g., intentional harm,
                              aircraft & watercraft activities, some business/professional
                              activities)

                           
                           

                        
                        
                        
                        	
                           
                           
                           Can cover policyholders for incidents overseas, in some situations

                           
                           

                        
                        
                        
                        	
                           
                           
                           Can cover malicious prosecution, false arrest, and detention

                           
                           

                        
                        

                     
                     
                     
                     Clients should be informed that umbrella insurance only covers losses for others;
                        it does not cover any personal injury or loss. These are covered by the client’s
                        health and auto insurance. Umbrella policies are also available for professional
                        situations, but must be purchased separately.

                     
                     
                     
                     Counselors should discuss with their clients how an umbrella insurance policy may
                        be more valuable to them as their net worth increases over the course of their
                        lives.

                     
                     

                  
                  
               
               

            
            
            
            
               
               
               
                  Automobile and Other Major Property
                     Insurance 
                  

               
               
               
               
                  
                  
                  Driving a car is probably the greatest risk exposure that any
                     American will have in their lifetime. Almost all drivers in the United States
                     (including territories and protectorates) are required by law to have auto liability
                     insurance. In most states, drivers must also carry proof of insurance with them and
                     present it upon request if they are pulled over by law enforcement; failure to do
                     so
                     can result in losing one’s license or the car being impounded.

                  
                  
                  
                  Different states have different financial responsibility legislation,
                     which means they also have minimum levels of required car insurance. A counselor
                     must know the legal insurance requirements of their own state, and it is always
                     important to tell clients to research and comply with their state’s laws governing
                     cars and auto insurance before purchasing a policy.

                  
                  
                  
                  In addition to state and federal requirements, if the client is leasing
                     or financing their vehicle, there may be additional insurance requirements set by
                     the lender that must be met. Typically, this may be collision and comprehensive
                     insurance, but could also include gap insurance (see below).

                  
                  
                  
                  As with other forms of insurance, the insured pays premiums (which can
                     be monthly, biannually, or annually), and every policy will have a deductible. The
                     cost of insurance, and therefore the size of the premiums, can vary widely and can
                     be based on a whole range of factors, including, but not limited to:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Applicant’s age

                        
                        

                     
                     
                     
                     	
                        
                        
                        Driving history

                        
                        

                     
                     
                     
                     	
                        
                        
                        Applicant’s gender

                        
                        

                     
                     
                     
                     	
                        
                        
                        Type of car being insured (the more expensive the car, the higher the
                           insurance)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Amount of driving the buyer is likely to do

                        
                        

                     
                     
                     
                     	
                        
                        
                        Location (urban vs. rural, on-street vs. garage parking)

                        
                        

                     
                     
                     
                     	
                        
                        
                        The insured’s credit score

                        
                        

                     
                     
                     
                     	
                        
                        
                        The insurer (important to shop around, compare costs)

                        
                        

                     
                     

                  
                  
                  
                  Fortunately, auto insurance has become relatively standard in
                     the United States, which makes advising clients looking to purchase or change their
                     auto insurance more straightforward. All companies that offer auto insurance sell
                     packages known as personal automobile policies (PAP), which counselors should be
                     familiar with.

                  
                  
                  
                  A personal automobile
                        policy (PAP) is defined as: A standard insurance contract that
                        provides coverage for personal vehicles, including liability, collision, comprehensive,
                        medical payments, and uninsured/underinsured motorist protection.
                     

                  
                  
                  
                  PAPs are comprised of four parts: liability coverage (A), medical expenses coverage
                     (B), uninsured/underinsured motorist’s protection coverage (C), and automobile
                     damage coverage (D).

                  
                  
                  
                  Many of the protections provided by PAP are voided if the driver
                     commits an illegal act or if a car is used without permission. Clients should also
                     be informed that auto insurance does not provide coverage if the vehicle is used for
                     commercial purposes, including providing transportation through ride-share apps.
                     Some insurers do offer coverage for this as a supplement.

                  
                  
                  

               
               
               
               
                  
                  
                  Part A: Liability Coverage

                  
                  
                  
                  
                     
                     
                     This protects the driver if
                        they are legally liable for bodily injury and/or property damage caused by the
                        vehicle; it includes payment for any judgment awarded, court and legal defense
                        costs. Legal costs, should any arise, are paid in addition to policy limits.

                     
                     
                     
                     State minimum
                        liability requirements are typically lower than needed for most car accidents, so
                        clients should be educated to explore expanding their liability coverage; otherwise,
                        they may leave themselves open to financial crisis if they do get into an accident
                        and do not have enough insurance. Purchasing more than the minimum coverage is
                        therefore highly recommended, within an amount that aligns with the client’s overall
                        risk management plan.

                     
                     
                     
                     Most, but not all, states require split-limit coverage, which refers to how the
                        policy apportions limits related to accidents: medical limits per person and per
                        accident, and limits for property damage. A common split limit is 25/50/25: $25,000
                        medical coverage per person, $50,000 medical coverage per accident, and $25,000 for
                        property damage. Counselors should familiarize themselves with their state
                        requirements and educate clients on how to research their state’s split-limit
                        requirements.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Part B: Medical Expenses Coverage

                  
                  
                  
                  
                     
                     
                     This part outlines the
                        extent of medical expenses covered by the policy, including any potential funeral
                        expenses. As with the liability portion of a PAP, there are limits per person for
                        the driver and passengers. It also covers insured family members who are injured
                        while passengers in a covered car or by a licensed vehicle as a pedestrian or
                        cyclist. Injured parties collect directly from the driver’s insurance. Most auto
                        insurance policies are “no-fault.” Note, though, that in some instances, health
                        insurance may provide primary coverage, rather than auto insurance.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Part C: Uninsured/Underinsured Motorist’s Protection Coverage

                  
                  
                  
                  
                     
                     
                     Despite the fact that insurance is a legal requirement if you are driving a car,
                        not everyone has it; some drivers also do not have enough insurance to cover the
                        cost of accidents.

                     
                     
                     
                     Uninsured and
                           underinsured motorist insurance is defined as: Coverage that protects
                           drivers in the event they are involved in an accident with someone who has no insurance
                           or
                           insufficient coverage.

                     
                     
                     
                     Part C of a PAP protects only the insured party by covering bodily injury (and sometimes
                        property damage) caused by drivers without liability insurance or without enough
                        coverage. This coverage also kicks in if the insured is involved in a
                        hit-and-run. To claim using this part, the insurer will require proof that the
                        uninsured party was at fault and that they do not have insurance.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Part D: Physical Damage Coverage

                  
                  
                  
                  
                     
                     
                     This part is also known as collision or comprehensive automobile
                           insurance: A type of auto coverage that
                           covers non-collision-related damages to a vehicle, such as theft, weather damage,
                           or
                           vandalism.

                     
                     
                     
                     Collision insurance is defined as: A type of auto coverage that reimburses the
                           insured for damages to their vehicle resulting from a collision with another vehicle
                           or
                           object. It also covers damage caused in parking lots (if it is hit or dented by the
                        door of a vehicle parked beside it). However, damage caused by collisions with
                        animals is not covered (this requires comprehensive coverage). Collision
                        insurance should cover the cost of repairs or replacement of the vehicle after a
                        collision.

                     
                     
                     
                     Comprehensive insurance covers the vehicle against theft and most other perils
                        that may befall it. For example, damage caused by collisions with animals and birds,
                        earthquakes, extreme weather, malicious damage, and even damage caused during riots.
                        Losses are covered regardless of which party is at fault. Comprehensive insurance
                        pays for repairs and replacement.

                     
                     
                     
                     Educate clients regarding the different types of coverage and encourage them to
                        purchase coverage that aligns with their individual state minimums, personal risk
                        tolerance, and overall risk management plan.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Customization

                  
                  
                  
                  
                     
                     
                     There are many ways an auto insurance policy can be customized, but here are
                        three common optional coverages:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Gap insurance is defined as:
                              A type of auto insurance that covers the difference
                                 between what a car is worth and the amount still owed on a loan or lease if the vehicle
                                 is
                                 totaled or stolen.

                           

                        
                        
                        
                        	
                           
                           
                           Rental reimbursement: Covers the cost of a rental while an owned
                              vehicle is getting repairs following a peril covered by the policy (can
                              cover public transportation costs, instead of a rental vehicle).

                           
                           

                        
                        
                        
                        	
                           
                           
                           Roadside assistance: Covers breakdown and non-repair-related
                              services such as tow trucks, fuel delivery, or locksmith.

                           
                           

                        
                        

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Discounts

                  
                  
                  
                  
                     
                     
                     Even though auto insurance is a requirement for most drivers, there are ways to
                        save money. Counselors should educate their clients to explore the options
                        available to save on insurance without sacrificing the amount of coverage.
                        Assessing available discounts should be incorporated into any regular review of
                        a client’s insurance needs.

                     
                     
                     
                     Here are some common discounts that an insurer may offer:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Multi-policy/“multi-line discount”: Bundling multiple insurance policies
                              from the same provider (e.g., car, home, life, etc.).

                           
                           

                        
                        
                        
                        	
                           
                           
                           Multi-car: Insuring multiple vehicles with the same provider—especially
                              useful if the client marries and wishes to combine insurance with their
                              spouse’s, or when children reach driving age.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Safety discounts: If a car already has enhanced safety features or if the
                              buyer installs new safety features (e.g., anti-lock brakes, daytime
                              running lights).

                           
                           

                        
                        
                        
                        	
                           
                           
                           Anti-theft devices/features (factory-installed or after-market), such as
                              GPS, stolen vehicle recovery systems (LoJack), and VIN etching.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Annual/bi-annual premium payments.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Defensive driver discounts (via approved course).

                           
                           

                        
                        
                        
                        	
                           
                           
                           Good student discount for full-time enrolled student drivers.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Occupational discounts (e.g., military, government).

                           
                           

                        
                        
                        
                        	
                           
                           
                           Alumni associations and professional organizations.

                           
                           

                        
                        

                     
                     

                  
                  
               
               

            
            
            
            
               
               
               Professional Liability Insurance

               
               
               
               
                  
                  
                  Professional liability
                        insurance, also called errors and omissions (E&O) insurance,
                     is defined as: A type of insurance that protects
                        professionals from financial losses due to claims of negligence, errors, omissions,
                        breach
                        of contract, or failure to deliver while providing services to clients.
                     

                  
                  
                  
                  Professional liability insurance is, in some states, required by law. For example,
                     doctors and attorneys must often maintain policies, and special medical and legal
                     malpractice insurance policies are available to these professions. Other professions
                     that provide services or advice should consider purchasing coverage. For example,
                     contractors, accountants, architects, management consultants, real estate agents,
                     and, importantly, counselors.

                  
                  
                  
                  There are two types of professional liability insurance policies:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Claims-made: Covers any claim based on events and lawsuits as long as
                           the insurance policy was already in effect, both when the event occurred and
                           when the claim is made.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Occurrence: Covers any claim for an event that took place during the
                           period covered, even if the claim is submitted after the policy has lapsed
                           (for example, because a doctor or contractor has retired).

                        
                        

                     
                     

                  
                  
                  
                  Clients who are unsure if they might need professional liability insurance should
                     consult with their trade association (if they have one) or insurance professionals
                     who specialize in professional liability insurance to determine their needs and
                     exposure.

                  
                  
                  

               
               

            
            
            
            
               
               
               Pet Insurance

               
               
               
               
                  
                  
                  Just as medical care for humans can be expensive, so can the cost of care for pets.
                     A
                     counselor should be prepared to educate their clients on pet insurance and how it
                     might align with their personal risk management plans.

                  
                  
                  
                  Pet insurance is defined as: A type of health insurance for animals that falls under
                        the category of property and casualty insurance. It provides payment or reimbursement
                        for
                        eligible veterinary expenses.

                  
                  
                  
                  There are sometimes riders that can be added to cover additional care costs (e.g.,
                     X-rays). Pet
                     insurance will also have deductibles and premiums (monthly or annual), which operate
                     in the same way. It is also relatively affordable.

                  
                  
                  
                  As with other forms of insurance, the focus should be on protecting against major
                     financial burdens. In the case of pets, this means the client may decide to cover
                     simple check-ups and minor treatments with their own funds. Pet insurance coverage
                     typically covers surgeries, major accidents, follow-up appointments, and any ongoing
                     treatments (for example, diabetes, vaccinations, dental care, and parasite-related
                     medications). Some policies also cover end-of-life costs, such as euthanasia,
                     cremation, and burial.

                  
                  
                  
                  One important note: The pet owner must pay upfront for care and then request
                     reimbursement. This can lead to short-term financial strain if a client’s pet is
                     involved in an accident and requires expensive surgeries or rehabilitation. Also,
                     pet insurance often will not cover a pet’s pre-existing conditions.

                  
                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client on U.S. Health Insurance
               Market

            
            
            
            
               
               
               Picking a health insurance plan can be a daunting task. There
                  are multiple types of insurance plans. There are private and governmental sources
                  of
                  insurance. There are limitations on which doctors and specialists a person can see
                  with different plans. The costs of plans can vary considerably, depending on whether
                  a client is insuring just themselves or their family as well. A counselor can help
                  clients assess their health insurance needs.

               
               
               
               As with other categories of insurance, health insurance involves premiums and
                  deductibles. Other key health insurance terminology that everyone should understand
                  includes:

               
               
               
               
                  
                  
                  	
                     
                     
                     Co-payment: A fixed fee that an insured individual must pay
                           out-of-pocket for specific medical services, with the insurer covering the remainder. An example would be a $10 to $30 copay for a doctor’s visit. Copays can be considered part of the deductible, but not
                           always (counselors should educate their clients about the importance of
                           reading the terms of their insurance agreement and how to find
                           them).

                     
                     

                  
                  
                  
                  	
                     
                     
                     Coinsurance: A type of insurance where the insured pays a fixed
                           percentage of medical expenses after meeting any deductibles. Coinsurance involves cost sharing between the insured and insurer,
                        expressed as a percentage; the portion of a medical bill that each pays. For example, 80/20: after deductibles, the remaining cost
                           is split 80% paid by the insurer and 20% paid by the insured.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Out-of-pocket maximum: The maximum amount an insured individual is
                           required to pay for covered healthcare services in a plan year. Once the annual maximum is reached, remaining costs are covered by
                        insurance.

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                        
                        Primary care physician
                           (PCP)
                        : 
                        A medical professional who serves as the
                           first point of contact for a patient’s healthcare needs, offering general treatment,
                           preventive care, and referrals to specialists.
                        

                     
                     

                  
                  

               
               
               

            
            
            
            
               
               
               
                  U.S. Laws, Regulations, and Insurance
                     Providers 
                  

               
               
               
               
                  
                  
                  The key piece of federal legislation that all Americans should
                     be familiar with is the 2010 Patient Protection and Affordable Care Act. Sometimes
                     referred to simply as the Affordable Care Act
                        (ACA), it is a law that was passed to ensure all Americans have
                     access to affordable health insurance.

                  
                  
                  
                  
                     
                     ACA:
                        A U.S. health reform law aimed at increasing
                           access to insurance, improving quality of care, and reducing healthcare costs through
                           regulations and subsidies. This act also created the HealthCare.gov Health Insurance
                           Marketplace.

                     

                  
                  
                  
                  The ACA had a
                     dramatic impact on reducing the number of uninsured people in the country,
                     especially those with pre-existing conditions. The ACA’s provisions also apply to
                     health insurance policies sponsored by employers and have standardized certain
                     aspects of coverage across the U.S. health insurance industry. 

                  
                  
                  
                  A counselor should be familiar with these changes in order to educate
                     their client about health insurance. These key changes include:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Insurers can no longer deny coverage to those with pre-existing
                           conditions.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Preventative care must be provided for free (even pre-deductible).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Creation of online health insurance exchanges (for those without
                           employer-sponsored insurance).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Creation of the open enrollment period for buying health
                           insurance.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Creation of the premium tax credit.

                        
                        

                     
                     

                  
                  
                  
                  The ACA created HealthCare.gov, the federal government’s website dedicated to
                     connecting Americans with health insurance plans from various organizations. This Marketplace is an invaluable tool for Americans who need to
                        learn more about what is available and what assistance they are eligible for.
                        They can then enroll in Marketplace health insurance plans.

                  
                  
                  
                  Healthcare plans can typically only be purchased during the open enrollment period, which is
                     defined as: A designated time frame during which
                        individuals can enroll in or modify health insurance coverage, usually occurring once
                        per
                        year.

                  
                  
                  
                  The open enrollment period typically starts on November 1st and runs into December
                     of
                     every year. There are exceptions, for example, if certain life events occur
                        (e.g., marriage, having a baby, losing health coverage, or relocating).
                        

                  
                  
                  
                  Employer-sponsored health insurance programs will also have their own enrollment
                     windows, and clients with this type of coverage should be advised to check with
                     their employers for the relevant dates.

                  
                  
                  
                  
                     Example

                     
                        
                        
                        
                        A client, Andre, asks the counselor: “Why can’t I enroll in
                           health insurance outside of the enrollment period?” Counselor: “Insurance
                           providers set prices for premiums based on historical data on the frequency and
                           severity of perils. In the case of health insurance, they use it to determine
                           how much they are likely to have to pay out for an individual or a group over
                           the coverage year. Then, they add a margin for administration (and profit, if
                           they are for-profit), and set the premium accordingly.” Andre says, “In the
                           past, I had to wait to get new insurance because of my diabetes, is this
                           related?” Counselor: “Yes. The ACA banned the practice of people with
                           pre-existing conditions being denied coverage for that condition (usually until
                           a waiting period had passed), replacing it with the open enrollment period as a
                           way to reduce the amount of adverse selection.” Andre: “What is adverse
                           selection?” Counselor: “A person only buying insurance when they are most likely
                           to need it is called adverse selection. Insurance is structured to prevent
                           adverse selection because if someone waits to buy insurance until they are
                           already sick, the historical data would be less accurate (a sick person is much
                           more likely to use insurance), so the premiums would not be correctly
                           priced.”

                        
                        

                  
                  
                  
                  Adverse selection is defined
                     as: A situation in insurance where those most likely to
                        file claims are also the most eager to purchase coverage, potentially leading to higher
                        costs for insurers.

                  
                  
                  
                  Counselors
                     should also be prepared to educate their clients about the Consolidated
                        Omnibus Budget Reconciliation Act (COBRA), which is defined as
                     follows.

                  
                  
                  
                  
                     
                     COBRA:
                        This federal law
                           allows eligible individuals to continue their employer-sponsored health insurance
                           coverage
                           for a limited time after experiencing qualifying events like job loss or reduction
                           in work
                           hours. However, the individual must pay the entire premium, including the portion
                           that the
                           employer formerly paid, so continuing coverage can be expensive.

                     

                  
                  
                  
                  COBRA includes provisions to allow qualified private sector
                     employees to keep their health insurance coverage, including that of their spouse
                     and any children, for 18 to 36 months. However, employers can charge up to 102% of
                     their cost for employee health insurance, so many people will only use this coverage
                     for a short time. Since losing employer-provided
                        health coverage opens a special enrollment period for purchasing insurance
                        through the Health Insurance Marketplace, clients may want to explore this more
                        affordable option. The special enrollment period will open under the following
                        conditions:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Employment changes: termination or reduction of hours

                        
                        

                     
                     
                     
                     	
                        
                        
                        Change in marriage status (divorce or separation from covered employee)

                        
                        

                     
                     
                     
                     	
                        
                        
                        The death of a covered employee

                        
                        

                     
                     
                     
                     	
                        
                        
                        If a covered employee becomes eligible for Medicare, but their spouse and
                           children are not

                        
                        

                     
                     

                  
                  
                  

               
               
               
               
                  
                  
                  Premium Tax Credit

                  
                  
                  
                  
                     
                     
                     The ACA also created a
                        premium tax credit:
                        A federal tax credit that lowers the cost of
                           health insurance premiums for eligible individuals and families purchasing coverage
                           through
                           the Health Insurance Marketplace.

                     
                     
                     
                     Eligibility for this tax credit is based on household income
                        and applies only to health insurance plans bought through the Marketplace. When
                        enrolling in a Marketplace plan, Americans will learn if they qualify for the
                        credit, which will lower their premiums. The amount of credit you receive can be
                        adjusted after filing your annual tax return. If your income is lower than expected,
                        the credit may increase; if your income is higher than expected, you may have to
                        repay some of the received credit.

                     
                     

                  
                  
               
               

            
            
            
            
               
               
               Risks of No/Inadequate Health Insurance

               
               
               
               
                  
                  
                  Many people think they can go without health insurance. Perhaps because they are
                     young, believe themselves to be in good health, are self-employed and find the
                     premiums hard to afford, or want more of their take-home pay from their employer.
                     Many people do not recognize the connection between their health and their wealth.
                     A
                     client’s health (or lack thereof) can strongly impact their ability to earn an
                     income and meet their financial goals. As people grow older, health risks become
                     more likely.

                  
                  
                  
                  As with other types of insurance, it is very important to stress to clients that
                     buying health insurance is an essential part of any sound financial plan, and help
                     them understand why. Put simply, as medical costs in the United States continue to
                     grow every year, an accident or surprise illness can prove catastrophic to a
                     client’s financial health if they are not insured or are inadequately insured.
                     Having health insurance is also required in several states.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Assist Client on Types of Health Insurance and
               Coverage

            
            
            
            
               
               
               Everybody needs access to healthcare. The United States healthcare landscape is
                  complex and can be difficult to navigate. There is a considerable variety and
                  breadth in the health insurance plans available, and what these plans cover.

               
               
               
               A counselor can assist their clients when it comes to the daunting task of
                  understanding and selecting the appropriate healthcare insurance plan for themselves
                  and their family. 

               
               

            
            
            
            
               
               
               Commercial Health Insurance and Spending Accounts

               
               
               
               
                  
                  
                  A counselor should be able to explain to their clients the
                        different types of health insurance available within the United States.
                        There are several types of commercial health insurance:

                  
                  
                  
                  
                     
                     Preferred Provider Organization
                           (PPO): A type of health insurance plan
                           that allows patients to select their providers. Providers who have negotiated agreements
                           with the insurance company are called in-network providers and will cost less than
                           providers
                           who do not have these agreements, called out-of-network providers. The plan recommends
                           getting a primary care physician (PCP) to provide referrals, but it is not required.
                        A PPO is a flexible fee-for-service option; costs are lower if
                           the insured uses in-network providers. Using services out-of-network
                           requires a doctor’s referral and will cost more.

                     

                  
                  
                  
                  
                     
                     Point of Service
                           (POS): A health insurance plan that requires its
                           members to get and use a primary care physician (PCP) and any treatment that the PCP
                           cannot
                           provide must come from a PCP referral to a specialist. However, PCPs can offer both
                           in-network and out-of-network referrals. This lack of flexibility may result in the
                           plan
                           having lower costs than plans with greater flexibility. 
                        POS is an option with lower in-network costs for doctors,
                           hospitals, and other healthcare providers. Referrals from primary care
                           doctors are required for specialist appointments.

                     

                  
                  
                  
                  
                     
                     Health
                           Maintenance Organization (HMO): A type of health insurance plan
                           that offers coverage through a network of approved providers and typically requires
                           members
                           to choose a primary care physician (PCP) who is needed to get referrals for specialist
                           care
                           providers who are also within the network. The network focuses on preventative care
                           to keep
                           members healthy so they need fewer costly treatments.
                        An HMO is a managed care option; care is typically limited to
                           doctors who contract with the HMO in a specific area (e.g., a town or a
                           county). It features smaller copays and lower premiums. HMOs often focus on
                           health prevention and wellness.

                     

                  
                  
                  
                  
                     
                     Exclusive Provider Organization (EPO): A health insurance plan that
                           covers services only if provided by doctors or hospitals within its designated network,
                           but
                           a referral is not required from a primary care physician (PCP) to see a specialist
                           in the
                           network.
                        Despite their name, an EPO is a less restrictive version of an
                           HMO, covering services provided by any network doctors, specialists, or
                           hospitals. EPOs do not offer any out-of-network benefits, except in the case
                           of emergencies.

                     

                  
                  
                  
                  In addition to the types of health insurance plans, there are also various ways to
                     pay for these plans. These include the traditional health insurance plan or
                     fee-for-service plan, as well as a high-deductible health plan.

                  
                  
                  
                  High-Deductible Health Plan (HDHP): A health insurance plan with lower
                        premiums and higher deductibles, often paired with a Health Savings Account (HSA)
                        to cover
                        out-of-pocket medical costs.
                     An HDHP is an option suited to people who think they will not need
                        much care and want lower premiums. HDHPs generally cost less, but have higher
                        out-of-pocket costs when healthcare services are needed. Smaller employers may
                        also offer them since they cannot get the deals on health insurance that larger
                        employers can get from insurance companies for traditional health insurance
                        plans.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        These plans have higher deductibles than many other plans.

                        
                        

                     
                     
                     
                     	
                        
                        
                        While out-of-pocket costs are higher, they also have maximum limits to these
                           out-of-pocket medical expenses (including copays, but excluding premiums and
                           out-of-network expenses).

                        
                        

                     
                     
                     
                     	
                        
                        
                        HDHPs are available for individuals and families.

                        
                        

                     
                     

                  
                  
                  
                  Health Savings
                        Account (HSA): A tax-advantaged savings account used in
                        conjunction with high-deductible health plans to pay for qualified medical expenses,
                        allowing tax-free contributions and withdrawals.
                     An HSA is a pre-tax savings account specifically designated to
                        cover future, qualifying health expenses as defined by the IRS.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Annual deposit amounts are capped and can change (always advise clients to
                           remain up-to-date on these limits).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Employers can also make contributions.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Savings are portable (not connected to a single employer or health plan) and
                           can carry over into the following year.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Some HSA plans allow contributions to be invested.

                        
                        

                     
                     
                     
                     	
                        
                        
                        While HSA funds typically cannot be used for healthcare premiums, people on
                           Medicare can get reimbursed for Medicare premiums.

                        
                        

                     
                     
                     
                     	
                        
                        
                        HSA eligibility rules for clients who have health coverage from multiple
                           sources (including clients covered under TRICARE) can be complex and may
                           require further research or a referral.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Not all plans with a high deductible qualify to use an HSA. Plans that are
                           HSA-eligible will state this in the plan name.

                        
                        

                     
                     

                  
                  
                  
                  Clients may want to know the difference between an HSA and a
                     Flexible Spending Account
                        (FSA): A health benefit offered by employers
                        that allows employees to set aside pre-tax money for qualified out-of-pocket healthcare
                        or
                        dependent care expenses.
                     An FSA is another type of pre-tax savings account to be used to pay for certain
                        out-of-pocket healthcare costs, such as certain prescription medications,
                        deductibles, coinsurance and copays (not premiums), and certain medical
                        equipment.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        They are only available from an employer and cannot be used with plans
                           purchased via the healthcare Marketplace.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Annual deposit amounts are capped.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Employers can make contributions as well.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Generally, FSA funds are “use it or lose it” within the calendar year, but
                           some plans allow for a small portion of funds to be rolled over into the new
                           calendar year or for the funds to be available for the first two months of
                           that year.

                        
                        

                     
                     

                  
                  
                  
                  Another type of insurance is a catastrophic health plan: A low-cost, high-deductible insurance plan
                        designed mainly for emergency medical expenses. A catastrophic health plan is an affordable option to cover younger people
                     against worst-case scenarios.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Primarily concerned with emergency care.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Usually covers at least three visits to a primary care doctor per year to
                           address preventative care.

                        
                        

                     
                     

                  
                  
                  

               
               

            
            
            
            
               
               
               Government Health Insurance Programs

               
               
               
               
                  
                  
                  The federal government offers and administers several
                     health insurance programs, and some other programs are administered at the state
                     level. These programs provide coverage for a range of individuals, often based on
                     age or income. A counselor should be prepared to educate clients on government
                     programs that could meet their (and their family’s) insurance needs. Counselors can
                     also provide qualification requirements and go over the application process.

                  
                  
                  
                  The most well-known examples of government healthcare are Medicare
                        and Medicaid, but there are some other programs that clients may be eligible for
                        that are discussed next. Counselors can educate their clients about such
                        programs and where to go in order to assess their eligibility and get more
                        information. Information regarding eligibility
                     and how to apply for these programs can be found on government websites, such as
                     HealthCare.gov, Medicare.gov, and Medicaid.gov.

                  
                  
                  
                  

               
               
               
               
                  
                  
                  Medicare

                  
                  
                  
                  
                     
                     
                     Medicare is defined as: A federal health insurance program primarily for individuals
                           aged 65 and older, and for certain younger individuals with disabilities or specific
                           medical
                           conditions.

                     
                     
                     
                     
                        Medicare covers younger people with disabilities, permanent kidney
                           damage, and ALS. The program is funded by payroll taxes and additional funds
                           appropriated by Congress. All Medicare-related bills are paid from two trust
                           funds held by the U.S. Treasury. Americans with Medicare coverage also pay
                           monthly premiums for medical and drug coverage, select a level of deductible,
                           and may also have co-pays and/or coinsurance. 

                     
                     
                     
                     Medicare has four parts:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Part A: Hospital Insurance. Covers most hospital costs, including
                              prescription charges; also covers a skilled nursing facility, hospice,
                              and home health care if certain conditions are met.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Part B: Medical Insurance. Covers supplemental health expenses for
                              outpatient care, doctor’s visits, and others.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Part C: Medicare Advantage. Part C covers everything that is
                              covered in Parts A and B, but it may also offer more services (many
                              plans include Part D). Medicare Advantage is provided by private
                              companies approved by Medicare. These companies may have a smaller
                              provider network focused on a specific region.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Part D: Prescription Drug Coverage. Optional coverage that helps
                              pay for prescribed medications.

                           
                           

                        
                        

                     
                     
                     
                     Medicare Parts A and B are often identified as “original Medicare”
                        in order to differentiate them from Medicare Advantage. Medicare Advantage plans
                        provide all of the Part A and B benefits, but there are some differences. For
                        example:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Medicare Advantage plans can also have additional restrictions related to
                              which providers can be used.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Medicare Advantage plans may require referrals in instances when original
                              Medicare does not.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Medicare Advantage plans have an out-of-pocket maximum; original Medicare
                              does not.

                           
                           

                        
                        

                     
                     
                     
                     Medicare Original plans can be supplemented by privately sold
                        Medicare supplemental
                           insurance (Medigap) policies, which are defined as: Private health insurance
                           plans that help cover costs not paid by Medicare, such as co-payments, coinsurance,
                           and
                           deductibles. Another example is emergency coverage when traveling.

                     
                     
                     
                     Not all providers
                        accept Medicare payments, so recipients will need to research their options. Medigap
                        providers are required to accept patients who sign up for Medigap when they first
                        enroll in Medicare. After that, Medigap providers can require health screening and
                        deny coverage. This can make it financially unfeasible to switch back to original
                        Medicare from Medicare Advantage. This is just one of the potential pitfalls
                        individuals may face when signing up for Medicare for the first time. If counselors
                        plan to work with this population, they should do additional research in this area.
                        Since Medicare is complex, counselors who do not feel comfortable with the
                        intricacies of Medicare should be prepared to provide a referral to a free State
                        Health Insurance Assistance Program (SHIP) counselor who can provide
                        Medicare-specific support (see also www.shiphelp.org).

                     
                     
                     
                     Counselors should also educate their clients about Medicare.gov and
                        specifically the Care Compare tool available there. Users will find a database
                        broken down by specialty within relevant geographic locations.

                     
                     
                     
                     Counselors should also inform their clients that Medicare does not
                        cover long-term care, nor does it cover personal care services.

                     
                     
                     
                     Counselors should also educate their clients about enrolling in
                        Medicare and its impact on employer-sponsored healthcare. In some instances,
                        enrolling in Medicare can end a client’s employer-provided coverage. Clients should
                        always check the terms of their existing insurance before acquiring additional or
                        different coverage.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Medicaid

                  
                  
                  
                  
                     
                     
                     Medicaid is defined as: A joint federal and state health insurance program that
                           provides medical coverage for individuals and families with limited income and
                           resources.

                     
                     
                     
                     Medicaid is a free or low-cost government insurance program
                        designed to help low-income Americans. Unlike Medicare, Medicaid is administered by
                        the states, and therefore, what it offers and who is covered can vary. Any clients
                        who may be eligible for this program should visit their relevant state government’s
                        website for details.

                     
                     
                     
                     In all states, Medicaid provides health coverage to certain groups of Americans:
                        specifically, children, parents, people who are pregnant, elderly people with
                        certain (low) incomes, and people with disabilities. It also covers certain benefits
                        that Medicare does not cover, such as nursing home and personal care services. In
                        some states, Medicaid coverage has been expanded to cover other low-income
                        adults.

                     
                     
                     
                     States will maintain their own databases of professionals who
                        accept Medicaid. Applicants should refer to their state Medicaid agency, for
                        example, via a website, to identify acceptable medical professionals based on their
                        healthcare needs.

                     
                     
                     
                     Because Medicaid is administered on a state level, it is essential
                        that all prospective applicants carefully examine their home state’s eligibility
                        criteria. Additional information can be found at Medicaid.gov.

                     
                     
                     
                     
                        Example

                        
                           
                           
                           
                           Achieving a Better
                                 Life Experience (ABLE) is defined as: A tax-advantaged
                                 savings and investment account designed for individuals with disabilities, allowing
                                 them to
                                 save for qualified disability expenses.

                           
                           
                           
                           For clients with disabilities, ABLE accounts offer significant advantages. These
                              tax-advantaged savings accounts allow qualified individuals with disabilities to
                              save money without affecting their eligibility for public benefits like SSI or
                              Medicaid. ABLE accounts permit contributions up to specified annual limits, with
                              funds growing tax-free when used for qualified disability expenses, including
                              education, housing, transportation, healthcare, and basic living expenses.
                              Unlike traditional savings approaches that might trigger resource limits for
                              government assistance programs, ABLE accounts provide a protected way to build
                              financial security. For clients with disabilities and who qualify for ABLE
                              accounts, emphasize how these accounts balance the need for savings with benefit
                              preservation.

                           
                           

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Children’s Health Insurance Program (CHIP)

                  
                  
                  
                  
                     
                     
                     The Children’s Health
                           Insurance Program (CHIP) is defined as: A state and federally funded
                           program that offers affordable health coverage for children in families with incomes
                           too
                           high for Medicaid but too low to afford private insurance.

                     
                     
                     
                     All states provide CHIP comprehensive coverage, which includes:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Routine check-ups and doctor visits

                           
                           

                        
                        
                        
                        	
                           
                           
                           Immunizations

                           
                           

                        
                        
                        
                        	
                           
                           
                           Prescriptions

                           
                           

                        
                        
                        
                        	
                           
                           
                           Dental and vision care

                           
                           

                        
                        
                        
                        	
                           
                           
                           Inpatient and outpatient hospital care

                           
                           

                        
                        
                        
                        	
                           
                           
                           Laboratory and X-ray services

                           
                           

                        
                        
                        
                        	
                           
                           
                           Emergency services

                           
                           

                        
                        

                     
                     
                     
                     Routine check-ups and dental visits are free under CHIP, but there
                        may be co-payments for other services. As in the case of Medicaid, every state
                        offers CHIP coverage, but benefits can vary from state to state. Some states may
                        provide more benefits, such as pregnancy coverage. The same is also true of costs,
                        but the overall annual cost for someone receiving CHIP will not be more than 5% of
                        the family’s income.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  TRICARE

                  
                  
                  
                  
                     
                     
                     Administered by the Defense Health Agency (DHA), TRICARE is defined as: A healthcare program for uniformed service members from all
                           branches of the military including the Reserves, plus retirees, plus the eligible
                           family
                           members or survivors of active or retired service members.

                     
                     
                     
                     Eligibility depends on which
                        uniformed service an individual is a part of, and where they live; clients who might
                        be eligible for a TRICARE plan should be educated about the tools available on the
                        TRICARE website. This site includes a plan finder and eligibility checker. Many
                        plans are equivalent to some commercial health insurance types. For example, they
                        have plans that are similar to HMOs (TRICARE Prime) and PPOs (TRICARE Select). The
                        DHA also offers a “Medicare-wraparound” plan for those enrolled in Medicare Parts
                        A
                        and B. TRICARE policies can cover some prescription drug charges, depending on the
                        plan. Dental coverage is provided to active duty service members and can be
                        purchased separately by non-active service members through the TRICARE Dental
                        Program. Eye care is also covered for active service members.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Civilian Health and Medical Program of the Department of Veterans Affairs
                     (CHAMPVA)

                  
                  
                  
                  
                     
                     
                     The Civilian Health and Medical Program of the Department of Veterans Affairs
                           (CHAMPVA) is defined as: A health benefits program that shares the cost of covered services for spouses, dependents,
                           and other survivors of veterans who meet certain service-connected disability
                           requirements. CHAMPVA is a health benefits program administered by the Department of Veterans
                        Affairs (VA). The VA shares the cost of certain health services and supplies with
                        CHAMPVA.

                     
                     
                     
                     CHAMPVA covers prescription medications, inpatient and outpatient care, family planning,
                        maternity care, mental health care, ambulance services, prescribed medical
                        equipment, and more.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Workers’ Compensation

                  
                  
                  
                  
                     
                     
                     Workers’ compensation (also known as “workers’ comp”)
                        is defined as: A state-mandated insurance program that provides
                           benefits to employees who suffer job-related injuries or illnesses.

                     
                     
                     
                     Workers’ compensation has some federally-administered programs but is otherwise
                        administered at the state level. This program provides benefits if someone is
                        injured or becomes ill as a result of their job. Counselors should educate their
                        clients on where to find their state’s relevant information and application process.
                        The benefits that can be provided include:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Medical treatment cost coverage.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Vocational rehabilitation cost coverage.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Wage replacement benefits (in the form of cash payments) for employees during
                              recovery.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Benefits for dependents if a worker dies as a result of a work-related injury
                              or illness.

                           
                           

                        
                        

                     
                     
                     
                     The federal government also administers disability compensation programs
                        specifically for federal employees, coal miners, nuclear weapons workers,
                        longshoremen, and harbor workers who are injured on the job.

                     
                     
                     
                     If a client has been injured while on the job, a counselor should make sure the
                        client is informed about workers’ compensation and provided with the information
                        they need to apply for it. The U.S. Department of Labor’s website
                        (https://www.dol.gov/agencies/owcp) has extensive information and can also be used
                        to check eligibility. A counselor should also discuss with their clients the
                        benefits of disability insurance and the ways in which it differs from workers’
                        comp.

                     
                     

                  
                  
               
               

            
            
            
            
               
               
               Healthcare Billing and Insurance Calculations 

               
               
               
               
                  
                  
                  A counselor should educate their clients on the following concepts related to
                     healthcare billing and insurance calculations.

                  
                  
                  

               
               
               
               
                  
                  
                  Balance Billing

                  
                  
                  
                  
                     
                     
                     Balance billing, sometimes called
                        “surprise billing,” is defined as: A practice where healthcare providers charge patients
                           the difference between their fee and the amount covered by insurance. Often, this refers to out-of-network charges and a provider charging you for
                        the difference (or balance) between what your plan covers and the actual cost of
                        the service.

                     
                     
                     
                     Depending on the care received
                        and the client’s policy coverage, balance billing could result in considerable,
                        unexpected charges. It is always important to remind clients that they are
                        responsible for learning what is and is not covered by their health insurance
                        policy.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Coordination of Benefits

                  
                  
                  
                  
                     
                     
                     Coordination of benefits (COB) is
                        defined as: A provision in a health insurance policy
                           used when an individual is covered by multiple insurance plans to determine which
                           insurer
                           pays first and how remaining costs are shared, ensuring that combined payments do
                           not exceed
                           the total cost of care. COB ensures medical claims are paid correctly to avoid overpayment and duplicate
                        payments. It is needed when an individual is covered by multiple insurance plans,
                        such as private health insurance and Medicare. The policy with the primary payment
                        responsibility will pay first.

                     
                     
                     
                     COB does not remove the need for the client to pay premiums, co-pays, and/or
                        coinsurance. COB can sometimes generate more paperwork.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Explanation of benefits (EOB)

                  
                  
                  
                  
                     
                     
                     The explanation of benefits
                           (EOB) is defined as: A summary statement provided by a health
                           insurance company that details what services were covered, how much was paid, and
                           any amount
                           the patient may owe.

                     
                     
                     
                     An EOB is not a bill; however, it does include payment information. The document,
                        either printed or delivered digitally, can include the following pieces of
                        information:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Patient details

                           
                           

                        
                        
                        
                        	
                           
                           
                           Details of claim: date of service, service description

                           
                           

                        
                        
                        
                        	
                           
                           
                           Bill information: provider charges, allowed charges, paid by insurer

                           
                           

                        
                        
                        
                        	
                           
                           
                           Patient balance: what the insured individual owes

                           
                           

                        
                        
                        
                        	
                           
                           
                           Remark code: additional information related to a cost adjustment

                           
                           

                        
                        

                     
                     
                     
                     EOBs should be examined carefully to ensure no mistakes are made. If any are
                        found, the client should contact their provider.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Filial Responsibility Laws

                  
                  
                  
                  
                     
                     
                     Filial responsibility laws exist
                        in about half of the U.S. states and are defined as: Laws that require adult children to
                           financially support their aging parents if they are unable to support themselves.

                     
                     
                     
                     The extent of filial responsibility laws varies across states. The extent of responsibility
                        can
                        depend on a variety of criteria, including, but not limited to: The adult
                        child’s income level, location, and any parental assistance they have already
                        provided. While filial responsibility laws are rarely enforced, there have been
                        cases where service providers have sued the children of parents who could not
                        afford to pay. Counselors should research the laws in their state.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Coinsurance and Deductibles

                  
                  
                  
                  
                     
                     
                     It is valuable to see how the
                        concept of coinsurance works in practice. Counselors should be prepared to explain
                        to clients how it works.

                     
                     
                     
                     Coinsurance is a
                        cost-sharing mechanism that splits payment for medical bills by predetermined
                        percentages after deductibles have been paid. A common split is 80/20, in which the
                        insurer covers 80% of the cost, minus the deductible, and the insured pays 20%, plus
                        their deductible.

                     
                     
                     
                     Let’s use that split for an example of a drug prescription. The client has a 20%
                        coinsurance, and the insurance plan’s allowed amount for the drug is $150. The
                        calculation for the amount the client will pay is as follows. 
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[image: ../images/mathml_equation-block_vpd_mln_1vx_width_1054.png]

                        

                     
                     
                     
                     Therefore, the coinsurance cost to the client is $30 for this prescription.

                     
                     
                     
                     Here is how this might work in another example for a minor surgery, as shown in Exhibit 3-5. The client has to have a minor
                        surgery, which is expected to cost $10,000. Their deductible is $1,500, and it is
                        an
                        80/20 plan, so coinsurance is 20%. First, the deductible would be subtracted from
                        the cost of the surgery: $10,000 - $1,500 = $8,500. The balance of the surgery cost
                        is multiplied by the coinsurance: $8,500 x 0.2 = $1,700. The deductible and the
                        coinsurance amount are added to find the total amount owed by the patient: $1,500
                        +
                        $1,700 = $3,200.

                     
                     
                     
                     
                        Exhibit 3-5: Example of 80/20 Coinsurance with $1,500 Deductible
                        
                        
                        
                        
                           
                           
                           
                           
                              
                              
                                 
                                 
                                    
                                    
                                    
                                    
                                    
                                 
                                 
                                    
                                    
                                       
                                       	 
                                       
                                       
                                       	
                                          
                                          
                                          Minor Surgery

                                          
                                          
                                       

                                    
                                 
                                 
                                 
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Cost

                                          
                                          
                                       
                                       
                                       	
                                          
                                          
                                          $10,000

                                          
                                          
                                       

                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Deductible

                                          
                                          
                                       
                                       
                                       	
                                          
                                          
                                          $1,500

                                          
                                          
                                       

                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Cost after deductible

                                          
                                          
                                       
                                       
                                       	
                                          
                                          
                                          $8,500

                                          
                                          
                                       

                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Coinsurance

                                          
                                          
                                       
                                       
                                       	
                                          
                                          
                                          $8,500 x 0.2 = $1,700

                                          
                                          
                                       

                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Total cost

                                          
                                          
                                       
                                       
                                       	
                                          
                                          
                                          $1,500 + $1,700 = $3,200

                                          
                                          
                                       

                                    
                                 

                              

                           
                           

                        
                     
                     
                     
                     A counselor should educate their client that exceptions to this process can happen
                        related to a client’s maximum out-of-pocket expenses. If the client has also reached
                        their maximum out-of-pocket expenses, the insurer will cover the entire cost of the
                        medical expense. If the cost of the medical expense is more than the client has
                        remaining before hitting their maximum out-of-pocket, then they will only pay the
                        amount up to the maximum. Then, the rest will be covered by the insurer.

                     
                     

                  
                  
               
               

            
            
            
            
               
               
               Medical Debt

               
               
               
               
                  
                  
                  Medical debt can result in several ways, most often because an individual did not
                     have sufficient health insurance coverage before receiving care, either from illness
                     or accident. If a client has accrued medical debt, an advisor can provide guidance
                     for managing this debt efficiently and in ways that will not derail the client’s
                     financial goals.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Medical debt should be considered lower priority than other forms of debt
                           (mortgage, car payments, etc.).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Medical debt carries low or no interest rates.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Medical debt does not affect an individual’s credit report if it is less than
                           a year old—clearing the debt will usually be expunged from an individual’s
                           credit history, too (see below).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Medical debt should not be paid using credit cards (see below).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Medical debt can, occasionally, be eliminated if patients are eligible for
                           financial assistance.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Medical debt does not prohibit the client from receiving emergency care.

                        
                        

                     
                     

                  
                  
                  
                  Counselors should attempt to stay up to date on the latest guidance regarding medical
                     debt, as regulations can change.

                  
                  
                  
                  Counselors should educate their clients about how paying off medical debt with credit
                     cards can change the impact of the debt. Specifically, it changes the nature of the
                     debt into credit card debt, which can impact their credit report, as well as subject
                     them to much higher interest rates. Carrying medical debt on credit cards (either
                     a
                     regular card or a dedicated medical credit card) can result in even greater
                     financial hardship.

                  
                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client about Life
               Insurance

            
            
            
            
               
               
               A counselor should be prepared to educate their clients on
                  the purpose, benefits, and cost of life insurance and help them assess their level
                  of need for it.

               
               
               
               Life insurance is intended to protect those we leave behind after we die.
                  Specifically, it is intended to limit or eliminate the financial impact of a death.
                  It is therefore specifically recommended for clients who have dependents. It is possible that, over time, someone who has life insurance
                     might be able to reduce the level they have or even stop coverage, depending on
                     their financial goals.

               
               

            
            
            
            
               
               
               Assist Client on Need for Life
                  Insurance 

               
               
               
               
                  
                  
                  Counselors should help clients determine their need for life insurance based on their
                     overall risk management plan. Life insurance is
                     defined as: An insurance policy that pays designated beneficiaries
                        a sum of money upon the policyholder’s death.

                  
                  
                  
                  A client’s need for life insurance will depend on their situation, and factors to
                     consider could include the following:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Do they have dependents or a spouse to support?

                        
                        

                     
                     
                     
                     	
                        
                        
                        How much of the family income does the client provide?

                        
                        

                     
                     
                     
                     	
                        
                        
                        Is there anyone else financially dependent on the client, such as parents,
                           siblings, or other family members receiving support?

                        
                        

                     
                     
                     
                     	
                        
                        
                        How will the client’s family pay final expenses, such as funeral expenses and
                           debts (e.g., mortgage)?

                        
                        

                     
                     
                     
                     	
                        
                        
                        Does the client have debt that is co-signed? The co-signer will be
                           responsible for that debt (e.g., a large private student loan co-signed by a
                           parent).

                        
                        

                     
                     

                  
                  
                  
                  Some key life insurance terminology includes:

                  
                  
                  
                  
                     
                     Policyholder: 
                        The individual or entity that owns an insurance policy
                           and has the right to make decisions, such as naming beneficiaries or making changes
                           to the
                           policy. This is the person who purchases the life insurance policy and the only
                        person who can make changes to the policy.

                     

                  
                  
                  
                  
                     
                     Beneficiary: An individual or entity designated in a will, trust, or
                           insurance policy to receive assets, benefits, or insurance payouts from a financial
                           account
                           or policy. The beneficiary is the person or persons who receive the death benefit upon
                        the death of the policyholder (e.g., spouse, children, charitable trust, etc.);
                        it is identified when the policy is purchased, but it can be changed and should
                        be reviewed annually.

                     

                  
                  
                  
                  
                     
                     Death benefits: The amount paid out to beneficiaries when the insured
                           person on a life insurance policy passes away. The death benefit is the total (untaxed) payout to the beneficiaries upon the
                        death of the policy owner.

                     

                  
                  
                  

               
               

            
            
            
            
               
               
               Qualifying for Life Insurance

               
               
               
               
                  
                  
                  Before an insurance company offers a buyer a policy, it will require evidence of insurability,
                     defined as: Documentation or proof required by an
                        insurance company to assess an individual’s eligibility and risk profile before approving
                        coverage.

                  
                  
                  
                  Evidence of insurability is proof that the applicant qualifies for life insurance
                     and
                     includes an assessment of the buyer’s income, assets, and age at application. This
                     assessment will ensure that any requested level of insurance is reasonable and
                     reflective of the buyer’s actual situation.

                  
                  
                  
                  Most insurance companies will require applicants to take and pass a comprehensive
                     medical exam before a life insurance policy is offered. This exam will take a look
                     at the applicant’s medical history, past and current prescriptions, driving record,
                     international travel plans, and family medical history. However, life insurance
                     provided as an employee benefit does not usually require evidence of insurability
                     unless the employee wants to pay for additional coverage above a certain amount.

                  
                  
                  

               
               

            
            
            
            
               
               
               Differentiate among Types of Life Insurance

               
               
               
               
                  
                  
                  There are two main types of life insurance to choose from: term life insurance and
                     permanent life insurance.

                  
                  
                  

               
               
               
               
                  
                  
                  Term Life Insurance

                  
                  
                  
                  
                     
                     
                     Term life insurance is defined as: A life insurance policy that provides coverage
                           for a specified period, paying a death benefit only if the insured dies during the
                           term.

                     
                     
                     
                     Term life insurance is sometimes referred to as “pure life insurance,” in that it
                        offers coverage in return for a set premium calculated based on actuarial
                        probability (i.e., when someone is likely to die). Note that term life insurance
                        covers only a specific term—a specified time period, usually 10, 20, or 30
                        years. If the insured person dies during this term, the beneficiary receives
                        death benefits.

                     
                     
                     
                     Term life policies are popular because they are a more straightforward and
                        affordable option. There are also a handful of specific versions
                           of term life policies that a client could consider, depending on their
                           plans:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Renewable term. The term can be renewed, typically for a higher
                              premium.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Group term. This is a term insurance policy that covers a specific
                              group of people equally, based on the average characteristics of the group
                              members (this can make them more expensive than individual plans). Some
                              employers may offer life insurance to their employees (as a group), but
                              coverage would end if the client were to leave the company.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Credit or mortgage group life insurance. This is an option
                              specifically designed to prioritize paying off mortgages and other debts
                              before any remaining death benefit is distributed to beneficiaries. This
                              version protects a family from the potential of losing their home if a
                              primary breadwinner dies and the house is not yet paid off.

                           
                           

                        
                        

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Permanent Life Insurance, Including Whole Life Insurance

                  
                  
                  
                  
                     
                     
                     Permanent life insurance is defined as:
                        A type of life insurance that provides
                           lifelong coverage and includes a death benefit and a cash value component that grows
                           over
                           time.

                     
                     
                     
                     There are many types of permanent life insurance, including:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Whole life insurance

                           
                           

                        
                        
                        
                        	
                           
                           
                           Universal life insurance

                           
                           

                        
                        
                        
                        	
                           
                           
                           Variable life insurance

                           
                           

                        
                        

                     
                     
                     
                     Permanent life insurance is more complex than term life insurance and is also
                        more expensive. As long as a buyer keeps paying the premiums, the policy must pay
                        out upon the death of the policyholder. The cash value benefit is not separate from
                        the death benefit. Withdrawing cash value will reduce the death benefit.

                     
                     
                     
                     Permanent life insurance policies can vary wildly and be customized
                        to suit almost any need. While it is valuable for a counselor to be familiar with
                        the different categories of permanent life insurance, they should always refer a
                        client to an appropriate insurance agent if they want to learn more about this type
                        of insurance. There are many types of permanent life insurance. When preparing
                        clients to work with an insurance expert (often a life insurance agent), the
                        counselor’s role is to help prepare the client to ask the right questions. Often,
                        an
                        insurance agent will only present one or a limited number of types, which may be
                        intended to steer potential customers towards certain products. The client needs to
                        know to ask more questions to find out about other types that may be available and
                        to ask about the pros and cons of each type.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Riders

                  
                  
                  
                  
                     
                     
                     Life insurance policies can be adjusted or customized through various riders, also called endorsements, which are
                        defined as: Optional add-ons to an insurance policy that modify or expand
                           the standard coverage, allowing for more customized protection based on the policyholder’s
                           needs.

                     
                     
                     
                     Riders might be offered by the insurer for an increased premium. Common riders
                        include:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Long-term care (LTC) rider. This rider helps to cover the cost of
                              LTC using a portion of the policy’s death benefit.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Disability premium waiver. This rider covers premiums if the
                              policy owner is unable to work due to a disability.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Convertibility provision. This rider allows a term life insurance
                              policy to be converted into a cash-value policy. It is typically only
                              offered for the first five years of the policy.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Return of premium rider. This rider is an extension for term life
                              insurance. It can return some premiums if the insured outlives the
                              policy.

                           
                           

                        
                        

                     
                     

                  
                  
               
               

            
            
            
            
               
               
               
                  Educate Client on Life Insurance Details
                     
                  

               
               
               
               
                  
                  
                  There are two questions anyone thinking about purchasing life insurance needs to ask
                     themselves:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        What are my priorities?

                        
                        

                     
                     
                     
                     	
                        
                        
                        How much insurance do I need?

                        
                        

                     
                     

                  
                  
                  
                  A counselor can help a client identify their priorities. Some
                     common priorities include:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Providing and paying for children’s college education.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Paying off debts (e.g., mortgages, car payments, etc.).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Income-replacement to provide for surviving family members and to cover
                           adjustment costs.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Cover final expenses (funeral and burial).

                        
                        

                     
                     

                  
                  
                  
                  After identifying priorities, the counselor can educate their client
                     about the resources and options available to meet their priorities. Life insurance
                     is just one option, and others could include government programs (e.g., Social
                     Security survivor benefits) or relying on existing savings. A counselor should not
                     steer a client towards a specific solution or product. Instead, they should educate
                     their clients about the existing options, providing them with the information needed
                     to further investigate what they want as part of their risk management plan.

                  
                  
                  
                  
                     A counselor should be familiar with common approaches to assessing
                        the amount of life insurance someone might need. By doing so, they can educate
                        clients interested in purchasing life insurance by offering explanations of
                        relevant terminology, therefore preparing them to decipher what they might hear
                        from an insurance salesperson. Common approaches to assessing how much life
                     insurance one should buy include:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Income multiplier. This is a straightforward approach to calculating
                           how much life insurance coverage is needed. It is typically based on 5-15
                           times the buyer’s annual gross income.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Complex needs analysis. This is a more involved but also more accurate
                           approach to calculating the amount of life insurance that is needed because
                           it is based on each family’s unique circumstances. It uses
                              time value of money concepts to calculate the present values of future
                              cash flows, plus debts, bills, and liabilities (these terms and concepts
                              are addressed in more detail as part of the investing
                              discussion).

                        
                        

                     
                     
                     
                     	
                        
                        
                        DIME approach. This is a simpler version of a complex needs analysis
                           that stands for debts, income, mortgage balance, and expected education
                           costs. It calculates the amount of coverage needed as the
                              sum of the items in the acronym.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Human life value. This method determines a person’s potential future
                           earnings that would be lost if the person died prematurely, taking inflation
                           and future raises into consideration.

                        
                        

                     
                     

                  
                  
                  
                  Reassessing a client’s life insurance policy is an important component
                     of the annual review. As with other categories of insurance, their needs will
                     change, as will their income, and policies should be adjusted accordingly where
                     possible.

                  
                  
                  

               
               
               
               
                  
                  
                  Claiming Life Insurance

                  
                  
                  
                  
                     
                     
                     Upon the death of the insured party, their survivors will need to make a claim
                        against the insurance policy. This is typically straightforward and can be done
                        by contacting the insurance company by phone, online, or by contacting an agent
                        and providing proof of death, such as in the form of a notarized copy of a death
                        certificate.

                     
                     

                  
                  
               
               

            
            

         
         
         
         
            
            
            Educate Client about Disability
               Insurance

            
            
            
            
               
               
               Disability insurance
                  is specifically designed to provide income replacement due to an inability to work.
                  Anyone who works can benefit from disability insurance;
                     therefore, counselors should educate their clients about this type of insurance.
                     

               
               
               
               Some employees will already receive disability insurance through their
                  employer, either as part of a benefits package or through a group insurance plan.
                  Clients should check their employer’s options before purchasing an additional
                  insurance policy.

               
               
               
               If a client does not have coverage through an employer, individual
                  disability plans can be purchased. In some instances, there may also be
                  state-provided disability coverage or Social Security Administration coverage.

               
               
               
               Counselors can educate clients with fewer assets, single-income
                  families, and those with higher levels of debt about this type of insurance. Such
                  clients may be less prepared to cover their costs should they be unable to work.

               
               
               
               
                  Disability insurance is typically available as short-term or
                     long-term policies (described later) and can apply to “any-occupation” or
                     “own-occupation”. These will dictate what types of disabilities are covered.
                     
                  

               
               
               
               
                  
                  
                  	
                     
                     
                     Any-occupation policy is defined
                        as: A type of disability insurance that pays
                           benefits only if the individual is unable to work in any job for which they are reasonably
                           qualified, based on their skills and experience. This is a more restrictive policy type.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Own-occupation policy is defined
                        as: A type of disability insurance that pays
                           benefits if the insured cannot perform the duties of the specific occupation held
                           at the
                           onset of the disability. This is a more lenient policy type. Income replacement
                           is paid out if disability prevents the policyholder from performing the
                           job held at the time of illness or injury, even if they can do other
                           work.

                     
                     

                  
                  

               
               
               
               If employer-provided disability insurance covers only
                  short-term disability, a client may want to purchase a private long-term disability
                  insurance policy. A counselor should be prepared to educate the client about the
                  differences between long- and short-term disability insurance and the pros and cons
                  of purchasing additional disability insurance.

               
               
               
               The next question is: how much does one need? There are two common
                  methods to figure this out:

               
               
               
               
                  
                  
                  	
                     
                     
                     Income benefit formula. This formula is based on a percentage of your
                        pre-disability income, often between 50% and 75%. It may also factor in
                        workers’ compensation and/or Social Security benefits.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Flat amount. This is a predetermined set amount of money, agreed upon
                        when the policy is purchased. The sum is paid out regardless of any other
                        benefits received.

                     
                     

                  
                  

               
               
               
               Counselors should be prepared to
                  discuss with their clients what to do if disability insurance does not cover their
                  expenses. Some clients will be able to tap into their emergency funds to make up for
                  a temporary reduction in income. For lower-income clients, a counselor can provide
                  education about government assistance programs that might help, such as SSDI
                  (explained elsewhere), Medicare, or the Supplemental Nutrition Assistance Program
                  (SNAP).

               
               
               
               For policies provided through an employer, premiums are often quite low
                  (a benefit of group coverage). For policies not provided by an employer, clients
                  will likely find that the higher the coverage, the higher the premiums.

               
               
               
               Both short-term and long-term disability insurance plans are available. Both types
                  of
                  policies will be subject to an elimination
                     period, defined as: The waiting period between the date disability
                     begins and the date disability benefits begin to be paid.

               
               
               
               Long-term disability insurance will have longer elimination periods (most commonly
                  one to six months), while short-term disability insurance could have waiting periods
                  as short as a week; shorter elimination periods will likely result in higher
                  premiums. For most clients, the only way to bridge these
                     elimination periods will be to use savings or debt. Counselors who work in this
                     space should research supplemental insurance options.

               
               
               
               Similar to other insurance categories, disability insurance policies can be
                  customized with riders. A common rider for this type of insurance would address a
                  cost-of-living adjustment (COLA), meaning the disability benefits would be adjusted
                  over time based on the Consumer Price Index.

               
               
               

            
            
            
            
               
               
               Short-Term Disability Insurance

               
               
               
               
                  
                  
                  Short-term disability insurance
                     is defined as: An insurance policy that provides
                        partial income replacement for a limited time—typically a few weeks to several months—if
                        the
                        policyholder is temporarily unable to work due to illness or injury.

                  
                  
                  
                  This type of policy is ideal for someone who will only temporarily be
                     unable to work; they are often offered through employers, but are also available to
                     purchase privately.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Elimination periods can range from a week to one
                           month.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Replaces a portion of the policyholder’s salary (typically 80%) for a set
                           period of time, usually between three months and two years.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Premiums are based on the length of the policy and the proportion of income
                           covered.

                        
                        

                     
                     
                     
                     	
                        
                        
                        It can sometimes be converted to a long-term insurance plan if disability
                           continues beyond a year.

                        
                        

                     
                     

                  
                  
                  

               
               

            
            
            
            
               
               
               Long-Term Disability Insurance

               
               
               
               
                  
                  
                  Long-term disability insurance
                     is defined as: An insurance policy that provides
                        partial income replacement for an extended period—often several years or until retirement—if
                        the policyholder is unable to return to work due to a serious illness or injury.

                  
                  
                  
                  This policy can provide coverage if an individual is unable to work for
                     a prolonged stretch of time, possibly even up until retirement.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Elimination periods typically range from one to six
                           months.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Replaces a portion of the policyholder’s salary, typically 60%.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Policies can span a couple of years or extend until the insured is eligible
                           for Social Security benefits.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Premiums are based on the income covered and duration of coverage.

                        
                        

                     
                     

                  
                  
                  

               
               

            
            
            
            
               
               
               Government Programs

               
               
               
               
                  
                  
                  
                     
                     
                     
                     A
                        counselor should be prepared to educate their clients on two disability
                        assistance programs available through the federal government: 
                     The
                        following are programs for disabled individuals available through the federal
                        government:
                     

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Social Security
                              Disability Insurance (SSDI): A federal program that
                              provides financial assistance to individuals who are unable to work due to a qualifying
                              disability and who have earned enough work credits through prior employment. SSDI is tied to work history. It pays benefits to an individual and
                           certain family members if they have a disability, have worked enough years,
                           and have paid Social Security taxes while working. SSDI is only available
                           until full retirement age, when it converts to Social Security benefits.

                        

                     
                     
                     
                     	
                        
                        
                        Supplemental Security Income
                              (SSI): A federal program that provides
                              monthly financial assistance to individuals who are aged, blind, or disabled, and
                              have
                              limited income and resources. SSI is not tied to work history. It provides funds to cover basics, such
                           as food, clothing, and housing. SSI is available at any age if you are
                           disabled and your income is low enough.

                        

                     
                     

                  
                  
                  
                  Some individuals may be eligible to receive “concurrent” benefits,
                     which means they would receive support via both SSDI and SSI. People who want to
                     apply for these benefits will be informed of what they are eligible for at the time
                     of application.

                  
                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client about Long-Term Care (LTC) Insurance

            
            
            
            
               
               
               Most Americans will
                  likely need some form of long-term care. The bulk of this need occurs for those who
                  are 75 or older. Long-term care is very expensive.

               
               
               
               LTC insurance is an expensive form of
                  insurance because it is a high-severity, high-frequency risk that is expensive for
                  insurers to provide. LTC insurance is financially out of reach for many people. For
                  those who can afford it, it offers a mechanism for reducing some of these costs in
                  the future.

               
               

            
            
            
            
               
               
               Educate Client on LTC Considerations

               
               
               
               
                  
                  
                  Long-term care insurance
                     (LTC insurance) is defined as: An insurance policy that helps cover the
                        in-home or nursing facility costs associated with personal and healthcare needs for
                        individuals with chronic illnesses or disabilities who need long-term help with daily
                        living.

                  
                  
                  
                  Alternatives
                     to long-term care insurance include adding a rider to life insurance that covers
                     long-term care, relying on loved ones, self-insuring, and Medicaid. Comparing the
                     cost of a rider on one’s life insurance to other LTC insurance options is definitely
                     worth exploring. An elderly parent may be able to live with a loved one, for
                     example, rather than needing to be in long-term care, at least until their condition
                     requires more intensive care. While some clients may have substantial retirement
                     savings at this point in their lives, the cost of long-term care has been known to
                     use up these savings quickly. Medicaid can be accessed if the client lacks the means
                     to pay for the care themselves.

                  
                  
                  
                  Long-term care insurance typically covers a portion of the cost for the following
                     needs:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Skilled nursing care: Intensive care, 24-hour supervision and treatment

                        
                        

                     
                     
                     
                     	
                        
                        
                        Intermediate care: Cannot live alone, but no need for 24-hour supervision

                        
                        

                     
                     
                     
                     	
                        
                        
                        Custodial
                           care: Needs help with day-to-day tasks, such as eating or personal
                           hygiene

                        
                        

                     
                     
                     
                     	
                        
                        
                        Hospice care: Care for the terminally ill

                        
                        

                     
                     

                  
                  
                  
                  Counselors should educate their clients about the pros and cons of LTC
                     insurance. This category of insurance is unaffordable to many. Having LTC insurance
                     can reduce the financial impact of needing long-term care. Premiums are usually high
                     for LTC insurance, but can be lower for clients in their 50s. Clients who are in
                     their 60s or older may find it hard to find affordable policies or run the risk of
                     being denied coverage, based on their age and/or illnesses.

                  
                  
                  
                  As with other categories of insurance, there can be an overwhelming
                     range of options to consider. There are some key factors related to LTC insurance
                     that everyone should be aware of:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        The size of premiums depends on the amount covered and the length of care
                           covered; typically, select a maximum daily or monthly amount of
                           coverage.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Premiums can rise as the insured person ages. As with all forms of insurance,
                           if the premiums cannot be paid any longer, all benefits are lost, and the
                           premiums paid cannot be recovered.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Premiums are high and can rise much faster than the rate of inflation, but
                           inflation guard/protection riders are offered by some providers.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Policies may not cover all costs of LTC care.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Medical conditions can affect the cost of LTC insurance; those with
                           pre-existing conditions, for example, may find it difficult to get
                           affordable plans.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Women often pay more because they are expected to live longer than men.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Cost can be controlled by purchasing joint LTC insurance for a married couple
                           that would cost less than if each person got separate LTC insurance.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Refunds can sometimes be offered if benefits are not used.

                        
                        

                     
                     
                     
                     	
                        
                        
                        LTC insurance policies have elimination periods, which begin after the
                           insured is unable to perform at least two “activities of daily life” (ADLs),
                           such as walking, eating, or dressing, and sometimes cognitive
                           impairment.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Not all policies cover in-home care; if they do, it is also important to know
                           who provides the care.

                        
                        

                     
                     

                  
                  
                  
                  Despite its name, LTC insurance can also be used for short-term care,
                     for example, if the policyholder needs assistance usually covered by LTC insurance
                     following a surgery or accident.

                  
                  
                  
                  Government assistance with long-term care can be received through
                     Medicaid, though only for low-income individuals, and the amount of coverage varies
                     by state. Counselors should remind clients to always check for state-specific
                     coverage and make sure they are aware of what is and is not available to them.

                  
                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Discuss Investment Fundamentals with the Client

         
         
         
         
            
            
            Upon completing this competency area, learners should be able to:

            
            
            
            
               
               
               	
                  
                  
                  Educate a client about investing fundamentals

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about commonly used investing terminology

                  
                  

               
               
               
               	
                  
                  
                  Assist a client in determining saving and investing goals, priorities, and
                     risk tolerance

                  
                  

               
               
               
               	
                  
                  
                  Explain common investment types, strategies, fees, and risks

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about different types of financial professionals and
                     selection criteria

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about investment choices

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about the characteristics, advantages, and disadvantages of
                     investment options

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about investment resources and evaluation tools

                  
                  

               
               
               
               	
                  
                  
                  Educate an investor about investor protection

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about investor protection clauses or programs

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about investment fraud

                  
                  

               
               

            
            

         
         
         
         
   
      
         
         
         
         Educate Client on Investment Fundamentals

         
         
         
         
            
            
            Investing is a large and complex subject, and for many, it can be a daunting
               challenge. A counselor, therefore, needs to be prepared to educate their clients
               about the fundamentals of investing, thereby arming them with sufficient knowledge
               to navigate their options when they are ready to seek advice, start investing, or
               adjust their investing strategy.

            
            

         
         
         
         
         
            
            
            Assist Client in Goals, Priorities, and
               Risk Tolerance 

            
            
            
            
               
               
               It
                  is important to note that when it comes to investing, a counselor’s role lies only
                  in education: an AFC is not an investment professional. They can provide their
                  client with the information they need in order to make informed decisions about the
                  process and purpose of investing. For example, a counselor can explain what
                  different types of investment asset classes are and how they work, but they cannot
                  suggest specific investments to their clients. Counselors should therefore clearly
                  explain this role to their clients, as well as educate them about the other
                  financial professionals who can provide specific investment advice, should a client
                  want it.

               
               
               
               The fundamentals of investing that a counselor should be ready to
                  educate their clients about include:

               
               
               
               
                  
                  
                  	
                     
                     
                     Commonly used investing terms.

                     
                     

                  
                  
                  
                  	
                     
                     
                     How to determine savings and investing goals.

                     
                     

                  
                  
                  
                  	
                     
                     
                     How to
                        determine risk tolerance.

                     
                     

                  
                  
                  
                  	
                     
                     
                     The different types of financial professionals and selection criteria.

                     
                     

                  
                  
                  
                  	
                     
                     
                     The characteristics, advantages, and disadvantages of various investment
                        options, coupled with investment resources and evaluation tools.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Investor protection clauses and programs.

                     
                     

                  
                  
                  
                  	
                     
                     
                     How to detect investment fraud.

                     
                     

                  
                  

               
               
               
               Whatever a client’s long-term goals are, it is unlikely that they
                  will be able to meet them through income alone. Whether saving to buy a house,
                  building a nest egg for retirement, planning for later-in-life medical expenses, or
                  leaving an inheritance to their family, most clients will need more than just a good
                  savings account. This is where investing becomes an important part of personal
                  finance.

               
               
               
               Before educating clients on the different investment types and
                  strategies, it is important to first help them identify their goals and priorities
                  and assess their level of risk tolerance.

               
               
               
               
                  Before a client can learn about investing and how it can be a part
                     of their risk management plan, a counselor should educate them about three key
                     pieces of terminology:
                  

               
               
               
               
                  
                  
                  	
                     
                     
                     Asset: An item of monetary value owned by an individual or business,
                           including cash, property, and investments.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Portfolio: A collection of investment assets such as stocks, bonds,
                           exchange traded funds, real estate, and more.  A portfolio may contain a diversified set of assets or a more limited set
                        of assets.

                     

                  
                  
                  
                  	
                     
                     
                     Return: The gain or loss on an investment over a specific period,
                           typically expressed as a percentage of the initial investment. An investment can have a positive return (value increases), a negative
                        return (value decreases), or no return (value remains the same).

                     

                  
                  

               
               

            
            
            
            
               
               
               Saving and Investing Goals and Timeline

               
               
               
               
                  
                  
                  Saving and investing are different but related concepts. Everyone should save money,
                     if for no other reason than to help weather an emergency. Savings accounts provide
                     various levels of interest, which can help the amount saved slowly grow over time,
                     but the rate of return available from savings accounts is unlikely to be high enough
                     to help clients achieve all of their financial goals. To increase the likelihood of
                     meeting their medium- and long-term financial goals, clients need to understand and
                     consider investing. Investment products are purchased with the goal of getting a
                     higher rate of return than is possible with savings accounts. Ideally, this return
                     will outpace inflation.

                  
                  
                  
                  Clients’
                     financial priorities and goals will be varied, and each will likely be affected by
                     different time horizons, which are
                     defined as: In financial counseling, the length of time it will
                        take a client to accomplish a given goal using an action plan; in investing, the expected
                        length of time an individual plans to hold an investment before needing to access
                        the
                        funds.

                  
                  
                  
                  
                     
                     
                     
                     Depending on a client’s short-term goals (e.g., a vacation), medium-term goals
                        (e.g., a child’s college fund), and long-term goals (e.g., vacation home,
                        retirement), counselors should educate clients that investments can be short-
                        and long-term. 
                     

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Short-term investments are held for less than a year.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Long-term investments are held for more than a year.

                        
                        

                     
                     

                  
                  
                  
                  Almost any asset class can be included in short- or long-term
                     investment portfolios; what differentiates them is how long the client plans to hold
                     the asset and how the income from the asset will be taxed upon its sale. Whether a
                     client holds assets as short- or long-term investments depends on their own personal
                     goals and the time horizon needed to achieve the stated goals.

                  
                  
                  
                  There are no guarantees in investing. All investments are subject to risk;
                     specifically, the uncertainty about whether or not an investment’s value will
                     increase, decrease, or stay the same. The magnitude of these changes is called
                     volatility, and higher-risk investments are more volatile. While higher-risk
                     investments often provide the possibility of higher returns, it is important to
                     remember that higher-risk investments also come with the possibility not just of
                     losses, but potentially the loss of the entire investment amount.

                  
                  
                  
                  As prices rise,
                     purchasing power—income and savings—decreases over time. This is called inflation risk, which is defined as: The potential for a loss in the real value of
                        investments due to rising prices, which can erode purchasing power over time.

                  
                  
                  
                  Inflation risk can be used with clients to help them see that every financial
                     choice carries risk. Putting money in a mattress or a checking account that earns
                     no
                     interest does protect this money from stock market losses. However, it fails to
                     protect the money from its loss in buying power. One of the main goals of investing
                     is to protect one’s money against inflation in order to preserve purchasing
                     power.

                  
                  
                  
                  There are many ways one can check levels of inflation, including online inflation
                     calculators, which can compare the purchasing value of a dollar today versus the
                     purchasing value of a dollar in the past. For example, in 1915, a loaf of bread was
                     only 7 cents. Explaining inflation to clients can help them decide
                        on what kind of investment advice they will seek based on their stated financial
                        goals.

                  
                  
                  
                  Everyone considering investing should keep this fact firmly in mind:
                     there are no guarantees, and investments can lose value. There are, however, various
                     strategies for mitigating some of this risk, which will be discussed below.
                     Investing can be stressful, but when approached intelligently and in an informed
                     manner, it can assist clients in meeting their financial goals.

                  
                  
                  

               
               

            
            
            
            
               
               
               Importance of Diversification

               
               
               
               
                  
                  
                  
                     
                     
                     
                     
                     
                     In
                        investing, there are two broad groups of risk, and counselors should be able to
                        educate their clients about the main differences: 
                     

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Systematic (market) risk: The potential for investment losses due to
                              overall market fluctuations.
                           These are risks that affect all investments in the market.
                              Systematic risk can be caused by political, economic, and social events
                              or factors (e.g., natural disasters, recessions). Examples
                              include:

                        
                        
                        
                        
                           
                           	
                              
                              
                              Interest rate
                                    risk: The possibility that changes in interest rates
                                    will negatively affect the value of investments. This risk is associated with the impact of rises and falls in
                                 interest rates.

                              
                              

                           
                           
                           	
                              
                              
                              Reinvestment
                                    risk: The possibility that cash flows from an investment
                                    will earn less when reinvested. This risk is associated with the possibility that returns from an
                                 investment will earn less when put into new investments.

                              
                              

                           
                           
                           	
                              
                              
                              Volatility
                                    risk: The possibility that investment values may change
                                    dramatically due to unpredictable market conditions.
                                 This risk is associated with sharp changes in
                                    price as a result of events or conditions that affect the
                                    market. Volatility reduces predictability and makes
                                 planning difficult.

                              
                              

                           
                           
                           	
                              
                              
                              Exchange rate
                                    risk: The potential for financial value change related
                                    to fluctuations in the value of one currency relative to another when trading in securities
                                    held in different currencies. This risk is associated with the variations in currency exchange
                                 rates (i.e., how much currencies are worth, compared to others).

                              
                              

                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Unsystematic
                              risk: Risk that is specific to investment in a particular
                              company or industry and can be reduced through diversification. Unsystematic risks are risks that affect specific
                              investments, companies, or sectors. Examples include:

                        
                        
                        
                        
                           
                           	
                              
                              
                              Business risk: The possibility that a company will experience lower
                                    profits or failure due to various internal or external factors. These are the risks associated with a company or sector’s
                                 performance (specifically, under-performing expectations), which can
                                 affect profits and the potential for bankruptcy.

                              
                              

                           
                           
                           	
                              
                              
                              Financial risk: The chance of losing money on an investment or
                                    business activity. Financial risk is associated with a company’s debt and how it
                                 raises, handles, and manages capital.

                              
                              

                           
                           
                           	
                              
                              
                              Regulatory
                                    risk: The possibility that changes in laws or regulations
                                    could negatively impact an investment or business operations. This risk is associated with unanticipated changes related to
                                 taxes and regulation, as a result of government legislation.

                              
                              

                           
                           
                           	
                              
                              
                              Liquidity risk: The possibility that an asset cannot be sold quickly
                                    enough in the market to prevent a loss. Liquidity risk is associated with the ease or difficulty with
                                 which an investment can be converted into cash, to be returned to
                                 the investor or reinvested in another asset.

                              
                              

                           

                        
                        

                     
                     

                  
                  
                  
                  If investing is full of risk, what can people do to ensure their savings are not
                     wiped out? Unfortunately, there is no way to remove all risk from investing,
                     especially systematic risks. However, there are strategies for mitigating the impact
                     of unsystematic risks. A counselor should be prepared to educate
                        their clients about three strategies related to minimizing investing
                        risk:

                  
                  
                  
                  
                     
                     
                     	
                        
                        Asset allocation: A diversification strategy that involves determining
                              the mix of assets within a portfolio for various asset categories (for example, stocks,
                              bonds, and cash) based on the investor’s preferences, time horizon (goals), and risk
                              tolerance.

                        
                        
                        
                           
                           	
                              
                              
                              Usually expressed as a percentage. For example, a portfolio might be
                                 50% stocks, 40% bonds, and 10% cash equivalents.

                              
                              

                           
                           
                           	
                              
                              
                              Allocation can be done independently, with the assistance of an
                                 investment professional, and/or by investing in a fund that takes on
                                 that responsibility. (Funds are explained in more detail later.)

                              
                              

                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Diversification: A strategy to manage risk by spreading investments
                              across different asset types. Diversification is the process of spreading investments within a
                           portfolio not only across asset classes, but also within these classes.

                        
                        
                        
                        
                           
                           	
                              
                              For example: investing in multiple different stocks from different-sized companies
                                 and across
                                 different sectors or industries; investing internationally; plus
                                 investing in bonds issued by federal, state, and local governments,
                                 and/or bonds from companies of different sizes in different
                                 sectors.

                              

                           
                           
                           	
                              
                              
                              Diversification is used in part because different asset classes have
                                 historically reacted in different ways to political and economic
                                 changes. Failure to diversify in asset types (e.g., all stocks, even
                                 if diversified within the type, can create a risk of a systematic
                                 change causing all of the stocks to react negatively together).

                              
                              

                           
                           
                           	
                              
                              
                              Diversification can be done independently, with the assistance of an
                                 investment professional, or handled by a fund’s investment
                                 manager.

                              
                              

                           

                        
                        

                     
                     
                     
                     	
                        
                        Rebalancing: The process of realigning the proportions of assets in a
                              portfolio to maintain a desired risk level and investment strategy. Rebalancing may be needed based on a portfolio’s performance or to bring
                           it back into alignment with a chosen asset allocation and diversification
                           strategy.

                        
                        
                        
                           
                           	
                              
                              
                              For example: if an investor’s asset allocation spread is 50-40-10,
                                 stocks-band-cash, but their stocks perform especially well, this
                                 could result in a portfolio with a 70-20-10 allocation. Based on the
                                 investor’s goals and risk tolerance, they could rebalance their
                                 portfolio to their desired asset allocation by selling some stocks
                                 and buying some bonds until getting back to the spread of 50-40-10. 

                              
                              

                           
                           
                           	
                              
                              
                              Rebalancing can be done at set intervals or during a review of
                                 investments. A client can do it by themselves or with the assistance
                                 of an investment professional. Some funds will handle this for their
                                 investors.

                              
                              

                           

                        
                        

                     
                     

                  
                  
                  
                  If
                     a portfolio is heavily concentrated in a single asset class or sector, it is subject
                     to concentration risk, which is
                     defined as: The potential for financial loss that arises when
                        a portfolio is heavily weighted in a single asset, sector, or geographic area.

                  
                  
                  
                  When concentrated in a given asset or asset type, the impact of swings
                     in the market and changes in the value of that asset or asset type can have a
                     considerable impact on the overall value of the portfolio.

                  
                  
                  
                  Functionally, diversification is not putting all of your eggs into one basket. Some refer to diversification as a “defensive” strategy, which is apt: it is
                        rare for all types of investment to drop at the same rate, at the same time. For
                        example, stocks and bonds can be affected differently by different market
                        conditions; adding variety to a portfolio can provide some protection against
                        losses in a given asset class.

                  
                  
                  
                  Clients should be educated about the relationship between risk and
                        returns in investing. Given two investments that have the same rate of
                     return, investors in general will select the investment that has lower risk. For
                     this reason, investments that have higher risk need to offer a higher rate of return
                     to attract investors. While this higher rate of return may be appealing, it is
                     always important to remember that higher return investments also come with a higher
                     chance of the investment losing value. A goal of diversification is to vary the risk
                     levels within a portfolio. There can be some investments that may have higher risk
                     and potential for higher returns, because there are also investments that have lower
                     risk but lower returns. The safer investments help protect the overall portfolio
                     from large losses.

                  
                  
                  
                  While AFCs are qualified to educate a client on diversification, unless
                     they possess additional training and/or the proper licenses, advising on how to
                     diversify a client’s assets is outside the scope of their services. Counselors
                     should be prepared to offer referrals to clients who need assistance with their
                     investments.

                  
                  
                  

               
               

            
            
            
            
               
               
               Client Priorities and Risk
                  Tolerance

               
               
               
               
                  
                  
                  As has been noted, investing comes with unavoidable risk.

                  
                  
                  
                  Everyone has a different relationship with risk, as what constitutes a risk or
                     opportunity is very much in the eye of the beholder. When it comes to a client’s
                     priorities and their approach towards risk, there are two core concepts that a
                     counselor needs to be able to explain:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                           Risk tolerance
                           : 
                           From an investment perspective, an investor’s ability
                              and willingness to endure potential losses and market fluctuations.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Risk capacity: The financial ability to absorb losses without
                              significantly impacting overall stability or goals. Can a client meet their basic financial needs even if they suffer a
                           loss, or will a loss disrupt or upend their financial goals
                           entirely?

                        
                        

                     
                     

                  
                  
                  
                  Both risk tolerance and risk capacity can change over the course of a client’s life,
                     depending on a variety of circumstances, including, but not limited to, their life
                     stage, financial stability, and time horizon. A client’s risk capacity is a very
                     important consideration, and they should be advised to have their financial house
                     in
                     order before they consider investing; it should be appropriately prioritized
                     alongside a solid budget, adequate insurance, and a good emergency fund.

                  
                  
                  
                  A client with a high risk tolerance related to investing is more likely
                     to accept and weather potential losses in the pursuit of overall growth, especially
                     when it comes to riding out stock market volatility. This is especially true if the
                     client has a sufficiently long time horizon before they need access to the funds.
                     On
                     the other hand, clients with lower risk tolerance and/or who will need access to
                     funds sooner could be more likely to sell when stocks are low, which will lock in
                     their losses. While this may seem to imply that it is always wise to ride out a drop
                     in the stock market, note that this decision is based on the assumption that the
                     market (and the individual investments held) will eventually bounce back. While
                     historically this has been true for the market overall, there is no guarantee of
                     future results (in particular for individual investments), especially within the
                     client’s investment timeline. The AFC cannot tell the client to ride out a market
                     shift or to cut their losses. These are examples of investment advice.

                  
                  
                  
                  A counselor should encourage a client to consider several factors
                     before engaging the services of an investment professional:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Risk tolerance. Is the client a more cautious person, or are they
                           comfortable taking risks?

                        
                        

                     
                     
                     
                     	
                        
                        
                        Investment objectives. What are the
                           client’s goals, and how do they hope investing will help them achieve
                           them?

                        
                        

                     
                     
                     
                     	
                        
                        
                        Time horizon. When might the client need the money they are
                           investing?

                        
                        

                     
                     
                     
                     	
                        
                        
                        Reliance on investments. To what extent might the client depend on the
                           money they invest to meet their needs in the long and short term?

                        
                        

                     
                     

                  
                  
                  
                  There are three broad levels of risk tolerance, which relate not only to the types
                     of
                     investments used but also to the percentages of each type of asset held:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Conservative (risk averse): Client is focused on preservation of
                           investments, is more comfortable with lower returns, and seeks to avoid
                           large portfolio swings. Investments that are generally considered
                           conservative include cash, certificates of deposit (CDs), money market
                           accounts, and bonds backed by the U.S. government. A conservative portfolio
                           may have most of its investments in fixed-income securities, perhaps up to a
                           quarter of the portfolio in blue-chip stocks to offset inflation, and a few
                           cash equivalents.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Moderate (comfortable with some risk): Client is looking for balance,
                           such as swings that are neither too high nor too low. Investments that could
                           be categorized as moderate include stock for stable, established companies
                           and investment-grade bonds. A moderately conservative portfolio may have
                           more than half of its investments in fixed-income securities, while a
                           moderately aggressive one may have fewer than half in this class. The
                           moderately conservative portfolio may hold fewer stocks, and the moderately
                           aggressive one may hold relatively more. Each will still hold some cash
                           equivalents.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Aggressive (risk seeker): Client is willing to take on greater risk to
                           see greater returns and is comfortable with large swings (volatility).
                           Aggressive investments include stocks (especially individual stocks), lower
                           than investment-grade bonds, and alternative investments such as real estate
                           and cryptocurrency. An aggressive portfolio may hold a majority of stocks, a
                           smaller number of fixed-income securities, and a few cash equivalents. A
                           very aggressive portfolio may hold almost all stocks, and just a few
                           fixed-income securities or cash equivalents.

                        
                        

                     
                     

                  
                  
                  
                  The relationship between a client’s risk appetite (their willingness to accept
                     potential losses) and capacity to their risk tolerance can be seen in Exhibit 3-6.

                  
                  
                  
                  
                     Exhibit 3-6: Relationship between Risk Appetite, Capacity, and Tolerance
                     
                     [image: Diagram showing risk tolerance as a combination of risk appetite and risk capacity, resulting in three levels: Aggressive (high), Moderate (medium), and Conservative (low).]
                     
                  
                  
                  
                  Understanding one’s own risk tolerance is an important first step
                     before investing. There are various online questionnaires one can take to assess
                     risk tolerance, many of which are hosted by investment companies. If a client is not
                     sure what their risk tolerance is, a counselor might point them towards a more
                     neutral questionnaire (see examples in the online Additional Resources) or educate
                     the client on the various types of investment professionals and how to select
                     one.

                  
                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Educate Client on Time Value of Money

         
         
         
         
            
            
            A counselor should be prepared to educate their client about certain core concepts
               related to how investing can help mitigate the impact of inflation. As noted
               earlier, this is one of the primary goals of investing.

            
            

         
         
         
         
         
            
            
            Explain Time Value of Money to Client

            
            
            
            
               
               
               There are several core concepts that a client should understand before making
                  investment decisions and engaging an appropriate investing professional:

               
               
               
               
                  
                  
                  	
                     
                     
                     Time value of money (TVM)

                     
                     

                  
                  
                  
                  	
                     
                     
                     Simple and compound interest

                     
                     

                  
                  
                  
                  	
                     
                     
                     Present value (PV) and future value (FV)

                     
                     

                  
                  

               
               
               
               Time value of money (TVM) is defined
                  as: The principle that a dollar today is worth
                     more than a dollar in the future due to its potential earning capacity.

               
               
               
               Simply put, a dollar received today has more purchasing power than a dollar received
                  in the future. Say a client got $100 today. They could invest that money to earn
                  interest or use it to pay down debt. If the client instead got $100 a year from
                  today, they would not have earned that interest or avoided paying interest on the
                  debt.

               
               
               
               Much saving and investing involves evaluating how much money saved today will eventually
                  be worth
                  in the future—when we need those funds to achieve a goal based on that goal’s time
                  horizon.

               
               
               
               How, then, does a client incorporate the time value of money into their
                  goal planning? Clients will need to be educated about the following concepts:

               
               
               
               
                  
                  
                  	
                     
                     
                     Compound interest

                     
                     

                  
                  
                  
                  	
                     
                     
                     Present value (PV) calculations

                     
                     

                  
                  
                  
                  	
                     
                     
                     Future value (FV) calculations

                     
                     

                  
                  
                  
                  	
                     
                     
                     Rule of 72

                     
                     

                  
                  

               
               
               
               Clients saving for long-term financial objectives should also keep in mind any impact
                  from taxes, and consult an investment professional and/or a tax advisor.

               
               
               
               Note that some math equations are presented as part of these time value
                  discussions. Neither counselors nor clients will need to manually perform these
                  calculations in practice since online calculation tools are widely available. While
                  memorizing these equations is not necessary, it can be helpful to review the
                  calculations on a conceptual level to get a better understanding of how these tools
                  work (e.g., why specific inputs are needed). Some clients may find these equations
                  helpful, and others may prefer a more conceptual discussion.

               
               
               

            
            
            
            
               
               
               Simple versus Compound Interest

               
               
               
               
                  
                  
                  Clients should be educated about the impact of interest on investments.
                        Making time value of money comparisons is not possible without understanding
                     how inflation and interest impacts money over time. Therefore, clients should be
                     aware of two concepts of interest:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Simple interest: 
                           Interest calculated only on the original amount of
                              money borrowed or invested, not on any compounding interest earned over time. Simple interest is a percentage of the original amount invested that is
                           added every year. For example, an investment of $1,000 that is paid 5%
                           annual interest would pay the owner $50 per year. The owner could take that
                           money and spend it or invest it in something else, but by definition, the
                           interest is not reinvested into the principal balance, as this would then be
                           compound interest.

                        
                        
                        
                        
                        
[image: ../images/mathml_equation-block_tsi_bef_2hg_width_819.png]


                        
                        
                        
[image: ../images/mathml_equation-block_iy6_hds_6xl_width_991.png]


                        

                     
                     
                     
                     	
                        
                        
                        Compound interest: Interest calculated on both the original principal
                              and any accumulated interest, allowing earnings to grow at an increasing rate over
                              time. Compound interest allows the principal balance to build up over time, and
                           interest is calculated based on the principal, plus interest paid
                           previously. 

                        
                        
                        
                        
[image: ../images/mathml_equation-block_sj6_hda_wgk_width_1579.png]


                        

                     
                     

                  
                  
                  
                  The impact of 5% simple and compound interest on a $1,000 deposit can be seen in
                     Exhibit 3-7.

                  
                  
                  
                  
                  
                     Exhibit 3-7: Comparison of Simple & Compound interest
                     
                     [image: Line graph comparing compound and simple interest growth over 40 years. Compound interest curve accelerates upward, surpassing simple interest, which grows linearly.]
                     
                  
                  
                  
                  As can be seen in the chart, compound interest growth will considerably outpace the
                     growth from simple interest. Compound interest is central to the concept of time
                     value of money and is used to calculate the growth rate of many investment
                     assets.

                  
                  
                  
                  Compounding periods (when interest is calculated and paid) include daily, monthly,
                     quarterly, or annually. It is also important to remind clients that not all interest
                     rates are fixed.

                  
                  
                  

               
               

            
            
            
            
               
               
               Present Value and Future Value

               
               
               
               
                  
                  
                  A counselor should be familiar with three other concepts related to the time value
                     of
                     money:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Future Value (FV): 
                           The estimated worth of an investment at a specific
                              point in the future, based on its current value and expected rate of growth.
                           Future value represents the projected value of current
                              investments and savings at a certain future date, taking into account
                              the projected compound interest. The future value of money is
                           helpful when trying to determine if current savings rates at a given rate of
                           return will be sufficient for planned future needs.

                        
                        
                        
                        
[image: ../images/mathml_equation-block_fjl_9yv_rht_width_1268.png]


                        

                     
                     
                     
                     	
                        
                        Present Value (PV): The current value of a future sum of money,
                              discounted at a specific interest rate to reflect the time value of money. Present value represents the estimated current value of a future amount
                           of money (effectively, the reverse of FV). The present value of a future sum
                           of money is helpful when trying to work backwards from a sum of money that
                           will be needed in the future, for example, the amount of money a client
                           believes they will need in retirement.

                        
                        
                        
                        
[image: ../images/mathml_equation-block_nls_9yy_7gt_width_977.png]


                        

                     
                     
                     
                     	
                        
                        
                        Rule of
                              72: A quick formula used to estimate how many years it will
                              take for an investment to double, by dividing 72 by the annual interest percentage
                              rate. This formula assumes a single initial investment and interest that
                           compounds annually. It is a rough estimate and should only be used if no
                           more accurate calculation is available. Specifically, the
                              calculation works best over a range of interest rates of 4 to 10% (8% is
                              the most accurate); rates out of this range are more likely to be
                              inaccurate.

                        
                        

                     
                     

                  
                  
                  
                  In most cases, if a client needs to calculate future or present value of money, they
                     should be either directed to an online calculator (if they want to familiarize
                     themselves with the impact of varying interest rates or time periods) or referred
                     to
                     an investment professional (if they want to talk about the value of their
                     investments). Still, it is important for counselors to be able to
                        explain these concepts to clients so that the client is well informed when ready
                        to speak to an investment professional. The math formulas presented in this area
                        are therefore unlikely to need to be used in regular practice and do not need to
                        be memorized, but reviewing them can help some counselors and some clients
                        understand the underlying concepts better.

                  
                  
                  

               
               

            
            
            
            
               
               
               Educate Client on Time Value
                  Calculation Tools

               
               
               
               
                  
                  
                  There are many websites and apps that offer calculators and other tools to help with
                     TVM calculations.

                  
                  
                  
                  A counselor should inform their clients of these available tools and perhaps
                     specifically point them towards reliable sources, such as the Securities and
                     Exchange Commission’s Investor.gov website, which has an easy-to-use Compound
                     Interest Calculator with very clear instructions.

                  
                  
                  
                  Experimenting with this (and other) tools can help clients become
                     familiar with the concept of compounding interest and therefore be better prepared
                     when it comes to making financial plans.

                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Educate Client on Active and Passive Investments

         
         
         
         
            
            
            Counselors should be prepared to educate their clients about investing concepts and
               terminology, so that clients can make informed decisions should they choose to
               incorporate investing into their financial goals.

            
            

         
         
         
         
         
            
            
            
               Determine Client’s Interest in Investing
                  Education
               

            
            
            
            
               
               
               Most counselors are not professionally equipped to provide investment
                  advice to their clients; this is beyond the scope of their responsibilities and,
                  often, expertise. Unless an AFC has an additional relevant license, a counselor who
                  provides investment advice could find themselves in considerable legal trouble,
                  including possibly fines or jail.

               
               
               
               If a client approaches the counselor with questions that they consider
                  to be investment advice, they should be referred to an appropriate investment
                  professional for the required advice and assistance. The United States Securities
                  and Exchange Commission (SEC) identifies the following as examples of investment
                  advice:

               
               
               
               
                  
                  
                  	
                     
                     
                     Specific asset classes, including stocks, bonds, and mutual funds

                     
                     

                  
                  
                  
                  	
                     
                     
                     Current market trends

                     
                     

                  
                  
                  
                  	
                     
                     
                     Advantages and disadvantages of asset classes compared to others

                     
                     

                  
                  
                  
                  	
                     
                     
                     Specific asset allocation choice

                     
                     

                  
                  
                  
                  	
                     
                     
                     Specific distribution options

                     
                     

                  
                  

               
               
               
               Another example of investment advice would be to recommend one
                  particular type of investment professional over another type.

               
               
               
               A counselor, therefore, should be very careful to stay within
                  their permitted boundaries. When it comes to educating the client about active and
                  passive investments, counselors must ensure they are providing general education
                  about investing concepts and not steering clients towards or away from any given
                  asset class, investment strategy, or investment professional type.

               
               
               
               One rule of thumb is that if a counselor can search for information on
                  the internet about a financial concept, then providing this information is likely
                  to
                  be education rather than advice. One cannot search the internet for what a specific
                  person should do, so investing subjects should be safe to educate on from this
                  viewpoint.

               
               
               
               An important aspect of someone’s investment philosophy depends on how
                  much time and attention they want to give to their investments. A counselor will
                  have to discuss with their clients the extent to which they are interested in
                  learning the ins and outs of investing and the depth of knowledge they feel they
                  need in order to make decisions about investing.

               
               
               
               There are two broad approaches to investing, which indicate the level of direct
                  involvement an investor has in the management and tracking of their investments:

               
               
               
               
                  
                  
                  	
                     
                     
                     Active investing: 
                        A hands-on investment strategy where individuals or
                           fund managers frequently buy and sell securities based on market analysis and
                           forecasts. An active investing strategy requires a bigger time commitment and more
                        financial knowledge.

                     

                  
                  
                  
                  	
                     
                     
                     Passive investing: A long-term investment strategy that minimizes
                           buying and selling by holding a diversified portfolio, often designed to track a market
                           index. Passive investing is a more hands-off approach. It
                           requires a smaller time commitment and less financial knowledge. It is
                           often used as a longer-term strategy since the investment decisions are
                           related to the investment funds or indexes used rather than the specific
                           investment holdings to have.

                     

                  
                  

               
               
               
               Depending on their preference for investing approach, clients should
                  accept that they have different requirements for understanding and technical and
                  practical expertise. Active investors are required to do a lot of their own
                  research, continuously, while passive investors are able to rely on well-chosen
                  assets and their managers to do much of the necessary research after the initial
                  investment. Clients who are inclined towards active investing should be encouraged
                  to seek out more in-depth investing training and assistance from an appropriate
                  investment professional.

               
               
               

            
            
            
            
               
               
               Long-term Investing Strategies

               
               
               
               
                  
                  
                  Many client goals will be best served by long-term investing strategies. It will take
                     time, for
                     example, for most people to save enough to feel comfortable retiring or feel
                     confident that they can put down a down payment on a home. Long-term strategies that
                     can help clients stick to their plans include:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Buy-and-hold: 
                           An investment strategy where assets (stocks, bonds, real
                              estate, etc.) are purchased and are not sold for a pre-determined period regardless
                              of
                              market fluctuations in order to capture long-term growth or steady income while minimizing
                              fees and taxes.

                        
                        
                        
                        
                           
                           	
                              
                              
                              Dividends are reinvested to promote further growth.

                              
                              

                           
                           
                           	
                              
                              
                              Eventual gains are taxed at a lower rate, as long-term capital
                                 gains.

                              
                              

                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Dollar-cost averaging:
                              An investment approach that involves
                              consistently investing equal sums of money at regular intervals, regardless of market
                              conditions, which naturally results in purchasing more of the assets (shares of stocks,
                              bond
                              funds, etc.) when prices are low and fewer when prices are high. For example, individuals investing via an employer-sponsored
                           retirement plan are using dollar-cost averaging through the regular
                           contributions drawn from their paychecks.

                        
                        
                        
                        
                           
                           	
                              
                              
                              Averages out price fluctuations.

                              
                              

                           
                           
                           	
                              
                              
                              Keeps emotions out of decision making.

                              
                              

                           
                           
                           	
                              
                              
                              Puts investing on “autopilot.”

                              
                              

                           

                        
                        

                     
                     

                  
                  
                  
                  While these are long-term strategies held with minimal intervention
                     by the investor, one should never put investments entirely out of mind. Reevaluation
                     is an important part of responsible investing, so a regular assessment of
                     investments is essential to ensure they remain in line with desired goals, risk
                     tolerance, and so forth.

                  
                  

               
               
            
            

         
         
         
         
            
            
            Active Investment Strategies and Types of Investments

            
            
            
            
               
               
               A counselor needs to be able to educate their clients about
                  different common investment types. Acquiring a high-level understanding of what
                  these assets are and how they work will provide a client with the knowledge to
                  understand the make-up of their investment portfolios.

               
               
               
               Common asset classes counselors should be able to define for their clients include
                  the following, listed here from the lowest to highest risk:

               
               
               
               
                  
                  
                  	
                     
                     
                     Cash equivalents

                     
                     

                  
                  
                  
                  	
                     
                     
                     Bonds

                     
                     

                  
                  
                  
                  	
                     
                     
                     Stocks

                     
                     

                  
                  
                  
                  	
                     
                     
                     Real estate

                     
                     

                  
                  
                  
                  	
                     
                     
                     Alternative investments

                     
                     

                  
                  

               
               
               

            
            
            
            
               
               
               Cash Equivalents

               
               
               
               
                  
                  
                  Most investors have at least some assets in cash. This
                     cash may earn no interest or have a low interest rate, depending on whether it is
                     in
                     a bank or credit union and the account type.

                  
                  
                  
                  Cash equivalents are defined as: A short-term, highly liquid asset that can easily be
                        converted into cash and carries minimal risk.
                     

                  
                  
                  
                  Cash equivalents are often used as investments with a short time
                        horizon. However, they can also be used as safe investments for longer periods
                        because they typically earn more interest than standard savings accounts.
                        For example, money saved in a high-yield savings account can serve both as an
                     emergency fund and a cash-equivalent investment. Other common cash equivalents
                     include:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Certificates of deposit (CDs): 
                           Savings instruments offered by banks that
                              lock in a fixed interest rate for a specific term, with penalties for early withdrawal. CDs are an interest-earning savings instrument for money held for a
                           pre-determined, set time frame (e.g., 6 months, one or two years); they can
                           be cashed out early with a minor penalty.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Money market accounts (MMAs): Type of savings accounts that typically
                              offer higher interest rates than regular savings, along with limited check-writing
                              privileges and transaction restrictions. MMAs are generally either FDIC or SPIC insured depending on where and how
                           they are held.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Money
                              market mutual funds (MMMFs): Type of mutual funds that invest in
                              low-risk, short-term, and highly liquid securities.
                           MMMFs are a type of mutual fund that invests in highly
                              liquid and relatively safe assets; for example, short-term (less than a
                              year) high-rated debt securities, such as T-bills or corporate bonds.
                              The intention with these funds is to generate higher returns than one
                           might get from a high-interest bank account. There are
                              strict rules related to the make-up of money market funds, including
                              their liquidity and concentration, which means many consider them to be
                              quite safe investments. However, unlike CDs and MMAs, MMMFs are not
                           bank accounts and are not FDIC-insured.

                        
                        

                     
                     
                     
                     	
                        
                        
                        U.S. Treasury bonds (addressed more elsewhere) are considered cash equivalents because
                           they are
                           considered risk-free and are easy to liquidate.

                        
                        

                     
                     

                  
                  
                  

               
               

            
            
            
            
               
               
               Individual Bonds

               
               
               
               
                  
                  
                  Bonds
                     are defined as: A fixed-income instrument where an investor lends money to a
                        government or corporation for a defined period in exchange for regular interest payments
                        and
                        return of principal.

                  
                  
                  
                  Bonds are a form of debt security
                        instrument, which is defined as: A financial asset that represents a loan
                        made to the borrower (a government or company) by the investor. The debtor agrees
                        to repay
                        the principal balance at a specified time plus interest at a specified rate and timing.
                        Types include bills, notes, bonds, and debentures.

                  
                  
                  
                  
                     A counselor should be able to educate their clients about the following key
                        bond-related terminology:
                     

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Face value or par
                              value:
                           The stated value or principal amount of a bond. The amount
                              returned at maturity.

                        

                     
                     
                     
                     	
                        
                        
                        Coupon interest rate:
                           The annual interest percentage a bondholder
                              receives, calculated based on the bond’s face value.

                        

                     
                     
                     
                     	
                        
                        
                        Coupon payment:
                           The dollar amount of the periodic interest payments
                              made to a bondholder.

                        

                     
                     
                     
                     	
                        
                        
                        Bond yield:
                           The return an investor earns from a bond, typically
                              expressed as a percentage of the bond’s cost or face value. Bond yields can also be used to reflect price
                              changes if the bond is going to be sold before its maturity
                              date.

                        

                     
                     
                     
                     	
                        
                        
                        Maturity date:
                           The specific date on which the principal amount of a
                              bond is due to be repaid to the investor. The maturity date can be anything from days, months, years, or even
                           decades.

                        

                     
                     
                     
                     	
                        
                        
                        Zero coupon bond:
                           A debt security sold at a discount that does not pay
                              periodic interest but matures at its full face value; the difference between the discount
                              purchase price and the face value is effectively the interest earned.

                        

                     
                     

                  
                  
                  
                  Sources of bondholder income:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Holding the bond until maturity.
                           This generates income via regular interest payments
                              (usually annually, but can be more or less frequently); the interest
                              that will be paid is predetermined at the time of purchase and will not
                              change. On a specific date, the principal will be returned to the
                              bondholder, thereby recouping the initial cost of the bond. 

                        
                        

                     
                     
                     
                     	
                        
                        
                        Selling the bond. Bonds can be traded before their maturity date, in
                           secondary markets, also called over-the-counter (OTC) markets. The seller will receive fair market value, not the face
                              value; the new owner will then receive the interest payments and, at the
                              maturity date, will receive the bond’s face value.

                        
                        

                     
                     

                  
                  
                  
                  Bonds can be issued by corporations and governments. Here is a brief explanation of
                     how these bonds differ:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Treasury bond:
                           A long-term debt security issued by the U.S. government
                              that pays fixed interest every six months and returns the principal at maturity, typically
                              with terms of 20 or 30 years.
                           The biggest single issuer of bonds is the U.S. government.
                              Treasury bonds are generally considered to be risk-free since the
                           government is unlikely to default on its debts. For this reason, they have a
                           lower interest rate. Also, interest is tax-free at the
                              state and local level, but is taxed at the federal level. There are
                              three types, based on maturity: T-Bills (short term), T-Notes (medium
                              term), and T-Bonds (long term).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Municipal (“muni”) bonds:
                           Debt securities issued by state or local governments
                              to finance public projects such as schools, highways, or water systems, often offering
                              tax
                              advantages to investors.
                           These bonds are issued by cities, counties, states, and
                              public agencies (schools, highway authorities) to raise capital for
                              public projects. They are currently exempt from federal taxes. They are
                              not risk-free.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Corporate bond:
                           A debt security issued by a corporation to raise
                              capital, where the company agrees to pay back the borrowed amount with interest.
                           Because these bonds do not have an inherent tax benefit,
                              they usually pay a higher interest rate than a tax-advantaged bond of
                              equal risk.

                        

                     
                     

                  
                  
                  
                  

               
               
               
               
                  
                  
                  Junk Bonds

                  
                  
                  
                  
                     
                     
                     One additional type of bond that clients may hear about are junk
                           bonds, which are defined as: Bonds with a lower credit rating and a higher risk of
                           default. These are bonds issued by either new companies with short or no performance
                        records or companies that may be struggling. While they usually have to offer a high
                        interest rate to attract buyers, junk bonds carry a much higher level of risk.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Interest Rates & Bonds

                  
                  
                  
                  
                     
                     
                     While the yield of a bond held to
                        maturity will never change (it is based on the interest rate of the bond when it was
                        issued), the yield of bonds that are sold on the secondary market depends on
                        interest rates at the time the bond is sold. Investors will not want to pay full
                        price for bonds that come with a lower interest rate than they could get with a
                        newly issued bond at the same risk level, so existing bonds will be sold at a
                        discount. On the other hand, a bond that has a higher interest rate than the
                        prevailing rate will be more valuable than new bonds and can sell for a premium.
                        This is illustrated in Exhibit 3-8.
                           This is referred to as interest rate
                           risk, which is defined as: The possibility that changes in interest rates
                           will negatively affect the value of investments.

                     
                     
                     
                     Since
                        higher interest rates mean existing bonds will be sold at a discount (lower yield)
                        and lower interest rates mean existing bonds are sold at a premium (higher yield),
                        interest rates and bond yields typically have an inverse relationship, as
                        illustrated in Exhibit 3-8.

                     
                     
                     
                     
                        Exhibit 3-8: Inverse Relationship of Bond Value with Current Interest Rates
                        
                        [image: Seesaw diagram showing bond values fall as current interest rates rise.]
                        
                     
                     

                  
                  
               
               

            
            
            
            
               
               
               Individual Stocks

               
               
               
               
                  
                  
                  Stocks are defined as: Units of ownership in a company that represent a claim on a
                        portion of its assets and earnings, often traded on public exchanges.

                  
                  
                  
                  Stocks
                     are the most common and best-known types of investment and are likely to comprise
                     one of the two largest asset classes represented in a client’s portfolio. Stocks are
                     units of ownership of a business or corporation that are issued in shares. There is
                     no set number of shares that a business can issue, and the number can change over
                     time if more are issued or the company engages in a buy-back.

                  
                  
                  
                  There are two main ways someone can make money from stocks:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Buying, holding, and selling the stock for a capital gain. A capital gain is defined as: The profit made when an investment is sold for more than
                              its original purchase price.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Receiving dividends, which are defined as: Regular distributions of profits made by a corporation to
                              its shareholders. A company may provide a portion of its earnings to
                              its shareholders (profit distribution). Dividends are not guaranteed to
                              be paid, even if they are typically paid by the stock. Dividends may be
                              taxable.

                        

                     
                     

                  
                  
                  
                  There are two categories of stocks:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Common
                              stock. This is the basic form of stock. Common stock conveys a
                           portion of ownership and voting rights proportional to the number of shares
                           owned. Common stocks can be issued in different classes (A, B, and C) with
                           different sales charges, fees, and voting rights.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Preferred
                              stock. Preferred stock does not convey voting rights, but holders of
                           preferred stock receive dividend payments before owners of common stock.
                           Preferred stock is unlikely to be available to individual investors.

                        
                        

                     
                     

                  
                  
                  
                  Stocks can also fall into one or more of the following categories:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Blue-chip stock:
                           Shares in large, established companies known for
                              financial stability, consistent performance, and regular dividend payments.

                        

                     
                     
                     
                     	
                        
                        
                        Growth stock:
                           A stock issued by a company that is growing faster than
                              its industry peers. Often these organizations reinvest their profits instead of paying
                              dividends; investors are rewarded if the company’s share price appreciates over time.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Income stock:
                           A type of stock known for paying regular and predictable
                              dividends.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Value stock:
                           A stock issued by a company that market analysts believe
                              is currently undervalued and therefore is considered a bargain to purchase because
                              the
                              expectation is that the share price will better reflect its actual value over time.

                        
                        

                     
                     

                  
                  
                  
                  It should be noted that a stock’s type and/or category have no
                     connection to whether it will rise in value.

                  
                  
                  

               
               

            
            
            
            
               
               
               Real Estate

               
               
               
               
                  
                  
                  There are two popular categories of real estate investing
                     for individuals:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Owning a property directly as a residence or an investment property, such as
                           to collect rental income.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Real estate investment
                              trusts (REITs), which are defined as: Companies that own or finance
                              income-producing real estate, allowing individuals to invest in portfolios of properties
                              and
                              earn dividends without owning physical real estate.

                        
                        

                     
                     

                  
                  
                  
                  REITs pool investment resources to buy and sell a diversified portfolio
                     of real estate. It is common for REITs to specialize in a particular type of real
                     estate, too; for example, residential real estate, shopping malls, or even hospitals
                     and related medical buildings.

                  
                  
                  
                  Because the real estate market does not closely track the stock market,
                     investing in REITs does provide some protection against market fluctuations.
                     However, they can be subject to major shifts in real estate markets. REITs are also
                     more liquid than individual real estate holdings.

                  
                  
                  
                  Both of these offer the
                     potential for capital gains, as the hope is that the property will rise in value
                     while it is held and can be sold in the future for a profit. Investing in property
                     that will be rented out for residential or commercial purposes can also provide a
                     source of current income for the investor.

                  
                  
                  
                  

               
               

            
            
            
            
               
               
               Alternative Investments

               
               
               
               
                  
                  
                  
                     
                     
                     
                     
                     
                     A counselor should be prepared to educate their clients about what alternative
                        investments are and their pros and cons. Common alternative investments include,
                        but are not limited to: commodities, derivatives, collectibles, and
                        cryptocurrency. 
                     

                  
                  
                  
                  Investment in these assets relies far more on speculation than other
                     investments: The assets themselves do not generate wealth or return unless sold for
                     a profit, which increases the risk involved. The investor is, effectively, making
                     a
                     bet that the alternative investment will gain in value.

                  
                  
                  
                  Commodities are defined as: Basic goods or raw materials that are traded in
                        bulk and are interchangeable with other goods of the same type.

                  
                  
                  
                  Commodities include raw materials such as precious metals (e.g., gold,
                     silver, platinum, rare earth metals), fuels (oil, natural gas, coal), and
                     agricultural products (including food). Commodities gain or lose value due to
                     complex market forces, including the laws of supply and demand, but they are also
                     impacted by geopolitical forces. Commodities are usually traded as futures contracts
                     on organized futures markets, which are agreements to purchase or sell a specific
                     quantity of the commodity at a specified price, on a specific date in the
                     future.

                  
                  
                  
                  Derivatives are defined as: Financial contracts whose value is based on the
                        performance of another asset, such as stocks, bonds, interest rates, or market indexes.

                  
                  
                  
                  Derivatives are a type of contract that derives its value from some
                     other security, hence the name. There are four general types of derivatives:
                     forwards, futures, swaps, and options. Derivatives are complex and are outside the
                     scope of an AFC. If a client is asking for more information, they should be referred
                     to an investment professional.

                  
                  
                  
                  Collectibles are defined as: Tangible items that are valued and purchased for their
                        rarity, condition, or potential to appreciate over time, such as art, coins, stamps,
                        antiques, or sports memorabilia.

                  
                  
                  
                  Collectibles include, but are not limited to: art (paintings,
                     sculptures, etc.), sports and entertainment memorabilia, jewelry, stamps, coins,
                     comic books, rare and old books, vintage cars, and antiques. The sale value of a
                     collectible can depend on its age, rarity, or the potential buyer’s personal
                     interest in the item (for example, if they are a fan of the sport). If public
                     interest wanes in the collectible type, there may be fewer buyers, or the price
                     could drop significantly.

                  
                  
                  
                  Cryptocurrency is defined as: A digital or virtual form of currency that uses
                        cryptographic techniques for secure online transactions and that is managed outside
                        of
                        conventional financial institutions.

                  
                  
                  
                  Cryptocurrency is digital currency, the value of which is entirely
                     based on supply and demand. It can be used for digital transactions or exchanged for
                     dollars (or other currencies) and is stored in digital wallets.

                  
                  
                  
                  Success when investing in alternative investment assets is often down
                     to luck (gambling).

                  
                  
                  

               
               

            
            

         
         
         
         
            
            
            Passive Investment Strategies and Types of Investments

            
            
            
            
               
               
               Counselors should be able to educate their clients on the
                  common long-term investment types, as well as long-term strategies.

               
               
               
               The most common and popular form of long-term investment is a fund. There are a variety of different types of funds, the most common of which will
                     be described briefly below.

               
               
               
               Funds of all kinds operate by pooling the resources of multiple investors to invest
                  in various assets (stocks, bonds, etc.). Individuals invest by purchasing units of
                  the fund. As the popularity of funds has increased, in addition to
                     advances in technology, the process of investing in a fund has become quite easy
                     and quick.

               
               
               
               For most investors, funds are a form of passive investment. However, funds can be
                  managed either actively or passively, and some are even designed for active
                  investors. Funds are managed by professionals who establish the
                     fund’s objectives and strategies and make decisions related to diversification
                     and asset allocation, with the aim of generating the best returns possible.
                     Decision making related to the management of the fund can rely on human
                     analysis, algorithms, or both. It is important to note that all funds
                  charge a variety of commissions and/or fees. Actively managed funds cost more than
                  passive index funds and research has shown repeatedly that active funds do not
                  outperform passive strategies when fees are taken into consideration.

               
               
               
               As with all investments, there is no guarantee that a fund will deliver positive
                  returns. Prices can fluctuate over time, too. 

               
               
               
               Counselors should be prepared to educate their clients about funds,
                  what they are, and how they work, but should never recommend specific funds or other
                  investment products to a client. Clients wanting to invest in funds should do their
                  own due diligence and speak with appropriate professionals for specific advice.

               
               
               

            
            
            
            
               
               
               Mutual Funds and Exchange-Traded Funds (ETFs)

               
               
               
               
                  
                  
                  A mutual fund is defined as: An investment fund managed by a professional fund manager
                        that pools the resources of multiple investors to create a diversified pool of investments
                        in one or more types of assets (stocks, bonds, commodities, etc.) to meet predetermined
                        objectives.

                  
                  
                  
                  An exchange-traded fund (ETF) is
                     defined as: A type of investment fund that is traded on
                        stock exchanges and holds a diversified portfolio of assets, combining features of
                        mutual
                        funds and individual stocks.

                  
                  
                  
                  Both mutual funds and ETFs are pooled investments that provide a way to
                     own a diverse portfolio aided by professional allocation, research, and decision
                     making, all of which help reduce risk. Mutual funds and ETFs can hold stocks, bonds,
                     and commodities, and each offers reinvestment of dividends/income.

                  
                  
                  
                  Mutual funds are often found as options in employer-sponsored retirement accounts
                     such as 401(k) accounts. ETFs have been growing in popularity since they were
                     introduced and are very similar to mutual funds, except that ETFs can be bought and
                     sold like stock on an exchange (hence their name).

                  
                  
                  
                  Mutual funds or ETFs will have different strategies, and there is
                        considerable variety in what and where they are invested; for example, some
                        track indices, some track commodities, while others are more diverse. Clients
                        should seek professional investment advice before investing in mutual funds or
                        ETFs and always carefully read the fund’s stated strategy and objectives.
                     Exhibit 3-9 reviews various types of mutual
                     funds or ETFs.

                  
                  
                  
                  
                     Exhibit 3-9: Types of Mutual Funds or Exchange-Traded Funds (ETFs)
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Type

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Definition

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Description

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Balanced funds

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Types of mutual funds or exchange-traded funds (ETFs)
                                             that invest in a mix of stocks, bonds, and sometimes cash equivalents to provide a
                                             combination of growth, income, and risk reduction through diversification.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       These funds have the aim of earning steady income and
                                          long-term capital gains. The mix of held assets will
                                          depend on the fund’s managers’ stated objectives and
                                          strategies.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Target date
                                             funds

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Types of mutual funds or exchange-traded funds
                                             (ETFS) that adjust their asset allocations based on a selected future time period
                                             for the
                                             fund; as this time period approaches, the allocation of the fund investments is adjusted
                                             to
                                             align with the investor’s changing risk tolerance over time, generally growing more
                                             conservative.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Target date funds hold a mix of stocks, bonds, and cash
                                          equivalents. The allocation of each asset type changes
                                          over time, focusing on more growth-oriented (aggressive)
                                          investments early on, then gradually becoming more
                                          conservative to preserve the investment, likely for when
                                          the investor retires.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Stock funds
                                             (equity funds)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Types of mutual funds or exchange-traded
                                             funds (ETFs) that invest primarily in stocks (equities) to meet fund investment goals
                                             that
                                             can include capital appreciation (stock price growth) and/or dividend income.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       There are a few common types of stock funds, such as
                                          growth or value stocks as defined elsewhere, or for
                                          different-sized organizations (called small-cap,
                                          mid-cap, and large-cap, where cap stands for
                                          capitalization), or sector stocks (e.g., technology,
                                          automobiles, utilities, financial services, etc.).

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Fixed-income
                                             funds

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Types of mutual funds or exchange-traded funds
                                             (ETFs) that primarily invest in bonds or other debt securities to provide regular
                                             income,
                                             typically with lower risk and more stable returns than equity-focused funds.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Fixed-income funds are focused on minimizing risk and
                                          generating income for investors. The value of these
                                          funds can fluctuate depending on market interest rates.
                                          Bond funds may not solely invest
                                             in bonds: these funds also hold high-dividend
                                             stocks. The types of bonds a fund invests in can
                                             vary among available funds. Some are generalized,
                                             while others may specialize in certain types of
                                             bonds (e.g., Treasury bonds, municipal, or
                                             corporate) or by maturity (i.e., short,
                                             intermediate, or long-term).

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Index funds

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Types of mutual funds or exchange-traded funds (ETFs)
                                             designed to replicate the performance of a specific market index by investing in the
                                             same
                                             set of assets.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       The funds buy stocks in the companies included in the
                                          chosen index, for example, the S&P 500 or the NASDAQ
                                          Composite Index. Index funds often rely on algorithms
                                          for decision making and typically have low fees.

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  
                  
                  
                  

               
               

            
            
            
            
               
               
               Common Investment Fees and Impact on Returns

               
               
               
               
                  
                  
                  All funds have various commissions and fees that should be taken into account by
                     anyone interested in fund investing. The size and frequency of fees vary by
                     investment, but even small ones can add up over time to a considerable effect on the
                     rate of return.

                  
                  
                  
                  Key terminology related to fund fees and costs includes:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Net asset value (NAV): 
                           The per-share value of a mutual fund, calculated
                              by dividing the total value of its assets minus liabilities by the number of outstanding
                              shares. NAV is the price an investor pays to buy a share of a fund, excluding any
                           transaction costs.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Expense ratio: A measure of the annual costs associated with managing
                              an investment fund, expressed as a percentage of the fund’s total assets. The expense ratio, or operating expense ratio, is the ratio of a fund’s
                           expenses to its assets; a low expense ratio indicates a fund with low fees.
                           The higher the expense ratio, the more costs that are
                              being passed on to the investor, which will reduce the long-term returns
                              on the fund. This ratio is expressed as a percentage that can range from
                              0.1-10%.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Load: A fee paid by investors when buying (front-end load) or selling
                              (back-end load) shares of mutual funds.
                           Note that these fees are for mutual funds, not
                              exchange-traded funds (ETFs). ETFs do not charge front-end or
                           back-end loads (they have other fees).

                        
                        

                     
                     
                     
                     	
                        
                        
                        12b-1/distribution
                              fees:
                           Annual marketing or distribution
                              fees associated with mutual funds, deducted from the fund’s assets to cover promotional
                              and
                              sales expenses.
                           This fee type covers marketing and selling fund shares
                              (also known as a “level load”).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Management fees or commissions: Fees paid to fund advisors and
                           portfolio management, for example, assets under management (AUM),
                           commissions, wrap account fees, transaction fees, and annual account
                           fees.

                        
                        

                     
                     

                  
                  
                  
                  All funds must be transparent about the fees they charge and include
                     them in a funds prospectus.

                  
                  
                  
                  Some funds are known as “no-load funds” because they do not charge
                     investors a fee when purchasing and/or selling shares in the fund. However, this
                     should not be taken to mean that the fund charges no fees. Educate the client to
                     check the fund’s prospectus for a breakdown of the fees charged.

                  
                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Educate Client on Markets and Portfolio Management

         
         
         
         
            
            
            In addition to understanding the role and purpose of investing in personal finance,
               the strategies, and the different investment types, a client can benefit from
               acquiring knowledge about financial markets, specifically, how they operate and who
               regulates them.

            
            
            
            In addition to providing this information, a counselor should also be prepared to
               assist in educating their clients about the different types of financial
               professionals.

            
            
            
            
               
               
               	
                  
                  
                  Educate the client about financial markets and regulators.

                  
                  

               
               
               
               	
                  
                  
                  Educate the client about financial professionals and their roles.

                  
                  

               
               

            
            

         
         
         
         
         
            
            
            Educate Client about Financial Markets

            
            
            
            
               
               
               As important as it is for clients to understand key economic terminology and
                  concepts, in order to be better prepared for financial decisions, they should also
                  be familiar with some basic concepts behind the workings of financial markets and
                  how they operate.

               
               
               
               This includes understanding market fluctuations, how they are regulated, and the
                  impact of inflation (and how inflation is managed). It is also valuable for clients
                  to understand the differences in types of gains and losses that investors can
                  experience.

               
               

            
            
            
            
               
               
               Evaluate Impact of Economic Cycles

               
               
               
               
                  
                  
                  Counselors should be familiar with key concepts related to the business cycle and
                     inflation. They should be prepared to educate their clients on these concepts, too,
                     so they can better understand how they can impact their investments.

                  
                  
                  

               
               
               
               
                  
                  
                  Business Cycle

                  
                  
                  
                  
                     
                     
                     Gross domestic product (GDP) is perhaps the best-known indicator of how well an
                        economy is doing. It reflects the market value of all the goods and services
                        produced by a country. The higher the GDP, the stronger the economy.

                     
                     
                     
                     The business cycle is the process by which the economy expands (grows) and
                        contracts (shrinks). It is often portrayed as a wave. See Exhibit 3-10 for an example.

                     
                     
                     
                     
                        Exhibit 3-10: The Business Cycle
                        
                        [image: Graph of business cycle showing GDP over time with phases labeled: expansion, peak, contraction, trough, recovery, and recession, with an upward trend line]
                        
                     
                     
                     
                     A recession is defined as: A prolonged period of significant decline in the economy
                           typically identified by a fall in gross domestic product (GDP) for two consecutive
                           quarters.

                     
                     

                  
                  
               
               
               
               
                  
                  
                  Consumer Price Index (CPI)

                  
                  
                  
                  
                     
                     
                     The consumer price index (CPI) is
                        used to measure inflation. 

                     
                     
                     
                     
                        
                        CPI:
                           A measure of the average change in the cost
                              of a standard set of goods and services over time, serving as a key indicator of
                              inflation.

                        

                     
                     
                     
                     
                        
                        Inflation: 
                           A gradual increase in the general price level of goods and
                              services over time, which reduces purchasing power.

                        

                     
                     
                     
                     The CPI tracks a basket of specific products and services to estimate a snapshot of
                        general
                        prices. Inflation refers to rising consumer prices that reflect a reduction in the
                        purchasing power of money; that is, how much a dollar can buy. This is very
                        important for personal financial planning, as it can affect the ability to manage
                        existing budgets, save, and invest. High inflation often results in higher interest
                        rates, which can help people who have savings because they may be able to get higher
                        interest rates for these savings. However, high inflation has a number of negative
                        effects:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Big purchases, such as cars or a home, may become prohibitively expensive
                              as interest rates rise.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Lower corporate profits, which can affect the payment of dividends and
                              also depress the price of stock; —this will affect anyone invested in
                              funds.

                           
                           

                        
                        

                     
                     
                     
                     Deflation is defined as: A decrease in the general price level of goods and
                           services. Deflation is not as good as it might sound (even though consumers are happy
                        when their bills become cheaper). 

                     
                     
                     
                     Generally speaking, deflation can indicate weaknesses in the economy as a whole,
                        and governments will typically try to boost the economy with various forms of
                        intervention or stimulus.

                     
                     

                  
                  
               
               

            
            
            
            
               
               
               Market Fluctuations

               
               
               
               
                  
                  
                  Securities exchanges are regulated marketplaces where investors can buy and sell
                     commodities, stocks, and/or bonds, for example, the New York Stock Exchange
                     (NYSE).

                  
                  
                  
                  Market fluctuations are based on the activity that takes place on the exchanges.
                     Market fluctuation refers to the changes in how securities markets are performing
                     and what is happening to the assets that are traded on them. Here are some key
                     terms:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Bull market:
                           A financial market condition where prices of securities
                              are consistently rising, generally by 20% or more from the previous peak.

                        

                     
                     
                     
                     	
                        
                        
                        Bear market:
                           A financial market condition where prices fall
                              significantly, generally by 20% or more.

                        

                     
                     
                     
                     	
                        
                        
                        Market correction:
                           A temporary decline in stock market prices, usually
                              defined as a drop of 10% or more from recent highs, which helps to adjust overvalued
                              assets.

                        

                     
                     
                     
                     	
                        
                        
                        Market volatility:
                           The degree of variation in investment prices over
                              time, often measured by how drastically prices move up or down in a given period. High, frequent price changes are a sign of high volatility.

                        

                     
                     

                  
                  
                  

               
               
               
               
                  
                  
                  Irrational Investor Behavior

                  
                  
                  
                  
                     
                     
                     Stock markets operate on the assumption that investors will
                        act rationally and that stocks and bonds are traded at their fair value. This is
                        called the efficient market
                           hypothesis (EMH), which is defined as: A theory stating that asset prices
                           fully reflect all available information, making it difficult to consistently outperform
                           the
                           market. However, as in most spheres of human experience, rationality cannot be depended
                        upon. There are certain irrational investor behaviors that counselors should
                        consider discussing with their clients.

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Herd behavior. This is when investors have emotional reactions to
                              surging or plunging asset prices, for example, buying into hype (increased
                              risk tolerance) or giving in to pessimism (decreased risk tolerance) and
                              selling low.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Stock bubbles. A period when stock prices become disconnected from
                              fundamentals, as a result of wild speculation (often in a particular sector,
                              such as tech stocks during the Dot Com boom); eventually, bubbles burst
                              through a market correction, which results in the collapse of these stocks
                              (and sometimes others).

                           
                           

                        
                        
                        
                        	
                           
                           
                           Overconfidence. The investor’s belief that they know more than
                              they really do and that they can beat the market often results in excessive
                              levels of trading, greater risk, and lower returns (in part through higher
                              fees/commissions).

                           
                           

                        
                        
                        
                        	
                           
                           
                           Loss aversion. Dips in portfolio value results in a reduction in
                              risk tolerance or even a retreat from investing.

                           
                           

                        
                        
                        
                        	
                           
                           
                           FOMO (fear of missing out). FOMO can lead some investors to purchase
                              stocks that appear to be performing well, but are actually overvalued (this
                              can be connected to herd behavior).

                           
                           

                        
                        

                     
                     

                  
                  
               
               

            
            
            
            
               
               
               Inflation and the Fed

               
               
               
               
                  
                  
                  The Federal Reserve Board of Governors, or “the Fed,” is the board of governors of
                     the central bank of the United States. It manages monetary policy and is responsible
                     for regulating financial institutions, primarily banks.

                  
                  
                  
                  One of the Fed’s most important responsibilities is the management of inflation,
                     which is of particular importance to investors. Specifically, the Fed’s mandate is
                     to try to keep inflation low and stable. A key tool is the federal funds rate (Fed funds
                        rate), which is defined as: The interest rate range that banks
                        and credit unions use when lending reserve balances (money) to other banks and credit
                        unions
                        overnight without requiring collateral. The Federal Reserve (the Fed) sets a target
                        range
                        for this rate. Since other borrowing rates are considered higher risk than this rate,
                        they
                        are influenced by this rate (if it is lowered, other interest rates go down, and vice
                        versa). It is a key Fed tool for influencing the rate of inflation and economic
                        activity.

                  
                  
                  
                  The Fed funds rate is regularly adjusted to maintain the Fed’s preferred level of
                     inflation (about 2%) and to promote sustainable employment levels. Lending rates to
                     businesses and people use the Fed funds rate as a basis, so as this rate is lowered,
                     borrowing in general becomes cheaper (e.g., credit card rates, short-term business
                     borrowing) and this tends to stimulate economic activity. As it is raised, borrowing
                     rates become more expensive and economic activity is slowed, which may help prevent
                     inflation and other factors from making this growth unsustainable.

                  
                  
                  

               
               

            
            
            
            
               
               
               Capital Gains and Losses and Paper Gains and Losses

               
               
               
               
                  
                  
                  Counselors must be prepared to educate their clients about capital gains and losses,
                     as they have special tax rates and can have an impact on long-term planning. Capital
                     gains/losses are distinct from paper gains/losses. A paper gain or paper loss is the
                     unrealized market value of an asset relative to the purchase price while it is still
                     held as an investment. An investor can have paper gains and losses in their
                     accounts, and these do not usually impact income or taxes. There is no tax incurred
                     until an asset is sold and a capital gain (or loss) is realized.

                  
                  
                  
                  First, some definitions:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Capital gain:
                           The profit made when an investment is sold for more than
                              its original purchase price.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Capital loss:
                           A financial loss that occurs when an investment is sold
                              for less than its original purchase price.

                        
                        

                     
                     

                  
                  
                  
                  Capital gains income is a type of unearned income because it does not come from
                     employment. Capital gains income is subject to different tax treatment than earned
                     income. It is money earned on the sale of a capital asset.

                  
                  
                  
                  There are some key points to consider:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Capital gains applies to stocks, bonds, real estate, and other
                           investments.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Tax rates depend on how long you owned the asset (short-term vs.
                           long-term).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Long-term gains (assets held over one year) usually have lower rates.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Short-term gains (assets held for one year or less) are typically taxed as
                           regular income.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Losses can offset gains for tax purposes.

                        
                        

                     
                     

                  
                  
                  
                  For example, a client purchased shares of a company’s stock for $2,000 five years
                     ago. Today, they sell those shares for $3,500. The difference ($3,500 - $2,000 =
                     $1,500) of $1,500 is a long-term capital gain since they owned the asset for more
                     than one year. This gain would be taxed at the preferential long-term capital gains
                     rate, which is typically lower than ordinary income tax rates.

                  
                  
                  
                  For clients with investment assets or who are considering investing, be prepared to
                     refer them to a tax professional or investment professional who can provide guidance
                     specific to their situation, as capital gains tax rules can be complex.

                  
                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client about Financial Professionals

            
            
            
            
               
               
               Financial professional is a general reference to a number of different professionals
                  with financial expertise, while investment professional is a generic term for the
                  subset of these financial professionals who specialize in investment advice.

               
               
               
               Clients should be educated about how financial and investment professionals are
                  compensated and their fiduciary obligation:

               
               
               
               
                  
                  
                  	
                     
                     
                     Fiduciary standard is defined as
                        follows: A legal and ethical requirement that financial
                           professionals act in their clients’ best interests when offering investment advice
                           or
                           managing assets. Not all financial professionals are fiduciaries.

                     

                  
                  
                  
                  	
                     
                     
                     Typical forms of compensation:

                     
                     
                     
                     
                        
                        	
                           
                           
                           Commission: The advisor receives a payment when a client buys or
                              sells a financial product.

                           
                           

                        
                        
                        	
                           
                           
                           Fee-only: The advisor charges a predetermined rate either upfront for
                              advice and services, or an annual or hourly fee.

                           
                           

                        
                        
                        	
                           
                           
                           Fee-based: The advisor charges an upfront fee and also collects
                              commissions on transactions.

                           
                           

                        
                        
                        	
                           
                           
                           Fee-offset: The advisor charges a set fee, but the fee is reduced by
                              commissions.

                           
                           

                        

                     
                     

                  
                  

               
               
               

            
            
            
            
               
               
               Types of Self-Service Investment Resources

               
               
               
               
                  
                  
                  Not all
                     investments require clients to actually interact with an investment professional.
                     As
                     investment technology has advanced, there has been a rise in the number and
                     popularity of “robo-advisors.”

                  
                  
                  
                  A robo-advisor is defined as: An automated investment platform that uses algorithms to
                        create and manage a diversified portfolio based on an investor’s goals and risk
                        tolerance. Many full-service brokerage firms have incorporated robo-advisors into their
                     business, and they are also often incorporated into investing apps.

                  
                  
                  
                  
                     Exhibit 3-11: Pros & Cons of Robo-Advisors
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Pros

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Cons

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Easy to use.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Low entry costs.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Lower account minimums.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Typically lower fees.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Automated asset allocation.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Automated diversification.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Automated rebalancing.

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Limited human interaction.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Limited access to certain investment types.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Limited customization.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Technology dependent (risk of glitches,
                                                etc.).

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Requires comfort with technology.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Cybersecurity risk.

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  

               
               

            
            
            
            
               
               
               
                  Types of Financial Professionals
                  

               
               
               
               
                  
                  
                  There are certain key differences between the various
                     financial professionals who are qualified to assist clients with their specific
                     financial or investment needs. It is also important to convey to clients the
                     importance of checking qualifications. Pretty much anyone can claim to be a
                     financial or investment professional, but by checking certifications and education,
                     a client is more likely to find a professional who will properly meet their
                     requirements and be able to do so correctly and appropriately.

                  
                  
                  
                  Below is a list of some key professionals who may be able to assist
                     your clients:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        A Certified Financial Planner
                              (CFP) is defined as: A credentialed professional trained
                              to help clients manage their finances, including cash flow, investing, and retirement
                              planning. CFPs are financial professionals who follow a fiduciary standard and
                           provide financial services primarily related to wealth building, asset
                           protection, and retirement planning. CFPs can also serve as the hub for a
                           team of financial professionals supporting high-asset individuals.

                        
                        

                     
                     
                     
                     	
                        
                        
                        A Chartered Financial
                              Consultant (ChFC) is defined as: A professional designation for
                              financial planners who have completed extensive coursework in financial planning,
                              insurance,
                              and estate planning. A chartered financial consultant credential holder is likely to have
                           particular expertise in insurance and estate planning. They also follow a
                           fiduciary standard.

                        
                        

                     
                     
                     
                     	
                        
                        
                        A Chartered Financial Analyst
                              (CFA) is defined as: A professional designation for
                              investment professionals who have demonstrated expertise in investment analysis, portfolio
                              management, and ethical standards. A CFA is a credentialed analyst with a specialization in evaluating
                           financial data, including securities markets and financial statements. They
                           can provide investment advice to individuals and organizations.

                        
                        

                     
                     
                     
                     	
                        
                        
                        A Certified Public Accountant
                              (CPA) is defined as: A professional designation awarded to
                              accountants who have met specific education, examination, and experience requirements,
                              authorizing them to provide accounting services such as auditing, tax preparation,
                              and
                              financial consulting. A CPA is a credentialed accountant who specializes in income tax and
                           estate planning. CPAs have a fiduciary responsibility.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Investment advisor is defined as
                           follows: A professional or firm that is paid for providing
                              financial advice and managing investment portfolios for clients. This is an individual (or company) who manages assets under $100 million.
                           Use FINRA’s BrokerCheck site to confirm their registration.

                        
                        

                     
                     
                     
                     	
                        
                        
                        A Registered Investment Advisor
                              (RIA) is defined as: A person or firm that provides
                              investment advice and is registered with federal or state regulatory bodies, held
                              to a
                              fiduciary standard requiring actions in the client’s best interest. An RIA is a broker who specializes in managing large amounts of
                           investment assets (over $100 million) and is able to provide advice to
                           clients. RIAs have a fiduciary requirement. Use FINRA’s BrokerCheck site to
                           confirm their registration.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Broker-dealers/brokers are
                           defined as: Licensed individuals or firms that buy and
                              sell securities on behalf of clients (brokers) or for their own accounts (dealers). A broker-dealer, or broker for short, is an individual who buys and sells
                           securities for themselves (as a dealer) and/or for clients (as a broker).
                           All brokers must be registered with the Securities and Exchange Commission
                           (SEC) and are held to a suitability standard. A suitability standard differs
                           from a fiduciary standard. Financial professionals who are held to a
                           suitability standard can focus on investment moves that prioritize
                           investments that provide the professional or their organization with the
                           highest fees or commissions and/or profits, so long as their recommendations
                           align with a client’s goals, risk tolerance, and so on. Many broker-dealers
                           or brokers are members of FINRA and can therefore be checked on FINRA’s
                           BrokerCheck site.

                        
                        

                     
                     

                  
                  
                  

               
               

            
            
            
            
               
               
               Selection Criteria and When to Refer

               
               
               
               
                  
                  
                  The role of an AFC is investment education, not investment advice. A counselor will
                     likely find themselves in a position where they have to refer their clients to other
                     financial professionals.

                  
                  
                  
                  A counselor can assist their clients in preparing to meet with another professional,
                     for example, by helping them draw up a list of topics and questions they want
                     addressed.

                  
                  
                  
                  Clients should also be coached regarding questions to ask advisors about their
                     credentials and services:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        What experience and qualifications do they have?

                        
                        

                     
                     
                     
                     	
                        
                        
                        How can they help the client?

                        
                        

                     
                     
                     
                     	
                        
                        
                        What fees do they charge?

                        
                        

                     
                     
                     
                     	
                        
                        
                        Do they adhere to fiduciary standards?

                        
                        

                     
                     
                     
                     	
                        
                        
                        How and how often do they assess the performance of the client’s investment
                           portfolio?

                        
                        

                     
                     
                     
                     	
                        
                        
                        Do they provide a written agreement and/or contract, which stipulates what
                           services are being provided?

                        
                        

                     
                     

                  
                  
                  
                  A counselor, therefore, can ensure that the client is properly informed and armed
                     with the appropriate terminology and knowledge of jargon to convey their needs to
                     other financial professionals.

                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Educate Client on Investor Protection

         
         
         
         
            
            
            A counselor should be prepared to educate their clients about additional sources of
               investor protection and investment fraud. A counselor should understand what
               investor protections are and the legislation that created them. They should also be
               familiar with common types of investment fraud and how to spot them.

            
            
            
            Acquiring this knowledge will assist in a counselor’s efforts to educate their
               clients about investing and forewarn them of potential threats they may
               encounter.

            
            

         
         
         
         
         
            
            
            Educate Client on Investor Protection

            
            
            
            
               
               
               Given the
                  complexity and scope of investment options, not to mention the opportunities for
                  abuse by unscrupulous participants, the United States government has passed a number
                  of important pieces of legislation in the past century to better regulate the
                  markets and protect US-based investors.

               
               
               
               A counselor should be prepared to educate their clients about how the market
                  regulators offer protection to investors in the United States.

               
               

            
            
            
            
               
               
               Market Regulators

               
               
               
               
                  
                  
                  Given their importance, regulation of U.S. markets is a necessary component of the
                     economy in order to protect investors and promote fairness in the markets.
                     Counselors should be familiar with these institutions in order to help educate their
                     clients about investing.

                  
                  
                  
                  There are two federal-level regulatory bodies in the United States that clients will
                     most likely need to understand if they are already or interested in investing: the
                     U.S. Securities and Exchange Commission (SEC) and the Financial Industry Regulatory
                     Authority (FINRA). These regulators have authority and/or oversight of the markets,
                     and both provide considerable information and educational resources for investors.
                     Each state also has state regulators.

                  
                  
                  

               
               
               
               
                  
                  
                  SEC

                  
                  
                  
                  
                     
                     
                     The Securities and Exchange
                           Commission (SEC) is defined as: A U.S. government agency
                           responsible for regulating the securities industry, enforcing laws to protect investors,
                           and
                           ensuring fair and efficient markets. The SEC was established in 1934 as part of the response to the 1929 Wall Street
                        Crash. The SEC has the following responsibilities:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Enforce trading laws to prevent manipulation.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Issue new regulations for securities exchanges in the United States.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Coordinate enforcement and interpretation efforts of these laws across
                              government institutions.

                           
                           

                        
                        

                     
                     
                     
                     The SEC is responsible for regulating brokerage firms, transfer agents, clearing
                        agencies, and securities self-regulatory organizations (SROs), which include stock
                        and other exchanges.

                     
                     
                     

                  
                  

               
               
               
               
                  
                  
                  FINRA

                  
                  
                  
                  
                     
                     
                     The Financial Industry
                           Regulatory Authority (FINRA) is defined as: An independent,
                           self-regulatory organization that oversees brokerage firms and exchange markets, helping
                           to
                           ensure integrity in the securities industry.

                     
                     
                     
                     Most brokers, with few exceptions, must hold a securities license regulated by FINRA,
                        and an advisor should inform their clients that they can search for prospective
                        brokers on FINRA’s website, using the BrokerCheck tool
                        [https://brokercheck.finra.org]. This tool helps clients find the following:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           The broker’s registration and licensing information.

                           
                           

                        
                        
                        
                        	
                           
                           
                           The broker’s employment history and history of regulatory actions.

                           
                           

                        
                        
                        
                        	
                           
                           
                           The broker’s complaints history (if any).

                           
                           

                        
                        

                     
                     
                     
                     FINRA is responsible for investigating complaints against U.S. brokerage firms and
                        their employees and is empowered to take disciplinary actions (for example, through
                        fines, suspensions, disbarment from trading, etc.) against any that have been found
                        to violate the law and the organization’s rules.

                     
                     
                     
                     In addition to BrokerCheck, the FINRA website also has tools for analyzing funds,
                        searching SEC actions against brokers/brokerage firms, and looking up arbitration
                        awards. FINRA also publishes Public Alert: Unregistered Soliciting Entities (PAUSE),
                        a list of unregistered entities that have attempted to operate in the United States
                        or have attempted to impersonate firms and regulators.

                     
                     
                     
                     FINRA’s additional responsibilities include:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Crafting and enforcement of new regulations.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Ensuring members comply with laws and FINRA rules.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Administering securities qualifications exams.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Monitoring daily market events to identify manipulation and misconduct.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Conducting market and investor risk assessments.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Providing dispute resolution resources for investors and member firms.

                           
                           

                        
                        

                     
                     
                     
                     FINRA regulates broker-dealer firms, capital acquisition brokers, and crowdfunding
                        portals.

                     
                     
                     

                  
                  

               
               
               
               
                  
                  
                  State Regulators

                  
                  
                  
                  
                     
                     
                     In addition to the federal regulatory bodies, individual states also have their own
                        financial regulators, but the federal regulators typically supersede the authority
                        of state-level regulators. State regulators enforce “blue sky” laws, which are the
                        state-level equivalents of many federal laws related to investing. State regulators
                        are responsible for:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Monitoring in-state institutions.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Ensuring financial institutions in-state are operating within the law.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Registration of securities offered within the state.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Licensing for firms, brokers, and other professionals within the state.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Providing investors with information about firms, professionals, and
                              investments within the state.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Promoting local economic growth.

                           
                           

                        
                        

                     
                     
                     
                     State regulators are responsible for regulating firms, investments, and financial
                        professionals operating within the state; they can have a greater focus on banking
                        institutions, as federal responsibility has expanded.

                     
                     
                     

                  
                  

               
               
               
               
                  
                  
                  Where to Address Queries

                  
                  
                  
                  
                     
                     
                     A counselor should be prepared to assist their client in identifying which regulatory
                        body is responsible for certain issues and queries. Exhibit 3-12 lists some common queries or
                        issues that a client may have and the responsible regulator to contact.

                     
                     
                     
                     
                        Exhibit 3-12: Common Investing Queries and Investing Regulators
                        
                        
                        
                        
                           
                           
                           
                           
                              
                              
                                 
                                 
                                    
                                    
                                    
                                    
                                    
                                 
                                 
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Query/Issue

                                          
                                          
                                       
                                       
                                       	
                                          
                                          
                                          Regulatory Body

                                          
                                          
                                       

                                    
                                 
                                 
                                 
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Checking a professional’s licenses

                                          
                                          
                                       
                                       
                                       	
                                          
                                          
                                          
                                             
                                             	
                                                
                                                
                                                SEC

                                                
                                                

                                             
                                             
                                             	
                                                
                                                
                                                FINRA

                                                
                                                

                                             
                                             
                                             	
                                                
                                                
                                                State regulators

                                                
                                                

                                             

                                          
                                          
                                       

                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Checking a professional’s background

                                          
                                          
                                       
                                       
                                       	
                                          
                                          
                                          SEC

                                          
                                          
                                       

                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Researching an investment firm’s background

                                          
                                          
                                       
                                       
                                       	
                                          
                                          
                                          
                                             
                                             	
                                                
                                                
                                                FINRA (BrokerCheck)

                                                
                                                

                                             
                                             
                                             	
                                                
                                                
                                                State regulators (state-specific information)

                                                
                                                

                                             

                                          
                                          
                                       

                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Researching fund fees information

                                          
                                          
                                       
                                       
                                       	
                                          
                                          
                                          FINRA (Fund Analyzer)

                                          
                                          
                                       

                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Researching companies/investments

                                          
                                          
                                       
                                       
                                       	
                                          
                                          
                                          
                                             
                                             	
                                                
                                                
                                                SEC (EDGAR database)

                                                
                                                

                                             
                                             
                                             	
                                                
                                                
                                                State regulators (state-specific information)

                                                
                                                

                                             

                                          
                                          
                                       

                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Reporting investment professional misconduct

                                          
                                          
                                       
                                       
                                       	
                                          
                                          
                                          
                                             
                                             	
                                                
                                                
                                                SEC

                                                
                                                

                                             
                                             
                                             	
                                                
                                                
                                                FINRA

                                                
                                                

                                             
                                             
                                             	
                                                
                                                
                                                State regulators

                                                
                                                

                                             

                                          
                                          
                                       

                                    
                                 

                              

                           
                           

                        
                     
                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Investor Protection Clauses and Programs

               
               
               
               
                  
                  
                  Financial regulators have a number of responsibilities related to investor
                     protections, through oversight and enforcement capabilities. Counselors should be
                     able to educate their clients about another organization established to provide
                     investor protection, and also some key pieces of legislation that established
                     relevant investor protections.

                  
                  
                  

               
               
               
               
                  
                  
                  Securities Investor Protection Corporation (SIPC)

                  
                  
                  
                  
                     
                     
                     The Securities
                           Investor Protection Corporation (SIPC) is defined as: A nonprofit,
                           nongovernment organization that protects investors by covering losses when a brokerage
                           firm
                           fails, safeguarding securities and cash up to specified limits.

                     
                     
                     
                     SIPC is a nonprofit organization established as a part of the Securities Investor
                        Protection Act of 1970. The SIPC protects investors if brokerage firms fail or are
                        robbed. In these (rare) events, SIPC effectively provides insurance by recovering
                        some of the account holders’ assets:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Up to $500,000 of securities per brokerage account.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Including up to $250,000 protection for cash in the brokerage account that
                              has yet to be used to buy securities (the noninvestment portion of a
                              brokerage account).

                           
                           

                        
                        

                     
                     
                     
                     However, the SIPC only provides this coverage if the brokerage firm is a member,
                        which most are. Clients should be encouraged to check if brokerage firms are members
                        of the SIPC before opening accounts with them.

                     
                     

                  
                  
               
               

            
            

         
         
         
         
            
            
            Educate Client on Investment Fraud

            
            
            
            
               
               
               Investing can provide individuals with the means to generate wealth and meet their
                  financial goals. However, investors can also become a target for a variety of types
                  of fraud. A counselor can assist their clients by providing education on certain
                  common types of investment fraud and the red flags that can indicate that the client
                  has come into contact with a fraudster.

               
               
               
               Advances in technology, especially social media, communications, and mobile apps,
                  have created new tools that can be used for potential fraud. Clients who are less
                  comfortable with technology should be especially wary of any communications they
                  receive from unknown or unfamiliar individuals offering investment opportunities or
                  advice.

               
               

            
            
            
            
               
               
               Red Flags of Investment Fraud

               
               
               
               
                  
                  
                  Investors can arm themselves against certain types of investment fraud by learning
                     to
                     identify “red flags”; that is, signs or cues that indicate something may not be what
                     it appears and therefore has a higher probability of being fraud. Here is a list of
                     common red flags that clients should be made aware of:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Cold calls from investors.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Unlicensed investment professionals.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Overly aggressive sellers.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Opportunities that seem too good to be true (chances are, it is).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Risk-free opportunities (no legitimate investment opportunity is
                           risk-free).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Excessive exuberance in a seller (perhaps offering incredible returns).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Time-sensitive investment opportunities.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Anonymous and insider information.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Requests for personal information in exchange for investment advice or
                           tips.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Requests from overseas.

                        
                        

                     
                     
                     
                     	
                        
                        
                        The method of communication can also be a red flag, for example, via text,
                           instant message, or social media.

                        
                        

                     
                     

                  
                  
                  
                  The SEC’s advice for avoiding fraud, which should be conveyed to clients,
                     includes:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Always ask questions if contacted by someone about an investment opportunity,
                           and request documentation about the investment (e.g., a prospectus or annual
                           review).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Do your own, thorough research before investing in any opportunity.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Conduct a background check of any investment professional you might work
                           with, via their website (investor.gov).

                        
                        

                     
                     

                  
                  
                  

               
               

            
            
            
            
               
               
               Types of Investment Fraud

               
               
               
               
                  
                  
                  Here are examples of investment fraud that clients should be informed about. This
                     list is by no means comprehensive.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Affinity
                              scams. Investment scams aimed at specific groups, such as seniors,
                           military personnel, or religious communities. Perpetrators
                              often pretend to be part of the target group to engender trust. These
                              types of scams can grow beyond the initial perpetrators.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Ponzi
                              schemes. A scam that uses deposits from new clients to provide
                           higher-than-market “returns” for existing investors, rather than through
                           investing. They often promise their customers little to no
                              risk.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Pyramid
                              schemes. A scam in which participants attempt to make money by
                           recruiting new investors/participants, but no genuine product or service is
                           sold. The schemes typically have a complicated commission structure that
                           does not deliver on promises.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Internet/social media scams. Criminals are quick
                           to adapt to new technologies, and some have learned how to leverage social
                           media and its ability for wider reach. They also work to manipulate research
                           and investment networks.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Relationship investment scams. A “long-con” in
                           which a criminal will attempt to develop a trusting and/or romantic
                           relationship with someone, in the hope of eventually having them invest in
                           an “opportunity” (which likely is not real).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Spam/Phishing. Some scams are perpetrated via email, in attempts to
                           collect personal information (especially banking) or solicit advance
                           fees.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Pump-and-dump schemes. A scam intended to artificially inflate a
                           particular stock by dispersing false or exaggerated information about the
                           company (pump) and then selling holdings for profit once the price has risen
                           (dump).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Churning.
                           Excessive trading on a client’s account to generate more fees and
                           commissions.

                        
                        

                     
                     

                  
                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Educate Client on Retirement and Estate Planning

         
         
         
         
            
            
            Upon completing this competency area, learners should be able to:

            
            
            
            
               
               
               	
                  
                  
                  Educate the client about retirement planning

                  
                  

               
               
               
               	
                  
                  
                  Assist the client in determining income needed to support preferred
                     retirement lifestyle

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about retirement calculation tools

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about income sources in retirement

                  
                  

               
               
               
               	
                  
                  
                  Explain tax-advantaged retirement accounts

                  
                  

               
               
               
               	
                  
                  
                  Assist a retired/near-retired client in budgeting for retirement

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about estate planning

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about commonly used estate planning and end-of-life
                     terminology

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about estate and end-of-life planning

                  
                  

               
               
               
               	
                  
                  
                  Assist a client in determining when legal assistance is necessary for estate
                     planning and educate them about selection criteria

                  
                  

               
               

            
            

         
         
         
         
   
      
         
         
         
         Educate Client on Retirement Planning

         
         
         
         
            
            
            Many people focus their personal finances on the short term or near term; in other
               words, how can they keep up with their bills? However, planning for retirement is
               a
               fundamental aspect of any personal financial plan.

            
            

         
         
         
         
         
            
            
            Income Needed for Preferred Retirement Lifestyle

            
            
            
            
               
               
               
                  
                  
                  
                  An AFC should be prepared to guide clients through the process of
                     planning for retirement. This involves the following steps:
                  

               
               
               
               
                  
                  
                  	
                     
                     
                     
                        Helping a client estimate their retirement expenses.
                           
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        Educating clients on the various types of retirement and
                           savings accounts. 
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        Educating clients about a variety of additional sources of
                           retirement income. 
                        

                     
                     

                  
                  

               
               
               
               Retirement planning is not a static one-and-done process. An AFC
                  should be prepared to work with the client to monitor and update the plan, to
                  adequately and appropriately reflect any changes in their life and goals. (For
                  example, after the client gets married or has children.)

               
               
               
               Assisting clients in their retirement plan is a crucial component of an
                  AFC’s responsibilities.

               
               
               
               One of the first steps a client should make is to estimate their life
                  expectancy. However, no one can ever really know how long they are going to live and
                  how long they are going to be retired. How, then, can a person know how much to
                  save?

               
               
               
               The Social Security Administration has a life expectancy calculator on their website
                  that anyone can use. It is important to remember, though, that this is an estimate.
                  Clients may wish to plan as if they will live longer, therefore hopefully avoiding
                  a
                  situation in which they outlive their savings.

               
               
               
               The next step when planning for retirement is to figure out what
                     the client envisions for their retirement. What is their life going to look like
                     day-to-day and more broadly? There is no one-size-fits-all approach to
                  retirement, so a counselor should be sure that they understand what the client is
                  hoping for. Some clients may want a more homebody-type retirement, catching up on
                  all the books they were not able to read. Other clients may be excited to catch up
                  on all the travel they deferred due to work. Still others may want
                     to focus on their families (children, grandchildren, etc.).

               
               
               
               A retiree’s expenses will likely change in a number of ways post-retirement. Some
                  will rise, others will fall, new ones might appear, and some may disappear—all
                  depending on the life they intend to lead. The amount of money that a client will
                  need in order to maintain their desired standard of living is a very personal
                  calculation, and an AFC should be prepared to assist their clients in determining
                  the best strategies to prepare for their retirement. (Two
                     approaches to calculating retirement income needs are discussed in the next
                     section: Wage Replacement Ratio (WRR) and retirement budget.)

               
               
               
               The AFC should spend some time with their clients, discussing how their
                  expenses might change post-retirement, but also identifying which expenses will
                  remain. Exhibit 3-13 goes over some of these
                  expense changes.

               
               
               
               Exhibit 3-13: Post-Retirement Changes to Expenses
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Expense

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Potential Changes

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Housing

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Rent will still be due if renting. A home may or may not
                                       be paid off, but even if paid off, taxes and insurance
                                       still need to be paid, plus utilities, maintenance, and
                                       repair costs.

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Healthcare

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Some medical costs may be covered by Medicare/Medicaid.
                                       The client still needs to account for some healthcare
                                       costs, for example, premiums, copays, and also surprise
                                       costs.

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Long-term care

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    These costs may or may not be insured and the need for it
                                       may vary by client. These may be in-home costs or costs
                                       of a senior living facility.

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Food

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    The client may start to cook more at home, which could
                                       reduce expenses; or the client could go out to eat
                                       more.

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Clothing

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    The client will still need clothes, but will not have to
                                       purchase work attire anymore, so there could be a change
                                       to these expenses.

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Transportation

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Costs could shrink, as the client may no longer have a
                                       work commute. Cost of maintaining a family vehicle will
                                       remain (maintenance, insurance, services, gasoline,
                                       etc.) at least as long as the client is able to keep
                                       driving.

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Entertainment

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    This expense can be the biggest change depending on the
                                       intended retirement lifestyle. Retirees have more time
                                       to give to hobbies, etc., so this should be planned
                                       for.

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Travel

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Travel expenses are dependent on retirement lifestyle
                                       plans. This can be a big increase if client intends to
                                       catch up on deferred travel plans. The expense could
                                       instead drop, depending on client’s preferences.

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Family support

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    There may be times when a retiree wants to (or has to)
                                       provide some support to a family member, and they may
                                       want to keep this in mind when planning.

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Taxes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    It is very important to always factor taxes into a
                                       retirement budget and plan. The client will also need to
                                       understand the different types of taxes they will have
                                       to pay (e.g., on retirement account withdrawals, if any,
                                       but also other sources of income).

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  

               
               

            
            
            
            
               
               
               Retirement Budget versus Wage Replacement Ratio

               
               
               
               
                  
                  
                  Everyone’s retirement needs will be different. There is no one-size-fits-all dollar
                     amount that everyone should save for retirement. An AFC can help their client
                     estimate what they will need.

                  
                  
                  
                  Two approaches that can be taken in order to estimate how much money will be needed
                     in retirement are:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Retirement budget. A retirement budget is like a standard spending
                           plan or budget, but one created with a specific focus on a client’s
                           retirement years. This option is most helpful when a client is close to
                           retirement.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Wage replacement ratio
                              (WRR).
                           The percentage of pre-retirement income
                              that an individual needs to maintain their standard of living during retirement. The wage replacement ratio is a popular approach to retirement planning
                           when retirement is still far enough out that it is difficult to estimate
                           retirement expenses and the impact of inflation.

                        

                     
                     

                  
                  
                  
                  The first step to calculating WRR is to take the client’s current income and subtract
                     FICA taxes and the amount the client was setting aside for retirement savings (it
                     is
                     not uncommon for clients to forget that retirement is what they have been saving for
                     and that setting this money aside will no longer be needed).

                  
                  
                  
                  Doing this simple calculation gives the client an estimate of what they will need
                     in
                     retirement, and they can then plan accordingly. Remember, the counselor’s role
                     during retirement planning is to help the client understand what they want their
                     retirement to look like, help them identify what assets they have to help them meet
                     these goals, provide information about sources of retirement income, and educate
                     them about common retirement costs.

                  
                  
                  
                  The formula for WRR is as follows:

                  
                  
                  
                  
                     
[image: ../images/mathml_equation-block_pxr_afm_v57_width_1048.png]

                     

                  
                  
                  
                  Here is an example:

                  
                  
                  
                  
                     
[image: ../images/mathml_equation-block_dlx_nf1_uyw_width_1183.png]

                     

                  
                  
                  
                  There are a number of online calculators available, which can help clients determine
                     their WRR, and a counselor should familiarize themselves with a few of them to
                     enable a recommendation.

                  
                  
                  

               
               

            
            
            
            
               
               
               Educate Client about Retirement Calculation Tools

               
               
               
               
                  
                  
                  Estimating how much you need to save for retirement and also knowing if you are on
                     track can be a daunting proposition. The AFC should be prepared to help demystify
                     this process for their clients.

                  
                  
                  
                  To make planning for retirement a bit easier, there are a number of retirement
                     calculation tools available online. Not all of these calculators use the same
                     factors in their calculations, so an AFC should familiarize themselves with a broad
                     selection of the tools, perhaps five to ten of them, so they understand not only how
                     the tools work, but also acquire a broad understanding of the different kinds
                     available. The counselor can then recommend two or three different calculators to
                     their clients, who can then select one to create a general estimate for their
                     retirement and savings needs.

                  
                  
                  
                  Typical inputs into the calculators include (note that AFCs cannot advise on tax
                     rate, inflation, or rate of return assumptions; the client will need to estimate
                     these or get advice from an investment professional):

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Current age.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Preferred/expected retirement age.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Social Security income.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Other sources of income (e.g., rental income, pension income).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Current savings rate (as percentage of income or dollar amount).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Amount already saved (dollar amount).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Estimated retirement income as a percentage of current income (i.e., the wage
                           replacement ratio, such as 80%).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Expected tax rate during retirement.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Inflation assumption/expectation.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Rate-of-return assumptions/expectations.

                        
                        

                     
                     

                  
                  
                  
                  The AFC should regularly review the calculators they might recommend to their
                     clients: they may be updated or altered in ways that make them more or less useful
                     or relevant to clients.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Explain Tax-Advantaged Retirement
               Accounts

            
            
            
            
               
               
               There are two broad categories of tax-advantaged retirement accounts: defined benefit
                  plans and defined contribution plans.

               
               
               
               Approximately half of American employers offer retirement plans to their employees.
                  For clients who are self-employed or whose employers do not
                     provide plans, it will be especially important to explain the retirement savings
                     options available. It is important to explain to clients that they are not
                  limited to a single type of retirement account, even if they use a plan offered
                  through their employer.

               
               
               
               Some key definitions that are important for discussions about retirement accounts
                  include:

               
               
               
               
                  
                  
                  	
                     
                     
                     Contribution:
                        A sum of money deposited into a retirement fund. Contributions can be pre-tax or after-tax, depending on the type of
                        retirement plan. 

                     

                  
                  
                  
                  	
                     
                     
                     Distribution:
                        Withdrawal of money from a retirement plan. If contributions were pre-tax, later distributions are taxable income. If
                        they were after-tax, then distributions are not taxable income.

                     

                  
                  

               
               
               

            
            
            
            
               
               
               Defined Benefit Plans

               
               
               
               
                  
                  
                  Defined benefit
                     plans, more commonly known as pensions, used to be the standard retirement plan in
                     America. Today, fewer companies offer pensions.

                  
                  
                  
                  Pensions provide a guaranteed, defined, monthly payment to the
                        recipients. These plans are typically funded by the employer and may or may not
                        require contributions from the employee. While it is possible that a
                     pension will be for a predetermined dollar amount, it is more likely that the amount
                     a retiree will receive is calculated based on the following factors:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Years of employment.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Average salary during a specific stretch of years (usually the last years
                           they worked) and a percentage. Therefore, the longer one works for the
                           employer, the higher the defined benefit will be at retirement.

                        
                        

                     
                     

                  
                  
                  
                  The monthly payments are taxable as income. A pension will pay out for the entirety
                     of the recipient’s retirement; as a result, the predetermined amount that will be
                     received monthly can make it easier to budget when the time comes.

                  
                  
                  
                  Unlike
                     other types of retirement plans, the employee does not take on the investment risk
                     (neither the gains nor losses)—that is the responsibility of the employer. One risk is that the organization could fail to fully fund the
                        plan (e.g., market losses, financial distress, out of business), but there is
                        coverage from the Pension Benefits Guarantee Corporation (PBGC). Because
                     the payments are fixed, inflation can have a negative impact on the spending power
                     of the pension, unless they are inflation-protected through cost-of-living
                     adjustments (COLA).

                  
                  
                  
                  Social Security is also a form of defined benefits plan in that the payments received
                     are based on income and how long the recipient has been paying into the program.

                  
                  
                  

               
               

            
            
            
            
               
               
               Defined Contribution Plans and IRAs

               
               
               
               
                  
                  
                  Here we discuss defined contribution plans and
                     individual retirement accounts (IRAs).

                  
                  
                  
                  A defined contribution plan is
                     defined as: A retirement savings plan where investment
                        contributions are made regularly by the employee, employer, or both, but the investment
                        risk
                        goes to the employee (both gains and losses).

                  
                  
                  
                  There are many different kinds of deferred contribution plans, but the best-known
                     type is the
                     401(k) (other types are addressed below). Contributions are made to an account that
                     is directly owned by the individual. Many employers contribute matching amounts to
                     their employees’ retirement accounts up to a certain amount that varies by employer
                     (ownership of this portion of the account will have vesting rules as discussed
                     elsewhere).

                  
                  
                  
                  A defined contribution plan is an investment account. This means,
                     unlike with a defined benefit plan (pension), distributions from a defined
                     contribution plan are not guaranteed. Instead, the amount of money an account holder
                     will have is determined by how much money is contributed, the timing of those
                     contributions, and how well the account performs. Many defined contribution plans
                     give the owner options in how the account funds are invested (the asset allocation).
                     Account owners select how their assets are invested, usually from a pre-defined list
                     of investment options chosen by the employer: various types of mutual funds or ETFs
                     (e.g., small-, mid-, or large-cap; growth, value; target date funds). While
                     financial counselors cannot help clients choose which options to invest in, they can
                     support clients by helping them understand the difference between each investment
                     option.

                  
                  
                  
                  An individual
                        retirement account (IRA) is defined as: An investment account that allows
                        individuals to save for retirement, with options for tax-deferred or tax-free growth.

                  
                  
                  
                  IRAs can be
                     opened through a bank, credit union, investment company, or brokerage firm. Anyone with earned income (or who is married to someone with
                        earned income in the case of spousal IRAs) can set up their own IRA. This
                        includes people who also have a defined contribution plan. Individuals can
                     have one or more IRAs, but the annual IRA contribution limit is for all
                     contributions to IRAs combined. For example, if a client has two IRAs and hits the
                     contribution limit when contributing to the first IRA, they will not be able to
                     contribute anything to the second IRA in that calendar year.

                  
                  
                  
                  IRAs come in two forms: traditional and Roth. Counselors need to be able to
                        explain to their clients what they are and how they work. 

                  
                  
                  
                  
                     
                     Traditional
                           IRA: 
                        A type of retirement
                           savings account available to anyone with earned income that allows individuals to
                           contribute
                           pre-tax income; contributions may be tax deductible in the year they are made. Withdrawals
                           are taxed as ordinary income in retirement.

                     

                  
                  
                  
                  
                     
                     Roth IRA: A type of retirement savings account available to
                           individuals with earned income (subject to income limits) that allows after-tax
                           contributions and has tax-free withdrawals of earnings in retirement.

                     

                  
                  
                  
                  Contributions to Roth IRAs are subject to specific thresholds based on income. A
                     counselor should be familiar with these thresholds, but it is generally outside of
                     the scope of an AFC’s area of expertise. Counselors should also
                        encourage clients with Roth IRAs to check their eligibility every year. It is
                        possible that they may become ineligible to make contributions if they receive a
                        raise or have a strong self-employed year.

                  
                  
                  
                  Those who fall within the “phase-out” income threshold (which can vary
                     based on how a client files their taxes and their income level) will need to
                     calculate their modified adjusted gross income. The IRS offers instructions for
                     this, and clients should also speak with their accountants to confirm
                     eligibility.

                  
                  
                  
                  If a client loses eligibility to make contributions to their Roth IRA,
                     it is important to point out that they have not lost their savings: they retain the
                     account and any earnings. They just cannot contribute any more to the account,
                     unless their income drops below the threshold.

                  
                  
                  
                  Clients should also be informed of the fact that non-Roth IRAs can be
                     converted into Roth IRAs. Clients interested in converting their traditional IRAs
                     into Roth IRAs should be referred to someone with expertise in these types of
                     conversions.

                  
                  
                  
                  Differences are shown in Exhibit 3-14. 

                  
                  
                  
                  
                     Exhibit 3-14: Traditional and Roth IRA Comparison
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Traditional IRA

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Roth IRA

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Contributions

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Can be tax deductible.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Eligibility based on income and access to
                                                employer plans.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Annual caps (can change).

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             
                                             After tax.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Eligibility based on income (phases out).

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Annual caps (can change).

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Distributions

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Taxed.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Tax-free.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Early withdrawals

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Taxed.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Possible; pre-59½, subject to 10% penalty unless already
                                                retired.

                                             

                                          
                                          
                                          	
                                             
                                             Other exceptions: disability, disaster recovery, medical expenses, terminal illness,
                                                education
                                                expenses, first-time homebuyer expenses.

                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Possible; pre-59½, subject to penalty and
                                                taxed.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Account has been open at least 5 years.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             Exceptions can include disability, disaster recovery, medical expenses, terminal illness,
                                                education expenses, first-time homebuyer expenses,
                                                and death (survivor can access account).

                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Required minimum distributions (RMDs)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       From age 73 (or at age 75 if born in 1960 or later).

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       No RMDs.

                                       
                                       
                                    

                                 
                              

                           

                        

                     
                  
                  
                  
                  Required minimum distributions
                        (RMDs) are defined as: The minimum amount that must be
                        withdrawn annually from certain retirement accounts once the account holder reaches
                        a
                        specific age, as mandated by tax law, in order to avoid a fifty percent excise tax.
                     RMDs are relevant to clients who have tax-deferred retirement
                        plans:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        The IRS requires owners of these plans to start distributions by the age of
                           73—this can change (in 2033, it will rise to 75).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Distributions are calculated based on the IRS’s life expectancy tables and
                           account balance. Tools for calculating the RMDs on a client’s accounts can
                           be found on the IRS’s website.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Roth IRAs are not subject to RMDs unless a beneficiary is receiving
                           distributions (because the original owner has passed away).

                        
                        

                     
                     

                  
                  
                  
                  Catch-up contributions are defined as
                     follows: Additional amounts individuals aged 50 or
                        older are allowed to contribute to retirement accounts, beyond the standard annual
                        limit, to
                        help boost retirement savings.
                     These are additional payments made to savings plans—employer plans
                        and IRAs—after the age of 50, on top of other allowed contributions, intended to
                        boost retirement financial security. As with general contributions, these are
                        capped every year, and the amount can vary, depending on IRS rules for the new
                        year.

                  
                  
                  
                  Exhibit 3-15 lists types of retirement
                     accounts.

                  
                  
                  
                  
                     Exhibit 3-15: Types of Retirement Plans
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Plan Type

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Details

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       401(k)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Most common retirement plan offered by
                                                employers.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Defined-contribution plan. Employer, employee, or both
                                                can contribute.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Offer variety of investment options.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Annual contribution limit.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Employers may offer traditional and/or Roth
                                                401(k) plan options.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Penalties for withdrawals before age 59½.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Required minimum distributions (RMDs) start at
                                                age 76.

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Simplified Employee Pension Plans (SEP), SIMPLE
                                          IRAs/401(k)s and Solo 401(k)s

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Options for smaller companies (fewer than 100
                                                employees) and/or self-employed individuals.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Each plan has its own contribution limits and
                                                guidelines.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Counselors working with clients who are employed
                                                by a small business that offers one of these
                                                plans, clients who run a small business, or
                                                clients who are self-employed are encouraged to
                                                research these plans more.

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       403(b)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Similar to 401(k), but with limited investment
                                                options (generally annuities and mutual
                                                funds).

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Available to employees of public schools, some
                                                tax-exempt organizations, and certain
                                                ministers.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Employer and employee can make pre- and/or
                                                post-tax contributions, depending on the plan.

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Thrift Savings Plan

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Similar to 401(k), but for employees of the federal
                                                government.

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Individual Retirement Account (IRA)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Individually owned retirement account.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Couples cannot share ownership of an IRA; only
                                                one person can own an IRA.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Annual contribution limits.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Penalties for early withdrawal before age
                                                59½.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             RMDs starting at age 76.

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Spousal IRA

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             A separate account for a low- or no-income spouse.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Only available to married individuals filing
                                                their taxes jointly.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Contributions can be made by spouse with earned
                                                income.

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                              

                           

                        

                     
                  
                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client on Other Sources of
               Retirement Income

            
            
            
            
               
               
               Once someone retires,
                  they will have to change their behavior and mindset from saving for retirement to
                  withdrawing money to fund their retirement. This area discusses
                     withdrawal considerations and other sources of income in retirement.

               
               

            
            
            
            
               
               
               Cash and Cash Equivalents

               
               
               
               
                  
                  
                  Because retired individuals rely on their savings, it is important that they have
                     sufficient liquid savings available to meet their current needs, as well as a robust
                     emergency fund. Many retirees make adjustments to their asset allocation by
                     increasing the portion of their portfolio invested in cash and cash equivalents to
                     ensure adequate availability of resources when needed (i.e., one year of living
                     expenses). This can also help retirees avoid selling other types of invested assets
                     when the market is down.

                  
                  

               
               

            
            
            
            
               
               
               Investment Withdrawals

               
               
               
               
                  
                  
                  Withdrawing from investments can be a very good source of
                     retirement income. It will, however, require the client to break with what will have
                     (hopefully) been a lifelong habit of leaving their investments alone. As part of
                     retirement planning, now that the client has reached retirement, they should feel
                     more comfortable withdrawing from their investments—this is, after all, what they
                     have been saving for.

                  
                  
                  
                  Planning withdrawals must be taken carefully and with due
                     consideration. The overall strategy should keep in mind the client’s expected
                     longevity, how much income they think they need or want, and inheritance wishes.

                  
                  
                  
                  One strategy that
                     can assist a client in supplementing their retirement income is by setting up
                     systematic withdrawal from a portfolio—this could be a fixed dollar amount or
                     percentage. A client could also alter or end their reinvestment
                        strategy and decide to start receiving dividends as income instead.

                  
                  
                  
                  A counselor can educate their clients on the importance of withdrawing
                     carefully and should refer clients to a financial professional to implement their
                     strategy.

                  
                  
                  
                  Clients who have spent a lifetime saving for retirement can struggle with the
                     transition from saving to spending down their retirement assets. Financial counselors can help clients with this struggle by reminding them that
                        this is the purpose of these funds. They can help the client with brainstorming
                        strategies that may help clients feel more comfortable spending the money they
                        have saved. Examples include: 

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Turning savings into income (usually via annuities)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Making flexible budgets (so more money is budgeted in years when the market
                           is up and less when the market is down)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Increasing cash savings

                        
                        

                     
                     

                  
                  
                  
                  Retirement withdrawal strategies help clients ensure their savings last through
                     retirement. While financial counselors cannot recommend a specific withdrawal
                     strategy, they can explain common strategies, including:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              The 4% rule:
                              
                           A
                              withdrawal guideline in which retirees withdraw 4% of their retirement
                              account balance in the first year of retirement and then withdraw the
                              same amount, adjusted for inflation, each year.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              RMDs:
                              
                           A retiree
                              can take the required minimum distributions (RMDs).
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Systematic withdrawals:
                              
                           A
                              systematic withdrawal plan is a feature of some retirement accounts that
                              allows fixed withdrawals on a regular schedule.
                           

                        
                        

                     
                     

                  
                  
                  
                  If a client would like more information on any of the above, including information
                     on
                     tax implications, they should be referred to an appropriate financial
                     professional.

                  
                  
                  

               
               

            
            
            
            
               
               
               Employment 

               
               
               
               
                  
                  
                  Once someone is retired, they are not precluded from taking employment. A counselor
                     should definitely be prepared to discuss how employment post-retirement can help
                     clients meet their financial goals.

                  
                  
                  
                  The AARP has noted that more than half of Americans plan to keep working in some
                     capacity after they retire and offers many resources for finding work late in life.
                     The wish to continue working can be based on any number of reasons: insufficient
                     retirement savings, supplementing retirement savings to attain a better quality of
                     life, keeping active, and some enjoy working. Post-retirement jobs
                        can be full- or part-time, depending on how much time the retiree wants or needs
                        to spend working and enjoying their retirement.

                  
                  
                  
                  A counselor should be prepared to educate their clients on
                     how employment after retirement (full- and/or part-time) can reduce the amount of
                     retirement savings they need. Some clients may be resistant to the possibility of
                     post-retirement employment, even if they do not have sufficient savings to meet
                     their needs. This can be a delicate conversation, but the AFC should be prepared to
                     outline for the client how employment can help them meet their needs. At the same
                     time, the counselor should educate their clients about the challenges and
                     considerations for people seeking employment during retirement.

                  
                  
                  
                  Any employment income will be taxed as it would be prior to retirement. Employment
                     income for clients who are receiving Social Security (SS) benefits may result in
                     these SS benefits being reduced.

                  
                  
                  

               
               

            
            
            
            
               
               
               Social Security

               
               
               
               
                  
                  
                  Social Security is defined as: A federal program that provides monthly income to
                        eligible retirees, people with disabilities, and surviving family members of deceased
                        workers, funded through payroll taxes. An AFC should be prepared to educate their clients on
                        Social Security benefits and eligibility criteria.

                  
                  
                  
                  Approximately 90% of Americans are covered by Social Security, and for many lower-income
                     people
                     in America, it can be a significant source of retirement income. For higher-income earners, Social Security benefits will replace a smaller
                        percentage of income.

                  
                  
                  
                  Social Security has a lot of similarities to a defined benefit
                        plan (pension). Social Security gives eligible retirees a set amount of income
                        every month. Social Security payments are subject to periodic inflation
                     adjustments, providing some protection against some cost-of-living increases.

                  
                  
                  
                  To be eligible to collect Social Security benefits—including
                     retirement, survivor, and/or disability—an individual has to earn a certain number
                     of Social Security credits,
                     which are defined as: Credits earned by paying into the Social
                        Security system through payroll taxes, typically awarded quarterly, and used to determine
                        eligibility for Social Security benefits. Social Security benefits are earned through payroll taxes (Federal Insurance
                     Contributions Act (FICA) taxes) or self-employment taxes. A counselor should be
                     prepared to explain the Social Security credit (SS credit) system to their
                     clients:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        SS credits (also called qualifying quarters (QC)) are how Social Security
                           represents a unit of work to determine benefits. Up to four SS credits can
                           be earned per year.

                        
                        

                     
                     
                     
                     	
                        
                        
                        The required minimum amount of income to earn each SS credit varies by year;
                           a financial counselor should refer to SSA.gov to find a given year’s income
                           requirements. Note that the minimum income requirement per credit (and four
                           times this minimum to get all four credits) can be satisfied at any point
                           during the year; it is not tied to a given quarter.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Credits are accumulated over the course of someone’s entire working life and
                           can be earned non-consecutively.

                        
                        

                     
                     
                     
                     	
                        
                        
                        To be eligible for Social Security benefits at retirement, a client will need
                           40 credits, the equivalent of 10 years of work.

                        
                        

                     
                     
                     
                     	
                        
                        
                        The amount of Social Security retirement benefit that a client will receive
                           is based on the average of their highest 35 years of income.

                        
                        

                     
                     

                  
                  
                  
                  A counselor should stress the importance of keeping an eye on a
                     client’s Social Security records. Each year, the client should check their records
                     to ensure that they are accumulating the correct number of Social Security credits
                     based on their accurate earnings.

                  
                  
                  
                  Everyone who pays into Social Security can check, at any time, whether
                     they are eligible for Social Security and how much they might receive at retirement
                     through their Social Security account, which is available on the Social Security
                     government-run website (SSA.gov). Counselors do not have access to these accounts
                     and are not legally allowed to access the account even with client permission, but
                     they may need to walk their clients through the process of creating and accessing
                     a
                     Social Security online account and educating clients on how to check this account
                     periodically. 

                  
                  
                  
                  One of the most important decisions someone will make is when to start
                     receiving Social Security benefits. This decision will impact a person’s benefit for
                     the rest of their lives, so it should be made with care. A counselor can educate
                     their clients about the impacts of early retirement and/or waiting to claim Social
                     Security benefits, but the decision must be entirely up to the client.

                  
                  
                  
                  
                     Assuming the client has reached the 40 credit requirement, there
                        are three common options as shown in Exhibit 3-16.
                     

                  
                  
                  
                  
                     Exhibit 3-16: Starting SS Benefits at Different Ages
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Age

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Impact

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Age 62

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       A client can start receiving Social
                                             Security benefits at age 62, but their monthly
                                             benefit amount will be significantly lower than if
                                             they wait until their full retirement age or even to
                                             age 70. Claiming benefits at age 62 results in
                                          a permanent reduction of their benefit amount. 

                                       
                                       
                                       
                                       A client’s Social Security benefits will be reduced prior
                                          to reaching full retirement age (FRA) if they have
                                          earned income over a certain limit after starting to
                                          claim SS benefits.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Full retirement age (FRA)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       The full retirement age is client dependent, but it
                                          ranges from 66 to 67 depending on birth year. At full
                                          retirement age, the retiree will receive the full,
                                          unreduced Social Security retirement benefit.

                                       
                                       
                                       
                                       Once a person has reached FRA, additional income no
                                          longer impacts SS benefits. If their benefits were
                                          reduced due to earned income prior to reaching FRA, they
                                          will receive a small increase in their SS benefits at
                                          FRA.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       FRA to age 70

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       For each year a client delays taking benefits beyond
                                          their FRA, their benefit will increase by a set
                                          percentage, up to age 70. Waiting
                                             beyond age 70 will not increase a client’s
                                             benefits.

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  Because Social Security benefits do not start automatically, the counselor should
                     inform clients that they will have to apply three months prior to when they want to
                     start receiving the benefits.

                  
                  
                  
                  In addition to retirement benefits, Social Security also provides disability benefits and survivor benefits.

                  
                  
                  
                  
                     
                     Disability benefits: 
                        Monthly payments provided by the Social Security
                           Administration to individuals who are unable to work due to a qualifying disability
                           and have
                           met the required work history and credit requirements.

                     

                  
                  
                  
                  
                     
                     Survivor benefits: 
                        Financial support paid to eligible family members
                           after the death of a worker, often provided through programs like Social Security
                           or
                           employer-sponsored benefits.

                     

                  
                  
                  
                  Survivor benefits are a continuation of payments made to eligible survivors after
                     the household’s main earner dies. Usually, this will be 50 to 100% of the original
                     benefit. There is also a one-time lump-sum benefit offered to eligible survivors of
                     a deceased worker.

                  
                  
                  
                  Recipients of survivor benefits can include:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        A spouse who must generally be 60 years or older (50 years or older if
                           disabled) and who was married to the deceased for at least 9 months before
                           the person’s death and cannot have remarried before age 60 (or age 50 if
                           disabled).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Children 17 and under, and 18-19 if in full-time education.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Adult disabled children who were disabled prior to age 22 and are
                           unmarried.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Dependent parents who are at least age 62, received at least half of their
                           support from the deceased child, and have not remarried since the deceased
                           child’s date of death.

                        
                        

                     
                     

                  
                  
                  
                  As with disability benefits, the number of credits needed to receive
                     survivor benefits depends on the age of the decedent. The amount is based on the
                     decedent’s retirement benefits and any disability benefits they were receiving. In
                     the case of a surviving spouse, if the surviving spouse waits to apply, their
                     benefit amount can increase until they reach FRA or age 70, much as though it is
                     their own Social Security benefit. There is no benefit for other survivors listed
                     above to wait to make a claim.

                  
                  
                  
                  Some Americans may also be eligible for Supplemental Security Income
                        (SSI), which is defined as: A federal program that provides
                        monthly financial assistance to individuals who are aged, blind, or disabled, and
                        have
                        limited income and resources.
                     SSI is offered to older adults with little or no income or
                        financial resources, as well as younger people with disabilities. The Social
                        Security Administration’s website has a calculator for assessing whether someone
                        is eligible for SSI.

                  
                  
                  

               
               

            
            
            
            
               
               
               Annuities

               
               
               
               
                  
                  
                  An annuity is defined as: A financial product that provides a series of payments made
                        at equal intervals. An annuity is a type of insurance that can help provide a person with a
                     consistent, guaranteed income stream, usually paid monthly. An annuity can be
                     purchased at any time, including after retirement, in order to supplement income.
                     The person who purchases and is covered by the annuity is
                        called the annuitant.

                  
                  
                  
                  Like other forms of insurance, the purchaser of the annuity will pay a premium,
                     which can vary depending on a number of factors:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        The type of annuity.

                        
                        

                     
                     
                     
                     	
                        
                        
                        The desired amount of income.

                        
                        

                     
                     
                     
                     	
                        
                        
                        The purchaser’s age and sex.

                        
                        

                     
                     
                     
                     	
                        
                        
                        The interest rate at the time of purchase.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Any riders/adjustments made to an annuity.

                        
                        

                     
                     

                  
                  
                  
                  Additional costs that might apply to an annuity include commission fees
                     (paid to the individual or institution that sells the annuity) and also
                     administrative fees.

                  
                  
                  
                  Annuities provide protection against specific risks:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Longevity
                              risk. Annuities provide protection against longevity risk, which is
                           the possibility of outliving retirement savings. However, most annuities are
                           not inflation protected so the value of the payment diminishes over
                           time.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Investment risk. An annuity can protect a retiree against losses due
                           to low or negative investment returns since the annuity is a steady and
                           predictable stream of income. The tradeoff is that they also limit the
                           upside benefit that may have been possible if the funds had instead been
                           invested.

                        
                        

                     
                     

                  
                  
                  
                  Annuities can come in a variety of forms and, like other types of
                     insurance, can be personalized with riders or other adjustments. An AFC should be
                     prepared to refer a client to an insurance or investment professional if they are
                     interested in annuities as a potential retirement option.

                  
                  

               
               

            
            
            
            
               
               
               Reverse Mortgages

               
               
               
               
                  
                  
                  A reverse mortgage, also known as a home
                     equity conversion mortgage (HECM), is defined as: A loan available to homeowners, usually age 62 or
                        older, allowing them to convert part of their home’s equity into cash without selling
                        the
                        property, with repayment due when they move or pass away. A reverse mortgage is a type of loan that can provide a
                        form of retirement income.

                  
                  
                  
                  In order to receive a reverse mortgage, there are certain requirements:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Recipient must be at least 62 years old.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Recipient must have significant equity in their home or own it outright.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Home must be the recipient’s principal residence.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Recipient must be financially able to pay property expenses (e.g., taxes,
                           maintenance, insurance).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Recipient cannot be delinquent on any federal debt (including student
                           loans).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Recipient must meet with a HUD-approved reverse mortgage counselor.

                        
                        

                     
                     

                  
                  
                  
                  A reverse mortgage works by turning home equity into a loan. This loan
                     can be issued as a lump sum, as a series of regular payments (most often monthly),
                     or as a line of credit. The debt accumulates over time, but it does not have to be
                     paid back until either the borrower dies or sells the home. If any of the
                     requirements of the reverse mortgage are no longer met—for example, the homeowner
                     is
                     unable to maintain the property and/or moves to a different residence—the loan comes
                     due. If the property sells for more than the loan’s amount, then the balance goes
                     to
                     the seller (whether the original loan recipient or their survivors). 

                  
                  
                  
                  Because it is a loan, the regular payments are not taxed and do not count as income
                     for means-tested benefits programs, but these funds may nevertheless impact benefit
                     program eligibility (i.e., for Medicaid). If the proceeds from a reverse mortgage
                     are saved or are received as a lump sum, then a program’s asset limits or resource
                     limits could be impacted.

                  
                  
                  
                  Reverse mortgages are not without risks:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        They can be expensive—with high interest rates and closing costs, the amount
                           due can become cost-prohibitive.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Missing payments (insurance, taxes, etc.) can result in foreclosure.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Failure to maintain the property properly can also result in foreclosure.

                        
                        

                     
                     

                  
                  
                  
                  Counselors should highlight to clients the requirement to meet with
                     HUD-approved reverse mortgage counselors and can assist them in finding an
                     appropriate professional for their situation.

                  
                  
                  

               
               

            
            

         
         
         
         
            
            
            
               Assist Retired/Near-Retired Client to Ready
                  for Retirement 
               

            
            
            
            
               
               
               Clients will
                  have to adjust their thinking as they near or enter retirement. Many decisions they have made in the past will need to be revisited. Depending
                     on the client’s individual circumstances, some habits may need to change.
                     Hopefully, the client’s financial planning up to this point will make this
                     period of life transition relatively easy and smooth, but that does not mean a
                     counselor cannot still provide support. There are still decisions to make
                  and important actions to take, including:

               
               
               
               
                  
                  
                  	
                     
                     
                     Medicare enrollment.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Adjusting spending plans for retirement.

                     
                     

                  
                  

               
               
               

            
            
            
            
               
               
               When and How to Enroll in Medicare and More

               
               
               
               
                  
                  
                  Medicare is defined as: A federal health insurance program primarily for individuals
                        aged 65 and older, and for certain younger individuals with disabilities or specific
                        medical
                        conditions. Medicare is generally available to all Americans and permanent residents when
                     they reach age 65. There is some coverage for Americans younger than 65 with
                     disabilities. Counselors should be prepared to inform and educate
                        clients about the enrollment process. Enrollment takes place online via the
                     Medicare.gov website.

                  
                  
                  
                  A client’s decision of when to enroll in Medicare is based on answers to some
                     questions:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Is the client almost 65? The Medicare Parts A and B initial enrollment period
                           (IEP) begins three months before turning 65. This is a seven-month time span
                           that lasts until the end of the third month after turning 65. Most eligible
                           persons are expected to enroll in Medicare Parts A and B during the IEP.
                           Failure to do so can subject a client to a late enrollment penalty for Part
                           B. The penalty takes the form of a permanent increase to their premium.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Does the client still have employment-based health insurance? If yes, the
                           client may want to postpone enrollment and can delay enrolling in Medicare
                           Part B without a penalty so long as they use the special enrollment period
                           (SEP) that starts when employment ends and lasts eight months. If the
                           employer has less than 20 employees, then Medicare becomes their primary
                           insurance, and they can use the IEP to avoid coverage gaps.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Is the client already receiving Social Security or railroad retirement
                           benefits? If so, they will automatically be enrolled in Parts A and B when
                           they turn 65.

                        
                        

                     
                     

                  
                  
                  
                  Coverage always begins on the first of a month—either the month the
                     client turns 65, or the first of the next month. Clients should be pointed to the
                     Medicare and/or Social Security websites to learn their exact initial enrollment
                     period dates.

                  
                  
                  
                  State Health Insurance
                        Assistance Program (SHIP) is defined as: A federally funded,
                        state-run program that offers free counseling to Medicare beneficiaries, their families,
                        and
                        caregivers to help them understand and navigate their health insurance options.
                     

                  
                  
                  
                  If a client has
                     employer-provided health insurance, they should seek assistance from a SHIP advisor
                     to learn more about enrollment and eligibility for Medicare. These
                        are professionals and volunteers specially trained to provide people with local,
                        in-depth, and unbiased counseling and education related to Medicare eligibility,
                        enrollment, and coverage. If a client needs the assistance of a SHIP advisor,
                        AFCs should direct them to the shiphelp.org website, which has a “SHIP locator”
                        tool that can give the client information about SHIP advisors in their
                        state.

                  
                  
                  
                  There are certain other circumstances that can extend or alter a
                     client’s initial enrollment period, and whether or not they will have to pay a
                     penalty, including:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Natural disasters and emergencies.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Inaccurate or misleading information was received.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Incarceration.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Working or serving overseas.

                        
                        

                     
                     

                  
                  
                  
                  There is a guide in the Additional Resources that counselors can use to help with
                     Medicare enrollment.

                  
                  
                  

               
               

            
            
            
            
               
               
               Assist Client to Adjust Spending Plan
                  for Retirement

               
               
               
               
                  
                  
                  An AFC
                        will need to be able to assist their clients in bringing all of this retirement
                        planning information together into a workable retirement budget. There is
                     no one-size-fits-all retirement budget. Everyone’s needs are different, just as how
                     they envision their retirement is different.

                  
                  
                  
                  The way a client envisions their retirement can change throughout their
                     lives, including after retirement. A counselor should be prepared to check in with
                     their clients about retirement, to discuss any changes to their plans and hopes, and
                     help them assess if they are on track or able to live their preferred retirement
                     lifestyle.

                  
                  
                  
                  
                     A counselor should check in with their clients about their
                        evolving retirement plans to see if any changes have arisen. Three common areas
                        of change include:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Travel. Does the client envision increasing the amount of travel they
                           do during their retirement? If so, the clients will need to assess how much
                           they will need to go on their trips and vacations, without neglecting their
                           expenses at home.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Hobbies. Does the client envision either taking up new hobbies or
                           spending more time on existing hobbies during retirement? If so, how much
                           will the client need to pursue this hobby? Hobbies can vary wildly in cost,
                           so it can help if a counselor educates their client about how increased
                           hobby costs can fit within their retirement budget.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Entertainment. Does the client envision spending more time dining out,
                           going to the theatre or movies, and other entertainment options? With more
                           free time, it is normal for people to want to go out more, so an increased
                           entertainment budget will be an important consideration. Of course, not all
                           entertainment involves going out; some retirees may wish to entertain more
                           at their home, or do more home cooking, which may be cheaper than going out,
                           but will still need to be incorporated into a budget.

                        
                        

                     
                     

                  
                  
                  
                  Sometimes, a client’s desired retirement lifestyle may not be adequately reflected
                     in
                     their level of savings. It is possible that inadequately planning for retirement
                     might result in a client outliving their savings and running out of money. Sometimes
                     life events can raise obstacles to attaining the level of savings needed to live the
                     desired retirement lifestyle. In other cases, a client will have investments for
                     retirement that have lost value in the market. In such cases, a
                        counselor can discuss options with their client that might help them still live
                        an approximate version of their preferred retirement: 

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Delay retirement. If insufficient savings have been accumulated, it
                           might be necessary to continue working after the age the client wants to
                           retire in order to build up savings and delay drawing down their
                           savings.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Downsize. To live within their means, and still engage in the
                           activities (travel, hobbies, etc.) that they want to during retirement,
                           clients could consider moving into a smaller and cheaper home; this could
                           provide a boost to available funds and also lower ongoing costs (taxes,
                           maintenance, utilities, and so forth).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Relocate. Moving somewhere with a lower cost-of-living may be
                           necessary to make retirement savings stretch as needed. This can cause
                           considerable emotional strain if retirees have to move away from their
                           family and friends.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Temporarily adjust retirement budget. If a client’s retirement savings
                           are in the form of investments, there may be times when the market value of
                           these investments is low. Clients may want to adjust their spending downward
                           in these times so that they do not spend too high a percentage of their
                           total retirement savings in these years, or it could impact the savings left
                           for their remaining retirement years. If the market recovers, the client
                           could revert to their prior retirement budget.

                        
                        

                     
                     

                  
                  
                  
                  Of course, not all of these might be viewed as negatives by a
                        client. Because every client’s preferred retirement lifestyle will be
                     different and specific to them, some of these options may be part of their planned
                     retirement. For example, some may want to continue working in order to stay active,
                     and for some, the idea of downsizing and/or relocating is exactly what they want
                     after they retire. It is important to work with the client to
                        identify their specific goals and the potential challenges or obstacles to
                        achieving them.

                  
                  
                  
                  As with all stages of financial planning, it is important to revisit
                     and reassess plans that have been made. A counselor can work with a client to make
                     adjustments in the lead-up to retirement, and also over the course of their
                     retirement years, to ensure that their plans adequately match their means with their
                     needs.

                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Educate Client on Estate Planning

         
         
         
         
            
            
            Up to this point, a client’s financial planning decisions have been focused on their
               needs and goals during their lifetime. However, financial planning should not end
               there. Indeed, fewer than half of Americans have done much (if
                  any) estate planning or planning related to end-of-life decisions.

            
            

         
         
         
         
         
            
            
            Educate Client on Estate and
               End-of-Life Planning

            
            
            
            
               
               
               A counselor’s role
                  in a client’s estate planning is to educate clients about the process and
                  terminology of estate planning. The creation of legal documents and the development
                  of tax strategies should be done with the help of a professional, often an attorney
                  or CPA. The education that a counselor provides can prepare their
                     clients to meet with these professionals with a preliminary understanding of the
                     tools, terminology, and concepts of estate planning.

               
               
               
               Estate planning refers to the specific arrangements that everyone should make to
                  prepare for the administration and distribution of assets upon their death. This part of financial planning does not necessarily have to be a
                     difficult process, but it can be complex depending on a client’s assets and
                     situation.

               
               
               
               Counselors need to be able to educate their clients on the following
                  core concepts of estate planning:

               
               
               
               
                  
                  
                  	
                     
                     
                     Wills and trusts.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Advance directives.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Power of attorney.

                     
                     

                  
                  
                  
                  	
                     
                     
                     When and how to seek legal assistance.

                     
                     

                  
                  

               
               
               
               While many people think of estate planning as something to do during or near
                  retirement, the uncertainties of life mean that we should actually be thinking about
                  and acting on this far sooner.

               
               
               
               Catastrophe and tragedy can befall anyone at any time. Putting in place
                  mechanisms and instructions for what one wants to happen in worst case scenarios is
                  therefore a responsible part of life planning; it can help surviving family members
                  (including spouse, children, parents, siblings) navigate what has to be done if
                  someone becomes incapacitated or dies, such as administering and distributing their
                  assets.

               
               
               
               The counselor
                  should start by interviewing the client in order to discover their estate planning
                  and end-of-life planning needs. If a client is resistant to having these
                  discussions, a counselor should be prepared to provide information and educate on
                  the importance of the subject when the client is ready. Counselors
                     should be cautious not to make a resistant client feel judged, but can tactfully
                     introduce estate planning at various points in the counseling process to help
                     the client identify areas for consideration. Empathy is important here, as
                  it is a sensitive and delicate subject. It may help to encourage
                     clients to discuss the subject with their spouse and family members; this can
                     help clients identify areas that need attention (creating a will, for example,
                     or identifying beneficiaries) and also make them more generally comfortable
                     discussing the topic.

               
               
               
               The counselor’s role is to educate their client by identifying and
                  explaining the key concepts and tools of estate planning. All actual estate planning
                  must be done with the help of a professional specialized in estate planning (an
                  attorney or CPA).

               
               
               
               First, some key terminology that clients will encounter throughout the estate
                  planning process:

               
               
               
               
                  
                  
                  	
                     
                     
                     Decedent: The person who has died.

                     

                  
                  
                  
                  	
                     
                     
                     Beneficiary: An individual or entity designated in a will, trust, or
                           insurance policy to receive assets, benefits, or insurance payouts from a financial
                           account
                           or policy.

                     

                  
                  
                  
                  	
                     
                     
                     Executor: The person legally appointed to manage and settle the estate
                           of someone who has died, according to the terms of the decedent’s will or as appointed
                           by a
                           probate court if  an executor is not named by the decedent or the chosen executor
                           declines
                           the role.
                        

                     

                  
                  
                  
                  	
                     
                     
                     Guardian: A person who is legally named in a will to care for
                           surviving minor children.

                     

                  
                  
                  
                  	
                     
                     
                     Will: A legal document that outlines how a person’s assets should be
                           distributed after death.

                     

                  
                  
                  
                  	
                     
                     
                     Trust: A legal arrangement where assets are held by one party, the
                           trustee, for the benefit of another party, the beneficiary. The person who creates
                           this
                           legal arrangement is the grantor.

                     

                  
                  
                  
                  	
                     
                     
                     Power of attorney (POA):
                           A legal document that grants one individual the
                           authority to act on behalf of another in specified legal, financial, or healthcare
                           matters.

                     
                     

                  
                  

               
               
               

            
            
            
            
               
               
               Estate Planning

               
               
               
               
                  
                  
                  An estate plan is, effectively, the full range of tools and processes that a client
                     has created (or purchased) to manage their affairs in the case of incapacity and/or
                     death. As has been noted, many people put this off, either because they think it is
                     too early to think about the end or because they find it uncomfortable. Indeed, it
                     is a delicate subject because it involves a number of sensitive topics: death,
                     money, and future responsibilities. Some clients may also believe they do not have
                     time to get it done, or they think it is too expensive to do it now.

                  
                  
                  
                  These are all reasonable positions for clients to have, and a counselor should
                     approach the subject carefully.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Positive framing. The counselor should find a way to frame it as a
                           positive activity; for example, that estate planning can help others during
                           a very difficult time, avoid misunderstandings, reduce legal complications,
                           and provide peace of mind to all involved.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Patience. The counselor should be patient with clients who are
                           resistant to estate planning and not put themselves in a position where they
                           come across as remonstrating their clients.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Affirmation. The counselor should provide affirmation that any steps
                           that move toward estate planning are positive and that these tools and
                           decisions are about protecting their survivors.

                        
                        

                     
                     

                  
                  
                  
                  Keeping these considerations in mind, a financial counselor should take the
                     opportunity to educate their clients about the value and importance of estate
                     planning, and when they should start. Ideally, people would start estate planning
                     when they are legally an adult. Young adults are not immune to accidents and/or
                     death. At a minimum, young adults should consider a health care proxy once they
                     reach 18. A health care proxy is defined as
                     follows: A legal document that allows a person to appoint
                        someone else to make medical decisions on their behalf if they become unable to do
                        so. If clients are resistant to doing this, the counselor should stress that, for
                     financial reasons, an estate plan is important to create when someone else becomes
                     financially dependent on the client (for example, after they have a child).

                  
                  
                  
                  While many of the components of an estate plan require professional or legal
                     assistance, a counselor can nevertheless provide much of the education a client
                     needs in order to understand the components of an estate plan and why they are an
                     important part of overall financial planning.

                  
                  
                  
                  The counselor should also explain to their clients that estate planning is not a
                     one-and-done exercise, and the importance of revising and updating existing plans
                     at
                     important life stages, such as:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Getting married.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Getting divorced.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Having children (should be updated after the birth of each child).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Getting re-married.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Buying a first home.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Retiring.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Becoming ill or disabled.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Enlisting in the military.

                        
                        

                     
                     

                  
                  
                  
                  This review should assess the client’s existing estate plan and its individual
                     components to surface any changes that might be relevant to changes in their life
                     and financial circumstances.

                  
                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client on Estate Planning
               Process and Tools 

            
            
            
            
               
               
               Before estate planning,
                  clients will need to learn what the process actually involves and the tools
                  available to them to ensure their assets, after death, are transferred to their
                  designated heirs. In all cases, a counselor’s responsibility is to
                     educate only. Estate planning should always be done with the assistance of
                  a relevant professional, either an attorney or CPA. By providing
                     this information, though, a counselor can help prepare a client for when they
                     execute their estate plan. 

               
               
               
               Primary estate planning processes and tools include:

               
               
               
               
                  
                  
                  	
                     
                     
                     Wills

                     
                     

                  
                  
                  
                  	
                     
                     
                     Probate

                     
                     

                  
                  
                  
                  	
                     
                     
                     Life insurance

                     
                     

                  
                  
                  
                  	
                     
                     
                     Beneficiary designation

                     
                     

                  
                  
                  
                  	
                     
                     
                     Trusts

                     
                     

                  
                  
                  
                  	
                     
                     
                     Gifts

                     
                     

                  
                  

               
               
               
               Any account with a
                  beneficiary designation will direct the funds to that beneficiary, regardless of
                  anything stated in a will or a trust. 

               
               
               

            
            
            
            
               
               
               Wills

               
               
               
               
                  
                  
                  Probably the best-known tool for estate planning is a will, defined as: A legal document that outlines how a person’s assets should be
                        distributed after death.

                  
                  
                  
                  A will is an extremely important part of estate planning, and clients should be
                     encouraged not to put off getting one drawn up with the help of an attorney who
                     specializes in estate planning. Counselors should recommend to any client over the
                     age of 18 that they get a will created. Even if they do not have dependents (a
                     spouse, children), a will can provide instructions for remaining survivors so they
                     know the decedent’s wishes.

                  
                  
                  
                  A will needs to be a comprehensive legal document that clearly expresses the person’s
                     wishes and instructions. Wills typically include a variety of pieces of information,
                     as shown in Exhibit 3-17.

                  
                  
                  
                  
                     Exhibit 3-17: Contents of a Will
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Element

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Description

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Testator

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       The person whose will it is.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Executor

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       The testator’s personal representative; identifies and
                                          executes the wishes as outlined in the will; often an
                                          accountant, an attorney, or a family member/person of
                                          trust.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Debts and Taxes

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       A clause that identifies and directs the payment of any
                                          outstanding debts and taxes; these must be paid before
                                          any assets can be distributed to heirs.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Property

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       The assets to be distributed upon the death of the
                                          testator.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Beneficiary

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       The recipients of the willed assets (the decedent’s
                                          heirs).

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Guardian

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       If a decedent leaves behind children, a will can also
                                          designate a guardian who will take on the responsibility
                                          of caring for them.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Codicil

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       A legal document used to make minor changes to an existing
                                             will.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Residuary
                                             clauses

                                       
                                       
                                    
                                    
                                    	Provisions in a will that dictate how to address
                                          property not identified in an existing will, often added as codicils.
                                    

                                 
                              

                           

                        

                     
                  
                  
                  
                  In order for a will to be considered valid, it must be signed in front
                     of witnesses who must also sign the document. A properly validated will is less
                     likely to be contested. One exception may be a holographic will, which is a
                     handwritten will signed by the person making the will. The key requirement for a
                     holographic will is that it must be entirely handwritten and signed by the testator
                     (the person making the will). Unlike a traditional will, which often requires the
                     signatures of witnesses, holographic wills are valid even if they are not witnessed.
                     If a holographic will is recognized by the client’s state of residence, this type
                     of
                     will can be a great start for a client who is not yet ready to involve an attorney
                     or who is not yet in a financial position to pay for a legally drafted will.

                  
                  
                  
                  After it has been drawn up, a will should be kept in a safe, fire-proof
                     location, and one that the executor has access to. If the executor is an accountant
                     or attorney, they may keep it in a locked storage in their office.

                  
                  
                  
                  Different states have their own rules regarding wills and inheritance. Therefore,
                     a
                     counselor should explain to a client who relocates to a different state that they
                     may need to update or alter their will to reflect the laws and regulations of their
                     new home state. The counselor should suggest meeting with an
                        attorney to ensure that an existing will is in compliance with local laws and
                        make any changes as necessary.

                  
                  
                  
                  A will should also be periodically reviewed and updated to reflect a client’s
                     changing life situation, for example, if they get married, divorced, re-married,
                     have children, and so forth. Certain changes can be added in the
                        form of a codicil, but for major changes, it might be better to draw up an
                        entirely new will (again, with the help of a professional).

                  
                  
                  
                  Intestate is defined as: The condition in which a person dies without a valid
                        will.

                  
                  
                  
                  What happens to a client’s assets if they die intestate? In this circumstance, the
                     administration and distribution of a person’s assets fall under state law. Every
                     state has its own laws governing intestate situations.

                  
                  
                  

               
               

            
            
            
            
               
               
               Probate

               
               
               
               
                  
                  
                  Approximately a
                        third of Americans have experienced some form of conflict related to the
                        execution of a will or trust, or the lack thereof. After a death, the
                     decedent’s estate typically has to go through probate, which is defined as: The legal process through which a deceased person’s estate is
                        administered, including validating a will, settling debts, and distributing remaining
                        assets.

                  
                  
                  
                  In terms of debt, there are a
                     variety of situations in which a decedent’s debts outlive them, and it is the
                     executor’s responsibility to fulfill any relevant debt obligations, including final
                     taxes. In the case of other debts, it will depend on who is
                        legally the debtor: 

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Co-signed loans: the surviving co-signer becomes responsible for the debt
                           (e.g., mortgage, car payments).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Co-owned credit cards: the surviving cardholder becomes responsible for the
                           debt.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Community property: in states with community property laws, a spouse is
                           responsible for existing debts.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Independently-held debt: creditors can try to claim against a debtor’s estate
                           during probate; this includes private student loans and medical debts.

                        
                        

                     
                     

                  
                  
                  
                  Estate planning tools can ensure asset transfers bypass probate. However, many
                     estates still go through probate. Probate is a public record. Any client wishing to
                     bypass probate should consult with an attorney specializing in estate planning.

                  
                  
                  
                  If a will exists,
                     probate confirms and acts upon the wishes of the deceased, as well as providing an
                     opportunity to settle any challenges or disputes, should there be any. Probate also
                     allows for real property assets, like vehicles or real estate, to be re-titled in
                     the name of the beneficiary.

                  
                  
                  
                  Probate can be expensive and slow. For example, there are multiple fees
                     that need to be covered (legal, executor, and court costs). If a will is complex or
                     if there are challenges to the will, the process can be drawn out and end up costing
                     even more.

                  
                  
                  
                  As has already been
                     indicated, there are some assets that are non-probate assets, which are defined as: Assets that pass directly to a beneficiary upon
                        the owner’s death without going through the probate process. These are assets that will be distributed automatically according to a contract.
                     The most common forms of non-probate assets are life
                        insurance, investment accounts, and payable on death accounts, but another type
                        is JTWROS:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Payable on death (POD) is defined
                           as: A designation on a bank account that allows the
                              funds to transfer directly to a named beneficiary when the account holder dies, avoiding
                              probate.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Joint Tenancy
                              with Right of Survivorship (JTWROS) is defined as: A form of shared
                              property ownership or insurance contract that allows one owner’s share to automatically
                              pass
                              to the surviving owner(s) after they die. This contract has two or more individuals who are equal owners of a
                           property (e.g., a home and/or insurance contracts), and all named owners
                           have an equal right of survivorship. This is a common arrangement between
                           spouses.

                        
                        

                     
                     

                  
                  
                  
                  Depending on state laws, a spouse often has a legal right to their partner’s estate
                     (clients should be reminded to always check their home state’s particular laws and
                     regulations); the same is not always true for unmarried couples. When preparing their estate plan, clients who are part of an unmarried couple
                        should be advised to seek additional legal advice about who is entitled to what
                        based on different states’ inheritance laws.

                  
                  
                  

               
               

            
            
            
            
               
               
               Life Insurance

               
               
               
               
                  
                  
                  Term life and permanent
                     life insurance plans can provide a death benefit to beneficiaries.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Term life insurance. Term life insurance will pay out a death benefit
                           if the insured dies within a pre-defined period of time (usually a set
                           number of years). This type of insurance is most commonly used by
                           individuals who are younger and less likely to die, so the policies are more
                           affordable.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Permanent life insurance (e.g., whole life insurance). This type of
                           insurance is for those who know they want a death benefit. As long as
                           premiums are paid, a death benefit is guaranteed no matter when someone
                           dies. As a result, the premiums are higher. Permanent-life insurance
                           policies have a cash value: how much someone can get if they sell their
                           policy back. Insured individuals can borrow against this cash value,
                           sometimes at a lower interest rate than they would be able to get for a
                           personal loan. If the loan is not paid back before the insured dies, it will
                           be repaid from the death benefit, with the remainder going to the
                           beneficiary.

                        
                        

                     
                     

                  
                  
                  
                  In both cases, the death benefit (payment) received from life insurance policies is
                     tax-free and bypasses probate, so survivors do not have to worry about delays in
                     receiving it. Life insurance can also cover final expenses—that is, funeral and
                     burial costs. Having these covered can provide some security to a client’s surviving
                     family members.

                  
                  
                  

               
               

            
            
            
            
               
               
               Trusts

               
               
               
               
                  
                  
                  Another valuable estate planning tool is a trust,
                     which is defined as: A legal arrangement where assets are held by one party, the
                        trustee, for the benefit of another party, the beneficiary. The person who creates
                        this
                        legal arrangement is the grantor.
                     

                  
                  
                  
                  Trusts are more complicated and complex than wills. Almost all kinds of assets can
                     be placed in a
                     trust: money, insurance policies, securities, and property (including houses and
                     cars). Trusts can take effect during a grantor’s lifetime or after their death.

                  
                  
                  
                  A trust can be created for a number of reasons, for example, to bypass probate,
                     manage assets for children, help fund education costs, or manage property for
                     disabled elders and adults. Because they are legal instruments, a
                        trust must be set up with the help of an experienced attorney.

                  
                  
                  
                  Some key terminology relevant to trusts:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Grantor:
                           An individual or entity that creates and transfers assets
                              into a trust.
                           The grantor establishes the terms and conditions under
                              which the trust operates and designates beneficiaries to receive the
                              assets.

                        

                     
                     
                     
                     	
                        
                        
                        Trustee:
                           An individual or institution appointed to manage and
                              administer the assets placed in a trust.

                        

                     
                     
                     
                     	
                        
                        
                        Beneficiary:
                           An individual or entity designated in a will, trust, or
                              insurance policy to receive assets, benefits, or insurance payouts from a financial
                              account
                              or policy. Payouts will exclude any fees, debts, and taxes that are due.

                        
                        

                     
                     

                  
                  
                  
                  A counselor can educate their clients on what a trust is and the basic trust
                     terminology. Should a client be interested in establishing a trust, the counselor
                     should refer them to an attorney who specializes in estate planning and trusts.

                  
                  
                  

               
               

            
            
            
            
               
               
               Gifts

               
               
               
               
                  
                  
                  A gift is a transfer of assets before someone dies and is a great way of providing
                     for loved ones while you are still alive. There can be tax implications for
                     financial gifts, though; a counselor should advise any client thinking of giving a
                     large financial gift to speak to a tax professional to understand any potential tax
                     and tax reporting implications. Three exemptions from gift taxes that a counselor
                     can educate their clients about include:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        There is no gift-giving limit between spouses.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Education expenses (tuition, etc.) paid directly to an educational
                           institution are exempt.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Medical expenses paid directly to a medical facility or provider are
                           exempt.

                        
                        

                     
                     

                  
                  
                  
                  In addition to gift taxes, a client should be made aware of federal and state
                     estate/inheritance taxes. Though these taxes will likely only affect
                     higher-net-worth individuals, it can still be useful to educate clients about them.
                     Any client who wants to learn more about these taxes and how they might affect their
                     estates should be referred to a tax professional (for example, a CPA).

                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client on End-of-Life Planning
               Process and Tools

            
            
            
            
               
               
               An additional component of estate planning is end-of-life planning. This is another
                  aspect of estate planning that can frequently be overlooked, especially by younger
                  clients, so a counselor should be prepared to discuss this topic.

               
               
               
               This is likely to be the most sensitive topic to discuss with clients, and extra care
                  should be taken. As in the case of other discussions related to
                     estate planning, AFCs should attempt to find a positive framing for planning
                     end-of-life decisions as soon as possible:

               
               
               
               
                  
                  
                  	
                     
                     
                     It can avoid misunderstandings.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Doing so can remove some burdens from loved ones, who will already be
                        experiencing considerable stress and grief.

                     
                     

                  
                  
                  
                  	
                     
                     
                     It can create peace of mind, knowing that one’s wishes will be followed
                        should the worst come to pass.

                     
                     

                  
                  
                  
                  	
                     
                     
                     A counselor should also be mindful of cultural preferences.

                     
                     

                  
                  
                  
                  	
                     
                     
                     A counselor should encourage their client to discuss the topic with their
                        loved ones, in order to help them come to decisions.

                     
                     

                  
                  

               
               
               
               There are various processes and tools available to people to help
                  manage their medical and other needs, should they become incapacitated before death.
                  This includes the types of medical care they do or do not wish to receive, which can
                  be identified in advance, and also designating who has decision-making authority in
                  the case of incapacity.

               
               
               
               As in the case of other estate planning processes and tools, the
                  counselor’s role is that of educator: they provide clients with the information
                  needed to identify the processes and tools that need to be considered. Clients
                  should then be directed to relevant professionals.

               
               
               
               Planning for end-of-life includes two things:

               
               
               
               
                  
                  
                  	
                     
                     
                     Creating advance healthcare directives.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Designating power of attorney.

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Advance Healthcare Directives

               
               
               
               
                  
                  
                  A client will
                     have to decide for themselves how they want to be cared for at the end of their
                     life—that is, what medical care or treatments they do or do not wish to receive. This can refer to the end of their lives at the end of a long,
                        comfortable retirement, or in the case of an accident or unexpected
                        illness.

                  
                  
                  
                  As with other
                     elements of estate planning, clients should be encouraged not to assume these tools
                     are only relevant to the retired and elderly. They should be recommended to all
                     clients over the age of 18. It is not uncommon for parents to find
                        themselves unable to make decisions for children who are unable to make them for
                        themselves (for example, after a major accident).

                  
                  
                  
                  To make sure that they receive the appropriate and desired care, they need to create
                     a living will, which is defined as:
                     A legal document detailing a person’s wishes regarding
                        medical treatments and life-sustaining measures in case they become unable to communicate
                        or
                        make decisions due to illness or incapacity.

                  
                  
                  
                  A living will is
                     one type of advance directive, also known as an advance medical directive or advance
                     healthcare directive. See Exhibit 3-18 for other common advanced directives.

                  
                  
                  
                  Exhibit 3-18: Other Common Advanced Directives
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Component

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Description

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Medical Wishes/Exclusions

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       A list of any specific medical treatments that are or are
                                          not wanted—for example, life support, food, medications,
                                          or any means available.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Do Not
                                             Resuscitate (DNR) Order

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       A voluntary declaration that requests
                                             doctors and other withhold cardiopulmonary resuscitation (CPR) and other measures
                                             if the
                                             patient’s heart stops or if they are no longer breathing.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Do Not Intubate
                                             (DNI) Order

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       A medical directive indicating that
                                             healthcare providers should not administer mechanical ventilation via a breathing
                                             tube if
                                             the patient stops breathing or has a severe respiratory failure.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Physician Orders for Life Sustaining Treatment
                                             (POLST) form

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       A medical
                                             document that outlines a person’s wishes regarding life-sustaining treatments, completed
                                             with a healthcare provider and used to guide emergency and end-of-life care decisions.

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     

                  
                  
                  
                  In addition to developing advance directives, clients should be encouraged to
                     designate a health care proxy, which
                     is defined as: A legal document that allows a person to appoint
                        someone else to make medical decisions on their behalf if they become unable to do
                        so.

                  
                  
                  
                  A client should hire an attorney to help when creating any legal documents, including
                     a living will and a health care proxy. Some may not be able to pay
                        for legal services, so a counselor should be prepared to educate their clients
                        about other resources available to them. For example, there may be local legal
                        clinics or other nonprofit organizations operating in the region that can
                        provide assistance at low or no cost. Some hospitals also have functionally
                        equivalent documents available (e.g., DNRs, DNIs, POLST). 

                  
                  
                  
                  It is important for an AFC to remain current on what might be available
                     for their clients, should they need assistance in creating advance healthcare
                     directives, and build a referral network to help meet the needs of their
                     clients.

                  
                  
                  

               
               

            
            
            
            
               
               
               Power of Attorney

               
               
               
               
                  
                  
                  Designating a power of attorney (POA) is an important step
                     in estate planning. Like others, it is not solely relevant to retirees or people in
                     the later stages of their lives.

                  
                  
                  
                  A power of attorney is defined as: A legal document that grants one individual the
                        authority to act on behalf of another in specified legal, financial, or healthcare
                        matters.

                  
                  
                  
                  The person who receives POA is selected by
                     whoever is drawing up the document. This person is called the attorney-in-fact or
                     agent. An attorney-in-fact (agent) is
                     defined as: An individual authorized through a power of
                        attorney document to act on behalf of another person, known as the principal, in legal
                        or
                        financial matters. The scope of authority is defined within the document and can range
                        from
                        specific tasks to broad decision-making powers.
                     The attorney-in-fact’s authority is limited only to the specific
                        purpose for which it is intended, such as managing someone’s financial matters
                        or medical care. Typically, power of attorney ends if the person who
                     granted it becomes incapacitated. For this reason, there is a type of power of
                     attorney called a durable power of attorney.

                  
                  
                  
                  A durable power of attorney
                        (DPOA) is defined as: A legal document that grants a
                        designated individual the authority to make financial or legal decisions on another
                        person’s
                        behalf, continuing even if the individual becomes incapacitated.

                  
                  
                  
                  At any time, a principal can override any decisions made by someone to whom they have
                     granted POA or DPOA, and they have the right to cancel the grant at any time.

                  
                  
                  
                  There are a variety of different forms of POA, and someone can grant someone else
                     power of attorney in broad or limited scope, depending on their needs. For example:
                     

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Financial power of attorney
                              (FPOA): A legal document that grants an
                              individual the authority to manage another person’s financial affairs.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Medical power of attorney
                              (MPOA): A legal document that designates an
                              individual to make healthcare decisions on behalf of another person who becomes
                              incapacitated or unable to do so themselves.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Limited power of attorney
                              (LPOA): A legal document granting someone the
                              authority to act on behalf of another person for defined tasks or a set period of
                              time.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Springing power of attorney
                              (SPOA): A legal document that grants
                              authority to an agent to act on behalf of the principal only upon the occurrence of
                              a
                              specified event or condition, such as the principal becoming incapacitated. Note: these are not legal in all states.

                        
                        

                     
                     

                  
                  
                  
                  It is important to note that all forms of power of attorney end when the grantor
                     dies.

                  
                  
                  
                  The ways in which power of attorney can be granted and used by
                     individuals are extensive. The important thing to remember is that they act on the
                     grantor’s behalf and in their best interests. 

                  
                  
                  
                  Here are two additional examples of how power of attorney may be
                     granted:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Granting someone durable power of attorney for both healthcare and finances
                           can mean they are able to pay the principal’s health insurance premium if
                           they become incapacitated in a hospital. This would avoid the possibility of
                           a missed premium payment, which would cancel health coverage for the injured
                           party.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Granting a third party limited power of attorney if deployed overseas, in
                           order to sign real estate closing documents. This means the principal can
                           still complete the purchase of a home, while not giving the third party
                           wider decision-making powers.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Granting limited financial power of attorney to an accountant, in order to
                           serve as one’s agent to the IRS.

                        
                        

                     
                     

                  
                  
                  

               
               

            
            

         
         
         
         
            
            
            Assist Client on Estate Planning Legal Assistance Need

            
            
            
            
               
               
               After someone dies, there are still certain remaining legal obligations, although
                  now
                  it will be the responsibility of the decedent’s estate and survivors to handle
                  them:

               
               
               
               
                  
                  
                  	
                     
                     
                     Helping a client select a legal representative.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Taxes

                     
                     

                  
                  

               
               
               
               A counselor should be prepared to assist their clients with these legal issues and
                  help them seek relevant legal assistance and advice. Counselors
                     can provide this information to clients who are planning for after their own
                     deaths and also to clients who are responsible for handling these issues after a
                     family member has passed away.

               
               

            
            
            
            
               
               
               Educate Client on Legal Assistance Selection Criteria

               
               
               
               
                  
                  
                  Estate planning involves many processes and tools that require legal assistance.
                     While a counselor cannot provide any specific legal assistance, they can help
                     prepare their clients by providing them with the information they need to seek
                     advice from relevant professionals and the criteria to use when deciding on which
                     attorney to hire.

                  
                  
                  
                  Some criteria all clients should consider when selecting an attorney:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Can they help with the client’s specific needs?

                        
                        

                     
                     
                     
                     	
                        
                        
                        What are their qualifications, and are they current?

                        
                        

                     
                     
                     
                     	
                        
                        
                        Do they provide a written agreement (retainer)?

                        
                        

                     
                     

                  
                  
                  
                  Some key questions to ask a prospective attorney:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Do they offer a free initial consultation?

                        
                        

                     
                     
                     
                     	
                        
                        
                        What services will they provide?

                        
                        

                     
                     
                     
                     	
                        
                        
                        How much do their services cost, and will it be charged as a flat fee or
                           hourly?

                        
                        

                     
                     
                     
                     	
                        
                        
                        How often will they communicate with the client and through what method?

                        
                        

                     
                     
                     
                     	
                        
                        
                        What are the pros and cons of suggested solutions and strategies?

                        
                        

                     
                     

                  
                  
                  
                  Clients should also be reminded that they are not bound to any single lawyer. If they
                     decide to switch representation, they can do so if they are dissatisfied with the
                     representation they have received.

                  
                  
                  

               
               

            
            
            
            
               
               
               Final Taxes

               
               
               
               
                  
                  
                  As the saying goes, the only guarantees in life are death and taxes. So, too,
                     unfortunately, is it true that after death, taxes remain.

                  
                  
                  
                  The estate plan should also include instructions for two final tax returns:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Estate tax return.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Final tax return.

                        
                        

                     
                     

                  
                  
                  
                  Both of these returns become the responsibility of the decedent’s surviving spouse
                     or
                     executor (as designated by the decedent or court-appointed). Both should be
                     submitted by the regular April tax deadline (unless an extension has been granted).
                     On the final tax return, the filer should indicate on the form that the person has
                     died.

                  
                  
                  
                  After filing, any taxes owed will have to be paid by the estate, which must happen
                     prior to the disbursement of any assets to beneficiaries. If a refund is due, the
                     IRS has a special form to complete in order for a beneficiary to collect a deceased
                     person’s tax refund.

                  
                  
                  
                  Clients who need assistance drawing up instructions for or filing these two returns
                     for a deceased family member should hire an accountant.

                  
                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Course Wrap-Up

         
         
         
         
            
            
            In this area, we provide a virtual client experience to help bring together your
               financial counseling and personal finance skills, and also all of the math equations
               taught in this course here in one place for ease of review.

            
            

         
         
         
         
         
            
            
            Virtual Client: Johnny

            
            
            
            
               
               
               The following activity presents a virtual client named Johnny. This activity allows
                  financial counselors to experiment with different responses to a client in a safe
                  space. The outcome the counselor arrives at will depend on the choices that the
                  counselor makes. At each step in the conversation, you will have several potential
                  responses to select from. After each selection, be sure to click on the Get Feedback
                  button, because learning why a client responds in a certain way at a certain point
                  in an interview is key to learning not only about what is optimal to discuss but
                  also how timing matters.

               
               
               
               There are many possible paths this conversation can take. It is recommended to go
                  through this activity several times and to experiment with various choices to see
                  what happens and why.

               
               

            
            

         
         
         
         
            
            
            Summarize Ratios and Calculations Taught in Course

            
            
            
            
               
               
               Here are all of the financial ratios or calculations taught in this course. Note that
                  time value of money calculations are not provided here because that part of the exam
                  contains no analysis questions. This is also not an exhaustive list. There are many
                  other calculations that a counselor could find online and use with a client,
                  depending on their comfort level and needs.

               
               

            
            
            
            
               
               
               Cash Flow/Spending Plan Calculations and Ratios

               
               
               
               
                  
                  
                  Here is the calculation for determining a surplus or deficit on a cash flow or
                     spending plan statement and the debt-to-income ratio, which uses debt payment and
                     gross income information found on that statement.
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               Net Worth Calculation 

               
               
               
               
                  
                  
                  The net worth personal financial statement calculation is as follows.
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               Liquidity Ratio

               
               
               
               
                  
                  
                  The liquidity ratio uses information from both the cash flow/spending plan (monthly
                     expenses) and the net worth statement (liquid assets).
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               Effective Tax Rate Calculation

               
               
               
               
                  
                  
                  The effective tax rate calculation follows.
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               Credit Utilization Ratio

               
               
               
               
                  
                  
                  The credit utilization ratio follows.
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               Cost-Per-Use Ratio

               
               
               
               
                  
                  
                  The cost-per-use ratio follows.
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               Housing Ratios and Calculations

               
               
               
               
                  
                  
                  The following ratios are variations on the debt-to-income (DTI) ratio as used by
                     mortgage lenders. Here is the front-end housing ratio:
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                  The affordable housing expense calculation presented next rearranges the front-end
                     housing ratio to determine the PITI + homeowner’s association fees (HOA) that a
                     client can afford based on a given lender’s front-end ratio cutoff score. Below, 28%
                     is used, but another rate might be selected.
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                  The back-end housing ratio is as follows:
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                  The 28% limit for the front-end ratio and the 36% limit for the back-end ratio are
                     rules of thumb for qualifying for a conventional fixed-rate mortgage. These limits
                     may differ based on the mortgage type and the lender.

                  
                  
                  
                  The loan-to-value ratio follows. This ratio is related to
                     homeowner’s home equity. The homeowner’s home equity can be calculated as 100% minus
                     the LTV percentage. For example, 100% minus 80% LTV equals 20% home equity. 
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               Coinsurance Calculation

               
               
               
               
                  
                  
                  Coinsurance is a cost-sharing mechanism that splits payment for medical bills by
                     predetermined percentages, after deductibles have been paid. A common split is
                     80/20, in which the insurer covers 80% of the cost, minus the deductible, and the
                     insured pays 20% plus their deductible.
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               Retirement: Wage Replacement Ratio

               
               
               
               
                  
                  
                  One way to calculate retirement income needs is the wage replacement ratio:
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