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“When asked to recommend books for new advisers, we often suggest Getting Started as a Financial Planner.”

—INVESTMENT ADVISOR MAGAZINE

 

 

There has never been more opportunity for financial planners—or more reasons for financial professionals to consider switching the direction of their careers into this lucrative field. Today’s planners will cash in on the huge surge of baby boomers preparing for retirement in the decades ahead. And as the number and complexity of investments rise, more individuals will look to financial advisers to help manage their money.

 

In this updated guide, Jeffrey H. Rattiner, a practicing financial planner and educator, provides a complete, systematic, turnkey framework for the aspiring planner to follow. Starting from the key question, “Why do you want to be a financial planner?” the author guides you through the development of an effective infrastructure and client management system for your practice. The many essential concepts are clearly illustrated with examples from practicing professionals. Throughout this handbook, Rattiner provides personal insights on how and why you must develop a solid understanding of client needs before you can build a comprehensive financial plan.

 

Getting Started as a Financial Planner has everything you need to know—from how to set up a practice and communicate with clients to how to manage investments and market your services—in order to launch your career in financial planning and to guide you to success in this high-growth profession.




PRAISE FOR THE NEW EDITION OF
 Getting Started as a Financial Planner

by Jeffrey H. Rattiner

 

 

“Jeff Rattiner has been intimately involved with the development of the financial planning profession for nearly twenty years as a planner, teacher, author, and educational innovator. For anyone who is serious about entering financial planning as a first or new career, Getting Started as a Financial Planner provides great  insight from someone who can really say he’s been there and done that. It’s a must-read.”

MARVIN W. TUTTLE, JR., CAE
 Executive Director/CEO
 Financial Planning Association

 

 

“Getting Started as a Financial Planner is a must-read for any professional interested in a career in financial planning. As one of the industry’s most respected teachers and practitioners, Jeffs book is packed with useful insights that every newcomer needs to be successful.”

JOHN WHELAN
 Vice President, Group Publisher
 WICKS Business Information

 

PRAISE FOR THE FIRST EDITION

 

“Wen asked to recommend books for new advisers, we often suggest Getting Started as a Financial Planner.”

Investment Advisor

 

“A must-read for emerging financial planners.”

Advisor Today

 

“For anyone entering the profession or transitioning to financial planning from a related field, Getting Started as a Financial Planner  is well worth reading. Experienced planners who never seem to find the time to do practice planning should also benefit.”

HORSESMOUTH.COM

 

“Right now, many people want to get into the field of financial planning but may not know how. Jeff’s easy-to-read, comprehensive primer is an excellent tool for those looking to get started in the profession and highlights the client-centered approach that is crucial to the success of any financial planning practice.”

ROBERT P. GOSS, J.D., PH.D., CFP
 Former President and CEO
 Certified Financial Planner Board of Standards

 

“Thinking of becoming a financial planner or adding the planning discipline to your current professional practice? Jeff  Rattiner has written the perfect cookbook for those who want to enter the financial planning profession. His book is chockful of winning recipes that will undoubtedly help newcomers create truly successful financial planning practices.”

DEENA KATZ, CFP
 President, Evensky & Katz
 Author of Deena Katz’s Complete Guide to Practice Management

 

“If you truly want to serve your clients successfully, then you owe it to yourself and your clients to read this book. It’s a step-by-step guide that will help your clients achieve their financial dreams.”

JOHN BOWEN
 Founder and CEO
 CEG Worldwide

 

“I wish this book had been available when I started in financial planning. The book manages to integrate how to be a financial planner with the academics of financial planning. The step-by-step, programmed approach can serve as a daily guide.  Mr. Rattiner’s extensive experience as a teacher, resource person, and planner gives a perspective lacking in today’s curriculum.”

STEVEN I. LEVEY, CPA / PFS
 Managing Director
 GHP Horwath, P.C.

 

“Jeff Rattiner has done outstanding work with this new book.  Practitioners, both new and veteran, can now have a terrific road map to use to chart their success in the financial planning business.”

JIM CANNON
 Former President
 AIG Financial Advisors

 

“I’m impressed. Jeff has done it! This book gives hands-on advice in a logical fashion on creating, marketing, and managing a financial planning firm.”

PHYLLIS BERNSTEIN, CPA / PFS
 Former Director, Personal Financial Planning Division, AICPA
 Author of Financial Planning for CPAs
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PREFACE

SINCE THE FIRST EDITION of Getting Started as a Financial Planner was published, much has changed in our profession: Fee-based financial planning is on the rise. Commissions are being commoditized. And there is now a profusion of financial planning courses and training programs. The profession continues to grow rapidly. In fact, the U.S. Department of Labor expects the number of individuals employed as personal financial  planners “to grow faster than the average for all occupations through the year 2012.” This is because “as the number and complexity of investments rises, more individuals will look to financial advisers to help manage their money.”

Advising the public on financial planning issues continues to be one of the most profitable areas of personal consulting. Financial planners need to keep their clients focused so they will continue accumulating sufficient assets to accomplish their personal goals. Americans desire to get ahead and will need effective strategies to pass the approximately $6 trillion of intergenerational wealth to succeeding generations. These growth opportunities in the marketplace and continued federal deregulation of the financial services industry gave me reasons to update this book.

My experiences have shown that individuals aspiring to be professional financial planners want what is best for their clients. These forward-looking planners have migrated to a comprehensive needs approach to help their clients achieve financial objectives, rather than continuing to employ a purely transactional approach, which has long been the dominant theme of traditional financial planners. Historically, the main goal of this latter group has been selling “product” rather than establishing a long-term relationship. I became determined to help new financial planners evolve their view of the planning process by providing a logical, easy-to-digest, and automatic system that can help them provide comprehensive financial planning services. The result was the development of a turnkey approach to personal financial planning, which is the essence of this book.

I decided to blend my own experiences with those of very successful and well-known financial planners, including prominent members of the Financial Planning Association, the California CPA Education Foundation, the American Institute of Certified Public Accountants, members of the governing board of the Certified Financial Planner Board of Standards, and various university colleagues. I asked my associates if they were to start all over again, would they approach financial planning the same way? What would they do differently? What have they learned to  become successful financial planners? Where do they see their practice and the profession headed? What does the competition look like? Most of all, what advice can they give financial planners first entering the profession? All the responses pointed primarily to one fundamental need—that entry-level financial planners have a business plan to guide them on starting a business. This action plan, they advised new financial planners, must include all the important infrastructure decisions that need to be in place before taking on the first client (as opposed to the trial-and-error approach many planners tried when they entered the profession). Much of this invaluable information was incorporated into this book in order to provide the reader with a clear, detailed, and practical approach to practicing personal financial planning across the spectrum from entry to mastering the profession.

Getting Started as a Financial Planner is written for stockbrokers, insurance agents, CPAs, attorneys, bankers, credit union reps, trust officers, wealth managers, and others who want to graduate from the transactional selling approach to the client management approach, which requires true understanding of clients’ needs, capabilities, and resources. The book provides financial service professionals and non—financially trained individuals first entering the field with a method to graduate from a transaction-oriented business model to one involving a step-by-step process. This book helps explain that by using a comprehensive “client first” approach, planners can uncover more of what their clients are looking for, thus putting themselves in a better position to prepare a competent plan. This change in direction ends up providing clients with an understanding of previously unrecognized concerns and therefore with better service, ultimately making more money for both the client and the planner. This introductory book provides the basics that the narrow-based financial planner can use to create the infrastructure of a broad-based financial planning service. I decided to write this book to help make this transition successful for evolving planning advisers.

Getting Started as a Financial Planner is organized in a logical business-cycle approach. It tackles critical issues every new financial planner needs to address, from how to set up a practice through  writing the business plan, marketing it, and managing clients.

The book begins by providing an overview of the profession. Chapter 1 describes who is attracted to the field, identifies the trends in the industry that will create business opportunities in the next decade, and takes the reader through the origins of financial planning to what it has become today. Chapter 2 provides the reader with the “Ten Must-Do’s” for establishing the successful business infrastructure, from selecting the right business legal entity to finding a mentor and picking a specialty.

Once the business is formatted, the planner needs a proven process that will facilitate a comprehensive financial planning program. Chapter 3 describes such a process, called PIPRIM, a client management system that will help planners approach client consulting in a complete manner and create client loyalty to the process of long-term investing to accomplish financial objectives. Chapter 4 provides the reader with an overview of the many disciplines in financial planning and elaborates the concerns clients will have in each area and strategies the planner can use to satisfy these concerns. The chapter identifies the dilemmas clients will most likely encounter, explains how the planner should interpret client issues, and provides strategies for overcoming client blind spots. Chapter 5 tells the planner how to comply with the many stringent laws affecting financial services.

Chapter 6 takes the reader through all the appropriate steps for developing a business plan and offers a thorough sample business plan. It also discusses how to develop the needed business infrastructure, including establishing a compensation model that represents the planner’s practice philosophy. Chapter 7 turns to marketing a financial planning practice and provides many useful strategies to help the entrepreneur become recognized and well known. Chapter 8 provides techniques and insights for maximizing dealings with clients through effective planner-client communication strategies. Understanding clients’ wants and needs enables the planner to design a strategy to make clients feel comfortable and involved during this process, and enables the consultant to provide the best type of service. Chapter 10 provides additional resources that can be instrumental in establishing a practice and  gaining the expertise needed in a variety of subject areas. And a new chapter in this second edition, Chapter 9, integrates the principles discussed throughout the book by presenting three common client scenarios and applying the best methods to address each of their specific concerns.

Implementing the tools and techniques discussed in the book will guide the planner through all the stages of becoming a better financial planner. Planners can assess where they are now and where they need to be in order to satisfy their financial objectives.

Please let me know how Getting Started as a Financial Planner  helps you start, fine-tune, or expand your financial planning practice. I invite you to contact me at jeff@jrfinancialgroup.com or visit my website at www.financialplanningfasttrack.com.
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CHAPTER 1

THE WORLD OF FINANCIAL PLANNING

Evolution of the Profession

FINANCIAL PLANNING is a relatively new profession. It represents the first broad-scope service profession to emerge in recent years. Its development can be traced back to late 1969, when a small group of financial services professionals met at a hotel near Chicago’s O’Hare Airport to discuss the inadequacy they saw in the state of financial services at that time. They voiced their frustrations  and searched for ways to introduce a new degree of client orientation and professionalism into a field that was neither well known nor well defined.

As a result of this meeting, a trade association was formed in 1970 to give voice to the concerns of the new group. This association, initially called the International Association of Financial Planners, later changed its name to the International Association for Financial Planning (IAFP). The early mission of this organization was to provide an open forum, bringing together people representing a variety of specialized areas within financial services. The integration of these approaches eventually led to the emergence of financial planning as a profession in its own right.

To help educate this growing constituency, the IAFP created the College for Financial Planning in 1971, which gave rise to the Certified Financial Planner (CFP) designation. The first graduating class in 1973 consisted of forty-two CFP licensees. A close-knit bunch, the graduates displayed the professionalism indicated by the new certification, and thirty-six members of this group decided to form a new association specifically for holders of the CFP designation, which they named the Institute of Certified Financial Planners (ICFP). In 1985, the administration of the CFP designation was transferred from the College to an independent body that eventually changed its name to the Certified Financial Planner Board of Standards (CFP Board).

The planning pioneers who founded this profession led a movement to provide clients with better and more targeted service. They looked forward to the time when comprehensive financial planning would become an accepted and integrated means for providing service and product delivery to consumers. In doing so, they revolutionized their business, creating a new way for individuals to manage their personal finances. The pioneers’ approach was to focus on the clients’ needs and objectives by putting their clients’ interests first and foremost, above personal gain.

The efforts toward targeted client service led to the development of two principal types of financial plans, segmented and comprehensive. Segmented plans enable practitioners to review one aspect of a client’s life, such as insurance, investments, or  retirement. Comprehensive plans provide a more detailed and complete approach by factoring in all of the financial concerns affecting the client’s life, such as cash flow, education, insurance, investments, income tax, retirement, and estate issues. (Detailed coverage of these topics appears in Chapter 4.) These revolutionary changes in approach paved the way for a new profession: financial planning.

The next step for these innovators was to educate the public about their new service profession. They wanted to show the public how they differed from their predecessors and why it would be worthwhile to use their services.

Sellers of insurance and investment products at this time were viewed by many consumers as aggressive, pushy salesmen only concerned about maximizing their personal wealth. Skepticism and mistrust were creating a wedge between these individuals and their clients. Stockbrokers, insurance agents, and limited-partnership salespeople were seen in an unfavorable light within the financial services industry to a large extent because of the financial products they were pushing. Limited-partnership opportunities in real estate, oil, and cable entered the investment scene, some of which became a fiasco for participating holders when the tax laws relating to these structures were overhauled in 1986. Because many clients were losing money and the public was getting angry, Washington began to focus on increased regulation of professional investment activity.

To counteract negative perceptions, a number of financial service professionals began pursuing a different way of helping their clients. They strove expressly to adopt a logical and consistent format in providing good financial advice not just in one specialized area but in every aspect of clients’ financial lives. Furthermore, they wanted their clients to know that they were trained specialists in their areas of practice.




The Trend toward Specialization 

VIEWED AS A WHOLE, financial planning still has a close connection with stock brokerage and insurance. Close to 70 percent of all CFP licensees also hold securities and/or insurance licenses.  Today’s planners are primarily midcareer people looking for a change. They receive their training from any of the three-hundred-plus registered educational program providers that offer the CFP or similar financial planning programs. However, an increasing number of college students now major or minor in personal financial planning.

To pursue their business model of fee-based financial planning, planners increasingly have begun gaining the knowledge necessary to operate in a specialty. Accordingly, growing numbers of planners are obtaining certification as a Certified Financial Planner, Personal Financial Specialist, or Chartered Financial Consultant. These designations have increased in popularity and have gained national prominence especially since the mid-1990s.

The goal of individuals practicing under these designations is to adhere to the high standards that have been created in order to protect the public. Of course, there are many other financial planners as well who, although not holding such titles, still maintain extremely high standards. However, financial planning certification holders generally have found it easier to attract clients because of their technical knowledge and the perception of many clients that certified experts are probably more knowledgeable and more professional than other practitioners. While obtaining a specialty designation may not be viewed universally as a prerequisite for success, anything a planner can do to gain the competitive edge is likely to be worthwhile. Competition is growing quickly—whereas only 42 CFPs were licensed in 1973, by the year 2004 that number had grown to 44,888.


WHO ARE TODAY’S FINANCIAL PLANNERS? 

Financial planners have come from a variety of fields and hold many licenses and designations. As noted previously, many today are midcareer professionals who have retired from their first field, have grown bored with it, or wanted to branch out into something new that involves helping others. For example, many are CPAs with twenty or more years of experience who have found that their clients specifically ask for such services; if they fail to provide financial planning, they run the risk of losing clients to other CPAs who do.

Similarly, many representatives, brokers, and related employees at major brokerage firms and insurance companies find it difficult to compete solely by selling products; financial planning offers a more flexible and comprehensive approach to satisfying their clients’ needs. Likewise, bankers more and more are finding that they cannot effectively compete in the service marketplace without taking an overall view of financial planning for their clientele. The banks have finally recognized that financial planning in its own right can be a very profitable revenue center.

So what does all this mean? For many financial service professionals, the days of pushing a product-centered transaction with little or no concern for client needs and objectives are gone. That approach is being replaced by the services offered by more sophisticated and better-trained financial planners who want to  understand their clients in order to make the most appropriate choices for them.

The table on the demographics of CFP practitioners on the following page provides a breakdown of the industries in which CFP licensees originally practiced and the other licenses and/or designations they currently hold.


HOW WELL DO FINANCIAL PLANNERS GET PAID? 

Firsthand knowledge and appreciation of the profession are the best platform from which to accurately assess the financial incentives of financial planning. Financial planners can tailor their practice and income to lifestyle goals. In essence, because this is a profession in which the practitioner designs a “product line,” earnings potential is truly unlimited. Financial planners are fast-moving entrepreneurs. Practice growth and earnings are limited only by personal initiative, salesmanship, ability, and tenacity.




What Sources Generate Income for Financial Planners? 

IN THE PAST, planners were primarily paid by commission on clients’ portfolio growth. They believed that compensation should reflect the economic value of the products they sold, which yielded expanding value to their clients over time. However, in recent years a shift has occurred in the relationship between planner and client. Gradually and quietly a revolution began, shifting the basis of compensation from higher-risk commissions to flat fees. This trend grew from the belief that planners should and could become more independent and objective if planning services were associated with financial strategy rather than recommendations for specific financial products or companies.

Composition of Certified Financial Planner Licensees: Practitioner Demographics, 2004



	TYPE OF BUSINESS OF PRESENT CFP LICENSEES 	TOTAL PERCENT 
	Personal financial planning	31%
	Securities	11%
	Accounting	5%
	Tax preparation	3%
	Insurance	5%
	Banking	3%
	Education	1%
	Law	1%
	All other	3%
	Not specified	38%
	
	OTHER LICENSES HELD 	TOTAL PERCENT 
	Securities	68%
	Insurance	69%
	CPA	16%
	Investment advisor reps (IAR)	34%
	Real estate	4%
	Attorney	3%
	No other licenses held	11%
	
	AGE 	TOTAL PERCENT 
	20-29	3%
	30-39	19%
	40-49	34%
	50-59	31%
	60-69	11%
	70-79	2%
	80+	0%
	
	GENDER 	TOTAL PERCENT 
	Male	76%
	Female	24%
	
	HIGHEST DEGREES EARNED 	TOTAL PERCENT 
	Associate	3%
	Bachelor’s	56%
	Bachelor’s, and J.D.	2%
	Master’s	29%
	Master’s, and J.D.	1%
	Ph.D.	2%
	None	7%


Planners, striving to increase their professionalism, wanted to demonstrate that client needs were paramount over agent sales. Planners could still expect substantial income opportunity, but now it was in a manner that would no longer link personal gain to commercial products. The emerging professional planner sought the neutral position held by other service professionals such as CPAs and attorneys.

Many financial planners completed this about-face on compensation in a relatively short time, giving up the appearance of possible conflict of interest. More and more, planners have abandoned fixed commissions for hourly fees or project contracts.

This change in thinking has had multiple benefits. First, trained planners feel less pressure to sell products or “ends” and can turn their attention to “means.” Clients clearly have responded more favorably to the purchase of a financial planning process than to a recommendation to buy. The latter function was in fact already available from the client’s stockbroker. Financial planners thus have differentiated themselves from securities traders. Planners have begun to thrive on their enhanced image as the adviser, not the salesperson.

This change came as something of a shock for some practitioners and as an easy transition for others. Some planners could not make the complete transition and went to so-called fee-based financial planning, which combines commissions and fees. The remainder went cold turkey and became fee-only financial planners. (See Chapter 6 for additional discussion of revenue generation.)

As financial planning continues to gain prominence as a profession, the future lies in fee-for-service compensation. Planners are proving to be very much worth the investment, and consequently more and more clients are willing to assume the risk of fees for service as they do when they consult a doctor, attorney, or CPA.

CFP Practitioners’ Compensation



	Primary Compensation (Total percent*)
	Fee and commission	54%
	Commission	11%
	Fee only	29%
	Salary	4%
	Other	1%
	*Does not equal 100% due to rounding
	Average Fees Charged 
	Hourly	$162
	Single-Focus Plan	$894
	Comprehensive Plan	$2,316
	Planner Earnings 
	Gross earnings in year preceding earning CFP Certification	$54,000
	Gross earnings in year after earning CFP Certification	$72,000
	Current average annual gross earnings	$219,000
	Current average annual net earnings	$142,000


Financial planner compensation is subject to the same market pressures as the pricing of other professional services. The more unique (in range and quality) the service offered, the greater the differentiation and the greater the compensation. Careful competitive analysis, product development, and documentation of client performance directly affect earning power and sustainability. As in any business, value-added service affects pricing in financial planning. Astute financial planners lessen their risk of swings in competitive pressures and other factors such as  stock market volatility by blending compensation schemes.

The tables at left show how CFP licensees structure compensation. As noted previously, the predominant model is now a combination of fees and commissions: the former ensures steady income flow, and the latter rewards planners for exceptional performance on the client’s behalf. For additional information, see Appendix B: Trends in Staffing and Compensation.




Emerging Market Opportunities in Financial Planning 

THE ROAD AHEAD in financial planning is leading to many new opportunities previously unavailable to financial planners. Practitioners focused on expanding their product portfolio and customer base need to be aware of these opportunities and react quickly to beat the competition.

The significant trends include the following:•  Increasing attractiveness of financial planning as a career
•  Shifting demographics and corresponding wealth
•  Increasing parity in two-income families
•  A volatile American economy
•  Online access to financial information ◆ Consumer need for financial planning services
•  Increasing competition from full-service financial institutions




FINANCIAL PLANNING AS A NEW GROWTH INDUSTRY 

According to various surveys, CFP licensees ranked the following reasons for high career satisfaction:•  Positive impact on client quality of life
•  Opportunity for entrepreneurship
•  High interpersonal job content
•  Application of technical tools to solve client problems
•  Competitive nature of the business
•  Unlimited income growth
•  Challenge of new business development
•  Low business risk



It is interesting to note that business risk (professional liability) was the last concern of financial planners. Interviews with planners conducted by the author on why they chose to enter the financial planning field overwhelmingly revealed a motivation to help people. Planners want to see clients become financially informed and prepared for the future. This humanitarian drive in many ways rationalizes the financial return planners themselves enjoy.

The essence of a career in financial planning is a challenge—a challenge to solve quality-of-life problems in an environment limited only by the practitioner’s will and creativity.


SHIFTING DEMOGRAPHICS AND CORRESPONDING WEALTH 

Financial planning is headed into a major transition, propelled by changing demographics. The retirement of 40 million baby boomers is imminent. This population has new views about retirement. It is something to look forward to; it is a time to continue intellectual challenge and growth; it is a time to enjoy.

A significant opportunity exists for this baby boom generation, which stands to inherit some $6 trillion over the next decade. Furthermore, from mid-1982 through the year 2000 the stock market created record highs on a fairly consistent basis (excluding occasional market downturns). Then the market tumbled from 2001 through 2003. It is now more imperative than ever to be responsive to client demands, because it’s not a sure thing that the market increases each year. More consumers than ever need good, solid financial advice.

The definition of retirement continues to change. No longer do people retire from something, such as a job. Now they are retiring  to something, actively pursuing the dreams and goals they planned for during their working years. The next generation of retirees will face the inevitable decline of government assistance and shrinking retirement plans in the workplace. People will find themselves forced to take on more responsibility for financial security. Luckily, emerging service industry segments—in particular, information technology—will offer enormous opportunity for many people but greater financial risk for those who miss the information revolution. In the center is an enormous population  of middle-income Americans, who today are discovering economical investing online and through discount brokers.

Financial Planning magazine states that 250,000 people are self-proclaimed financial planners. Yet only about 60,000, or about 25 percent, have qualified for certification or formal recognition as a financial planner. Clearly, this supply is not enough to deal with the demand from baby boomers and young Americans striving to save early for educational financing and retirement. This situation of demand exceeding supply for financial services will lead to much specialization in retirement planning.


INCREASING PARITY IN TWO-INCOME FAMILIES 

Another important market opportunity is earnings parity in two-income families. Women are not only entering the workforce at a higher rate, but their income growth is closing the gap with men’s salaries, and in particular that of their husbands. Higher joint incomes will lead to greater disposable income, higher tax liabilities with a demand for reducing taxes, and more latitude to save. On the other hand, many two-income families will give in to the desire to spend, leaving little for the future. Both scenarios create candidates for the financial planner. As time continues to be the most scarce and valuable resource to dual-income families and to the busy single person of the twenty-first century, professional help with financial planning will become increasingly necessary. Time saved by shifting the task of financial planning to a professional is time available for personal interests, family, and community.


THE VOLATILE AMERICAN ECONOMY 

There are more millionaires per capita today than ever before. Conversely, more people are declaring bankruptcy than ever before. Why the conflicting signs? We are in the midst of a fast-paced and volatile economy. Many “paper” millionaires have money to burn. Other Americans, tempted by easy credit, are more in debt than ever before. More discretionary cash is finding its way into the equity markets with no sign of hesitation, since annual returns in recent years have been significant and steady.

Interest rates have been near historic lows. Inflation is practically nonexistent. Money invested through 401 (k) plans is at an all-time high. However, with more baby boomers approaching retirement, it is becoming more evident that these individuals who have worked so hard may not have the retirement funds they thought they would. Because of this, baby boomers are insecure about their retirement dollars and may have to postpone their retirement date. These people are going to need more help in planning for their available discretionary funds. On the other hand, more people are going to need help managing their cash flow and preventing debt overflow. Planners will have unique opportunities catering to the needs of both populations.


INFORMATION TECHNOLOGY 

Easy access to useful information has also created significant opportunities in financial planning. Myriad channels to financial information via the Internet have reached the average investor heretofore dependent on The Wall Street, journal, tips from daily financial columnists, or stockbroker recommendations. These consumers may well bypass financial planners in the same way they are dispensing with old-time brokers. More and more of these independent, take-charge people simply do not have the time to wait for a broker or news flash. Moreover, the Internet is there when the investor needs it. Financial planners will need to learn how to compete by joining the Internet revolution. Rather than viewing it as a threat, astute financial planners will use the Internet as their source of information and as their vehicle to reach new customers. Also, a wealth of new software can greatly assist planners in evaluating risk and return. Planners have a tremendous opportunity to show their skills to a more sophisticated audience.


CONSUMER NEED FOR FINANCIAL CONTROL 

Years ago people depended on their local banker to watch the family nest egg. Today people want to control their health, their politics, their privacy, and their money. At the same time, two of the hardest things for people to do are to ration funds to accomplish certain objectives and to set plans to work toward others.  Declining dependence on government institutions and traditional financial institutions, such as the community bank, has created a great opportunity for the financial planner to fill the void.

Potential consumers of financial planning services have a broad range of worries, prioritized below:• ◆ Retirement funding
•  Income tax exposure
•  Investment and asset growth during the earning years
•  Managing cash ◆ Anticipating future health care costs
•  Outliving assets
•  Estate planning
•  Funding education
•  Amount of personal debt
•  Downsizing and job loss



These worries are not temporary or linear. They occur simultaneously and stretch across social and economic distinctions. For example, funding for education and retirement requires special planning to increase assets with minimal risk.


INCREASING COMPETITION FROM FULL-SERVICE INSTITUTIONS 

Consumer choices for financial planning are changing, too. Growing competition may result in an increase or decrease in independent financial planners. As stated previously, technology has influenced practices by creating opportunity that did not even exist just a few years ago. Consider accountants recently forced to redefine their profession. With the advent of tax software available for as little as $40 or bookkeeping software at $100, technology has decreased the need for accountants keeping general ledgers and doing taxes. The ongoing expense associated with bringing in a bookkeeper, accountant, or CPA on a monthly basis has been eliminated by programs performing complex calculations with a few keystrokes. Complicating the business horizon for CPAs are companies such as Vanguard that offer tax preparation software on the Internet for free. This further diminishes the long-term  need for accountants. As a result, independent CPAs and larger accounting firms have expanded into a broad range of high-margin consulting areas to make up for erosion in traditional areas.

For their part, stockbrokers have been concerned about the quick development of Internet trading. For as little as [image: 003]7, a client can conduct a stock trade over the Internet for which a full-service brokerage may have charged $150 in the old days. Why would a customer pay a broker several hundred dollars to execute a trade when the same service is available from an online trading company for $20 or less per trade? Many full-service brokers, such as Merrill Lynch, have radically altered the way they do business by entering the online trading market. Clients may choose to pay an annual retainer to access a brokerage firm’s information products. But why would investors pay that much more money to do what they can do themselves with the same quality research? Few are willing, and many are self-educated. Technology has completely revolutionized the business. What will become of full-service brokers who do not refine their business model for consumers in this century? Seen any dinosaurs lately?

Not everyone will turn to the Internet or other new technologies to avoid traditional channels of financial services. There will always be many high-net-worth individuals and people without time or inclination who want personalized brokerage services. But again, as the changing demographics illustrated above, older individuals and younger people are not afraid to use the computer to find quality financial planning guidance. Financial planners need to find ways to link themselves to online financial information.

Insurance brokers have seen their world turn flat as life insurance sales stagnated over the past decade. Life insurance companies are turning to other products, including mutual funds, variable annuities, and financial planning as a way to make up for the insurance revenue drain. With the repeal of the Glass-Steagall Act, which prohibited insurance companies, investment companies, and banks from owning one another, many of these firms have begun to offer full-service financial products to create one-stop financial shopping. However, the small boutique financial planning firms and solo practitioners who establish their market  niches and are technically good at what they do will always find a home catering to the needs of their niche markets.

Financial planners will also come from professions outside the world of finance. Engineers, architects, contractors, salespeople, and other professionals are finding a new career enticing. Some have achieved financial independence and are now motivated to build the skills to help others with what they have accomplished for themselves.




Issues Consumers Consider When Selecting Financial Planners 

GIVEN THAT market opportunities argue the need for professional financial planning services, the next logical consideration is “How should consumers select a financial planner?” The consumer will want to consider the following issues:•  Do I need a specialist? This is the same question a patient addresses in selecting a general practitioner or a medical specialist. The general financial planner provides a broad spectrum of services. The specialist provides deep expertise in a specific area. Consumers need to determine where their needs lie, now and in the future.
•  Is the planner affiliated with any financial product companies?  Affiliation with a financial firm can bias a planner’s answers and/ or recommendations to clients. On the other hand, affiliated planners may be better informed on specific financial product options offered to consumers.
•  Does the planner earn significant commissions? A high ratio of commission to total service revenue can be a warning that the financial planner is biased. Consumer confidence is likely to be higher with the more balanced fee-based (i.e., fee plus commission) service provider.
•  Will the planner provide professional references? Consumers want and expect to hear success stories, especially when they are recent and relevant. Consumers will ask for references, and the astute professional financial planner will view this as an opportunity to shine, not as an inconvenience.
•  Can the planner answer technical questions? Consumers of financial services want confidence. Confidence is built when a financial planner has earned or can demonstrate technical depth with language targeted to the consumer. Consumers are wary of too much jargon or too little technical depth.
•  What does the planner charge? Potential clients are looking for specific statements of charges for services linked to performance outcomes. A fee structure based on the financial planner’s delivering specified products eases the consumer’s mind and makes a commission arrangement more acceptable.
•  What is the planner’s education and experience? In today’s market consumers expect an adviser to have formal training and accreditation or certification. The greater the financial risk taken on by the consumer and planner, the more important the credentials become. Successful planners may create consumer literature to help prospective clients make the right choices, illustrating their expertise and displaying their credentials at the same time.



IN THE PAST, most consumers have failed to recognize the need for professional financial counseling. Many people who recognize the need have failed to act or have made regrettable decisions about financial guidance. When economic times are good, many people have greater discretionary income, and few worry about tomorrow. This exaggerated confidence in the future leads to procrastination. Financial planners need to recognize that people often spend more time planning their vacations than they do planning for financial security. Today’s financial planner needs to be a master at motivating people to take the right actions for the right reasons right now.




CHAPTER 2

FOUNDATIONS OF A FINANCIAL PLANNING CAREER

IN ANY NEW VENTURE there is a strong impulse just to get started. While energy and urgency are fundamental to success in all competitive services industries, goal setting and practice planning are the first considerations for an aspiring financial planner. As with any new business, one must have a clear vision of what one wants to accomplish: what is the goal? The goal must be so fundamental and clear that it can be described in one to  three sentences. This high-level concept is the “big picture” or mission that every business needs, whether new or well established.

The goal is not day-by-day results but rather how a professional financial planning practice will look five, ten, or even twenty years in the future. The ultimate description of the practice will address range of services, number of clients, type of clients, range of client outcomes, geographical coverage, revenue, profitability, organization size, and exit strategy. These issues and others that naturally come to mind in the process of forward thinking will help in formulating the goal.

This initial step—setting down your vision of what you want to accomplish—is by far the most important and possibly most difficult task you will encounter on the road to a career in financial planning. If the goal is wrong, all subsequent effort will be wrong. Write the goal, and share it with friends and family. Let it sit and incubate for a week. If it is still thinkable, achievable, and exciting, then it is ready for work.

A good idea for a service business becomes a great idea if a step-by-step implementation plan is crafted. What are the steps necessary to create a new business that will still be on the right track ten or twenty years down the road? Unfortunately, many financial planners have good ideas but fail in their execution. They either never really know what business they want to focus on or they do not fully consider how to differentiate their practice. When a planner’s Personal needs are synchronized with client needs in a well-thought-out practice start-up plan, success is much more likely.

The popular saying “If you build it, they will come” holds true for financial planning. The challenge is how to build it so that it will thrive and endure. This process has two dimensions: (1) the specific issues the planner needs to consider in planning a financial planning practice; and (2) the sequence of issues—deciding what is addressed first.

The planner must carefully design an infrastructure that will support a growing venture. Financial planning is a service business. A service, by definition, consists of intangibles—informal  advice, good client relations, and word-of-mouth marketing—and tangibles—formal products, ancillary service alliances with complementary professionals, and value-added financial information tools. Perhaps most important, a service is making clients feel confident that they are being cared for. When these services are performed well at a fair price, clients will stay happy—and enthusiastically recommend their planner to others. This chapter introduces the beginning financial planner to the issues and steps needed to build a service infrastructure.




“Ten Must-Do’s” for Developing a Financial Planning Practice 

TEN KEY STEPS or “must-do” practice planning activities are necessary to get the new business launched. Each practice planning must-do is briefly described below in the sequence in which it should be considered. This chapter addresses several of the practice start-up issues in some detail, and subsequent chapters elaborate on the remaining topics.

1 Select a practice structure. Financial planning practices can be structured as sole proprietorships, general partnerships, S corporations, C corporations, or limited liability companies. Each structural option has a unique character, set of benefits, and legal limitations. This chapter reviews the differences among structural options and shows how to assess the merits of each, relative to a planner’s goals and needs.

2 Prepare a business plan. All new and established businesses need some sort of written business plan. A good business plan starts with the business environment, that is, the market, competition, opportunities, and challenges. The plan describes the objectives, strategies, and specific actions the person or company will follow over time to master the business environment. A good business plan carefully estimates the resources and contingencies necessary to achieve objectives. Where is the business today, where is it heading, and how will it succeed are questions answered in a polished business plan. For a more detailed discussion, see Chapter 6, “Building the Practice Infrastructure.”

3 Find a mentor. There is absolutely no substitute for experience. The speed with which new financial planners establish their product portfolio and client following is inversely proportional to the number of mistakes they make along the way. The best proven method to keep practice start-up snafus to a minimum is to find a mentor. To expedite your entry into the marketplace, you should team up with somebody who has been in the business for a while. Get under a mentor’s wing, and you can learn from his or her experience and profit from firm guidance in the right direction. You can find mentor candidates speaking at financial planning society meetings, running seminars at local educational institutions, or through professional forums on the Web. Professional society gatherings and publications normally feature programs that place entry-level practitioners with mentors. Mentorships are often an integral part of the financial planning curriculum offered by graduate learning institutions. Check the business curricula offered by colleges in your area.

4 Get the credentials. Financial planning is technical. There is a large body of information a financial planner needs to master in the process of getting started and even more for staying current. Practitioners need to understand macroeconomic principles, financial markets, basic and advanced asset valuation methods, and today, the Internet. Chapter 4 describes the technical subject areas of financial planning.

5 Create an advisory board. No successful planner has the time to prospect for new clients, maintain a client base, develop new products, and remain current with the enormous volume of fast-changing information affecting the business. You will need an advisory board of directors to bring expertise, information, advice, and credibility to your practice. The more impressive your advisory board, the more certain you should feel about the quality and professionalism of your practice. Ideally, these people will provide big-picture guidance: pinpointing potential pitfalls in your business and marketing plans, providing solutions to the ongoing practice problems you will inevitably encounter, and making themselves available for the casual reality checks every business leader needs to fine-tune new ideas.  Chapter 7 explains how to build and sustain an effective advisory board.

6 Build a back-office team. As part of your business infrastructure, you will need to hire personnel to carry out many of the tasks described in your business and marketing plans. A part-time generalist with prior experience in service enterprises is a valuable, cost-effective investment. You will not want to spend your time administering the business. Your job will be sales, product development, and implementation. Many new financial planners have tried to run multiple aspects of a new practice. Invariably, the new financial planner gets diverted in accounting software, business cards, cold-calling, and other activities better suited to a strong administrative assistant. Early on, establish a system that enables your staff to do whatever needs to be done to free you to address client issues. Build the right culture in your practice from the first employee forward. See Chapter 6 for more discussion of staffing.

7 Use information technology. In an age in which technology is a threat and an opportunity for the service provider, it makes sense to purchase the best technology and train your staff to use it. This includes business software—for contact management, graphics, and database creation, for example—and business hardware—videoconferencing equipment, scanners, and highspeed /high-resolution printers, for example. Chapter 10 presents an extensive list and discussion of financial planning software.

8 Develop a marketing plan. A marketing plan is the road map you follow before and while you inform the public about your practice. Marketing, like advertising among consumer product competitors, can be addictive. Many planners do not know when to start a marketing program, or worse, when to stop. Marketing a professional financial planning practice does not need to be expensive, but it needs to be focused and monitored. An important element is an analysis of pricing. Product managers, whether selling a service or cornflakes, have to decide how to price. Is the goal to optimize price per unit or total units sold? Manufacturing organizations traditionally strive for high volume with low price points. Service organizations, on the other hand, tend to strive for high revenue per unit, as in the case of a consulting firm.  The financial planner has to make a similar trade-off: many less-comprehensive planning assignments at lower revenue per unit, or fewer more-comprehensive planning projects at high revenue per unit. Chapter 7 will guide you through the development of a marketing plan.

9 Comply with all regulations. Financial planning is a recognized professional service and is regulated accordingly. With the immense power to affect client quality of life and financial well-being comes the obligation to protect the public. Attorneys, physicians, educators, certified public accountants, and other service providers are governed first by personal ethics but also by professional licensing bodies and governmental agencies. The financial planning industry has more regulatory and compliance issues to address than many other service professions. Chapter 5 leads the reader through ethical, professional governance, and regulatory issues facing financial planners in the United States.

10 Develop and implement standardized procedures in your practice. Establishing an organized and logical set of procedures is essential to client-centered financial planning. PIPRIM is an acronym for a systematic approach to assessing and achieving client financial goals. It spans from the very beginning, when you first meet a prospective client, through the point of providing solutions, to measurement of performance. The six-step process is so comprehensive that it applies to all clients in all phases of a service relationship. PIPRIM stands for:Preliminary meeting with a client  
Integrated goal setting and data gathering  
Putting it all together  
Recommending solutions  
Implementing the plan  
Monitoring the plan





A complete discussion of the PIPRIM process appears in Chapter 3.




Selecting a Legal Business Structure 

THE SELECTION of an appropriate legal business structure is extremely important. This decision will directly affect many aspects of your business. The way you can conduct business, the liability you are willing to assume, your ability to shift income among family members, the way you receive distributions from the business, the type of fringe benefits you will want to offer your employees, and the income tax code applicable to your practice are affected by the type of business structure you choose.

The selection of a business entity has been broadened through two trends:1. The emergence of limited liability partnerships (LLPs).
2. The passage of legislation at the state level allowing for limited liability companies (LLCs).


These two options, added to traditional solo and professional group entities, have made the business structure decision more complex but more flexible to personal needs. Fee structure (described in Chapter 6) should not be affected by your choice of legal business structure. This means your preferred compensation method should apply in any of the above scenarios. One caution is to make certain that the state(s) in which you wish to do business permit the type of legal business structure you intend to choose in your specific practice (e.g., financial planning, insurance, investments, or whatever specialty practice you may choose). Also consider whether you can be licensed as a nonindividual in your state and still receive commissions under that classification. You will need to check with state regulatory agencies or legal counsel to answer these questions.


SOLE PROPRIETORSHIPS 

A sole proprietorship is the most common form of business ownership due to its relative administrative simplicity. By definition, it is an unincorporated trade or business owned by a single individual. A sole proprietorship is not a legal entity separate and apart from its owner. The owner’s personal assets are exposed  without limitation to any and all liabilities related to the business. This unlimited liability exposure is the most significant difference between sole proprietorships and other business structures. However, if you are the business’s sole owner, the only options other than a sole proprietorship are C and S corporations, and single-member limited-liability companies (LLCs) in the states that allow them.

Sole proprietorships are easy to establish and require no special state or federal registration. Sole proprietors simply file a schedule C in addition to personal tax forms. A sole proprietor can use this business structure to employ family members, thus dispersing income and tax liability. Because of the sole proprietor’s unlimited liability, the business must have errors-and-omissions (liability) insurance to protect the proprietor’s personal assets. In addition, under a sole proprietorship, there is no flexible ownership, continuity of life, or capital structure since the business cannot be transferred, although its assets may be sold.

Generally, start-ups begin as a sole proprietorship, but as the practice grows, other more flexible financial structures are usually considered.

When to use a sole proprietorship

— If there is only a single owner and single member, LLCs are not permitted by state law.
— If adequate liability insurance is available at an acceptable cost.
— If the business is in its early stage and more complex structures are premature and too costly.
— If the owner is not concerned about transferring interest in the business in the near term.

When not to use a sole proprietorship

• If the practice begins generating significant income and wealth for the owner exposed under an unlimited liability structure.
• If the owner is concerned about having significant personal assets at risk under an unlimited liability structure. 
• If the practitioner intends to deliver financial services with inherent exposure to errors-and-omissions claims by clients.
• If there are one or more employees and the owner is concerned about how their independent actions may affect either the business or clients.




GENERAL PARTNERSHIPS 

A general partnership consists of two or more owners doing business with the intention of dividing the income, expenses, and profit. The legal aspects of general partnerships are governed by state partnership statutes, most of which are in conformity with the federal Uniform Partnership Act and the Revised Uniform Limited Partnership Act. Under law, partners are jointly and  individually liable (without limitation) for all the debts and obligations of the partnership. General partners can also be legally (and thus financially) responsible for actions taken by each other when giving the appearance of acting on behalf of the partnership. Because partners are liable to exposing personal assets through each other’s acts, general partnerships are extremely risky. Each general partner has the power to act as an agent of the partnership and to enter into contracts that are legally binding on the partnership and, ultimately, on the other partners. A partner may seek legal recourse for reimbursement from the partnership  in excess of his or her share of liabilities, depending on the ability of the other partners to yield such reimbursement from partnership funds. Partners must have a high level of trust in each other, although that trust is sometimes misplaced. Many have discovered that they really did not know their partners at all until after a disillusioning disaster.

Unlike corporations, partnerships offer no continuity of business life, management controls, or ownership transfer. A general partnership is beneficial in the following situations: (1) when a planner is seeking pass-through taxation; (2) if some or all of the potential owners are prohibited from being S corporation shareholders; or (3) if the S corporation single-class-of-stock rule prevents the principals from holding the ownership interests they want. Other than legal restrictions, the level of uncertainty built into the business  plan of a financial planning practice should determine whether the advantages of a partnership outweigh the risks.

When to use general partnerships

— If the new business generates significant start-up losses that can be passed through to the partners, making it more advantageous than the various restrictions of S corporations. The partnership is not the tax-paying entity, the owners are. Thus, revenue, profit, losses, deductions, and credit are passed through the partnership to the principals, who then report these figures on their personal tax returns.
— If practice pass-through taxation benefits (using a certain percentage of business profit to pay owners’ taxes) can be combined with specially tailored ownership interests that reflect each member’s contributions to the business.
— If cash distributions from the partnership reduce the owners’ basis for taxation. Only distributions in excess of an owner’s basis can trigger taxable gain.

When not to use general partnerships

— If multiple owners will not assume common responsibility for one another’s actions.
— If owners are concerned about having all personal assets at risk to liability claims.
— If the business intends to deliver financial services with the inherent risk of errors-and-omissions claims.




CORPORATIONS 

Corporate structure provides the greatest business and personal asset protection of any entity. Corporations are of two types, S and C corporations. These entities are more complex than the previously discussed options for the financial planner. Corporations provide significant tax deferral and reduction opportunities but also limit the owners’ entrepreneurial flexibility.

• S corporation. An S corporation is a small business that qualifies for and has elected to be treated as a pass-through entity under federal income tax laws. S corporation shareholders can  choose to receive business profits as dividends. Those dividends are taxed once as income to the partners—but not twice, as happens with C corporations, where the partnership and owners pay taxes on the same income.

S corporations offer a range of significant advantages as well as shortcomings. On the positive side are limited liability, tax-free transfer of ownership interests (as long as there are no more than seventy-five owners), and centralized management and continuity of business life through stock ownership. The disadvantages include the filing of the sometimes complex federal tax Form 2553, less than desirable tax treatment of fringe benefits, limited flexibility in selecting a tax year, and limited methods to recognize expenses and to protect income from taxation. In addition, S corporations are subject to strict eligibility requirements. These requirements state that the S corporation must have only one class of stock and must be a domestic corporation having fewer than one hundred shareholders who are either U.S. citizens or resident aliens, estates, or certain types of trusts. Financial planning practices other than S corporations, specifically partnerships and sole ownerships, are at risk for double taxation. Limited liability and the legal provision for single taxation of dividends make S corporations very popular.

When to use S corporations

— If limiting owner liability is a key issue.
— If pass-through taxation is desired.
— If the strict eligibility rules can be met by current and potential owners.
— If there will be only one owner, LLCs usually are not available. S corporations are strongly preferred over sole proprietorships.

When not to use S corporations

— If one-person LLCs are available. This entity offers significant tax advantages over S corporations.
— If the owners expect to draw high fringe benefits (and thus expense) and high income. Net income could be reduced by limited deductibility of fringe benefits and other owner perks.



• corporation. The C corporation is the most traditional corporate entity. It provides significant benefits comparable to those of the S corporation. The pluses include limited liability, flexible ownership and capital structure, continuity of business life, centralized management, and free transferability of ownership interests (unless limited by a buy-sell agreement). C corporation tax rates are slightly lower than personal rates: 15 percent on the first $50,000 earned and 25 percent on the next $25,000. As a result, the C corporation can maximize a business’s retained earnings. When a business intends to retain all its earnings for an indefinite period in order to finance its growth, the difference in tax rates makes C corporations a better choice than dividend pass-through structures. A dividend pass-through business might have to distribute up to 39.6 percent of business income just so the owners can pay their personal taxes. Finally, C corporations offer better tax treatment for employer-paid fringe benefits, the ability to select a tax year, and the ability to take loans from qualified retirement plans.

The limitation of a C corporation is the double tax on profits—once at the corporate level and again for individuals receiving income distribution. However, the double taxation burden is lessened by the relatively low corporate tax rate and by the favorable offset of shareholder-employees’ salaries and benefit expenses against income. In addition, C corporations can often solve the double taxation problem by “zeroing out” corporate income with deductible payments to or for the benefit of shareholders and employees. Such payments can be for salary, fringe benefits, interest on shareholder loans, and rent for property owned by shareholders. Unlike an S corporation or a sole proprietorship, C corporations do not provide for shareholders to shift income among family members. Thus, the C corporation structure should be reserved for financial planners who intend larger-scale, multiple-specialty, nonfamily businesses.

When to use C corporations

— If protection of the owners’ personal assets from business liability is a significant concern. 
— If the business plan assumes one owner and single-member LLCs are not permitted by state law.
— If the benefits of pass-through taxation are not important to the owners.
— If the owners foresee the possible need to borrow against their qualified retirement plan accounts.
— If the owners want to maximize retained earnings to finance business expansion and capital projects.

When not to use C corporations

— If the owners foresee the trade-off between double taxation and business expense deductions to be unfavorable. Double taxation can result from dividend distributions, sale of stock, or liquidation or appreciation of assets, such as real estate. If real estate assets can be owned by a pass-through entity that, in turn, is owned by C corporation shareholders, the real estate can then be leased back to the C corporation. With this arrangement, the C corporation can reduce its taxable income by making deductible rental payments that benefit its shareholders. Any gains upon the eventual sale of the appreciated assets owned by the pass-through entity will not be subject to double taxation.
— If the business owners distribute most of the income to themselves. Such a business should operate instead as a pass-through entity.




LIMITED LIABILITY COMPANIES 

Limited liability companies (LLCs) are becoming more popular because they combine the best legal and tax characteristics of corporations and partnerships while avoiding many of the disadvantages. An LLC offers limited liability protection to all of its owners (called members) but still is treated as a partnership under federal income tax rules. Therefore, LLCs are unincorporated legal entities governed by state law and are not subject to restrictions on corporations or partnerships.

An LLC is a slightly tricky legal entity. It is a separate being from its members, and it owns assets and is liable for debts. Therefore, the personal assets of an LLC member are generally beyond the reach of LLC creditors or other members. LLCs also have liberal ownership rules. Some states require a minimum of two members, others require only one. LLC covenants do not permit tax-free transferability of ownership interests. Fringe benefits and selection of tax year are unfavorably treated by LLC tax rules. Because LLCs are a relatively new type of business structure, there is a paucity of legal precedents available to guide tax courts and regulatory agencies in governing LLC business practices. Some states may not recognize one-person LLCs or permit certain lines of business to use the LLC structure. Because all members may participate fully in LLC management without losing limited liability protection, LLCs are ideal for closely held financial planning practices.

 Summary Comparison of Entity Attributes
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When to use LLCs

— If the financial planner practices under state laws permitting LLCs.
— If members desire to pass on ownership to heirs while retaining some level of management control.
— If the owners desire both pass-through taxation and limited liability.
— If the start-up company expects to have losses in the initial years that are passed through to investors.
— If the business plan includes real estate investment. Partnership taxation rules allow the investors to obtain basis from entity level debt, and special tax allocations can be made to benefit investors.
— If the business plan includes venture capital investments and state partnership laws permit pass-through taxation.

When not to use LLCs

— If state law does not permit LLCs in service industries, including banking and insurance.
— If shares of stock will continuously be issued to represent ownership interests.
— If the owners or advisers are unsure of income tax and regulatory changes, since LLCs are relatively new.




LIMITED LIABILITY PARTNERSHIPS 

Because of the facility of malpractice litigation against law and accounting professionals, state LLP laws were enacted. Unlike those in general partnerships, LLP partners are not liable for one another’s acts. The saga of Laventhal and Horwath, before its demise one of the nation’s top accounting firms, is a well-known example of the potentially ruinous consequences of joint partner liability; in that case, the firm collapsed under the weight of devastating, entangled litigation.

Limited Liability Partnership Attributes



	ISSUE 	RULE 
	Legal formalities of formation 	File an application with the Secretary of State
	Liability of owners 	An LLP partner generally is not personally liable for debts and obligations of the LLP arising from professional errors, omissions, or negligence of the LLP’s other partners and employees, with few exceptions
	Ability to shift entity income among family members 	Yes, within limits of family partnership rules
	Number of owners and types of permissible owners 	At least 2, but no maximum. No limits
	Administrative complexity 	Moderate
	Double taxation and tax on contributions 	Generally none
	Basis 	Carryover basis from property contributed plus basis from share of liabilities
	Tax on income 	Taxed directly to partners
	Tax on distributions 	None to extent of basis
	Management 	Each partner has general agency authority
	Ability to transfer all ownership rights 	Generally limited by state law and partnership agreement
	Continuity of life 	Legal dissolution on death, disability, etc., of general partner unless remaining partners vote to continue in existence
	Loans against qualified plan accounts 	No, if more than 10% of profits or capital interests
	Unreasonable owner compensation issues 	None




LLPs are a new type of entity that applies well to financial planning and asset management practices. LLPs, originally developed to control partners’ personal liability, are formed and operate according to state LLP statutes. LLP partners may be personally liable for their own tort-related acts and their own professional  errors, omissions, and negligence. An LLP partner may also be personally liable for the professional errors, omissions, and negligence of others who are under the partner’s direct supervision or who should have been. However, LLP partners generally are not liable for the professional errors, omissions, and negligence of the other LLP partners and firm employees.

When to use LLPs

— If owners want pass-through taxation and cannot operate as a limited partnership due to active management by all the firm’s partners.
— If state law prohibits use of an LLC, such as a state board of accountancy prohibiting LLC entities.
— If it is easier to convert an existing general partnership into an LLP rather than an LLC.
— If the owners want to avoid being subject to the double taxation risk of C corporations.
— If the owners want to avoid being subject to strict S corporation qualifications.
— If LLCs are subject to certain types of state taxation codes, as in Texas, where LLCs are taxed on an entity level but LLPs are not.
— If the LLP owners want to make tax-free distributions of appreciated property and create different types of partnership interests with varying rights to cash flow, liquidation proceeds, and tax allocations prohibited to S corporations.

When not to use LLPs

— When state law does not offer LLC-like liability protection to LLP partners.
— If state law does not permit this structure.
— When qualifying as an S corporation is more convenient and you want the transferability of ownership through stock.
— If the partner can “zero out” the double taxation of C corporations with deductible payments to or for the benefit of the owners.



BEFORE EMBARKING on the first of the “Ten Must-Do’s,” consult an experienced attorney to explain structural entity options in the state or states where you plan to practice. Remember to consider the growth phases your practice will experience in the short and long term. Your attorney will help you make structural decisions for today that will allow transition to more complex entities in the future. Plan ahead.




Finding a Mentor 

SUCCESSFUL PRACTITIONERS in most fields of professional accomplishment, from music to medicine, look forward to the time when they can act as a mentor and take others under their wing. Ensuring smooth passage of a trade to a qualified next generation plus the personal satisfaction derived from helping others succeed are fundamental to the mentor’s motivation. Mentors are teachers who provide specific guidance to novices. They teach techniques that have made them successful, and they are often looking to give back to their profession or community. This concept fits the financial planner profession as well.

The mentor relationship is an extremely important one for many reasons. First, most students and planners first entering this field have little or no practical experience in dealing with clients or the technical aspects of the business. Many of these students come from fields unrelated to finance. In addition, the interpersonal dynamics of the provider/client relationship are not replicated in other fields. The mentor’s role is to prescribe a series of do’s and don’ts to guide new planners along the path to professionalism, competency, and success. Mentors will help prioritize what needs to be done and will coach the student through the planning process described in Chapter 3.

Second, students of financial planning lack technical experience. Planners must be well educated in multiple disciplines of financial planning, including insurance, investments, education funding, retirement, income tax, and estate planning, among others. The future planner must know how to explain a financial objective to a client in very easy to understand terms, including the cost, the expected return, and the financial plan needed to  accomplish the desired results. Because the knowledge base is so vast, few planners can be expert in all areas; today planners should specialize in a financial planning subfield, since it is important to differentiate themselves. Mentors are frequently specialists who train students to become experts in their field and expand the total knowledge base for the next generation.

Where can you find mentors? Try your local Financial Planning Association (FPA) society. Many have organized programs that give new members the opportunity to work with mentors and to form discussion groups focusing on specifics they find in practice. Often students are allowed to join at reduced prices.

Internships are another alternative. There are many practitioners willing to hire interns, generally on an unpaid or nominal-pay basis, in exchange for the experience that will assist them greatly in their first jobs. These internships can be found through finance and accounting departments of colleges and universities as well as through local organizations, such as the FPA.

Because of the complexities of financial planning work, working with a mentor in this type of arrangement is an excellent opportunity for newcomers to the profession, especially for those at midcareer transition. Many midcareer entrants to the field have sufficient funds to hold them over temporarily so they can get the needed experience to come out of the gate running. The other advantage to guidance from a mentor is that it is better to learn on someone else’s nickel! In other words, you are better off making mistakes with someone who can then show you a better way to handle issues and minimize your learning curve. When you feel confident about handling difficult client issues, then you will be on your way to becoming an independent financial planner.




Getting the Credentials 

WHAT KIND of background does one need to be a successful financial planner? How can you differentiate yourself from the other 250,000 self-described financial planners? Is it beneficial to earn a specialty designation? These are questions you need to consider when entering this profession. The fact is that more and more planners are earning professional designations and  certifications. The drive to demonstrate professional expertise in specialty fields is definitely on the rise.

The personal financial planning certification process protects the public by ensuring a minimum level of competence among service providers through the successful completion of a certifying examination. Certification improves the personal financial planning skills of practitioners, resulting in increased professional competence across the industry. It enhances the profession’s image as one that requires rigorous training. Furthermore, it helps keep the practitioner up-to-date with new developments in the profession. Once certified with any professional designation, practitioners need to take continuing education classes.

Following is a discussion of the most widely held designations financial planners pursue. Certification requirements are from the administering organization’s official guidebook. For more information, contact the appropriate organizations listed here.


CERTIFIED FINANCIAL PLANNER (CFP) CERTIFICATION REQUIREMENTS 

The CFP designation is offered by the CFP Board of Standards and has four initial requirement categories: education, examination, experience, and ethics.

1 Education. Before taking the certification examination, you must first complete the academic financial planning curriculum. The CFP Board does not specify or publish an official study manual; however, completion of the curriculum is available through three educational paths—registered program, challenge status, or transcript review.

The registered program encompasses many college or university classes affiliated with the CFP Board. Each CFP Board Registered Program provides coverage of all topics determined by the CFP Board to constitute the core curriculum for personal financial planning practitioners. Registered institutions presenting these programs often do so under different course names, yet they must cover the required content. More than three hundred programs are now registered with the CFP Board, and a new type of boot-camp format—Financial Planning Fast Track— provides a revolutionary way of obtaining the necessary education. For more information, visit www.financialplanningfasttrack.com. These programs are neither approved nor disapproved by the CFP Board. Rather, they are registered as having met the CFP Board’s requirements to ensure that the appropriate curriculum will be covered so that students can be prepared for the examination.

There is no time limit between completion of a CFP Board Registered Program and sitting for the Certification Examination. The educational program is designed to cover all of the tested topics; however, in reality it may not be adequate preparation for the examination. You should check with the registered institution to determine what the pass rate has been for students completing its program. The list of registered programs is available in the CFP Board’s General Information Book on its website,  www.CFP-Board.org.

Aspirants who already hold certain degrees and professional credentials are allowed to sit for the Certification Examination without having to verify their educational preparation. The following degrees and credentials have been approved by the CFP Board as fulfilling the education requirement: Certified Public Accountant (CPA), licensed and/or inactive attorney, Chartered Financial Consultant (ChFC), Chartered Life Underwriter (CLU), Chartered Financial Analyst (CFA), Ph.D. in economics or business, and Doctor of Business Administration.

The transcript review process is applicable to aspirants who have already completed the necessary coursework to sit for the Certification Examination. The CFP Board may waive some or all of the education component required for certification if the applicant can demonstrate successful completion of upper-division-level college or university coursework and the applicant is a holder in good standing of a CFP Board-recognized credential that can be transferred to meet the education requirement. Examine the checklist on the transcript review application to determine if you have completed some or all of the mandated courses.

The CFP Board also recommends courses in finance, accounting, economics, computer programming, and communications,  especially for those who are new to the area of financial services.

2 Examination. When you have successfully completed the coursework or have satisfied the examination challenge requirement, you are eligible to apply for the ten-hour certification examination. It is administered three times a year, generally on the third Friday and Saturday in March, July, and November. The test is divided into one four-hour session (Friday afternoon) and two three-hour sessions (Saturday).

The test is designed to assess your ability to apply your financial planning education to financial planning situations and your understanding of the requirements of a successful CFP licensee. These requirements, which are updated approximately every five years, are derived from an extensive job analysis that specifies what CFP licensees do in practice. These requirements cover the areas of investment planning, estate planning, individual income tax planning, retirement planning, risk management, insurance, and finance.

3 Experience. To become certified you will also need work experience in personal financial planning to show that you have acquired the counseling skills that are part of the job. The usual requirement is three years, performed before or after successfully completing the certification examination, but exceptions apply in certain situations, such as five years’ full-time experience without an undergraduate degree. Six months’ experience must be gained within twelve months of submitting the resume form, and internship programs may qualify for partial credit.

4 Ethics. Once you have completed the education and experience requirements, you will receive a declaration packet that includes an ethics statement form and your license application with a bill for your initial licensee fee. Before certification, you must disclose past or pending litigation or agency proceedings and acknowledge the right of the CFP Board to enforce its Code of Ethics and Professional Responsibility through the due process described in its Disciplinary Rules and Procedures. If you have any questions about the effect of any past or pending action on your certification, you may contact the CFP Board counsel directly.

Becoming a CFP licensee is a good idea if you are concerned about designation recognition. With more than 73,000 CFP licensees in the marketplace, it is far and away the most popular designation, which should prove valuable in establishing credibility with consumers. Also, the name itself—Certified Financial Planner—resembles other licenses and designations that incorporate the term certified and as such is readily recognizable to the consumer/ client. For more information, contact the CFP Board at 888-CFP-MARK (888-237-6275) or visit its website at www.CFP-Board.org.


PERSONAL FINANCIAL SPECIALIST (PFS) INITIAL ACCREDITATION REQUIREMENTS 

To qualify for the PFS designation, which is offered by the American Institute of Certified Public Accountants (AICPA), you must:•  Be a member in good standing of the AICPA. This means being a licensed CPA and not having any professional or ethical violations against you.
•  Hold a valid and unrevoked CPA certificate issued by a legally constituted state authority.
•  Have at least 250 hours of experience per year in personal financial planning activities for the three years immediately preceding the application. These activities must include the following:— Personal financial planning
— Personal income tax planning
— Risk management planning
— Investment planning
— Retirement planning
— Estate planning


•  Agree to comply with all the requirements for reaccreditation after you earn the right to use the PFS mark. These include earning continuing education credits and submitting three client references every time you apply for renewal.
•  Pass the PFS examination. This examination is a six-hour practice-oriented exam. There are no formal education requirements or specific course topics as with the CFP Certification Examination. Rather, the test is based on one’s practical knowledge as a CPA specializing in financial planning. 
•  Satisfy a point system, whereby successful attainment of professional designations, examinations, authoring of books or articles will go toward these requirements.
•  Submit six written references that discuss your working experience in personal financial planning.



Professional Financial Planning Designations



	DESIGNATION 	ISSUED BY 	TELEPHONE/WEBSITE 
	CFP licensee 	CFP Board of Standards	888-237-6275
	Certified Financial Planner	www.CFP-Board.org 
	PFS 	American Institute of Certified Public Accountants	888-777-7077
	Personal Financial Specialist	www.aicpa.org/pfs 
	CFA 	CFA Institute	800-247-8132
	Chartered Financial Analyst	www.cfainstitute.org 
	ChFC 	The American College	888-263-2765
	Chartered Financial Consultant	www.amercoll.edu 


This designation is especially meaningful when you have an active CPA practice and want to branch out and become a specialist in financial planning. Since it is limited to practicing CPAs only, it has never attracted the number of designates that the CFP mark has. To date, very few CPAs have earned this designation. To receive additional information, contact the AICPA at 888-777-7077 or online at www.aicpa.org.


CHARTERED FINANCIAL ANALYST (CFA) REQUIREMENTS 

The Chartered Financial Analyst Institute (CFA Institute) offers a CFA charter. To receive one, you must:•  Pass the Level I, Level II, and Level III examinations, which test three levels of investment analysis; the exams are offered once a year.
•  Have at least four years of acceptable professional experience working in an investment decision-making capacity. Acceptable work experience means performing, teaching, or supervising the collection, evaluation, or application of financial, economic, or statistical data as part of the investment decision-making process. Eligibility of a candidate’s experience for meeting the CFA requirements is reviewed only after the candidate passes the first examination.
•  Apply concurrently for membership in the CFA Institute and in a local member society (these local organizations are affiliates of the CFA Institute).
•  Sign and submit a professional conduct statement.
•  Sign and submit a form agreeing to comply with CFA Institute rules and ethical standards.
•  Exhibit a high degree of ethical and professional conduct.



This designation focuses on investment calculations. It is very specific to investment and does not emphasize a comprehensive approach toward financial planning. If you want to become an investment specialist, then earning a CFA is highly worthwhile. For more information, contact the CFA Institute at 800-247-8132 or online at www.cfainstitute.org.


CHARTERED FINANCIAL CONSULTANT (ChFC) REQUIREMENTS 

Through self-study courses offered by the American College of bryn Mawr, Pennsylvania, students are eligible to become candidates for a Huebner School Chartered Financial Consultant (ChFC) designation. The program to obtain this designation requires coursework, three years of business experience, and thirty hours of continuing professional education every two years, along with maintenance of ethical standards. An undergraduate or graduate degree from an accredited institution qualifies as one year of business experience. Examinations are administered after each course. Ten courses are needed to obtain the ChFC designation.

For more information, contact the American College at 888- 263-7265 or online at www.amercoll.edu.




Licensing Requirements for Insurance and Investment Advisory Practitioners 

FINANCIAL PLANNERS who want to become fee-based investment advisers need to pass the so-called Series 65 or Series 66 securities examinations. These tests generally are a prerequisite to becoming a Registered Investment Advisor (RIA) in most states. However, if you plan to go for your CFP, PFS, or ChFC designation, obtain that first, because many states now waive the Series 65 or 66 exams if the applicant possesses any one of those designations. Note, however, that some states may require you to pass the Series 6 or Series 7 exam in addition to either passing the Series 65 or 66 exam or obtaining the financial planning designation waiver. Check with your state licensing board first.

If you are interested in becoming a commission-based investment salesperson, generally it is better to take the Series 7 exam rather than the Series 6. Passing the Series 7 provides you with the opportunity to sell more products, such as stocks, bonds, options, mutual funds, variable life, and variable annuities, whereas the Series 6 enables you to sell only mutual funds and variable insurance products. If you want to sell life, health, and disability insurance products, you need to obtain a life and health insurance license. If you wish to sell automobile, home owners, and umbrella insurance, you will need a property and casualty license.

The easiest way to obtain your licenses for insurance or investment advising is to affiliate with a financial services organization that will sponsor you, such as a brokerage or insurance company. Such firms usually will pay your licensing fees and provide you with the training necessary to pass the examinations. This approach will enable you to get your licenses quickly and easily while learning about the industry firsthand.


DESIGNATION CONSIDERATIONS 

Many of the designations discussed above originated in related industries. The ChFC designation, for example, is an offshoot of the Chartered Life Underwriter (CLU) designation, which has existed in the life insurance industry for many years. Planners holding the ChFC designation often approach planning issues more from an insurance perspective, given that the primary training associated with this designation reflects that orientation while also incorporating other elements of the financial planning process. For a planner with a strong interest in insurance concerns who wishes to become a specialist in this area, the ChFC or CLU title may be the most appropriate. However, it is worth noting that this designation is not well known or understood by the general public; in fact consumers may tend to view ChFCs as strictly sellers of insurance products due to an association of the mark with that industry.

CPAs wishing to emphasize their financial planning skills can obtain the PFS certification, which, as noted previously, is open only to CPAs and denotes the CPA as a financial planning specialist. The drawback of this mark, however, is that it has not been heavily promoted to the public as a mainstream designation, so that most consumers are unfamiliar with it. This in part reflects the fact that the AICPA has not rallied around this specific designation since many within the organization want to promote the CPA holder as the financial planner of choice. In fact, one faction holds that the CPA degree itself confers the appropriate skills necessary to be a competent financial planner.

However, CPA training in and of itself does not provide exposure to the spectrum of skills needed by the planner. The full range of these disciplines, discussed in Chapter 4, is usually not found in the standard college and university accounting curricula. On the other hand, some AICPA members believe that an accounting specialty for financial planners is warranted. They see CPAs who practice as Certified Financial Planner specialists as analogous to physicians and lawyers who practice in specialties. These conflicting views among its constituency have made it difficult for the AICPA to lend major support to a single designation.

The must-have certification for practitioners wanting to denote their financial planning specialization is the Certified Financial Planner (CFP) designation. Held by more than 73,000 planners, this is the best-known mark that the public associates with the financial planning profession. The press often includes the CFP designation along with a planner’s name after a quote in a newspaper or magazine. Since the mark is the predominant one among financial planners who hold designations, industry representatives who are CFP licensees tend to have more clout with regulators. Also, consolidation has occurred within the financial planning industry, notably the International Association for Financial Planning (IAFP) and Institute of Certified Financial Planners’ (ICFP’s) historic January 1, 2000, merger into a single professional organization, the Financial Planning Association (FPA). The American College, sponsor of the once rival ChFC mark, now also offers training leading to the CFP designation and has become the largest enrollment base for those hoping to become licensed as Certified Financial Planners. All these factors suggest that the CFP program is likely to continue to predominate as the industry standard in the profession in the years to come.

For planners seeking a formalized training program, the CFP designation provides the most comprehensive and generic industry training. Since one of the requirements for obtaining the mark is to go through an education program covering a mandated range of topics, would-be planners have an opportunity to receive adequate training in the full spectrum of planning disciplines, which is especially valuable both for novices and for planners entering from other industries.

Other designations, namely the CFA and RIA, do not provide for a comprehensive approach to the entire range of financial planning services. They are for planners wishing to highlight an industry specialty in investment planning and advising, but these designations do not suggest a practice with broad financial planning.




End of sample
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 Competitor strengths. FPC's major competitors have excelled in

the following areas:

—A total of twelve salespeople soliciting prospects. No single firm
has more than three salespeople.

—Several firms have affiliations with local accounting, legal, and
investment firms. These relationships provide clients with ready
access to complementary professional services.

—Several owners are prominent in local environmental issues,
school boards, and community service. These commitments add
credibility and access to new targets.

® Competitor weaknesses. FPC’s major competitors have neglected

the following opportunities:

—The Internet: No firm uses the Intenet for interactive communica-
tion with prospects or clients, although several have websites.
—Community focus: The more established firms promote their
upscale, downtown location, which attracts high-income pros-
pects but ignores the needs of middle-income individuals and

families.

—Pricing: Most competitors follow the same pricing scheme,
offering free initial consultations, various forms of money-back
guarantees, and referral incentives. This motivates prospects to
think price, not value. Although FPC recognizes the attraction of
price, the firm wil strive to attract fewer but more loyal clients.
with longterm family needs.

MARKETING PLAN AND SALES STRATEGY

FPC intends to attract prospects and retain clients through the fok

lowing marketing and sales approaches:

—Press releases: Business founding and advisory board formation,
community events, staffing appointments, and promotions

—Brochures: Professional services brochures, special topic litera-
ture

—Consumer events: Shopping center openings, community social
events, seniors’ events, Givic group meetings

—Direct mail

—Newspaper advertising and articles in special supplements
(retirement planning, education planning, and estate planning)
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Personal Financial Plan Summary
Jeff Williams and Sally Wi

July 15, 2005
This is your personal financial plan, a profile and analysis of your cur-
rent financial resources and your objectives. It is designed to be a

starting point to help you develop plans and strategies to reach your
financial goals. It covers many aspects of your financial situation.

YOUR CURRENT RESOURCES
# Net worth. You currently have a net worth of $1,274,992. You
can increase your net worth by increasing savings or by reducing the
‘amount of your debt.

# Cash flow. For 2005, we estimate that you will have $65,000 to
fund your financial objectives. To fully fund these objectives will require:
60 percent of your available cash in 2005, or $39,000. This will leave
you with $26,000 cash to fund unforeseen spending. You may decide
to increase this reserve by decreasing your variable expenses.

# Income tax. You are currently paying 39 percent of your income
to various government entities in the form of taxes. This percentage
does not include personal property, sales, or sundry taxes. See the
Income Tax Planning section for ideas on steps you could take to
reduce your tax burden.

FUNDING YOUR FINANCIAL OBJECTIVES
Jeff and Sally, this section shows your goals in the priority order
that you indicated and summarizes what you will need to achieve
these goals. Your total cash requirement to fund the areas below is
$39,000.

# Retirement. When Jeff retires in 2019, you will need an additional
$125,321 in today's dollars to fund your retirement. See the Retire-
ment Planning section for details. Set aside $20,300 in 2005, or
6 percent of your gross income.

# Education financing. It will cost approximately $203,000 in
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Please complete this three-part work sheet to determine the
amount of income you will need in retirement and the savings
you will need to reach your income target. After you complete this
work sheet, meet with your financial planner to prepare a retirement
plan. Annually you will want to update the information as your life
situation and long-term goals change.

SECTION 1: RETIREMENT EXPENSE FORECAST
This section helps you approximate the annual retirement income
you will need to meet your postretirement standard of living. First
you will calculate the approximate income necessary to maintain
your desired living standard in today's dollars. In order to project
annual living expenses during retirement, you must then multiply
your living expenses by an inflation factor.

Annual retirement expense forecast

Current gross annual income s
Minus amount of annual savings 2 -$.
Subtotal (the amount you spend currently) $.
Multiplied by 80% ©1 $. .80

Equals the approximate annual cost (in current
dollars) of maintaining your current standard
of living if you were retiring this year $.

—Multiplied by inflation factor from table below $.

—Equals approximate annual cost (in future
dollars) of maintaining your current standard
of living when you retire

Explanations for the planner

1 “Current gross annual income” includes allincome from all sources.

(2 “Annual savings” includes, in additon to the usual Sources of savings, reinvested
dividends and capital gains, and any contributions to retirement plans that are
taken from annual ncome.

(3 The general ule is that a retiree can maintain his/her preretirement standard
of iving by spending roughly 80% of preretiement annual income. Individual cir
‘cumstances may dictate a higher or lower percentage. Ideall, ou should prepare
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1 Planned retirement age
Client 1 Client 2

2 Do you see any significant changes in your monthly expenses upon
retirement? (i.e., increased travel, major purchases, etc.)

3 What after-tax rate of return do you expect to earn on your investments?

4 What infiation rate do you feel comfortable using in these projections?

5 Do you want all your debts paid after your death?

& How much money, if any, do you want to leave to your heirs?

7 Who prepares your tax return?
0 Self
O Paid preparer
Name
Address

Phone
Fax

& Do you have estate-planning documents?

© When and in what state were the estate-planning documents drafted?

will OY ON  Date State
Living trust OY 0N Date State
Power of attorney  OY ON  Date State
Living will OY ON  Date _ State

Other documents  OY ON  Date _ state
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# Asset management. You currently have $914,992 in your invest-
ment portfolio. Review the Asset Class Mix for ideas that could
enhance shortterm cash (less tax obligation) to fund financial
objectives in 2005 and beyond.

# Estate planning. Jeff and Sally have a combined estate of
$3,274,992. Refer to the Estate Planning section for details on the.
composition of the gross estate and potential methods of saving
estate taxes.
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b. Multiply by numbers of years of life
expectancy after retirement begins:
s. (Line 7a)x (years) = §.

& Total funds needed to cover expenses:
(add Lines 1h, 2e, 3e, 4g, 5e, 6d, and 7b) $.

9 Available assets $.

ADDITIONAL LI INSURNCE

10 Subtract available assets (Line 9) from total
funds needed to cover expenses (Line 8). This
shortfall represents the estimated amount that
must be covered through life insurance. s
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Your Personal Financial Health Checkup

Please take a few minutes to complete this checklist. Any “no” or
“not sure” answers can point to potential problems you may wish to
‘ask me about.

HONTE INCONE 10 EXPXSES

1 Do you use a budget? OYes ONo DINotsure
2 Do you have any financial problems ~ CYes CINo [INot sure
that require immediate attention
(i.e., child going to college, loss of
job, immediate retirement, poor
investment returns, etc.)?

s

1 Are you saving for retirement? OYes DNo [INotsure
2 Do you know what rate of return OYes ONo [INotsure
you need now to maintain your
lifestyle after retirement and keep
ahead of inflation and taxes?

CHLORN'S CoucuTION

1 Have you planned for this expense? [JYes CINo [JNot sure
2 Is the ownership of your education  (JYes CINo [JNot sure
savings designed to reduce taxes?

1008 ESTHNTS

1 Are your investments well OYes ONo CINotsure
diversified?
2 Are you satisfied with their OYes ONo DINotsure

performance?
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STOGK S8 oukss MK CAPTAUATION BAKGE

Large capitalization (large cap) More than $5 billion
Midcapitalization (midcap) $1 billion-$5 billion
Small capitalization (small cap)  $300 million-$1. billion
Microcapitalization (microcap)  $10 million-$300 million
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w w

File Articles of File Articles of File application with
Incorporation vith Organization with Secretary of State
Secretary of State Secretary of State

‘Shareholders Members liable Not liable for professional
liable only to only o extent of errors and omissions of
extent of contributions other partners or employ-
contributions ees unless under direct

supervision of partner in
question. Same as general
partnership for other
liabilties in some states

Toa degree, by No Yes, within limits of family
manipulating partnership rules
wages of employee

owners

No more than 100 Atleast 2, but Atleast 2, but no
owners and 1 o maximum maximum. No limits
class of stock. Only  (some states

individuals, estates,  permit single-

certain trusts, and member LLCS).

certain taxexempt Nolimits

entities may be.

shareholders

High Moderate Moderate

Generally none if Generally none Generally none
control test saisfied,

unless former C

corporation and built

in gains and certain

other taxes apply
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AeTon

PERSON RESPONSIBLE

W BATE

1 Increase disability
coverage through work

2 Increase life insurance
coverage through work

3 Provide planner with list
of 401(k) plan options

4 Change beneficiary on
personal life insurance
policy

Ed

£d

Tami

Tami

09/10/05

09/10/05

09/12/05

09/15/05
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Primary Compensation (Tota percent*)

Fee and commission 54%
Commission 1%
Fee only 29%
Salary a%
Other 1%
*Does not equal 100% due to ounding
Average Fees Charged
Hourly $162
Single-Focus Plan $894
Comprenensive Plan $2,316
Planner Earnings
Gross earnings i year preceding earning

CFP Certification $54,000
Gross earnings in year after earning

GFP Certification $72,000
Current average annual gross eamings $219,000
Current average annual net earnings. $142,000
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Financial Planning Company:
Marketing Plan Action Blueprint

sk FSON BEsPONSILE coumcton e

Prepare SWOT Brian July 7
Research target market Sue (P/Tplanner)  August 1
Develop prospect list Sue August 30
Develop mailing, Kathy (administrative ~ September 1
for target market (assistant)

Identify partnering Brian August 1
candidates

Book Q4 speaking Kathy August 30
schedule

Join local civie Brian August 1
groups

Submit FPC launch Sue September 1

article to newspaper

Book coffee break Sue October 18
at Seniors Fest

Convene advisory board  Brian August 30
to brainstorm
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Your Balance Sheet

If you have this information in a format of your own design, please
feel free to attach that rather than filling in the charts below. Please
also attach all brokerage, financial adviser, and mutual fund investment
statements, and any other necessary documentation.

Determining Your Net Worth:
Analyzing Your Assets and Liabilities

PERSONAL ASSETS

N0 55T connn e

Primary residence
Secondary residence
Automobile(s)

RVs (boats, campers, etc.)
Household belongings, etc.
Other personal assets

PR R R

CASH RESERVES

AT BN W A

SANE NN AN 0 5501 e RN BT Avwiions_panrest
Checking s
accounts
Sovings g
accounts
Creditunion g
accounts
Woney market g
accounts
Cortfcats of g
dopasit 1
Cortfeats of g
dopasit2
Cortfeate of s
dopasit3
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Financial Planning Corporation
Confidential Questionnaire

Please take time to fill out the following forms and mail, email, or
fax them (along with any related statements) to us at least 10 days
prior o our upcoming service appointment.

This information will help FPC to provide you financial advice that
applies to your current situation.

CLIENT(S) PERSONAL INFORMATION
Client 1 name
Home address

Home phone
Email
Social Security number

Driver's license
Expiration date
State
Birth date

Client 2 name
Home address

Home phone
Email
Social Securitynumoer
Driver's license
Expiration date
State

Birth date
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4 Equals estimated future value of retirement
resources that are currently available

(multiply Line 2 by Line 3) $
5 Retirement funds needed by retirement age

(subtract Line 4 from Line 1) $
& Muttiplied by annual savings factor

(refer to annual savings factor table below)'! x
7 Equals savings needed over the next year

(multiply Line 5 by Line 6)(4 $

Appreciation Factor Table

ouREE o Teass NN or 10
L RN ncion
5 14
10 2.1

15 3.0 35 126

20 4.2 40 18.0

Annual Savings Factor Table

OHRER 0 T6kES NN 07 Y0
L RN ncion UM RETRENENT I
5 1513 25 0088

10 0558 30 0054

15 0274 35 0034

20 0151 40 10022

Explanations for the planner

{1 Resources that are currently availble typcally nclude the current value of allinvest:
mentelated assets that clients do not expect to use before retirement, Do not
include the value of your clients” home urless they expect 1o sell it to raise money.
forretirement. Do not include any vested pension benefis if you have already fac-
tored them in on Line 2 of Secton 2.

(2 The appreciation factor helps estimate what currenty available etirement resources
Will bo worth at retirement. The appreciation factor assumes a 7.5% aftrtax ate of
appreciation.

(3 The annual savings facto helps compute the amount clents need 1o save during the
et year i order to begin accumulating the etiement funds needed by retiement
The annual savings factor assumes a 7.5% aftertax rate of retun.

4 The annualsavings needed to accumulbte & rtirement nest egg assumes that lents
will save on a regular basis.
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b. To increase somewhat
c. To keep up with inflation
d. To decrease

e. To decrease substantially

7 Comparatively, how much income do you expect to have av
able for discretionary purchases, savings, and investment over
the next 2 years?

. Substantially more than | have now

b. Somewhat more

c. About the same

d. Somewnat less

e. Substantially less

®

8 Investment markets fiuctuate. Though the long-term direction has
been generally upward, there have also been periods of decline.
From a practical standpoint, not considering your views about
taking risks, how easily could you replace investment deq
with future higher income?

a. Very easiy

b. Easily, with some planning involved
c. It would be difficut

d. It would be very difficult

e. It would be impossible

9 Now consider your personal feelings about watching the ups
and downs of the stock market. If you owned investments, how
would rises and falls in the market affect you emotionally?

a. Shortterm movements in the investment market would not
affect me.

. Shortterm movements would affect me minimally.

Shortterm movements would indirectly affect me.
. Shortterm movements would directly affect me.
. Shortterm movements would dramatically affect me.

eaoo

10 What would you do with your investment if the market fell?
. Not take my money out of the market, regardless of how
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Nonforfeitable employer contr
Toss o savice
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Less than 5

0%
5 or more

100%
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Financial Planning Company:
Marketing Budget
oy e s s
Advertising $12,000 ($6,000)  Stop
Direct mail $9,000 $1,500  Continue Q4
Marketing audit $4,000 0 Continue Q4
Market research $7,000 $500  Stop
Prospecting: general  $15,000 ($3,000)  Continue Q1
Public relations $10,000 $2,000  Continue Q2
Seminars $14,000 0 Continue Q4
Strategic alliances $5,000 ($1,000)  Continue Q4

TOTAL $76,000
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1ssut

e

Basis Carryover basis from property contributed
plus basis from share of liabilities.
Tax on income Taxed directly to partners.

Tax on distributions

None to extent of basis

Management Each partner has general agency authority
Ability to transfer  Generally imited by state law and partnership
all ownership rights  agreement

Continuity of life

Legal dissolution on death, disabilty, etc.
of general partner unless remaining partners
Vote to continue in existence

Loans against
qualified plan
accounts

No, if more than 10% of profits or capital
interests

Unreasonable owner
compensation issues

None
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BROKERAGE ACCOUNTS.

o comon stoct, 1o,
ot it TIALTING, 014k omaasie comRon e

s s

s s

s s

s s

s s

s s
RETIREMENT INVESTMENTS

cmor e [Ty
w5 nur T ) WA Awiions_puanase
Company retiement pan_| $ Retiement
Company retiroment pan_| $ Retiement
Company retiement pan_| & Retienent
Company retiement pan_| § Retiement
i s Retiement
i s Retiement
" s Retiement
Otner s
Otner s
NONRETIREMENT AND BUSINESS INVESTMENTS
GO WO wT o

e ot asser WG W) e moss persest
Real estate s
Real estate s
Realestate s
Porsoally owned
business s
Other business.
intrests s
Noto recevable s
Noto recevable s
Noto reciable s
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3 CENERAL PARTNERSHIP  SOLE PROPRIETORSHIP ¢ CORPORA

Continuity Legal dissolution ~ Legal dissolu-  Perpetual

of life on death, disabil-  tion on death,  existence
ity.etc.,of a disabilty etc.,  permitted
general partner  of owner

Loans against  No,ifmore than  Not permitted ~ Yes

qualified plan  10% of profits or

accounts. capital interests

Unreasonable  None None Normally none.

owner compen- Unusually low can

sation issues be challenged

Tax-advantaged Generally not Generally ot Wider range of

fringe benefits  available to availableto  fringe benefits

for owners partners partners available to

shareholder-

employees
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PROGRAM

DEVELOPER

PHONE NUMBER

Advent Office Essentials

Captools Professional
Investor

Centerpiece

abcams+
Unified Managed
Account Patform

Advent Software
Captools Co.

Schwab Performance
Technologies

FCs!

Advisorport

800-685-7688
800-826-8082

800-5289595

877-432.2267
610-834-8910
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Family members (Please list children and other dependents.)

Name

Relationship
Date of birth

Resides

ot

Dependent

oYy on

iy &St

Relationship
Date of birth

Resides

Toa v

Dependent

oy on

Name

G Estt)

Relationship
Date o birth

Resides

ot

Dependent

oy on

g st

Relationship
Date of birth

Resides

o

Dependent

oY oN

iy g5t

Relationship
Date of birth

Resides

VoY)

Dependent

oYy on

iy Estt
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AANUAL ETEMT SAVNGS F0RCAST s AT 460 doLuss

5 Shortfall (if expenses are greater

than income) that must be funded

out of personal savings/investments

(subtract Line 4 from Line 1) $.
& Multiplied by 174! $.
7 Equals necessary savings/investments

i future dollars by retirement age to

fund retirement(®! $.

Explanations for the planner

1) Use inflation factor table forthe appropriate multplier.

2 Employors usually provide pension plan projections at retirement age expressed in
curent dollars. Multiply ths number by an inflation factor o approximate benefits
in future dolars

) Social Security estimates are expressed n current dollars and therefore must be
adjusted for nflaton.

0 As a general rule, for every $1,000 of annual ncome you wilneed to furd at retre-
ment age, you wil need to have a least $17,000 in savings/investments to keep up.
with infation. f you plan to retre before age 62, use a factor of 20 rather than 17.

) Clients may be dismayed by the amount of savings needed to fund retirement. The
number can easily exceed $1 millon for younger persons and/or people with min
mal pension benefits, Nevertheless, good savings habits combined with the pover
of compounding interest can usually close the gap between current resouces and
eventual needs

SECTION 3: RETIREMENT SAVINGS ESTIMATOR

This section of the Retirement Planning Work Sheet can be used to
forecast private pension and Social Security benefits at retirement
‘and to approximate any additional savings or investment needed to fill
a potential shortfall between those benefits and total income needs.

1 Amount of savings/investments in future dollars
that need to be accumulated by retirement age

to fund retirement (from Section 2) s
2 Minus resources that are currently available for
retirement purposes ! $.

3 Multiplied by appreciation factor (refer to
appreciation factor table below) x
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L)

Insurance planning

To provide for insurance costs or
10 establish cash reserves for
emergencies

Investment planning

To determine annual amount
available for investing and to
determine investment income to
include in cash flow

Education planning

To provide periodic savings to
be used to fund future education
costs and to reduce annual cash
flow used to pay education costs
currently

Income tax planning

To provide for payment of income.
taxes and to increase or reduce
available cash flow based on
income tax plan

Retirement planning

o provide periodic savings to be
used to fund retirement and to
provide retirement income

Estate planning,

To determine the impact of the loss
of cash flow from transfer of assets
for estate planning purposes and to
provide cash income and liquidity
for heirs after death





OEBPS/ratt_9780470885543_oeb_036_r1.gif
4 Some people want their investments primarily to grow in value
and secondarily to produce regular income. Others primarily seek
regular income rather than growth. These objectives may be long,
term (5 years or longer), medium term (2 to 5 years), or short
term (up to 2 years). Which statement best reflects your objec-
tive and its term?

a. To have my investment grow in value over the years rather than
to receive regular income from my investment

b. To have my investment grow in value, though | am investing for
the medium term

c. To receive regular income from my investment, even though |
am investing for the long term

d. To receive regular income rather than having my investment
grow in value, though both are important to me because | am
investing for the medium term

€. To receive regular income rather than having my investment
grow in value, because | am investing primarily for the short
term

5 People save money for several purposes. You should always have
money set aside for emergencies, of course. But you also save
for other reasons, from a dream vacation in the nottoo-distant
future to far-off retirement. The main purpose for the money you
are now considering for investment is to:

a. Start or add to my retirement fund, which | do not anticipate
using for 20 or more years

b. Start o add to a nest egg, which | do not anticipate needing
for the foreseeable future

c. Start or add to a savings fund, which | may use for a rainy day
i or 10 years

d. Save up for a special purpose in the near future

&. Geta slightly higher return than | get in a certificate of deposit
or savings account

6 How do you expect your annual income to vary over the next 2
years?
a. To increase substantially
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Financial Planning Company:
Client Questionnaire

Please tell us what you think about FPC.
1 What do you like best about our company?

2 What do you like least about our company?

3 What is your opinion about our office staff? Are they helpful?
Are they pleasant? Do you get what you want when you call our
office?

4 Ave you satisfied with the value you get from our company? Are
our fees in line with the service you get? What other services,
would add value?

5 Is there one message or phrase you think best describes FPC?

‘Thank you for your interest in helping FPC serve you better.

Brian Jones
President, Financial Planning Company
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Action List for Mary Leonard

July 10, 2005

Ao

rison
BisPOSIBLE

s

e

Contact estate-
planning attoreys

Begin reallocation of
assets to ensure
monthly income and
a more overall
conservative portfolio

Update will

Research longterm-care
options

Mary

Mary
Mary

Mary

07/31/05

08/15/05
10/31/05

11/15/05





OEBPS/ratt_9780470885543_oeb_003_r1.gif





OEBPS/ratt_9780470885543_oeb_028_r1.gif
eHtchup pROvSION AU R
o uwr 60 008 s conmiunion

2005 $4,000 $500 $4,500
2006 $4,000 $1,000 $5,000
2007 $4,000 $1,000 $5,000
2008 $5,000 $1,000 $6,000

Beyond 2008: Annual imitations are adjusted for inflation in
$500 increments.
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ouen hssers

Cash $30,000

Accounts receivable $10,000
Prepaid expenses $5.000
Total $45,000
e assrs

Building $250,000
Equipment $50,000
Furiture $60,000
Total $360,000
Total assets $405,000
s

Accounts payable $25,000
Acerued payroll $15,000
Taxes payable $5.000
Shortterm notes payable $20,000
Longterm notes payable $150,000
Total Habilities 215,000
Shareholders" quity $10,000
Retained earnings $180,000

TOTAL LIABILITIES AND OWNERS' EQUITY $405,000
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PROCRAM DEVELOPER PHONE NUMBER

Advisor Insight Standard & Poor's 8002215277

Advisor Workstation  Morningstar 800-735.0700
Crystal Ball Decisioneering 800-289-2550
Professional Edition
Decipher Financial Numerics ~ 410-992-0623
Integrated Capital Engine Advisory World 800-480-3888
Portfolio Strategist Ibbotson Associates  800-758-3557
Principia Morningstar 800-735.0700
Steele Mutual Fund Steele Systems 800-315.9002

Expert
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long:term refationship potential. FPC will be the first firm to offer an
interactive website that allows prospects to assess their readiness
for financial assistance, and presells FPC’s solutions. In addition,
the firm intends to expand its practice locations to provide “neigh-
borly” service compared to the “downtown” image of competitors.
# Management. President Brian Jones has been a practicing finan-
cial planner for more than fifteen years. He specializes in working
with middle-income families and their concerns.

# Operations. FPC conducts business at 123 Jefferson Street,
Denver, Colorado.

# Financials. Annual revenue projections for the current year are
$250,000. In 2008, we expect revenue to surpass $350,000. In
2007, we expect revenue to exceed $500,000.

# Long-term goals. FPC’s longterm goals are to open an office in
Colorado Springs in 2008, Fort Collins in 2007, Greeley in 2008,
and Phoenix in 2009. Each location will be managed by an equity
partner.

# Funding and exit strategy. FPC will require initial capitalization
of $170,000 for year one. These operating funds will be attained
through commercial notes secured by the principal’s assets. The
owners of FPC expect to sell 70 percent of their equity to new part-
ners by 2010.

COMPANY DESCRIPTION
# Company mission. FPC’s mission is to be the leading “neighbor-
hood” fee-based financial planning service for middle-income clients
earning $50,000 to $100,000.

# Services. FPC provides comprehensive and modular planning
services for a flat fee. When appropriate, the firm may also rec-
ommend and sell various investment and insurance products. FPC
will retain an ongoing relationship with clients, with whom FPC
will meet at least once a year. The firm will also perform hourly
financial planning services for clients with specific and immedi-
ate financial needs. FPC will also offer an affordable, value-added
financial services newsletter, free to clients and subscription to
the general public. The newsletter will be printed as well as an
Internet product.






OEBPS/ratt_9780470885543_oeb_010_tab.gif
Nonforfeitable employer contributions

Yok 0 seavics pesconnice
Less than 3 0%
3 20%
4 40%
5 60%
6 80%

7 or more 100%
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10 How were your current investments selected?

11 Evaluate how well the following statements reflect your attitudes or

beliefs using a scale of 110 5 (1 being most true and 5 being least

true).

I Would rather work longer than reduce my standard of living
in retirement.

I feel that I/we can reduce our current living expenses to
save more for the future if needed.

1 am more concerned about protecting my assets than
about growth.

I prefer the ease of mutual funds over individual securities.

—— 1'am comfortable with investments that promise siow, long-
term appreciation and growth.

I don't brood over bad investment decisions I've made.

el comfortable with aggressive growth investments.

I don't like surprises.

— 1'am optimistic about my financial future.

My immediate concern is for income rather than growth op-
portunities.

—— lam arisk taker.

I make investment decisions comfortably and quickly.

__ Ilike predictability and routine in my daiy ife.

1 usually pick the tried and true—the slow, safe, but sure
investments.

I need to focus my investment efforts on building cash re-
serves.

1 prefer predictable, steady retur on my investments, even
if the return is low.
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Client Score Sheet

sonss

Client Name L
uestiont: [1_2 3] 4 —
QUESTION i a=6 c=4
QuEsTION3:  a=10 c=6 —_—
QuEsTIoN 4 a=10 c=6 =
QuEsTION's:  a=10 c=6 S
QuESTIONG:  a=10 c=6 —
QUESTION7:  a=10 c=6 —_—
QuesTioNs:  a=10 c=6 —
QuEsTioN s:  a=10 c=6 J—
QUESTION 10:  a=10 c=6
QuEsTION 11: a=10 c=6 _—
TOTAL SCORE:
cuons scok st
Aggressive-growth portfolio 92-106
Growth portfolio 74-91
Moderate portfolio 56-73
Income-andgrowth portfolio 38-55

Income portfolio 2237
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1 FPC will analyze the financial situation of the Client and pro-
vide recommendations to guide the Client toward the achieve-
ment of his/her financial objectives. I limiting FPC’s analysis
to the specific areas indicated above, the Client understands
that information regarding specific issues not revealed to FPC
may have a direct impact on Client's overall financial picture.
2 The Client will provide FPC with the necessary information
to provide the services agreed upon. FPC will regard any infor-
mation provided by the Client as confidential.

3 The Client understands that the responsiviliy for financial
decisions is his/hers and that he/she is under no obligation to
follow, either wholly or partially, any recommendations or Sug-
gestions provided by FPC.

4 The Client agrees that FPC cannot guarantee the accuracy
of the information or success of the advice that it may provide,
that the information or advice is based upon such investiga-
tions as FPC deems reasonable, and that FPC is not liable for
errors of fact or judgment as long as it acts in good faith.

5 The Client understands that a bill for fees and expenses
will be submitted as services are performed and will be due
and payable at that time.

6 The Client understands that FPC will not receive commis-
sions on transactions that may result from the implementation
of the Client's financial plan.

7 The Client understands that due to the limited nature of this
engagement, FPC is under no obligation to contact the Client
regarding changes in the financial markets or particular mutual
funds or investments that FPC may have recommended.

8 This agreement may be terminated at any time pon written
notice of either FPC or the Client.

9 If the Client should terminate this agreement, at the direc-
tion of the Client, FPC will assist with concluding any invest-
ment actions.

10 FPC will not initiate a transaction on accounts without prior
approval of the Client.

11 By giving FPC written notice of the termination within five
(5) business days of execution of this agreement, any fees
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Net Worth

Jeff Williams and Sally Wi
July 15, 2005

Liquig assets

Personal ki
‘assets

Valuo of
residonce ™ 16%

OVERVIEW

Your net worth is the best overall measure of your financial
resources. It is the amount left after you subtract your liabili-
ties (what you owe) from your assets (what you own).

'YOUR CURRENT STATUS
Your net worth is currently $1,274,992.
1

Liquid assets $30,000

Investment assets 814,992

Retirement assets 100,000

Business assets 0

Value of residence 2,200,000 2,000,000
Personal assets 130,000 o

e wesre
$30,000
814,992
100,000

0
200,000
130,000

$3,274,992 $2,000,000 $1,274,992
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Cash Flow Statement for the
Year Ending December 31, 2004

rians(2)

Gross salaries $__ 80,000 ¢ 0
Dividends/Interest $__3,000$__ 2500
Other $. 08, —0
s 86,000
anons
Savings and investments‘2) $__ 8600 0
Fixed outfiows®
Mortgage payments. $_ 348718 0
Auto payments $. 08, 0
Insurance premiums: $_ 4000 0
FICA taxes $_ 61208 0
Other $. 2500 0

Total fixed outflows  $__47.491
Variable Outflows

Federal and state taxes $___9609% 0
Debt reduction [ —)
Food $___6.000$. 0
Transportation $___3.000¢$. 0
Entertainment $__ 1800 o}
Vacations $__4000% 0O
Charitable contributions $__1500$_ 0O
Clothing $__ 30008 0
Gifts $___1000$__ 0O

Total variable outflows $___29.909
TOTAL oUTFLOWS  $___86,000

Explanations for the planner:

W Gross inflows.

@) Including reinvested dividends and interest

@) Relatively predictable, recurring and lite control
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Life Insurance Needs Analysis Form

If amounts are entered for each category of need below, the result-
ing estimate should be viewed as a maximum amount of insurance
that will meet all foreseeable needs of survivors. Note: All amounts
should be expressed in current dolars.

U NSURANGE NGBS

Assets currently available to support family
Proceeds from lfe insurance already owned
Cash and savings

Equity in real estate (if survivors will sel)
Securities

IRA and Keogh plans.

Employer savings plans

Lump-sum employer pension benefits
Otner sources

ornsis

1 Final expenses (onetime expenses incurred at death)
a. Final illness (medical costs will probably
exceed health insurance deductibles and
coinsurance, 50 assume that client will have
to fund at least those amounts)
b. Funeral/burial costs
c. Probate costs (if unsure, assume 4%
of assets passing through probate process)  §.
d. Federal estate taxes (for most estates over
$1.5 million willed to someone other than
spouse)
. State inheritance taxes (varies by state)
Legal fees, estate administration
. Other
. Total final expenses

o »

smooe
P
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London:  +44-20.7330-7500
New York:  +1-212:318-2000
Tokyo: +81-3-3201-8900
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25

1

wn

Gross revenue $250,000 $350,000  $500,000
Operating expenses
Salaries and wages $100,000 $140,000 ~ $200,000
Employee benefits ~ $10,000 ~ $14,000  $20,000
Payroll taxes $15000  $21,000  $30,000
Professional services  $2,000  $2,500  $3,000
Rent $12000  $12,600  $13,200
Web development  $2,000  $2,500  $3,000
Depreciation $1,500  $1,800  $2,100
Insurance $2000  $2200  $2,400
Utiities $4000  $4400  $4,800
Office supplies $500 $630 $700
Marketing $5000  $5500  $6,000
Travel/entertainment  $5,000  $5,800  $6,600
Bad debts provision  $2,500  $3,500  $5,000
Total $161,500 $216,430  $296,800
Net income
before taxes $88,500 $133,570  $203,200
Provision for
income taxes $17,700  $26,714  $40,640
NET INCOME $70,800 $106,856  $162,560
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PROGRAN DEVELOPER PRONE NUNSER

Enteract CCH 800-224-7477

x4622
Estate Planning Tools  Brentmark 800-879-6665
ExecPlan v5.03 Sawhney Systems 800-850-8444
Financial Analyzer Il Leimberg Associates  610-924-0515
Financial Planning Lumen Systems 800-233:3461
Professional
Financial Planning Suite Cheshire Software 800-734.6734
FPlan Professional First Financial Software 800-354-4929
Advisor

Golden Years Money Tree Software  877-421:9815
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How to Prepare Your Monthly Budget

NoNTRY ExpoRBuATS

Auto loan payment
Auto maintenance

Child care

Clothing

Contributions

Credit card payments

Dues

Entertainment

Food

Household maintenance

Income and Social Security taxes
Insurance

Personal care

Property taxes

Rent or mortgage payment
Retirement plan investments
Saving/investing

Transportation (gas, fares)
Utilities.

Other

Total monthly expenditures

wonTay aigars

Wages or salary
Dividends (mutual funds, stocks, etc.)
Interest (CDs, savings account, etc.)
Rental and/or royalty

Other
— Total monthly e

Total monthly receipts s
Total monthly expenditures -3

Monthly net cash flow $
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Financial Planning Company
Denver, Colorado

Dear Friend:

We would like to ask if you know about our company. Would you
please take a moment to complete this short questionnaire, fold it,
and return it as soon as you can? Thank you for your help.

1 Are you familiar with Financial Planning Company (FPC)?
Yes __ No___
2 1f 50, how did you hear about FPC?
Friend Newspaper Letter in the mail
Other (please describe)
3 If you have heard of us, what do you know about FPC?
FPC prepares income taxes
FPC specializes in helping families save money
FPC can help people prepare for retirement
FPC is a trusted source of help with money problems
4 Have you thought about getting professional help with financial
planning? Yes No
5 If no, is there a main reason?
It's too costly
1 worry about losing the money | have
Financial planning is not important to me now
Other people have given me enough advice

Thank you for helping us.
Sincerely,

Brian Jones
President, Financial Planning Company

Would you like to be contacted by a professional planner from FPC to
answer questions about money? There is no obligation.  Yes
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12 Rate your working relationships with each of the following
advisers that apply (1 being most satisfied and 5 being least satis-
fied).

s o

Financial planner
Broker

Broker
Accountant

Tax preparer
Attorney
Insurance agent
Insurance agent
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CW 0w e
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33 X > % X X

INSURANCE POLICIES
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Disabilty
Disabily
Healt

Hoalty
Atomobie
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Home owners
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Longtem
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Otner
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GONCIAL PAATACESHE

s prormcioishe

S comvomin

Basis Carryover basis o basis Carryover basis
from property from property
contributed contributed.
plus basis from No basis from
share of liabiliies debt of entity

Taxon Taxed directly Taxed directly  Entitylovel tax,

income to partners toowneron  Notax to owners

Form 1040, unless income
Schedule C  distributed

Taxon Nonetoextent Al Distributions.

distributions  of basis taxable to

shareholders. No
deduction to corpo-
ration. Appreciation
on any inkind
distributions taxable
o corporation

Management  Each partner has  Ownermakes  Shareholders elect
generalagency  allthe board of directors.
authority decisions. Board of directors.

elects officers.
Officers hold author-
ityto act on behalf
of corporation.
Formalites on taking.
corporate action

Ability to Transferee cannot  There is nothing Transferee takes.

transfer all become partner  totransfer. all rights of trans-

ownership without approval  Owner would  feror, including.
rights of other partners  sell assets of  rights to partcipate.
business in management
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that the Client has prepaid will be refunded to the Client in full.
After the initial five (5) business day period, fees eared from
the first day through the receipt of written notice of termination
will be due and payable at FPC's regular hourly rate. FPC will
not assign the agreement to any other party without the written
consent of the Client.

ACCEPTED this o
[

o

Client

Client

Signature on behalf of
Financial Planning Corporation

'SOURCE: ADAPTED FROM DOCUMENT USED BY GARRETT FINANCIAL PLANNING OF
‘GVERLAND PARK. KANSAS
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EXECUTIVE SUMMARY
 Company description. Financial Planning Company (FPC) is a
Colorado-based company providing fee-based financial planning
services to individuals. Sixty percent of the firm’s stock is owned
by Brian Jones and 40 percent of the company's stock is owned by
Nancy Mandone.

# Mission statement. FPC's mission s to provide fee-based finan-
cial planning services to individuals with incomes between $50,000
and $100,000. The firms will generate income from financial prod-
ucts provided to clients and from financial information service sub-
scriptions over the Internet.

# Products and services. FPC provides fee-based comprehensive
and modular financial planning services for middie-income clients.
Hourly fees of $150 are billed to clients. Financial plans generally
take twelve hours to complete. FPC is also licensed to receive
insurance and securities commissions from sales of recommend-
ed products.

# Target markets. FPC will target the Greater Denver metropoli
tan area. Metro Denver has a population base of over 2.3 million
persons of which 50 percent are in the $50,000 to $100,000
income range.

 Marketing and sales strategy. FPC will differentiate itself from
other financial planning firms by educating its client base to become
more aware of financial planning issues and by providing added
value information services.

 Competitors and market distribution. There are sixty providers
of fee-based financial planning services in the Denver metropolitan
area. Thirty are solo practices, ten are multiple-partner single-
location practices, and ten are multiple-location firms.

# Competitive advantages and distinctions. FPC's major competi-
tive advantage is its ongoing educational approach. By educating
prospects to make the right choice in financial strategies and
financial assistance, FPC will attract a higher quality clientele with
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11

severe the decline

b. Consider taking my money out of the market only if the
decline were substantial

c. Probably take my money out of the market if the decline were
substantial

d. Take my money out even if the decline were not substantial

€. Take my money out no matter how small the decline

Which statement best describes your investment prefer-

ences?

a. Iinvest primarily to increase the value of my investment.

b. linvest to receive regular payments, even though that means
somewhat smaller potential for my investment to grow.

c. Iinvest primarily to receive regular payments from my invest-
ment, and increases in value are of lttle importance.

d. My desire to preserve my investment is primary and out-
weighs my desire to have it increase in value or to receive
payments from it.

1/We understand that the recommended portfolio for my/our
account is based on the information I/we have supplied. Should
there be any substantial changes in my/our financial situation or
investment objectives, I/ we will tell you.

Signature Date

Signature Date
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Statement of Financial Position
as of December 31, 2004

assarstt) UABILIIS XD NET WOATH
Cash/cash equivalents Liabilities®
Checking $. Consumer loan
CU savings/ balance
passbook $ Mortgage
Money market balance  §
accounts $ Total
Life insurance
cash value $.
Total cash/

cash equivalents S,
Invested Assets
Stocks/bonds/funds
IRAS $
Vested retirement
accounts
Totalinvested assets
Use Assets
Residence
Vacation homes
Personal property
Total use assets
TOTAL ASSETS

oo

@ 0w n

Explanations for the planner:
) Al assets are listed at fair market vale.

21 Al ibilites are listed with the outstanding principle balance accrued interest, if

applicable.

Networth $

TOTAL LIABILITIES
NET WORTH .
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PROGHAN

AdvisorMail

Advisory Agreement

Investment Policy
Statement

RIA Solicitors
Agreement

RIA Written Policies

RIA Written Supervisory
Procedures Comp
Manual

Sample Investment
Advisory Contracts

Form ADV Software

DEVELOPER

LiveOffice Corp
The Consortium
The Consortium

The Consortium
National Compliance

Services
The Consortium

N

nal Compliance
Services

National Compliance
Services

PHONE NUMSER
800-251-3863

805-987-6115
805.987-6115
805.987-6115
800-800-3204

805.987-6115

800-8003204

8008003204
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TOP THREATS FROM COMPETITION

® Further price pressure from established competitors as more
startup planners enter the market

# Casherich competitors could leapfrog FPC Internet technology

# With repeal of Glass-Steagall Act, intensification of the trend for
large investment service organizations to enter the general finan-
cial consulting business.

# Commissionbased sales representatives are becoming more
‘common, increasing market penetration and noise factor
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Items to Bring to Your First Meeting

Your completed Confidential Questionnaire
A copy of each person's most recent pay stub

Tax returns for the last three years

Estate planning documents including wills, powers of attorney,
living wills, deeds, trust documents, or legal agreements that
are relevant

Investment portfolio statements from other advisory firms,
banks, or investment companies (no need to bring information
on any investments held through Financial Planning Corporation)
Employee benefit plan statements and employee handbook
Pension plan information or projections and current company
retirement plan statements such as 401(k), TSA, 403(b), ESOR
Thrift Savings Plan

Insurance policies, including healtn, Iife, disability, home owner,
automobile, umbrella, and long-term care

Business insurance policies, including buy:sell, disability over-
head, key person insurance, executive bonus, etc.

Annuity statements

Divorce decrees, prenuptial agreements

Educational funding statements

Charitable gifting programs established

Any information on unique financial situations that have
occurred since our last conversation (L., major debs,
company buyout offers, inheritances, etc.)

Any other information you would like to discuss
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financial planners and will respond to FPC's educational approach to
promoting the importance and ease of professional assistance.

TARGET MARKET
FPC will target households in the Greater Denver metropolitan area
that fit the following profile:

—Head of household age: thirtyfive t0 sixty

—income range: $50,000 to $100,000

—Occupation: small business owners, professionals, salespeople
—Location: Metro Denver

—Socially and environmentally responsive

—Family and generationally oriented

—internet capable

COMPETITION

FPC's primary competitors include the following fee-based financial

planning firms:

—PTH Financi
services focus

—Denver Planning Associates: 1985, suburban location, bilingual,
retirement-planning focus

—CKP Services: 1973, two locations downtown, full service, well
regarded, not marketing

—Johnson Financial Planning: 1997, one suburban location, full
service, multigeneration focused

—Aspen Planning: 1991, affliated with Aspen Real Estate Associ-
ates, investmentplanning focus

1998 startup, one downtown office, investment-

FPC recognizes the strengths, weaknesses, and resiliency of
these major competitors. The firm does not intend to target their
current customer base but rather pursue the untapped market of
consumers who have resisted, overlooked, or shied away from
professional services. FPC intends to educate its clients to select
appropriate investments to meet long:term goals and objectives.

@ Market share. None of the competitors listed above has sig-
nificant market share. This is due to the large number of fee-based
financial planning firms in the marketplace.
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Perpetual existence  Legal dissolution Legal dissolution on

permitted on death, disability,  death, disabiliy etc.,
elc.,of amember  of a partner

No, if own more Not permitted Substantial flexiility

than 5% of stock. in permitted allocations

Yes None None

Generally not Generally not Generally not available

avalable to avalable to to partners

shareolder- members.

employees
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Did you communicate your role to the client?

Does your client know what to expect from your
relationship?

Did you come to an understanding of how your
client will accomplish his or her goals?

Did you send the client a followeup letter summariz-
ing what was discussed in your office, and did
your client sign off on it?

Did you use a combination of visual, auditory, and
Kinesthetic approaches to communicate with
theclient?

Did you communicate how important it is for the
client to take an active role in planning for finan-
cial independence?

Are you managing your client’s expectations?

Did you consciously try to maintain the right tonalit,
pace, and volume as you spoke with the client?

Did you establish rapport during the initial four
minutes of your meeting?

Did you allow the client to communicate needs and
concerns?

Were you expressing yourself realistically to your
client?

Were you positive in your approach?

Did you tune in to the client’s discussions by display-
ing sincerity, openness, candor, and honesty?

Did you use open-ended questions?

Did you use closed-ended questions?

Was your communication approach creative?

Does your client understand your recommenda-
tions?

Does the client understand the risk of not

implementing your recommendations?

OYes

OYes

OYes

OYes

OYes

OYes

OYes

OYes

OYes

OYes

OYes
OYes

OYes
OYes
OYes
OYes

OYes

OYes

ONo

oNo

aNo

ONo

ONo

oNo

aONo

TNo

ONo

ONo

aoNo
aONo

ONo
ONo
ONo
aNo

aNo

oNo





OEBPS/ratt_9780470885543_oeb_014_tab.gif
oo e

PEESON RSPONSISLE

vt e

1 Decrease home owners
insurance (coverage A)

2 Purchase umbrella
insurance policy

3 Examine investments in
retirement plan

4 Create a revocable

living trust

Set up 529 plan

Buy life insurance

7 Buy disability insurance

EXy

Ben

Ben

Kate

Kate

Kate

Ben
Ben

04/05/05
04/05/05
04/12/05
05/01/05
05/05/05

05/15/05
05/15/05
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Defined benefit ~ SEP Deferred comp
Pension SIMPLE Salary red
Cashbalance  IRA Salary continuation
Hybrid Traditional  Rabbi trust

Defined contribution  Roth Secular trust
Target benefit Coverdell  SERP
Tandem

Money purchase
Profit sharing
401(k)
Savings (Thrift
Esop
Stock bonus
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‘TIPE OF BUSINESS OF PRESENT CFP LIGENSEES. THTAL PERGENT

Personal financial planning 31%
Securities 11%
Accounting. 5%
Tax preparation 3%
Insurance 5%
Banking 3%
Education 1%
Law 1%
Al other 3%
Not specified 38%

8 LEENSES HE Pisconr
Securties 68%
Insurance 69%
cPA 16%
Investment advisor reps (AR) 34%
Real estate 4%
Attorney 3%
No other licenses held 11%
ot Ton et
2029 3%
30-39 19%
20-49 3a%
50-59 31%
60-69 11%
70-79 2%
80+ o%
aomes T pracent
Male. 76%
Female 24%
HGHEST OEGAES EARNED T prscent
‘Associate 5%
Bachelor's 56%
Bachelor's, and 1., 2%
Master's 29%
Master's, and 1.0, 1%
PhD. 2%

None 7%
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. If support for dependent parent(s) s to be.
provided, multiply annual support by the
number of years such support is expected to

continue:
$__ X (years)= [
g. Total dependency expenses (add Lines 4e
and 4f) s
Education expenses
. Annual private school tuition in current dollars
(if desired)

b. Multiply by number of years and children
left to attend:

$ (Line 5a) x (years)=  $.
c. Annual college costs in current dollars. s
d. Multiply by number of years and children left

to0 attend:

3 (Line 5¢) x (years) = §.

e. Total education expenses (add Lines Sband 5¢) $_____

Life income (for the surviving spouse after the chidren are all
self-supporting)

a. Annual amount desired (in current dollars)  $.
b. Deduct spouse’s estimated annual income

from employment [E—
c. Equals annual expenses to be covered by

currently owned assets and insurance s

d. Multiply by number of years between when
the youngest child becomes self-supporting
and the surviving spouse begins receiving
Social Security benefits and other retirement
income, if any:
s (Line 6¢) x (years) = §.

Retirement income for surviving spouse
. Annual amount desired in current dollars s
(less Social Security and any pension income)
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K A0 SURMCE

1 Will your insurance cover your OYes ONo [Notsure
family's needs in the event of eath
or disability?

2 Do you have an umbrella liability ~ CYes CINo [INot sure
policy?

e e

1 Are your wills current? OYes ONo [Notsure

2 Is your estate designed to minimize  ()Yes [INo [JNot sure
taxes and fees?
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Action List for Brandon and Keri Matthews

July 10, 2005

"
xern BN

s

conicrio

Increase withholdings Keri
Purchase life insurance Brandon
Purchase disability insurance Brandon
Begin dollar-cost-averaging

plan with mutual funds Keri

07/10/05
07/10/05
08/15/05

09/01/05

x
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Financial Planning Compan
Business Plan SWOT Analysis, July 2005

TOP STRENGTHS COMPARED TO COMPETITION

# Office manager skilled in direct marketing (in process of being
hired away from a key competitor)

# Principal very comfortable making financial planning presenta-
tions to the public

# Location near downtown Denver, in modest office with easy
access and parking

# Advisory board includes allied professionals serving middle-
income families in target communities

# Strong program of follow-up communication with clients to
encourage and reward referrals

TOP WEAKNESSES COMPARED TO COMPETITION

# No attorney on staff, so cannot integrate estate plans

® ey competitor has weekly column in Denver newspaper

# Competitors are highly computerized, especially in direct marketing

# Revenue estimate assumes premium fee driven by added value
of education program

# Competitors are already established in two important suburban
communities

TOP OPPORTUNITIES COMPARED TO COMPETITION

# Establish a strategic alliance with Alan Fields, estate-planning
attorney

# Be the first to launch an interactive website, prepare press
release, and seek interviews with community newspapers

# Hire freelance software developer to build a computerized data-
base for prospecting and client management
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[ CENERAL PARTNERSHP ___SOLE PROPRIETORSHIP ¢ CORPORATION

Legal None None File Articles of

formalities Incorporation with

of formation Secretary of State

Liability of Al partners Liabilty is Shareholders

owners. arejointlyand  unlimited liable oniy to
severally liable extent of

contributions

Ability to shift  Yes, within Yes, by No

entity income  limits of family  employing.

among family  partnership family

members. tules members

Number of Atleast 2, 1 owner. No limits

ownersand  butno No limits

types of maximum

permissible

owners.

Administrative  Moderate Low High

complexity

Double taxation Generally Generally Generally

and tax on none none none if control

contributions test satisfied
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Pay off all debt $550,000
Establish a 90-day

emergency fund $25,000
Fund four years at a state

college for two children $120,000
Support children until

youngest reaches age 18 $200,000
Provide preretirement support

for spouse (until age 65) $300,000
Provide post-etirement needs

for spouse (ages 65 to 90) $400,000
Purchase life insurance $960,000 (Ben + Kate)

Make bequest to favorite charity $50,000
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@ Legal status. FPC is a Colorado-based company providing fee-
based financial planning services to individuals. Sixty percent of
the company’s stock is owned by Brian Jones and 40 percent of
the company’s stock is owned by Nancy Mandone, a nonoperating
partner. FPC is a Subchapter S corporation.

INDUSTRY ANALYSIS
FPC will be well positioned to take advantage of the significant
opportunities presented by the intergenerational transfer of wealtn.
With $6 trillion dollars expected to change hands over the next ten
years, FPC sees the need for retirement and estate planning ser-
vices for people who may be intimidated by financial planning or may
think such services are not affordable. FPC has not seen other fee-
based financial planning firms taking the education-irst approach
toward working with neighborhood communities.

# Barriers to entry. Many planners in the Denver market are sell-
ing the same products and services, competing on a price basis
with high center-ity overhead. The “commoditization” of the market
could mean confused and underserved consumers, intense price
competition, and shrinking margins. Consumers are likely to want
more service from their advisers rather than the same service at a
lower price. FPC's strategy will be to attract prospects with an edu-
cational approach to personal financial management and to retain
clients with complementary financial information giving helpful hints
to increase buying pover.

® Current environment. The current environment supports the
need for additional fee-based financial planners entering this mar-
ketplace. With 130 million households in the United States and
approximately 100,000 licensed or registered financial planners,
the ratio of targets to planners is 1,300 to 1. Thus, the market is
far from saturated. Assuming the Denver market reflects national
demographics, there are many consumers who will need FPC's help.
Focusing on the vast middle- to upper-middie-ncome market, FPC will
have a growing market to tap.

@ Long-term opportunities. Short-and long term growth potential for
FPC appears very positive. We expect that consumers will recognize
the value and accept the additional expense of working with licensed
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PROGRAN DEVELOPER PHONE NUNBER

CDA WeisenbergerHY — CDA Weisenberger 8002322285
Sales

FundScope The Planner's Edge  800-859-8039

Investor Square Manhattan Analytics ~ 800-251-3863

Monocle Il Manhattan Analytics ~ 800-251-3863

Mutual Fund Expert 5.8 Steele Systems 3104784213

Mutual Fund Explorer  InvestorSquare 800-251-3863

Net Funds Navigator  No-Load Fund 800-966-5623

Sharenolders

Principia for Closed-End  Morningstar 8007350700
Funds

Principia for Mutual  Morningstar 8007350700
Funds

Principia Plus for Morningstar 8007350700
Mutual Funds

Standard & Poor's Standard & Poor's 8005965323
Fund Service

Value Line Fund Value Line 800-654-0508

Analyzer Publications
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[

Logal formalities
of formation

e

il an application with the Secretary of State.

Liability of owners.

AN LLP partner generally s not personally
liable for debts and obligations of the LLP
arising from professional errors, omissions,
or negligence of the LLPs other partners and
employees, with few exceptions

Ability o shift entity
income among
family membors

Yes, within limits of family partnership rules

Number of owners
and types of
permissible owners

Atleast 2, but no maximum. No limits

Administrative Moderate
complexity
Double taxation and  Generally none.

tax on contributions.
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today's dollars to fund education beginning in 2015. You have
identified $0 of funds currently available, leaving you a shortfall of
$203,000. See the Education Financing Summary for details. Set
aside $12,000 in 2005.

# Life insurance. Jeff has $0 of life insurance in force and Sally
has $0. Our review indicates that there may be an additional need
of $500,000. See the Analysis of Life Insurance Requirements for
more details. Set aside $3,800 in 2005.

# Disability insurance. Currently, Jeff does not have a disability
insurance policy. The analysis shows that there may be a need for
amonthly benefit of at least $16,000. Refer to the Disability Insur-
ance Analysis for more details. Set aside $2,900 in 2005.

Current Cash Flow Management

Jeff Williams and Sally Williams
July 15, 2005

26%
Fixed expenses

W ariable expenses
B Tax provision
Cash flow,

Gross income $325,000 100%
Fixed expenses. - 84,500 26%
Variable expenses. - 48,750 15%
Tax provision 126,750 39%

CASH FLOW AVAILABLE 65,000 20%
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2 hours of your time with the client during the
interactive goak-setting and data-gathering
stage @ $200

6 hours of assistant’s time inputting
financial data @ $100

2 hours of your investment adviser's
time @ $150

2 hours of your time with the client explaining
the plan, providing recommendations, and
developing an implementation plan @ $200

$400

$600

$300

$400

ToTAL FEE

$1,700
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2 Outstanding debt (to be paid off at death)
a. Credit card/consumer debt
b. Car s
c. Mortgage (if it is to be paid off at death;

»

othervise, include payments in life income)  §.
o. Other $.
e. Total outstanding debt 3.

3 Readjustment expenses (to cover the trans
immediate crisis)

n pe

a. Child care 3
b. Additional homemaking help B
c. Vocational counseling/educational training

(for a nonworking or underemployed spouse

who expects to seek paid employment) 3
d. Other $.
e. Total readjustment expenses $.

4 Dependency expenses (until all children are self-supporting)
a. Estimate housenold's current annual
expenditures
b. To remove the deceased person’s expenses,
muttiply this figure by:
.70 for a surviving family of one
.74 for a surviving family of two
78 for a surviving family of three
.80 for a surviving family of four
.82 for a surviving family of five

S (Lineda)x_ (factor) =
c. Deduct survivor's estimated annual income

from employment $.
d. Equals current annual expenses to be covered

by currently owned assets and insurance 3.

&. To determine approximate total dependency
expenses, multiply by number of years until
youngest child becomes self-supporting:
$___ (Linedd)x _ __wears)=  $
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Financial Planning Corporation

CLIENT SERVICE AGREEMENT—
CCOMPREHENSIVE HOURLY ENGAGEMENT

Please review this letter carefully as it outlines the understand-
ing between you (*Client”) and Financial Planning Corporation
(“FPC”) for the services FPC will provide you. If you have any
questions about the content or purpose of this letter, we
should discuss them before you sign this letter.

This letter covers consultations that address a specific issue
or issues that concern the Client and a detailed financial analy-
sis. This agreement confirms and clarifies the financial planning
to be provided by FPC. This agreement covers those services
as indicated below at a billing rate of $200 per hour per CFP
licensee, $100 per hour per Financial Planner, and $75 per hour
per Educational Consultant, billed in six-minute increments. FPC
principals and staff are responsible for maintaining an account-
ability record for billing purposes. Client agrees to submit one-
half of estimated fee range upon signing of this agreement, with
the balance of actual fees due immediately upon presentation
of recommendations to Client. Specific issues to be addressed
by FPC are indicated below with the Client’s iniials.

— Cashfiow analysis

— Retirement capital needs analysis

—_ Current portfolio review or analysis

— Insurance review

____ Portfolio allocation and investment recommendations
___ College education funding

— Estate plan review

— Income tax planning

Total estimated fee range:
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How to Calculate Your Net Worth

assers cunnn

Business interests (proprietorships, partnerships,
company stock)
Cash value of life insurance
Certificates of deposit
Other income investments (bonds, bond mutual
funds, money market mutual funds)
Market value of home(s)
Miscellaneous (trust interests, inheritances)
Personal bank accounts (checking, savings,
money market deposit accounts) s
Personal property (jewelry, collectibles, cars,
furniture) s
Real estate investments
Retirement plan investments
Individual retirement accounts (IRAS)
401(K) or 403(b) plans
Keogh plan
SEP
Profitsharing plan
Pension plan
Stocks and stock mutual funds

P

@

bre oo e

Totalassets $___
U cunn e

Car loans
Credit cards

Mortgages

Student loans

Other loans

Outstanding bills and obligations

PR

Total liabiliies $.
s from assats) $.

Not worth (subtract I
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—Internet: Interactive website allowing prospects to answer a ten-
question financial profile, ask a “wizard" questions about finan-
cial planning, and communicate directly with the firm via e-mail

OPERATIONS
FPC operates from 123 Jefferson Street, Denver, Colorado. FPC
also maintains an electronic location at its Web-based customer
training center. This virtual center makes it easy for clients to
access our financial information and services products from home.
We believe the Internet offers prospects a lowrisk method requiring.
low commitment to learn about financial planning and FPC. Further,
the training center lets prospects and clients pose questions to FPC
professionals in a chatroom environment.

MANAGEMENT AND ORGANIZATION

FPC President Brian Jones has been a practicing financial planner
for more than fifteen years. He specializes in working with middle-
income families and their concerns. He is a graduate of Hofstra Uni-
versity and s a CPA. FPC intends to hire an office manager in year
one and a salesperson in year two and build a clientele in target
suburban locations.

LONG-TERM DEVELOPMENT AND EXIT STRATEGY

FPC will grow steadily over the next five years. By 2010, FPC plans
to have a 5 percent market share of families with incomes between
$50,000 and $100,000 who today are not using professional plan-
ning services.

# Strategy for achieving goals. FPC will consider accepting part-
ners in the Denver area and selling franchises in particular loca-
tions in the United States with demographics similar to those of the
Denver area.

# Risks. The greatest risks of expansion are the chance of diluting
FPC common stock and the fixed costs associated with increasing
the number of FPC offices.
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Carryover basis from Carryover basis from  Carryover basis fiom
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Basis from loans to plus basis from plus basis from
corporation. No basis share of liabiities  share of iabilities

from other debt of entity

Taxed directly to Taved directly Taved directly
shareholders. Some to members. to partners
entity taxes on passive

income or gains under

certain circumstances

Generally can make None to extent None to extent
distributions to extent of basis of basis

of sharcholder's basis

without tax. Appreciation

on any inkind

distributions is taxable

at the corporate level

Shareholders elect If membermanaged,  Each partner has
board of directors. each memberhas  general agency
Board of directors. general agency authority

elects officers. authority. If manager-

Officers hold authority managed, only

to act on behalf of managers have

corporation. Formal- general agency

ities on taking authority

corporate action

Transferee takes all Transferee cannot  Transferee cannot
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participate in other members, other partners
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a retirement budget that details expected expenses. This information can be
obtained from the Interactive data gathering stage” explained in Chapter 3. You
may need a multplie of loss than 80% in some cicumstances (for exampl, for
clients who have paid off a mortgage, lowering their housing costs)or in other cir-
cumstances, a higher multplier (fr example, extensive ravel plans).

) The inlaton factor multplies the annual cost of Iving 1o account fo price inflation
at the time of retirement.

Inflation Factor Table

e 0F 1ok oscE0F 1ok
NI BTN e N TN neror
5 1.2 25 3.0

10 16 30 3.7

15 1.9 35 a7

20 2.4 40 5.8

SECTION 2: RETIREMENT INCOME AND SAVINGS FORECAST
This section helps estimate the annual savings needed to generate
future income to meet retirement expenses. The first calculation is
for the first year of savings toward retirement (Line 7). Annual savings
should be increased by 5% (or more) each year until retirement.

iAo L
i

oo
1 a0 sots

ANNUAL RETRENENT SHHNGS

st

1 Estimated annual living expenses at retirement
age (from section 1) $.
2 Annual pension income (projection at retirement
‘age available from employer) multiplied
by inflation factor @ §_ X | S
3 Annual Social Security benefits (projection at
retirement age available from Social Security
Administration)®® multiplied
by inflation factor s
4 Subtotal of projected pension
and Social Security income:
(add Lines 2 and 3) s
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Objectives (Please list in order of their time horizon.)
smiine o
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CLIENT(S) BUSINESS INFORMATION
Client 1 name

Employer

Address

Work e-mail

Work phone

Work fax

Job title

Current salary $
Annual growth (%)

Years employed with this employer.
Anticipated changes

Client 2 name

Employer

Address

Work e-mail

Work phone

Work fax

Job title

Current salary $

Annual growth (%)

Years employed with this employer.
Anticipated changes
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Financial Planning Corporat

January 10, 2005
Mr. and Mrs. Brandon Matthews
9824 Cliff Drive:

River City, KS 12345-6789

Dear Mr. and Mrs. Matthews:

Enclosed you will find our firm's New Client Information Packet.
It includes biographies of our principals and a confidential client
questionnaire we would like to ask you to complete for our initial
meeting on Friday, January 31, at 3 .. in my office. The ques-
tionnaire is all-encompassing and may ask for more information
than you have at hand. We will talk through any open areas. The
most important section relates to your personal financial goals.
There is where you should spend most of your time.

1 am looking forward to meeting you on January 31. I'll have
my assistant, Mary Jacobsen, call you in a few days to give you
directions to our offices and answer any questions you might
have about the materials enclosed.

Please feel free to call me at any time.
Sincerely,

Lisa White, CFP

Financial Planning Corporation

sGigs.
enc.
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CFP licenseo CFP Board 8882376275
Certified Financial Plarner o Standards . CFPBoard.org
PFs American Institute 8887777077
Personal Financial of Certified Public  ww.aicpa.org/pfs
Specialist Accountants.

cra CPAInstitute 8002478132
Chartered Financial . cfainstitute.org
Analyst

chre The American 8882632765
Chartered Financial College v amercoll.edu

Consutant
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Date.
Name
Address
City. State Zip

Phone: Day. Night
Social Security or Taxpayer ID ro.

Occupation
At what age do you plan to retire?
Spouse’s name

INVESTHENT EXPERIENCE XD ANALISIS

1 As an investor, where would you place yourself on the following
scale? (Circle a number)
12 3 4 5 6 1

e f
pssible and some gronth

2 What is your age?

a. Under 25 years d. 45 to 54 years
b. 250 34 years &. 5510 65 years
c. 351044 years f. Over 65 years

2 Do you expect to have large cash needs—such as buying a house,
paying for a college education, having health-related expenses,
retiring, o starting a new business—in the future? If more than
ane applies, check the earliest time period.

a. No, 1 do not expect to ©. Yes, in 10 to 15 years.
have such a cash need. d. Yes, in 5 to 9 years.
b. Yes, in 16 to 20 years. &. Yes, in less than 5 years.
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ACT! 4Advisors
Advisors Assistant

Broker's Ally

Ed Morrow’s Text
Library System

Junxuret
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ek

ACT4Advisors

Client Marketing
systems

Scherrer Resources

Financial Planning
Consultants

CRM Software

ProTracker Software

800-831-7636
800-799-4267

800-950-0190
800-666-1656

866-276-8665
603.926-8085





