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University of Wisconsin. Terry is a Certified 
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Underwriter. He holds master’s degrees from the American College in both 
Management and Financial Services. Their article, Core Financial Planning Areas for 
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By Terry Donahe and Jim Corbeau

In the midst of one of the strangest elec-
tion cycles in modern times, nowhere 
can you find a discussion of one of the 
most pressing issues facing our nation: 
the financial illiteracy of our fellow citi-
zens. Americans do not understand basic 
personal finance. In general, they do not 
have a budget; they do not carry enough 
insurance; they do not save enough; they 
do not know how to invest, and they do 
not have a basic estate plan.

Fortunately, you are in a position to 
help. Numerous surveys over the years 
have shown that Americans trust their 
tax advisor more than any other person 
from whom they seek advice. Your cli-
ents listen to you, and they value your 
guidance. So, let’s review the core finan-
cial planning areas that are relevant to 
almost everyone. 

Financial statements
Tax professionals are experts at creating, 

analyzing, and interpreting financial 
statements. The balance sheet (or state-
ment of financial position) and cash flow 
statement are the two basic statements 
that allow clients to know where they 
are financially. The former is snapshot 
of assets, liabilities, and net worth. The 
latter tells the client how much inflow, 
i.e., income, is entering the household 
and how much outflow, i.e., expenses, is 
leaving it. 

A budget is a plan that allows the client 
to allocate income to living expenses, 
debt repayment, and savings. A budget 
will include both fixed expenses (e.g., 
rent, mortgage, and utilities) and variable 
expenses (e.g., home repairs, auto main-
tenance, and vacations). There are lots 
of great budgeting tools available online, 
including Mint, Acorn, and You Need a 
Budget, to which you might direct your 
clients. While few Americans actually 
have a formal budget, we know that 
people tend to do better financially when 
they follow one.

Risk management
There are many risks that can have sig-
nificant financial implications for your 
clients. They can become sick or hurt 
and incur significant medical expenses. 
They can become disabled and unable to 
work and lose their income. They can die 
before life expectancy, leaving survivors 
who are dependent upon them eco-
nomically. They can become physically 
dependent later in life, and need care at 
home or in a facility. In addition to the 
personal risk people face, there are risks 
to the things they own (homes, autos, 
personal articles) that include fire, flood, 
earthquake, accidents, theft, and even 
acts of God. 

When faced with risk, we can avoid it, 
reduce it, share it, or retain it. For the big 
risks your clients face in life, insurance is 
the most effective way for them to man-
age them. Personal insurance includes 
health insurance, disability insurance, 
life insurance, and long term care insur-
ance. Many of your clients will be able 
to obtain some of this insurance through 
their employers. Those who cannot need 
to obtain their coverage in the individual 
insurance market. Property and casualty 
insurance address losses related to mate-
rial items. Personal liability insurance 
covers your clients for liability they may 
incur for their acts or those of others 
who are related to them or work for 
them.

Clients who are 65 or older will qualify 
for Medicare (or perhaps Medicaid). This 
government-sponsored health insurance 
is not comprehensive, however. So, your 
clients should obtain supplemental cov-
erage, called Medigap insurance, to wrap 
around their base Medicare coverage. 

Tax management
You are the tax experts, and you certainly 
know more about the subject than we 
do. So, we will not dive too deep on this 
topic. However, as financial planners and 
investment advisors, we do have a few 
tax-related observations for you that may 
be helpful to your clients.

When your clients, or the investment 
advisors they hire, build a portfolio, they 
need to be aware of asset location. Asset 
classes have unique characteristics. One 
of these is the way in which they are 
taxed. Some asset classes, such as small 
cap stocks, will not generate significant 
taxable income. Other asset classes, 
such as real estate investment trusts, 

Core Financial Planning Areas 
for Your Clients



Oregon Society of CPAs • orcpa.org 25

distribute income that will be taxed as 
current, ordinary income. We recom-
mend putting the tax-inefficient asset 
classes in accounts where the income will 
be sheltered from current taxation (e.g. 
an IRA, a 401(k) or a variable annuity). 
Tax-efficient asset classes can be placed in 
taxable accounts where they will be sub-
ject to current income taxation. 

We discuss investment management later 
in this article, but we will point out here 
that the vehicles in which your clients 
invest can significantly affect their taxes. 
Clients who own individual securities, 
such as, stocks and bonds) can control 
the extent to which they incur capital 
gains and losses. Clients who own mutu-
al funds will find their taxes significantly 
influenced by the actions of their fund 
managers. During significant market 
downturns, clients who own open-end 
mutual funds, but have not sold (or 
bought) shares, can experience realized 
capital gains due to managers raising cash 
to meet redemption requests. Exchange 
traded funds (ETFs), because of the way 
they are structured and operated, are 
much more tax efficient than mutual 
funds. In addition, ETFs are generally 
much less expensive to buy/sell and own 
than mutual funds.

Education planning
The cost of education has become an 
incredible burden to young Americans 
and their families. It is now compa-
rable to the cost of purchasing a home. 
Families struggle to find ways to help 
their children obtain a college education. 
You can help your clients by offering 
them some basic guidance.

The process of planning for and funding 
an education should start when the child 
is an infant. The longer parents, and per-
haps other family members, have to save 
for the child’s education, the more likely 
it is that the needed funds will actually 
be available. 

While it is impossible to know where 
(or even if) a child will go to college, we 
do know what college (tuition, room 
& board, books/supplies) costs today, 
and we can project those costs into 
the future. Parents can consider if their 
child will go to community college, 
state university (in-state or out-of-state), 
private university, or a trade school. You 
can then use a financial calculator (or 
an online tool) to determine how much 
needs to be saved to fund the child’s 
education.

There are a wide variety of vehicles 
that can be used to save for education: 
529 College Savings Plan, Health and 
Education Exclusion Trust, traditional or 
Roth IRA, Coverdell Education Savings 
Account, and US government savings 
bonds. Most parents will find the 529 
plan to be the most attractive vehicle. 
Every state has one or more 529 plans. 

The rules and tax benefits associated with 
529 plans vary by state. Some are offered 
direct to savers by the state and others 
are sold by investment companies. It is 
important to review 529 plans, both in-
state and out-of-state, to determine which 
plan is the best fit.

In addition to savings, students can pay 
for their education through part-time 
employment, grants, scholarships, intern-
ships, loans, and work-study programs. 
Most students will find that they need to 
cobble together a combination of fund-
ing sources to pay for college.

Investment management
Your clients face an incredibly complex 
investment world. You can simplify it for 
them by helping them understand the 
basics of successful investing and alerting 
them if you find them getting off course.

FINANCIAL PLANNING
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FINANCIAL PLANNING

People save money in order 
to spend it later, so clients 
first need to identify their 
savings objectives. They 
might include buying a 
house, purchasing a car, 
investing in a business, pay-
ing for a child’s education, or 
funding retirement. Once the goals have 
been identified and the time frame has 
been established, you can use a financial 
calculator or online tool to determine 
how much needs to be saved and for 
how long.

People view investment risks differently. 
It’s important for your clients to under-
stand their own tolerance for risk, their 
ability to accept risk (i.e. their economic 
capacity to withstand and recover from 
losses), and their need to take risk to 
reach their goals. There are various tools 
that investment advisors use to help their 
clients understand investment risk and 
there are other tools online that your cli-
ents can access on their own.

The vehicles that are used to save for 
your client’s goals will vary from a basic 
savings account, to a college savings 
plan, to an employer sponsored retire-
ment plan, to name just a few. As you 
know, these vehicles each have their own 
unique tax characteristics. It is important 
that clients use vehicles that are tax-
efficient whenever possible.

The universe of investments available 
to your clients include certificates of 
deposit, stocks, bonds, real estate, com-
modities, and derivatives. Most of your 
clients will invest through pooled invest-
ment vehicles, such as mutual funds 
and exchange-traded funds, and perhaps 
hedge funds, because they provide diver-
sification and professional management.

Significant academic and investment 
trade research tells us that there are sev-
eral keys to successful investing. A very 
high percent of an investor’s return is 
driven by asset allocation, which is the 

process of apportioning a portfolio across 
a variety of asset classes (i.e. groups of 
securities that share risk and return char-
acteristics) in a manner that is consistent 
with the investor’s goals, appetite for risk, 
and investment horizon. 

Most investors do not have enough 
money to invest in individual securi-
ties to achieve an appropriate level of 
diversification across a dozen or more 
asset classes and within each of those 
asset classes. However, pooled vehicles 
do offer such diversification, which is 
another crucial element in a successful 
investment experience. If your clients 
are invested in individual securities, you 
might ask them why. Active investing in 
this manner requires skill selecting securi-
ties (‘stock picking’) and deciding when 
to buy and sell them (‘market timing’). 
Numerous studies have demonstrated 
that active investors are largely unable to 
generate returns that are greater than the 
market or some appropriate benchmark.

Investors today are facing historically low 
returns across all asset classes. A portfolio 
that is invested equally in stocks and 
bonds and earned, let’s say, 7% in the 
past, may earn around half that in the 
near term. In such an investment climate, 
the fees, transaction costs, and commis-
sions your client pay are a real issue. 
Encourage your clients to determine 
how much they are paying to have their 
investments managed. The easiest way to 
improve the performance of a portfolio 
is to reduce the drag created by excessive 
costs.

Your clients who are using a profes-
sional investment advisor should have an 
investment policy statement (IPS) that is 
written by the advisor and agreed upon 

by your client. An IPS will 
include your client’s circum-
stances, investment horizon, 
investment objectives, asset 
allocation, liquidity require-
ments, tax considerations, 
and other elements. While 
there is generally no legal 

requirement for an advisor to put in 
place an IPS, it is considered a best 
practice, and it will help ground your 
client when the investment markets are 
unsettled.

The investment policy statement will 
also outline when your client’s portfo-
lio should be rebalanced. A portfolio 
is rebalanced in order to maintain the 
desired asset allocation. It should be 
done annually, and generally not more 
often, unless the asset classes diverge 
widely from their intended ranges. 
Rebalancing involves selling and buying, 
which results in transaction costs and, 
possibly, tax consequences.

Retirement planning
The challenges facing your clients as 
they approach and enter retirement have 
never been greater. Because of advances 
in nutrition, health care, and pharmaceu-
tical medicine, Americans are living lon-
ger than ever. But, that means they will 
spend more years in retirement than any 
generation in the past, and they will need 
more financial resources to pay for the 
living expenses of their longer lives.

In the last century, many Americans 
worked for employers that provided 
a pension plan which paid the retiree 
a fixed income for life. Today most 
Americans find themselves working for 
employers that either do not offer a pen-
sion plan at all or they offer a defined 
contribution plan that places most of the 
burden of saving for retirement on the 
employee.

Historically, Social Security has provided 
financial security to millions of retired 

Encourage your clients to determine how much they 
are paying to have their investments managed. The 

easiest way to improve the performance of a portfolio 
is to reduce the drag created by excessive costs.
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Americans. However, it is underfunded 
and will need to be significantly reconfig-
ured, if it is to remain viable for Boomers 
and the generations who follow them. 
Your clients, and particularly those who 
are in the upper income brackets during 
their working lives, will likely find that 
their retirement benefits will be small rel-
ative to their incomes prior to retirement 
and their income needs in retirement. 

So, your clients, like all Americans, will 
bear most of the responsibility for sav-
ing for their retirement. You can support 
them by helping them determine how 
much they need to save and suggesting 
the most tax efficient ways to do so. You 
can also help them consider and plan for 
threats to their long term financial secu-
rity, including inflation, low investment 
returns, expensive health care costs, and 
higher tax rates. 

For your retired clients, you can help 
them manage the manner in which 
they take distributions from their vari-
ous retirement savings and investment 
accounts, so that they minimize their 
taxes. This involves reviewing their 
income needs, sources of income, 
required minimum distributions, project-
ed tax deductions, and tax credits. You 
may also find that you are able to help 
them qualify for premium tax credits 
under the Affordable Care Act.

Estate planning
Everyone should have an estate plan. 
Those who die without one relinquish 
control of their final affairs to the state. 
This is rarely a good thing. State intes-
tacy laws (for those dying without a will) 
should not be relied upon to honor your 
clients’ intentions for the disposition of 
their assets. 

There are several elements to a basic 
estate plan. A will states your final inten-
tions. Your clients can use a will to name 
an executor of their estate, identify 
guardians for children, indicate how 

debts should be paid, and even provide 
for pets. Keep in mind that a will is pre-
sented to county probate court and is 
entered into the public record. Probating 
an estate can be lengthy, lasting months 
and even years, and can be expensive 
because of legal costs and court fees.

A durable power of attorney allows your 
clients to give someone, whom they have 
chosen, the power to act on their behalf, 
in the event they become physically or 
mentally incapacitated and are unable to 
make decisions about their finances and 
medical care. 

An advanced health directive gives your 
clients the ability to express what actions 
should be taken for their health care, if 
they are no longer able to make deci-
sions for themselves because of illness or 
incapacity. 

Residents of Oregon, where most of 
you practice, should be aware of the 
Physician Orders for Life Sustaining 
Treatment (POLST) form, which docu-
ments, on a brightly covered form, your 
client’s wishes regarding patient life-
sustaining treatments. The health care 
industry has agreed to honor the form 
when providing care. Many Oregonians 
are not aware of the form and its use. 
Encourage your clients to complete the 
form and register it with the Oregon 
POLST registry.

If your clients wish to avoid the public-
ity and cost of the probate process, they 
should consider a living will. Clients 
can use a living trust to avoid probate, 
reduce estate taxes, and establish long 
term property management. Setting 
up a living trust involves titling assets 
in the name of the trust. At death, 
the trustee steps in to administer the 
trust. Trusts can be revocable or irrevo-
cable. Revocable trusts can be changed. 
Irrevocable trusts cannot be changed, 
and they are typically used to minimize 
estate taxes.

The team
Planning in the areas we have reviewed 
herein is a process. Your clients will never 
really be done planning. They will need 
to update and maintain the elements of 
their plan, as their circumstances change 
and the world around them evolves.

As you can imagine, your clients will 
need the advice and services from a team 
of specialists to address their needs in 
the core financial planning areas. You, 
as their most trusted advisor, have the 
opportunity to stand in the middle with 
them and facilitate the planning process. 
By doing so, you can create a compelling 
value proposition that will strengthen the 
bonds you have with your clients.  

The authors’ profiles are on page 4.
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Learn more about financial 
planning essentials for 
your clients!

Personal Financial Health 
Checkup: A Process on How 
to Become "Financially Self-
Sufficient" by Walter J. Haig – 
NEW! – #09812
• January 31, 2017

Registration: 7:30am  
Program: 8:00am – 4:00pm

Objectives
Practitioners will learn a step-by-step 
approach for performing an annual 
personal financial health checkup  
for both themselves and their clients. 

Fees
Members: $330  
Nonmembers: $430

For more details and to register,  
visit orcpa.org/cpe/09812


