Learning Objectives
After studying this chapter, you should be able to

* Explain the need for financial planning services

* Describe the financial planning tools and process

* Identify the insurance and investment products banks offer
* Identify retirement planning considerations and products

* Describe trust services banks offer

* DiSCUSS . .
laws, regulations, and expectations for banks and bankers engaged

in providing i - .
ng Investment, insurance, and trust services
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Time Honored Principles
for Financig] Health

* Budget to saye

* Save and invest

* Contro deby
* Protect ccumulared v, ealth
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FINANCIAL HEALTH EQUALS
PERSONAL WEALTH

The Great Recession of 2008—2009 cast a harsh spotlight on the tenuous finas
condition of the typical American household. In a relatively short amount Ofﬁm"’_
in the approximately two years from the beginning of the recession to its f:nH3
households lost a combined $12 trillion in wealth, falling to a combined $57 *
Much of this loss was attributable to a collapse in the U.S. economy that &
home prices in many areas of the country to fall by 20 percent or Mo
values to drop even more sharply. 4 then®
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inflicted. In almost every year during the 1960s and 1970s, th.e P'cn in !
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podcﬂ] Reserve Bank of St. Louis
creased savings, along with 2 t.ur.naround in house and securities valyes
: that Americans are finally regaining the wealth they lost during the Greq;
mﬂ"Sion. In fact, by the third quarter of 2013, the Federal Reserve reported that
s pousehold wealth had reached a record high of $77.3 trillion,

) N netheless, these gains have not been realized by all Americans, particularly
e who do 10T OWIL homes or stocks. Many Americans still hold too much consumer
the form of credit card debr and student loans. In some markets,
yet to fully rebound, with homeowners still owing more on

W

e specially in
housing prices have
tir morgages than their houses are worth.

Further, many Americans approaching retirement age are also in poor financial
dae. According to a recent survey by the Employee Benefit Research Institute,
aly66 percent of U.S. workers have saved any money for their retirement, and 57
prent have less than $25,000 in total savings. Those workers who have not saved
hiredrement have little other savings. Sixty percent have less than $1,000 in savings
ad investments, and 18 percent have between $1,000 and $9,999. The inability
tnany Americans to save for retirement has serious long-term implications on
ha personal and national level.
gwc]r‘:m*‘ddfc.ss this national problem of excessive debt and inadequate savings,

0t industry leaders, educators, and consumer interest groups have joined

minuinfdumte Americans of ] ages on the value of, and the methods for obtaining,

' i - ————————
e :logr daI:d festoring, financial health. “Annual income twenty pounds
i Wealth” conjures different images, from opulent splendor and the 4] expenditure nineteen

to .
b“kon _P:rilasc most anything to simple peace-of-mind and the ability to pay  gx m"mf’m il
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iny ob[‘at Petsony] ﬁna;s:;]f%d’ shelter, fmd clothing needs. Regardless, mzszl‘::r y are NSy P"M ought
Bations, 1al wealth consists of assets accumulated free an 5‘7 ”d"“x,",’a s iy
0
2 : s in D
roﬂgqing b aztc:]lelr income level, Americans face challenges budgeting for ’Xm‘;‘gﬂs ol

M:,,% obligations and managing their accumulated wealth. By
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Did You Know ...

People whose income is
below a certain level can
open an individual
development account (IDA)
in some communities. IDAs
are opened at local banks as
part of a money management
program suggested by a
nonprofit group. Deposits are
matched with funds provided
by a combination of federal
grants and nonfederal
contributions from state and
local governments, financial
institutions, and the
philanthropic community. IDAS

are used to meet an eligible

person’s savings goals, such

as purchasing a home, paying

for education or job training,

or starting a business.

IDAs can be a good
opportunity for banks as well.
Opening a checking or
savings account is the first
step toward becoming a
customer of other bank
products and services,
such as credit products,
investments, and insurance.

’
risk/return trade-off—The
relationship berween an
investment’s risk and its
potential return; the lower the
investment’s risk, the lower
the return, and vice versa.
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agers of wealth, banks ar¢ helping icany

serving as trusted advisors and man
meet this challenge.

BANKS AND FINANCIAL PLANNING o offer 3
The personal wealth management services that b:l;:i O st and i
basic financial planning information 0 complex e o
panks fulfill @ .
d financial planners for

services. By providing these scrvif:d, N dvisors a0
guardians of money. Banks serve as l:nvs CS:': p ents, and public agendcs.

rations, pension pl

consumers, corpo

FINANCIAL PLANNIN O i
Financial planning is the drafting - om
achieve specified financial objectives: The goal 1 : bile purd and
expenses 10 attain Short:tc gcm
objectives, such as saving ﬁmds
Banks offer financial planning -
requests for such services t0 develo;u;s e servioes o ibuting t thei
ho buy investment and trust prodt = : | olanni :
;van(;:’sl?ere income. Furthermor® by pfOVldm'g quazlt}’ f:::laal:;lc arl:d o o:fl services,
banks improve their position in the community as depe edgeable

advisors.

g Jong-term

TiME VALUE OF MONEY _ o .
«Remember that time is money,” counseled Benjamint Franklin. Indeed, when
Jated in many ways- The values of

building personal wealth, money and time are €
assets, liabilities, and earnings are affected by ume. ‘ .
an asset, while a growing

For example, inflation can undermine the value of
ity of an asset can increase its value. Similarly, interest can have both a negative
ch as savings accounts

scarci
and positive effect. On one hand, interest earned on assets su
and, ultimately, to the value of the assets. On the other

and bonds adds to income

hand, interest paid on loans, such as real estate MOrtgages adds to the cost of the

asset and increases the owner’s liability. Most homeowners count on their home
d eventually reward them for the debt incurred when

ue to offset an

ificant asset.
rakes into account the interplay of time and

financial plans should ensure that earnings
n the value of money and,
ly put, earnings o8

appreciate in val
they purchase such a sign
Financial planning, therefore,

value. To reach wealth management goals,
on assets offset and surpass inflation’s eroding effect o

thus, on the assets’ values as measured in terms of money. Simp

assets should exceed the inflation rate.

Risk MANAGEMENT CONSIDERATIONS
ging the risk/return mdﬂg

An important aspect of financial planning is mana
¢ are appropriate for the customer's godl
that younger people are willing to take
they

by choosing investments and assets tha

and life stage. The general assumption is
more risks in the hope of greater return, but as people approach retirement,
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e ost pcople have more assets be gs;tgd at 10 percent annually fgfoo » INCreasing at 7 mn“' plan Nb’
apyf‘mld’ m ) ,251.37. five years the each year
. cash, cash equivalents, and CCuMiated valug wy
. ] jnvestments. _
other liqut $76,251.37=$10,000(1+.10) [(1+_10)5 _(1+.07y
45 ROLE OF THE FINANCIAL 10-.07
PLANNER
Aﬁm{ml Plan.ner is an adws?r who helps customers develop a plan to realize their The Values of Money
fuancial objectives. An effective plan takes into account such objectives as: * Time valoe of
v Short-term safety net ' The ii? that a dollar woday
v Debt reduction is"P0CE tmare tin 2ol
in the furure because the
* Housing options dollar received today can
* nvestm . &mmtcrstunulthcm
| Asscs ent o.puons e Earure dolla s eceived.
et protection (such as insurance) o Present value—The amount
Bt 7.2 " ok mgr
2: The Risk P : ture income of
yramic would be worth if eceved
or paid today.
High Risk/Higher Return Potential + Future value—What
money Or assets currendy
i hand will be worth at 2
Groe ity
Collectibles grow at 3 BV "
Small-Cap Stocks e Net prwcnt ﬂlll@‘;:k
Real Estate difference between
cost of an investment and
Mid-Cap Stocks the discounted pres<t
La’gc-Cal;) S::)Ccks value of that investments
furure carning’ The
High-Income Bonds * Net future ®
Government Bonds difference at2 5[’“:'ﬁc of the
Money Market Funds date berween the su .
Certificates of Deposit future values of all carm"¥
Cash and Cash Equival rure Y2 s of the e
quivalents and the sum © g
LowR es of all €08
‘\“‘% isk/Lower Return Potential / ‘f{ralo; a current invdcmcnt-
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T ——Ct—————
dependent—A

) person, such
sa Chllda Who dcpcnds on
another person, such as a
parent, for care and financial

support.

tn'm—A fiduciary relation-
ship in which one party (a
person or a corporation)
holds tidle to property for
another party based on a

legal agreement and the
fiduciary principles of law.

Factors in Risk Level Choices

* Financial goals over time

* How long money can be
invested

* Ability to take on more
financial risk

* Inflation risk

Did You Know ...

Many Americans lack the
necessary knowledge to
improve their financial
condition (commonly referred
to as “financial literacy”):

« Fifty-six percent do not
have a budget.
« One-third do not pay all of
their bills on time.

« Thirty-nine percent carry
credit card debt over from
month to month.

. Forty percent are saving
less than they were one
year ago.

Source: National Foundation for
Credit Counseling
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Education plans (personal and for dependents)

«  Planning for such emergencics as disability
o Retirement strategies
o  Estate planning
make 2pproprin,

to help the customer 5<t prionities say shead of inflaig

The planner’s job is
is, the plnn must th‘h‘ - hort-term andlovg.h.

financial decisions. To do th Il
minimize costs, manage unexpected expenses: and
needs and objectives at each life stage-

iding ﬁna-na"‘l planning servicg,

As in every other aspect sromer i O provide objecri
must be professional and ethical. The ﬁrst duty t:j:lhc rodulen brings MOre income for
information, without considering which financi®” P anker must fully disclose
’ al conflict of interest, a ban«e! 4
g .. and penaltcs that are associamg

the bank. To avoid any potenti ons
costs and requirements, such 25 fees, commissIOT™

with a recommended product. _
The financial planner is 2 generali

work of specialists such as ac'couﬂm‘.’::; 1 ¢ be careful not to stray ingy

When offering financial planning SerVIe= ~ © ualifications, such as givi

areas beyond their professiona] expertise i;lﬂd ?::Zs;igcr co give or tax advi cg::!:
. - : oprlate

specific legal advice that is more 2pPr ve. Although the pl

is more appropriate forace Wiee ugh

rrified public accountan .
dable investm
can provide information on d affordable ents thy

will an
would achieve the plan’s obje

helps the customer coordinate the
Jawyerss and insurance agenyy

st who
brokers,

the elements ofa dabs
ctives, the choice should remain with the customer

ful to avoid the unauthorized practice of law, they
benefits of products customers are considerin

for their financial plans. In addition to contributions to deferred compensation
plans, such as 401 (k) plans, customers may open individual retirement accounts (IRAJ
or buy annuities 0 be drawn on after they reach retirement age and are typically in2
Jower tax bracket. They may choose to invest in municipal bonds, which provide
income that is traditionally exempt from federal taxes. They may donate ©0 chariabe
organizations, or they may set up crusts into which they put assets for the benefit
of others and thus avoid estate taxes on those assets when they die. For the same
reason, customers may buy life insurance. Minimizing costs or liabilities, including

should be factored into a customer’s financial plan.

Although bankers must be care

can inform customers about

taxes,

FINANCIAL PLANNING PROCESS
tomer’s current posito®

The financial planning process begins with an analysis of a cus

including net worth, and a discussion with the customer about his or her financid
needs and goals. Using this information, cash flow and investment strategies &
designed and incorporated into a plan, which is then implemcntcd by the custo™ a
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finan cial plans should be reviewed, usually annually,

; to ideny;
" related © changes in the customer’s Jife 4q f

goals,

TAGES

, fin ancial Plan, a customer’s life stage will affect the services
0}10 o’ 1 may recommend. Knowing the customer’s situation and life
M , bank o planner build a relationship, understand the Customer’s

Cts . . .
y lﬁ:s i ﬁn:;lzl sk me aningful contributions to his or her plap,
oM

| venties ar€ fairly new to 'the job market. They are sl getting
Min chelf "shz pandle an independent life and take on adult responsibilities,
5% ya «count to build liquidity in case of an emergency, Many have
::( as'aﬂnfl:cddng accounts, debit cards, and credit cards, bu it is 4 good
e l{smihe her they are managing these bank services well. They probably
20 iﬂfl“';c ,vehicleand eventually a home, and they typically will need loans
4or® uYascs. Young adults usually do not need much life insurance and
e P e from disability insurance. Even if they receive disability insurance
. tbc'ncﬁt “;chr’ they may need more coverage depending on their life style and
m.thfi:;gon. When they are ready to invest, depending on their risk tolerance
e odults usually bcg.m .at the middle of the risk pyramid, buying stocks
e potcntiﬂl for appreciation.
ith Children
ﬂ:ﬁb chCi'ldren need comprehensive financial planning. They probably should
infrlong-term growth without high risk because they need to build assets as
ol meet current needs such as housing and education. Adults with children
meket o invest in stocks and a growth mutual fund, with perhaps a conservative
micpd bond fund, such as those at the lower and middle levels of the risk pyramid,
ualdiion to cheir more liquid savings accounts. Adults in this segment should
:ﬁqﬂ"aﬂta?z of any 401 (k) benefits or contribute to IRAs and invest in long-term
155 0f deposit, |
'H::rlll,lsbowt}l:l: children sho.uld. also consider educational savings accounts. In
PmpE:qu:s need life insurance; they should also make sure thar their
e andq;i:l _[l)_mpcrly msurec% for replacement cost and that they have
%““Eﬁdtomk .' 1ty COV:crage. Given their responsibilities, adults should be
e wills, specifically naming guardians for any minor children. If

n ) :
g Cspte;sj;s’trzil:ts with children should also seriously consider
m
o,
b,:“h lﬁsass o l°nger have ¢,
by B1OWth ang
f

Cie

worry about raising and educating children can

E‘Yin%: OfPfovidi,,g X cllnore stability. Although older adults may no longer

) r

?here an g €Pendents, other costs, such as health care expenses,
S

AM% 80Ing need to generate some income from investments

N
appreciation—The increase
in the value or usefulness of

an asset.

estate—The assets (property)
a person owns such as real
estate, cash, stocks, bonds, and
all other personal property,
and the person’s liabilities
(debts) and other legal
obligations. Often used to
describe the property of a
decedent.
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student
he determines

joans, S
rth of

ive Social Security and private pensio,, {
alf or more of their money j ‘ !
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emptY J funds, some in money market funds
. pon . , and =
pal , wth fund. They will not need much life iPcrhap‘ \ w"“l-\

ive §r° ,
they should certainly consider long- Onge
uld consider estate lannine i Bterm cape ;- he

planning if thcy havc 1 k
not dolk
. on Standard Life Stages 0 Q
chese descriptions and possibilities apply in mog; ..
1l encounter variati Situay;
pers doubtfadly wi e v::lnanns. Some young o ong, ﬁ'r\‘
. since their teen years an eady have good liquidj Ules ha
rs. Some customers may never marry, or they % Position, inb\
d have no experience handling large sums. Oftnhay have mbq:'
ecause of the need to care f o CUstome,, ¢
©f @ parent or chﬂd'*'a
w

there will be bank products—from sy

d services—that meet the unique nee“;lsgs to “h%
of

CUS(%

y sho

[ all situations:

ents and trust-relate

PLANNING GOALS
carefully and gathering all the necessary background ing,

ith customers the specific areas thy
Deed
0

FINANCIAL
After listening :
financial planners then discuss Wi

building their plan. Goals sized wo be et 1oy

addressed when
. Cope with current demands, such as food, housing, and transpory;
. Protect against personal risks, such as physical incapacity and pm:h

Set aside funds for emergencies, education, and investments

rement

o Prepare for reti

o Minimize taxes
. Provide for heirs
0 terms of “buckets” for different purposes e
a variety of future needs. A good financial pa
whom. Investments ina mutual fund,
an managing individual stodks.
are avaiabk

ancial advisors think 1
others for
be managed and by
ntion th
al plans must ensure that funds

for stability.

Some fin
for immediate needs and
will cover how assets will
for example, require less customer atte

Among other considerations, financi

when they are needed; liquidity is important

kerage services, including {nvestment mi; |
affiliates. Trust departments also P
blished. By providing 2 mix Of ﬁ“ﬁ
ks help customer® achie.vc .d.lﬂf :‘:k,d

erving capi |

FINANCIAL PRODUCTS
Banks have the authority to provide bro
agement services, through subsidiaries of
.thesc services, usually once a trust is esta
insurance, and investment products, ban
ment goals such as maintaining liquidity, Pres
generating income. Financial products can be categoriz¢

tal, minimizios |
4 by the risk o™
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'i;;f'

7 F

V-4 4

h

ings accounts, money market accounts, and

th as sav
. W:d §cts succhmtivc assets that focus on protecting principal and

?;j:pkpzsirﬁf‘ C;;scy are cypically used to meet evetyday expenses and

@0 i iment T Many of.thcsc products are liquid and
| in surance .Corporatnon (FDIC). (See bottom leve|

(Moderate Risk)
Assets increase both principal and income but at moderate

g
Mﬁ:‘:’ he Potcnﬂ:ltypcs of investment products are municipal bonds and
’ Mdﬂﬂ Plﬁ ?f thcsmmo oy referred to as mid-cap stock or large-mp stock),
p 50;;& At (c0 e of their shares of stock. However, these investments
$ AnSUrt

FDIC y
o ohest Risk)
® Tohest
Assets (Hgb owth category are characterized by increased

; i et gr
‘9;;; in the %‘f::;ﬂ?:; ofghighcr returns than conservative and moderate
:; y Moff:: the p les include investments in the stock of small companies
product Eta:;sv companies and those in emerging markets. Real estate,
. st ziohigh‘)’ield bonds are also considered high-risk investments.
onn0die an e investors with ample income and liquidity usually consider
o knowlcdgcab e in the risks are great, these investment products usually are
invcsuncn'tfsi-c 3‘3:::;0% They should not be the main investment vehicle.

fversl ' 1

" ;fp al::l fhe risk pyramid in exhibit 7.2.)

TATEMENT .
NE]'WOKI’HS d in numbers. After gathering information

: ts can be expresse
i o financial position must be analyzed

douneedsand goals, the details of 2 customer’s don 1
naseshis or her current net worth. Exhibit 7.3, next page, 15 a simple worksheet

tarboth the financial planner and customer may use as a starting point. Th?,lfet
wrtt—or 2 person’s personal wealth—is determined by subtracting total liabilities

fom tota] assets,

Assets (owned) — Liabilities (owed) = Net worth

tsesthatareaccumulared for personal wealth should be separated from assets
m::mll:;?lfor current needs, which are not subject to apprca:ation. For cxale:lc,
wdacaﬁ: i be an expensive asset for a young adult, but I does not generally
bty '1tis purchased and used. Instead, it depreciates in value. Thus, a car
o da generally increases in value and accumulates personal wealth.

1t i
an 3¢5 . s
et that is used to sansfy current needs.

cm & . . .
iy Bing atomm have not thought about the elements of their financial situation
n < .
gy, "Orth analysis. The net worth analysis helps clarify where currcn;
co

NS gre 0
ut .

Ui Incop of balance. Is the customer spending too large a percentas 4
“ 0 housing or to pay down debr, for example? Questions like

large-cap seoee—

S[Od( Of C()mpamc: wb«c A
market value is greater thap
$10 billion.

mid-cap stock—Generlly
stock of companies whose ,
market value is between

$2 billion and $10 billion.

small-cap stock—
Generally, stock of compa-

nies whose total market
value is less than $2 billion.

net worth—The difference
between total assets and
total liabilities as calculated
for an individual or business.

depreciation—The decrease
in the value or usefulness of

an asset.
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this are part of the value of financial planning

: and where the gaps age |, "™
money is available, where current spending go<* oo B che 5!!\
- dgamvﬂ“"’“mm furaee. '8

current financial picture and the one

Exhibit 7.3: Net Worth Worksheet

Cohonband $ Accout™ =~
Checking accounts $ Credit ards § >~
=
bi 3
Savings accounts $ Healdh 2 3\
s s
s =
Stocks, bonds, other securities $ M__’/’:—\s
Cash value of life insurance S Vehicle notes x
Amounts owed by others [nstallment purchases s
Cash s Bank loans s
Promissory notes S Life insurance loans s_
b —Tresdue =
Real estate Federal $
Home S Property s
Vacation home S S State and local s
Income-producing real estate ~ $__— Other $\
_—————‘M"o’r:g_ag g8 E———
Vested pension (present value) - Hone s
S — Other 3\
e Informal loans from others ‘—3{\“
401(k) or other company plan $_____ Oehet ‘s__-:___
Annuities L — —
Investments in a business :___
S —
Other assets .
Home furnishings (discount 15% S
a year since purchase, or estimate
5% of the home’s value)
Sports equipment S
Art, antiques, and other collectibles s
Cars, boats, and RVs $
(Blue Book values)
Other
Jota’ dsyels S Total liabilities S
Minus total liabilities ($ )
Net worth $_ —
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&
b udgcb

b ial plan
d\ly ﬁnmdal p
:on e owr&ualstomen By a

! invest,
.ﬁ‘f"g funds t© S:L’ : net worth analysis and cash flow strategy help the financig|

wmd comer objectively consider how the plan can accommodare life’s
C

Jllocation of resources. The net worth analysis helps
o Jentify thcn} as. long- or- short:tcrm, and draw up a cash
Wmd it B customers, .d-us mfom;auon will be used to Benerate o
o rcalculatc onthly fncom.c and expenses, and make adjustments
Exhibit 7.4 illustrates a monthly cash flow plan for

djusting income and expenses, a person can generate
or contribute to a retirement plan.

o an nancil crises _high inflation, job loss, a natural disaster, home

N,dcbilicatiﬂ

1emore 15
: ‘ddidon 10
mgmcics an

eytibit 7.4: Monthly

ilness, for example. Recognizing such possibilities while they still
gthe foundation of a good financial plan. The plan will ensure that,
csh for day-to-day needs, other liquid assets will be available for
d insurance will be purchased to protect against specific crises.

Cash Flow Plan for a Single Working Person

— Income
- Current Change Adjustment
Gy $2,350 $2,350
Commissions 250 250 500
Interest on savings 500 500
Other income
Total income $3,100 $250 $3,350
e Expenses
o Current Changes Adjustment
Renter’s ing $950 $930
Bectriciry e 50 o
Tansportgtion 20 p”
Water 50 20
T“‘phonc 25 25
lnterpgy servi 50 50
Insurgp 45 45
Cb"'iﬂblc donari 50 %0
o g s 0 0
Clocgg 1o 25 25
= -
’:iinﬁm"““‘ o 128
T°‘il anC()us 200 -50 100
Moy d;TPenm 100 75
g $2,175 $-100 ”’275
02 $925 $1,
buge VSt $925 $1,275

* Food n 2012,
At hornc :g';g?
$1
* Apparel ang S887
services
. $1,7
Transportaion 33,9933
. IE'I“"*‘ are g3
* Entertainmen, ’
* Cash 24605
contributiong $1913
e Pel‘sonal i,nsunna

and pensions  §5 59;
* All other

expenditures  $3 557
TOTAL $51,.442

Soume:BumnofIaba&ilin,mB
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nondeposit investment
product—Any financial
product with an investment
component that is not2
deposit product and thus not
insured by the Federal Deposit
Insurance Corporation
(EDIC). Stocks, bonds,
insurance products, and
government and municipal

securities are examples.
premium—(1) The payment
for insurance COVErage in

cither a lump sum of
installments; (2) the amount

or percentage above face
value at which securities

are bought or sold.

’
Term Life Versus

Whole Life
¢ Term life—Short-term

insurance with no savings
clement.

* Whole life—Long-term

insurance with a savings
element.
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CE PROTECTION
RAN od way 0 preserve assets, is vital ¢ ik
M

re
, Most states require Property and ligpyp;, -
1

Insurance, 30 © 70
thus to 2 nmfo fe, and banks require insurance for |, Ny,
motor vehicles: omes op m::
Act (GLBA) was enacted '
» banks . Y

hold the mor®*&S ; ;ch-Bliley
of insurance products. Banks may act as b, eTe pe
okers byp:;(:

to offer 2 full ﬁ?:l g;jﬁ'crent insurance companies. Financial hold;
Prodqu hnis e and annuities, cither directly or through anngoc(,mm v
underwrite et died t0 investments, such as whole and Variablcn?a"k i&;i:
Ins?u:anCC gannuid s, a1€ considered pondeposit investment prod, ife ;
Pohclcs_ an o a.cdjt.rclatcd insurance products offered by b an:?-and .
II:Z]I;:I;Z . Jong-term caf€: property; and liability insuranc, incl,, ®

disability’
CE
URArI;IaCCS the income the policyholdcr was contributing ¢,
died. Single people with no dependents usually need the
cover funcral expenses and unpaid debts. Adults wj th :id)' enq%
that their dependents’ future livip “Pende,
§ expe

rance to ensure
are covered. Life insurance generally is categorizeg

Life insurance
when he of she
]ifc insumncc to
pneed more Jife insu
ncluding care iVin8
whole life.

Term Life Insuranceé '
the purchaser pays 2 specified amount of money for 5 sy

For term life insurancc, .
., :nsurance for 2 penod (term) of one to 30 years. At the end f
. 0
remains and the contract ends. Premiums for te ﬁ:
tm

term, NO EXCESS premium
ut rise dramatically as the insured
ages because the i

insurance may start low; b
of dying increases with age.

Whole Life Insurance
ce product and an investment vehicle. §,

Whole life insurance is both
long as the premiums are pai
insured. The policyholder pays a fixed premiu
invests it in stocks, bonds, money market instruments,
the product features. In addition to paying a stated amount i
death, a whole life insurance policy accumulates a cash value that the policyholderan

redeem or bom?w against. The policy may pay a fixed or variable return, and ineon
taxes on the gain do not have to be paid until the policy is cashed. Premiums fi

bvs;h;lc lif;I insurance tend to be higher in the early years than the cost of term insu
use they are used to build the policy’s cash value. Whole life premiums then ke

off or lessen as the insured ages, reflecting the increase in cash value.

an insuran
d, the policy remains in force for the life of de

m to the insurance company, whid

or other assets, dependingo
n the event of the insurf;

g::’” Types of Life Insurance
er ife |
types of life insurance products include variable life insurance and unive
the saving

life insur
ance, both i
of which separate the insurance protection from

American Bankers Assoc o



js means the buyer assumes more risk on the savings end i
in

., Th _ r
ey _ Both are interest-sensitive. In conr .
of d‘cor;l pect<! :::‘;dvc. This means that whole life im“ﬂn:’is ti:::m nal
e o e b
Mh o ot be the best way for all customers to build cash for latc;
e
i insuf:)nrc by putting their money into alternative investmens s uch a5
".’&( bcncﬁt m i, US: Treasury sccu.rmcs, mll.tllal funds, or bonds
- (€S of‘,iCP:;n ' is similar to term insurance in that there s svings .
Ol hfc - ased o pay af axr}ount‘ cqual. to that owed on a loan. Banks el
l s s F;mn ce policies ir.l conjunction Wlt.'h bank loans. If the insured i
b e P ) ourstanding, the loan is paid offrather than having the b
dan e l;‘:“dlc Jeceased’s estate-

DISABILITY AND IJ(_)NG-TERM CARE INSURANCE

ergim care COSTS make being injured or sick expensive. For this reason, health
g o dd bean important part of any financial plan. Group health insurance
o ce s | through an employer, or a professional association, generally are
premit™® Pmrcmi ums for individual policies because the risk is spread over a large
fowe dlfai'; spure 4. Shared risk is also the principle underlying the creation of health
. up 0Oe  arketplaces by the Patient Protection and Affordable Care Act (also
insuratt «“Obamacare”). The ACA requires all individuals to have health

fnown as the ACAor
surance, either through their employer or through individual policies purchased

from federal or state marketplaces.
Most basic health insurance policies set time and dollar limits on benefits for

hospital room and board and may pay only a percentage of medical and surgical
s, Because basic policies may not fully cover health costs, customers may want
to buy supplemental medical insurance for additional protection against the high cost
of serious and continuing illnesses or injuries. Insurance policies are also available that
cver vision, dental care, prescription drugs, and nursing home care.

Disability insurance is as important as life insurance because, statistically, a person
ismore likely to be disabled—temporarily or permanently—before retirement age
fh‘“ to die. Because the chances of becoming disabled increase with age, coverage
is especially important for older workers. Disability insurance pays a weekly or
Zzzrt:ﬂdy '".‘COIHC l.)cneﬁt if the policyholder is partially or totally disabled due to a

g cmml] Hyor lll“fss- .Efnployers often offer group disability income coverage t0
n;_;):t‘s’ but. individual policies are also available. .
Ahealthy rc:in care insurance is becoming a necessity as life expectancy InCreases.
Uing home :'rnem fund or savings plan can be depleted quickly b)'r the cost of
W or ﬁmctionallc- : lon_g'tcrm care policy supports an individual who. is chront
V2K, bathe, drusy andicapped, which is commonly defined as being unable to
"ude home hca,l or perform other basic daily living activities. Services covered e
care, care in assisted living facilities and nursing homes, rjﬁpltc
care. Long-term care policies typically are issued to individuals
and 85. As the U.S. population ages, the percentage of people

;r:v  hospice
ten ages 3

g
Gn
Baﬂl(grs A550ci:rin.. Pl’ill .



needing long-term care is increasing. Co
become a popular form of insurance.

PROPERTY, TITLE, AND VEHICLE INS sumer
Property insurance protects the value of chin® ;:Dbc lost t%
jewelry, silverware, money, and so fo “ ent COSt m,,;::" M' ':b\\
natural disasters, or other events. Home rtPhO::c o materials accord; ‘ 'hrm*
covers the cost to rebuild a structur® using " ey
building standards, is recommended- cial loss due to que

Title insurance protects homebuye™ ffom‘iﬂu‘;ﬂ“ i(:lssth:ci:o | by
property ownership. It differs from P ropery l If someone cach;Oteca o ty
of the property rather than the proper h;d been surveyed inmwmd i
valid claim on property that fop chfl':P:;’c loss R
insurance would reimburse the owner 0f . '

e e

_ : renance or use of automobiles, mo
collision arising from the ownership; malrf . 1o liability 1 tomydq-
Snowm()bi-l es aﬂd Od'lcr mOtOI. Vehldcsc Vc}?-ldc llablht)’. msurance Cov, dk
; by the insured. Claims for bOdily 3

bodily injury or death of people caUse . tims for be |
may l)lrlclli::ymedical bills, loss of income; Of pain and Csugcflﬂg- Liabiliry Uty
also extends to damage caused t0 property of others. _ ollision coverage aPPﬁcm
losses arising from physical damage o a covered vehicle or other object, Vet
insurance usually is required by state law.
LIABILITY INSURANCE o |

urance protects an individual or business against log

Liability or casualty ins

resulting from bodily injury of property damage suffered by other persons, These

policies normally cover legal expenses; medical expenses, and funeral expenge
killed, and the cost of repairing or replacing

incurred by persons who are injured or
damaged property- Professional liability insurance protects the insured agi
claims arising out of the practice of professional services. e

INVESTMENT SERVICES

Banks or financial holding companies may offer investment and brokerage services
through a third-party arrangement, a joint venture, or an in-house brokerage, as follows

¢  Third-party arrangement. Banks arrange for a licensed brokerage firm t
operate on their premises, for which they are paid a fee. Earnings are lower this
way than when a bank offers the services itself, but it has fewer responsibilities
This arrangement simply makes the services available to the bank's customers

* Joint venture. Banks arrange with broker-dealers to sell securities, with
employees working directly for either the bank or the broker-dealer. Thos
vfrorking for the broker-dealer generally are licensed and registered represent
tives W-ho have taken qualifying exams. The licensed broker-dealer must
supervise any brokerage functions performed by bank employees-



ko

Because {nvestme

assmd“
ﬁmds, are not

I3 they are typlcau

an 2 full-service

n os and offer investment
services. They may
¢ same services as
l nonafﬁliated brokerage
o duding underwriting

houses» 11 _ -
i d dealiﬂg in equity securities.

Perfol'm

nt products, such
bonds, annuities, and mutual
;)

esment product.

[NVESTMENT STRATEGIES
The three basic investment strategies are conservative, moderate, and aggressive.
ining the appropriate strategy will depend on the customer’s risk tolerance

ad reurn objectives. Factors that influence the decision are life stage, personal

Determ

droumstances, and financial plan goals.
incesse principal, produce income, or pursue high returns.
The investment choices shown in the risk pyramid in exhibit 7.2 correspond

to investment strategies. Conservative investors looking to safeguard principal

P 4
fn ove 8

By The Numbers

ro—

P = deposit
PISiLor |
C = initial h‘,“"""mm Valug o C—

If Cis $10,000, ris 6 -
P be at maturity? Pereent, nis 1 (annualy) and tis 1
' \ m

Answer: $10,600.00

Now, what is the future v

lue when i .
(only n changes)? | N interest is CoOmpoundeq
mare frequengy

: P
2 (semi-annually) | $10
609,00
‘1‘2(“”3“9"3’) $10.613.64
(monthly) $10.616.78

bank deposits, they are not FDIC-insured. Banks must make sure that

I ynderstand this important difference before selling them a nondeposit

Common motivations are to safeguard or

Pml.)ably will have a portfolio heavily weighted toward cash equivalents, such as —-——ﬁ:;;-
ccmﬁmtles of deposit and money market funds, as well as lower-risk investments lo ‘vned by one organization
m(.h “ hlghl)"-rated bonds. Moderate investors will often seek to maintain 2 balance of or person ;:ik m::j s
P“ﬂClpa:l Maintenance and growth, and are likely to have a mix of stocks and bonc}s. collc.ctwicn o gk
wcighu:ze' mmt.o ts seek capital growth and usually carry 2 portfolio fhat is heav:l]y Sljea-ﬁc . .
ad emcru.lneCIulty investments, including some stock in small cap, internauiond ofd“:mnw&md "

For aﬁltﬁr:larket co_mPanies. . ally a standard of investmen's by:::""
ftcummendatioi strategies, diversification of the portfolio 15 ust y 2 s in difln

| of st

Ay

" Bk Agociaion




/
dividend—Payments made

bya corporation © ies
stockholders. The payments
are based on a percentag® of
the corpomion‘s after-tax
carnings and are us Y
made quarterly:

investment fund that allows
only an original prescri
aumber of shares t© be
distributed. It raises
substandally all of its funds
at the ume the fund is
established. The fund is
aded like a stock on an
exchange. Compare ©
opcn—cnd fund.

open-end fund—A murual
fund that sells new shares
directly to new investors
and redeems shares at the
market price when investors
wish to sell. Assets in the
fund increase Of decrease as
investors move money into

or out of the fund.

annuity—An insurance
product that provides 2
ematic payment fora
specified period, usually
pumber of years. Payments
typically are made monthly
but can be made quartetly,
semiannually, or annually.

annuitant— 1 he beneficiary
of an annuity; the person
insured under an annuity
plan and on whose life

are based.

1% Chapter Seven

A

Sk s
company: stocks Pff""dc Cf:P“ f di';fk“""zms. stocks ofte, Pany,
ompany’® ings in the form © ula" (although di\rid.:n;l 7 Fo, N
and an inc in the sroc'ks P rice resulting from apprecigg;, ¢ * \
L e L )
certificate of deposit Historically how.m" the return op, k Prog, ‘%,
of many othef ipvestment PSS making them a good insjoq(s by U &;4‘
long rerm- Stmey, %‘
i g
ﬁovators who buy bon.ds are, in cff?a, l"fndjng money to . -
of govcmmcnt authority- Corporations issue bonds to e iy
Federal, stat€ and local government authorities issue bondfrwe %co,}%
such as building sewer systems OF schools. Interest usually j Pf:l; by
a

untl the bond’s marurity date, 'fu. which time the face va,. - p%h

nvestor. Income al bonds usually is exern et is : qfed%

and local income taxes. Pt frop, f%ﬂjﬁ )

Municipal or corporate bonds carry varying degrees of rik N
dness, fuctuations in interest rates, and the s depen:

bonds can lose or gain value. This hapnam,e Of[bt"’%::

r more than the prevailing interest rat:nfz when bog

I Sirm: :

A mutual fund is 2 fund operated by an investment o iratio
fund company; that pools money from many investors to p um‘;;:ch 1,
of assets. The assets may include stock in companies, bonds, or o lﬂfge%
as gold. Mutual funds make it possible for individual iﬂve;to[s t:nmdi:::m

¥ iy

assets by owning 2 small percentage of a large pool of assets. Furthermo
ed by investment prof&ssionals who know more aboutl s
&

funds are manag
than the average investor. The initial investment often is low, and risk is
all the securities in the fund’s portfolio. prai

Mutual funds may specialize narrowly,
stocks, “green companies,” companies opcrating internationally, or muniz
bonds. Funds may invest for aggressive growth, income, of security. Indas i
buy the stocks featured in 2 specific market index, such 25 the Dow
Industrials. Funds may also be either closed-end or open-end. Closed-cad
sell a limited number of shares, after which the fund is closed to new I

Open-end funds issue shares continuously to investors:

perhaps investing only in hedthcx

Annuities
The primary benefit of annuities is to pay financial
vestors ar¢ P2

annuitant, who usually is the investor. In effect, in
company that sold the annuity to help them

The two basic types of annuities
makes regular contributions over time and defers paymcnts

America?

manage their money.'ch he e
_in), for :

3
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' . the money f
. ¢ m\‘ﬁtot p"lts !.IP €y Nrst md d\ﬂl :
2t uring a set period or the annuigap, Ii&u}:d”b“""w
' €,

: than one person (%jo;
‘4?‘# cover more LI ‘ joint and g .
‘fﬂ:&dd “:ZY pe fixed O* mmlflc. F,led-fate ANNuities Prr::i:e)’ o the
y ‘proughout the annuitant’s lifetime. Variabe g, the same

.o on how the insurer inyese th © come
Jepending : . ¢ funds, "
ﬁ ™ ingerest FATC of variable annuities are oy Buarantee? "

€ expected

e € ir financial goals. Securiti
@€ ard their financial g ccurities held by the murual fngs

gtion © ed are reviewed to make sure th

are investec 47 ¢ the funds are proyigy,
*“?‘d‘g}mim Any major change,’ such as a divorce or the birg, iy fhitl}:ic
it , review of the customers financial plan and investmeny o the th’
.o may be rebalanced accordingly. e
0

anks than just sell investment prod
panks do more . products. Through hold;
Most fliates of nonaffiliated broker-dealers, banks PfOﬁdcuih 0 d:if

pany cervices and advice to both individuals and corporations,

com

punageme™t
Management Accounts

AA:: ent accounts provide a convenient way for customers to consolidzre

esments which then can be accessed via check or debit card. Typically, a

pigimum initial investment is required and a fee is charged, although the fee may
ed 1 ired minimum balance is maintained. In return

be waived if 2 required um : : , customers . She

are provided up-to-date account information online or in monthly statements, an :::zing W:::m

Jnual summary statement that recaps all account activity; a daily sweep of credit

balances, direct deposit services, and dividend reinvestment services. Now, Shelly Kleung E c'lmm:“

happy with her life. Although she

Trading Accounts . . still needs to book business, she
Trding accounts allow customers to research and place trades either online or | | o Lo

through a bank-affiliated financial consultant. Access to proprietary research, | e i customers, vouriees
such as third-party stock research and mutual fund profiles, is typically offered. Hhrough the bank's civic ouresch
Customers may trade in a wide array of investments, including stocks, bonds, and programs, and enjoy the fuls o
mutual funds, Trades are subject to commissions and fees, which may be waived | o good work.

.for active traders and customers who maintain high balances in bank-affiliated |
Nestment or deposit accounts. Customers usually have online access to trade
“nfimations, account histories, balances, and positions.

&RE&I IREMENT PLANNING

Theref, cies continue to increase, financial assets are stretched over m"‘: Y';i

i cr:&mmem Planning is more important than cver to ensure an @ c:l the
° tetirement. However, while income needs arc greater thatt €¥<

A
o Bﬂ.nke,s Association



Did You. Know ...

A 20-year-old investing
$3,000 per year in an IRA at
an 8 percent return can
expect the IRA’s value to be
more than $1,200,000 by
age 65. To demonstrate that
it is never too late to improve
future income, a 40-year-old
investing $3,000 for 25 years
can expect the investment
to be worth more than
$200,000 by age 65.

’
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in. Social ; ‘
ncerta Secu"(’ Wy

sources of that income are growing more Y ewer compani
meets the financial needs of most retirees: ‘”dan be rdi‘:inr offer P"h::\
that provide a defined benefit paymen’ ‘h‘:uibility than cv:on o N\
short, most Americans have greater resp® © fung they, 8
25 2 TOUP" falling short in retir ™

h”mgdeitanmctlvetomﬁx o,
with other aspects of the : M:h:

retirement needs.
As noted earlier, Americans ar¢:

even though the federal government e
via tax-deferred IRAs and 401(k) plans o play in the cﬁonmmq::::

. le
process, banks also have an imp© ;?orc a customer s retirement
Y . (<) .
for life after retirement. Howevs iion mUst be known. Rmfcm:ntp:::

assessed, his or her current financk " hesc

necessitates answers to questio? s nies?
ers . )
What are the custom . 2 chronic medical congj;
tiop, -

What major expense® su

likely to continue?

current P€
fo

cuition or medical care, are |
? likety

e  What major expenses su ond ©
to occur? When will they e ropety _—
«  Does the customer have life; health; ? Howng
py
i hange Over tl
insurance needs € _—
When does the customer Of the spouse€ plant ;
. . L3
Where does the customer plan to retire—in the same area ard home o,
L[]
elsewhere? . ' .
What does the customer plan © do in retirement? If plans include wor
o at do
what income €311 be expecte
What health problems might prevent the customer from working?
L ] a .
What assets does the customer already have for retirement?
L[]
. How much therefore, will the customer need for retirement?
’ 2
ers identify a retirement income

will help custom
estimate what they will need and begin to think

goal. Customers e ‘
about how t0 reach g so may mean acquiring skills to do a new
kind of work or putting more money aside now so it can grow for retirement

cksheet that bankers can use [0 help customers estimate

Exhibit 7.5 contains a wo
their retirement income needs.

ENSIONS
Social Security throughou
their mid-60s. However,

born between 1943 and 1954 receive full benefit

receiving full benefits
62, but the benefi
is taken befor

Answers to these questions
will be able to
their goal. Doin

SOCIAL SECURITY AND P
¢ their working lives and
the age of eligibilty &

Most Americans contribute to
become eligible for full benefits in

edging upward. For example, people
when they are 66. Those born in

67. Social Security benefits can be received
amount is reduced by a defined percentage for every year

1960 or later will start
as early as age
the benefit

American Bankers Association




aving Worksheet

e like this one can help customers understy
st be done to get there.

nd where they are ;

¢
y i . Where th:, .
_ qwhat = ers need to decide how much income they w: theyd 1y,
%ﬂﬂ% ‘;m-ns, cus:oincomc‘ Customers also must decide howz::“t l:u.-Cd annuglly, 5 g © by
e t‘r)iﬂﬁ seage 6% 20 YRR E reasonable. Customers they Might Pla:\y t:, :la‘k:e; 9 that e anr::a]ofm
S et . Percent 5 Come
’ as a0 inistration sends annual Ot of oy
il B Adminis A statements of gh Principey
e e Tt
o et IRCome, to
o ’ Source Principal
me An
B Tsecurty Eﬁ — Sl Income
nsion ) $
{01 o squivalent s
[RAs $
Savings $
Other assets $
1. $
2. $
3. $
4, $
: _ - $
Total available annual retirement income 3
Annual income needed $
Annual income surplus or shortfall (+/-) 3
I

fll reirement age. The benefit reduction is approximately 30 percent when taken
i age 6. Likewise, those who wait until after their full retirement age to take
Socil Security receive a correspondingly larger benefit when they retire. The benefit
increase is 8 percent annually between full retirement age and age 70, after which
time the amount of benefit no longer increases.

Asmore Americans age and retire, the ability of Social Security to provide the
antent level of benefits has been debated. Consequently, when planning for their
mitement needs, adults of all ages should consider that Social Security benefits
wud be reduced in the future.

Although there are still some people who belong to defined benefit pension
P["’f’ the number is shrinking. More companies are turning to defined contribution
PRtom plns,such as 401 (k) plans (see exhibit 7.6, next page). Defined contribution
Empl:;ttmmm of the responsibility on employees to contribute to the plan (although
0 usuapy match employee contributions up to a certain percentage) and

; ES:ndI mVeStmf:nts.' Annual contributions up to a cert:?jn legal limit a;d
ph“-Those thse contributions are tax-deferred until they are w1thfir=:lwn frz(f;; (k):
R f,, the s:lr; self-employed can et up Keogh accounts that are similar to

“employed called Simplified Employee Pension (SEP) IRAs.

Mgy, B

W

s Association

\
defined benefit pension

plan—A pension plan thar
guarantees the payment of 2
specified benefit at retirement.

defined contribution
pension plan—A retirement
plan fund that takes in
employee contributions,
which may be matched by
employer contributions, and
then invests the contributions
into one or more tnvestment

alternatives determined by
the employee.
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Exhibit 7.6: Amoun
United States

Defined
Contribution
Plans

$4,524 billion

Defined
Benefit Plans

$3,043 billion |

Reserve, Financial Accounts of the United States, Third Quarter 2013,

. Federal
g':bulrecscL.l 18b, ¢, and L.225i
INDIVIDUAL RETIREMENT ACCOUNTS
Most banks and many financial institutions offer IRAs that provide -
Vanugu

tirement savings. [nvestment choices vary, depending on the bank. g
. 0[

for re b o
which often mirror .

a .

Certificy,

banks, IRAs are invested in time deposits,
deposit. If a bank offers brokerage services or has a trust departmen, s,
3 omm

may have the option of investing in other types of assets, such as mytyg] Fund
o

securities.
Contribution limits and cligibility requirements for IRAs are Somering

changed by federal legislators. The best source for confirming IRA lims i
requirements is the IRS website where IRA contribution and deduction Jimj; i
posted for the current year. For example, in 2014, the maximum contribution linj;
for traditional and Roth IRAs combined is $5,500 for individuals less than age 50 4

$6,500 for those age 50 or older.
IRA products are the traditional IRA, Roth IRA, SEP IRA, and spousal IRA

Traditional IRA

Thf: traditional IRA accumulates funds for use during retirement by investing
savings accounts, certificates of deposit, mutual funds, or securities. Taxes due on
both annual account contributions (up to a limit) and account earnings &
deferred until withdrawn. Penalty-free distributions (withdrawals) may begin £
age 59%2 but must begin by age 70%4.

Roth IRA

Contrib ' f C ! UI
utions to ROth IRA accounts are not dCdUCted I ! lc e l(ci’ bor
h 3

there is n
0 tax L]
On account earnings. Certain distributions to the account o



n

al

iy

Y

e made vithout G penaly acany
m

i : H : . s trad:,:
it ™ o requirement to begin dlsmbunon, at itign,, Ik

v e l:ucional IRA to the Roth IRA, e Exhi, 7
L '
the !

y
;‘:Pﬂd If-empl
od signed for thc'sc “emp oyc-d OF small busjp e, owner,
gt ¥ sgp IRA conrbutions unl hey ey mploy
o chuccion for contributions made to SEP IRAs o bchalfo:y €IS eceive
ﬂ;usi"‘ssd up the IRA o accept the SEP contributions, 'y, contrily P ‘0,7“3.
) PIO)'CCS ?ft uircmcnts for SEP .IRAS are diffcrcnt from [hose Ution llmiu
g ‘ligiblhty For example, the maximum contributiop limit, wh; h

. hick -
. poth el ncome, can be much higher thap, £, e 1h s baseq o,
i

IRA ; 5. S _
U i be opcned as joint accounts. . Pouses who haye little of p, )
IRA;@“":ZPO usal IRA. A spousal IRA is Sllbject to the Same mlcso ::;n;:u fnC(.)mc
o °Pc:ly (o traditional and Roth IRAs. tations
that 4P

PLANNING _
mﬂ'ﬁanning__P[anning for the disposition of age

|
Fstate P fes th—should be part of a comprehensiye

)
customers

ts both before and after ,
financial plan. Some states

exhibit 7.7: Traditional IRA Versus Roth IRA

Roth IRA
Contributions

‘ Not taxed

Not tax deductible
3y continue for liferjme

No specific age

No penalty for withdrawals
if requirements are met

Fully or partially deductible subject
to i:comgallx:unﬁtatiom that phase out
at $129,000 (single) and $191,000
(joint) in 2014, with income limits
annually adjusted

Yes for bank-deposited Roth IRAs

.

. 161
] ™ Association, Principles of Banking



R e
probate—A judicial procedure

}”*‘"fvl:{i the validity of a will ot the decede
is proved and a d : . itha
estate, in acco:dmcc;d;?é‘,a o Asscts owned ,omdy'\fl( - ement accounts, and b"°kcr38e
e Life insurance annuitics i is named ‘MN
2

will if it exists, is administered.

Louise has been putting
$1,000 annually into a
UTMA account for her
grandson Sebastian, who
is now in school. He plans
to keep the money in the
account until he finishes
both college and flight
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nt had a will. Certail = Cof survivorship
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local commercial airfine Give money © charity, ) .+ the principal goi Tanging
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;__——j o Prevent irresponsible beneficiaries from
squandering capital by allowing the trustee to
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(5"

f estate P'”“;‘"j Jother @

axes N L ing
aclirv O pa
bility a designated adult (the _
%

TRUST

re to go through

mo ) M '
may ZVOId probatc, ho‘
:I;\%

ymx) of

g (fu-“s
. _cing of the estate’

include d”:ole:tg,oth the amo:::c:: t:: Oy,
ool nd aenging
ble- ‘ cm,\ )
1able O most customers is the req | |
which rcplaCCd and continyed thct o dy |
M |
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income tax, which would
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1
tis managed by
18 or 21 years o
¢s. Trusts may be used to:

anage estate ass¢c
person through the accumulation o

Id).

distribute only interest
es expert advice, which

Estate planning requir
rovide to customers who

can p

bank trust departments
have specific needs regarding the management and dis-

cribution of assets-

SERVICES
other banking services and
dividual

Trust services complement

facilitate a total financial re
and business customers. To offer trust services the

bank’s federal or state charter must accord it trust power
Many banks in recent years have applied for {nd
received trust powers sO they can serve the growins

wealth management market.

Jationship with in
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has four components:
coperty (cash, stocks, bonds, real
The P wll:f ch the trust is created e o

wi .
' amlud he person creating the trust

— :
' 1% he person entity that takes control of the (7,
g s he Property
nd :ﬁ ci;rY’Thc person for whose benefit the trust wqq eseali
4 | ished
ovide trust scmcfcs,. they act in a fiduci .
. ba(rit}lfs c;zn e fduciary principles, such as acting ;?'h:a szla clty which, by
" adher® i ; . € Interest
3 . their role as trustee, must observe th Prudencs,
e following ﬁduciuy

i
e d ’

r
my mhe' “em

¢ prin ciple—Banks are required to act with cauri
. ligence and a s.cnse of fcsponsibility. The standard is appli:: 'tl, th
- Portfolio, Lot 10 iS olated mvc.stmc.ntS, and to the overall investm:nt c
o The bank has 2 duty to diversify investments unless it is not
udent t0 0 50- The bank must be loyal and impartial in how it delegates
quthority and selects supery ising agents. The costs the bank incurs must
ount and appropriate for the services provided.

be msonable in am
ets—Assets of each trust must be kept separate

. Segl‘cg’ation of trust ass
and from the bank’s own assets. Trust departments

from those of other trusts
d from the rest of the bank, with their own vaults,

psually are segregate
data processing equipment, and other facilities. Many banks use outside
avestment advisors O manage trust acco

Prevention of conflicts of interest—Banks should have no interest
bought or sold for trust funds. The bank

Jent jnvesto

unts.

whatsoever in the investments
should not purchase or benefit in any way from property or other assets
held in trust. ‘

Depending on market needs and business volume, banks may offer personal
st services such as estate settlement, trust administration, guardianships, and
personal agency services.

ESTUTE SETTLEMENT
officer will help cettle the decedents

When .
a customer with a trust dies, a trust
d the estate 3s5¢®

:.l::rt;;uz‘;tim:hding debts or taxes may need t0

Atrust; e deccc!cnt’s heirs.
decbe thccPaftments estate planner advises
beefaic tOPTOPCrt}' owned and its locatio
bt whom the property will be left a0
carry out the terms. That person or €1

be paid, an
customers t0 have a valid will that
n. The will sh .
d the person ©f enti

tity 1S

referred t0 25 the expoute!
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intestate—Derived from
the Latin word smrestarus,
meaning one who dies

without having made or left

a valid will.

Adam, a retired business-
man, wants to revise his
will. Ten years earlier he
had named his son as
executor. Since that time,

however, his assets have
and

grown considerably,
he has acquired works of
art and real estate.
Although he still wants
his son involved in the
settlement of his estate,
he feels his son would
benefit from the services
of a professional as well.
He solves this problem

by naming his son and his
bank’s trust department as
co-executors in his wil.

164 Chapter Seven

' ,,,m."nw executor may b,
or, in some stares. ¢ wmbinmon of these. ¥ 'd.,\
g meé 4 1 ‘
beneficiary, bank, lawyer: ©" " e a wills if the will is not vajg ’\ \
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said to have died intestate. 27 : points an administrator (o carry " gy > 1
of the state. The probac© cou“ofwill ot serve and the will s v,]i:" '::::‘\ ‘
the will if the exccuto ‘ sre the same. They include, b *
. cqrafo : »
duties of executofs and ’d’"‘::::minc ¢ exact value of the estare b
for cach of the decedent u'.:d e,

o Taking inventory “‘; Jar value
corall of the assets

.~ 2nd showing 2 <
ing an s g Confrol of som ‘
cher mcdlum Ofpub]jc cir Loy

o If necessary: caki for0
in a newsPaPe claims against the estate

o Fili tice in 3
Filing no b ission of any )
curns and pay1ng all taxes on the ..
basis oy,

» Filing
estate’s val .
fing al debts an d s against the estate
S m.g final accoun . of the estatc for the court
y a . .
grcpiging the remainif assets, either according to the terms of
o Distrl
will or as directed b state [aW
- by law; it must kee
dministrator or exccutor., ! 3 i
Wt a. banfo:;t:a:j:m the court al'ld bCﬂCﬁClaf 1€S for its actions,
s ac
UsT AD '
’I’I“R dministration $€ ces are for bank customers who seck pl.'Oft.ssmnal Managene,
rust financial objectives ¢ met, beneficiaries are provided f,,
. The most common types of trust fung

restamentary trusts living trusts, and charitable 44
lished under the terms of a decedent;
ble for managing assets turned over

and for making payouts to the ben.

and trust assets €

ini anks are
institutional trusts:

o Testamentary crust—A trust estab

will. As trustee; the bank is responsi

o it by the executor of administrator

eficiaries as specified in the will.
o Living trust—A trust created by living individuals who execute a trust

agreement and transfer property to the trust. Individuals often want to avoid

the details of probate or keep the transfer private. Sometimes individuals no
longer wish to manage their affairs because of illness, extensive traveling,

or lack of financial expertise. The trustee then manages the trust’s assets.

Charitable and institutional ¢rust—A trust set up by an individual to
benefit a university, hospital, or other charitable organization. Sometimes

the beneficiary may make the actual arrangements for the trust on behalf
of the individual. The trustee then manages the trust’s investments.
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Gwmﬂsﬂzfmcﬁmcs called a conservatorship) s

: ) ) tablish
A :ﬁh:if y minor of incapacitated person, known 4 he wc::y Abuy
for ¢ bef 3-PP°inwd to manage the property for the minor o; i 20k trug

fren is :
W( e chat all the proc$cds are being used for the perso; E:(’mpﬂcm
2.0 P":’n[ Pcriodia")' provides an accounting to the court nefit, the

S NCY SERVICES |

Pgwmﬁ cpartmm“ may offer agency services, which by [aw, differ from

gank trust grustees assume legal tld,c to property turned over et
e cad, an individual who retains legal title to the asser gives specif
o " Ins e agent, However, as with a trustee relationship, a bank P c
: d\Of“y 0 o advisor O agent must act in accordance with fiduciary stand:;ig

san " tody, investment advice, and investment managem

&fd“;}:‘ o services banks provide to individuals.

SAfekeepian he bank accepts, holds, and on request, returns stocks,
. bonds, or other assets €O the customer.
Custody—The bank holds assets in safekeeping and collects income.
Custodians buy and sell securities when specifically instructed to do so
by the customer of an appointed agent. Banks provide custody services
¢ individuals, correspondent banks, and government agencies,

to them, agents

entare the mog;

[nvestment advisor—The bank performs the duties of a custodian plus
other responsibilities granted to it by the individual. When handling
cecurities, the bank may review investments and suggest the retention, sale,
exchange, conversion, of purchase of new securities. As investment advisors,
banks may handle real estate. The bank may act in an agency capacity to
collect rental income, pay property taxes, arrange for property upkeep
and maintenance, and disburse any net income as directed by the owner.
+ Investment manager—The bank, acting as investment manager, also may
make financial decisions on the customer’s behalf, based on previously
established investment criteria.

LAWS AND REGULATIONS

Tanctonal reguhtion
system—A regulatory

¢ banking industry is authorized to offer a full range of financial services as a principle incorporated in
resue ofthe enactment of the Gramm-Leach-Bliley Act (GLBA) in 1999. The law  the Gramem-Leach-Bliley
" da}gn:d to modernize the nation’s financial system and put banks on a more Act that mqb‘aun?ing mm‘:‘w
ietiive footing with other types of financial service providers. The primary suthorized the authority of
vd"'d‘fOIrcfo ) . typ. . . . to fall under the authon?
tagiep o 18 the financial holding company, which can engage in any aCtVIy g e and state regubacors
B C;J "N nature,” including underwriting and selling insurance anddealing  iher than d:guhm (s
g a.n 1;ks mf’Y also petition for the authority to engage through a nonbank M‘;:]mb::i“ modified by
. GLgA‘“mCla.l activity that is not specified in the GLBA. ‘ J ;:SDodd-Fmﬂk Wall Street
Tadity s t"s“‘bllsvhcd a functional regulation system that aPPl_“’s tz,- Reform and Consumet
&, iny fontraditiona| products and services offered by banks, including Protection Act of 2010).
Stments, [RAs, and trusts. s
. . 1
Pl Association Priniples of Banking




Monica creates a living
trust in which she places
$300,000 worth of stock.

The dividends are to ben-
efit her oldest son, who Is

disabled. The trustee is a
long-time friend of the

family. In her will, she also

creates a testamentary
trust into which all her
assets will go at the time

of her death. Income from

the trust property will be
used to support her
husband. At his death, the
trust will be terminated
and the assets divided
among all her children.
The trustee for this trust
is the family bank.

Chapter Seven

ons applicable 1o Ui

f laws and “suh(i ay

The following are examples ©
PRODUCTS
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RETAIL SALES OF NONDEPOSI NVESTM ds, annuitics, and mur,,
has stocks DO 4 Bankresuhton“""::

As discussed carlier, investments suc 1C- d. B o
urchasing these products. |, 199,

t
deposits and, therefore, 41 "
are not bank cPOSt e customers who were P 1 Retail Sales of N""depb.'

the need to protec Scacement © .
the regulators issued an Interﬂg; nz;s that banks must disclose t:d C““Omer,%
which emP a.:l Banks selling investment products m .

Investment Products, :
these products are not FDIC-insure

including: cments in 2 manner that does not mjs )
cs -

nve the risks, such as by %ng

several precautions ot i
Marketing nondep© cts or .
the produ ¢ sales functions within ¢,

. bout ‘
fuse customers 2 - v
::c:il deosit—taldng and rerail nondepo
ffering inv ‘
.banjfb' . bank employecs: such as tellers, from offering j ment%
e Prohi mﬂgﬁ  offering uninsured retail investment products with ,
s Refraining fro , :
identi the bank’s nam
duct name identical to
gro icuously disclosing that investment produ:}tls a;:ﬂ;;(or FE)I C.
® 1 |
i O";IZ{ are not obligations of or guarantftcd by the i
gt ible loss of principal )

investment risk and poss

IN SALES OF INSURANCE

In 2001, the federal banking regulators issued regulations under GLBA thar apply sl
disclosure and practice rules to retail sales of insurance products sold for pers ol

family, or houschold purposes. The requirements arc similar to those establisheg j,
2 ) .
the interagency statement on nondeposit investment products. Basically, Customer;

CONSUMER PROTECTION

must be made aware that insurance products are not FDIC-insured. The disclosyr
must be given both orally and in writing, and consumers must acknowledge the;;
receipt in writing.

UNIFORM TRUST LAWS
Historically, laws governing the creation and administration of trusts have been

implemented at the state level. However, in 2000 the Uniform Law Commision
(then known as the National Conference of Commissioners on Uniform State Laws)
moved to address the differences among states by creating and offering a uniform st
of rules, known as the Uniform Trust Code (UTC), that states could use as a modd!
for.thcxr trust laws. By offering a set of basic rules that govern voluntary trusts, the
FI[]mform Law Commission helped create some uniformity in how trusts are govered
s 0 d:lte, more than o?e-half of the states have substantively adopted the UTC, and
cvcz) thmore state legislatures have introduced it for enactment.
er uniform rules apply to trusts as well, although differences among s

remain. Examples include:



Code—Pertains to the succession

ol " mer's death, as controlled by the will iy, il
b ogme of 27 process Y $tatuee, ang
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tment dCClSlom
nto accaun: the
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;oq“’m;i (254 P'ruc.lcnt inestor .would; namely, taking ;
and © - distribution requirements, and other ¢;
’ urposcsaan { using reasonable skill and care

t
the 08 prncipl and Income Act—Sets forth rules for |

. U"ﬂi.’tmand 1come, apportionment of income,
pa oc's pOWETS 1© adjust principal and inco

the tﬂ:r pligations and other duties

jnvest

or allocating 3 rysy
the right to Payment, an d’
me with regard to prudent

S il stacus of U.S. households today is a matter of concern. The recession
. The 3“2009 lowered the personal net worth and delayed the retirement plans

mill?f;ns of Americans. Since then, savings rates have rebounded but Sduphavc
of od to what they were in past decades. In response, government, industry
ot f€ cducatofs’ and consumer interest groups have joined forces at the grassroots
ldj"idon | levels to educate Americans of all'ages on the value of and methods
?:x aining maintaining, .at}d restoring financial health. Banks play an important
e in hi effort by providm'g persone.ll wealth management services from the
s basi financial planning information to more complex high-end trust and

vestment SETVICES. In doing so, they fulfill their fiduciary role as trustworthy

financial resources.

+ Financial planning is the development and implementation of a plan to achieve
a person’ overall financial goals, including maximizing income and minimizing
expenses £ schieve both short- and long-term objectives. The financial planner

Jvises customers with regard to their financial decisions and helps customers

wordinate the work of specialists such as accountants, brokers, lawyers, and

insurance agents. Because financial planners are generalists and not specialists,
they must be careful to avoid the unauthorized practice of law. Financial planners,
however, can inform customers about the tax-deferral and other features of products

they are considering for their financial plan.

.E‘:mmfial planning should be tailored to the age of the client. For example, the
o c[:al needs and g.oals of young adults differ from those of adults w1th children
u“toagz '}fs‘efs‘ Financial planning thus begins with an appreciaton 9f the
i :); fe stage and present financial situation and then continues with an
t for such factors as inflation, the time value of money, and the risk-reward
cach asset and investment choice. Net worth is calculated and a cash

W strate :
iy 8 drawn up. The customer and the necessary experts put the plan into

n g
d then reassess the plan, usually annually, for needed modifications.
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