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Meditating on Money

FINANCIAL PLANNERS have a significant opportunity to contribute to their clients’
overall sense of well-being by addressing one of the top stressors Americans face, accord-
ing to the American Psychological Association: their money. We cover financial wellness
and well-being throughout the entire issue of this month’s Journal of Financial Planning
and Next Generation Planner.

Although money is a top stressor, just over half of adults say they’re comfortable talking
with other people about it, APA found in its 2023 “Stress in America” report. Forty-five
percent said money talk embarrassed them. That’s a big hurdle for planners, whose job
entails talking about money with their clients.

Financial planners aren’t neuroscientists, but the field can provide insights to make
those conversations a little easier and perhaps less embarrassing. In our cover story this
month, Drs. Geoffrey VanderPal and Randy Brazie provide a detailed explanation of
polyvagal theory (the theory you may be familiar with as “fight or flight”) and neurocep-
tion. The theory explains how your clients’ state of being affects the way they interpret
the messaging you give them.

Long-term stress can lead to myriad physical and mental health challenges. APA found
more people reported chronic illnesses last year, and the percentage of people with a
mental health condition increased five points from 2019 to 37 percent. We spoke with
Stevyn Guinnip, founder of Grow Wellthy, about the intersection of health and finance to
learn more about the impact stress has on your clients.

If you provide ongoing service to your clients over many years, you know that their
priorities change. Chris Heye points out in his column this month that financial wellness
is dynamic, and as your clients’ age and health change, their assessment of their own
financial wellness can change too.

Clients may have deep-seated money fears that make it hard to achieve well-being.

While getting a client to overcome those anxieties can be difficult, we know that your

W&M

Danielle Andrus
Editor

clients are lucky to have you.

fpajournal.org May 2024 | Journal of Financial Planning 13
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A Wrecking Ball and a Key:
Sustaining the Profession by
Nurturing Aspiring Planners

By Hannah Moore, CFP®

WE,VE ALL BEEN THERE. You're
in a meeting with clients, and
youre running the numbers. You
know it’s possible, but it won’t

be easy. Will they be able to cut
back their expenses or delay their

retirement by a few years? Will
they be able to make the changes needed?

I sit in a similar space when thinking about the
future of the financial planning profession. What
can we change—whether it be reducing, delaying, or
added effort—so that this profession thrives in the
decades to come? For all of us watching the trends,
we know that the biggest threat to our profession
isn’t regulations or AI, but a looming talent shortage.

It was during the early stages of the COVID-19
pandemic that I found myself working with FPA on
their internal “Crisis Response Team.” We started
noticing college students who'd lost their intern-
ships and were at risk of not graduating on time.
Working to create a solution to this problem was
how The Externship was born. It was supposed to
be a temporary fix, never anything more.

When far more people joined the program than
the 50 or so college students we’'d expected—1,100
to be precise—we realized we'd found a wrecking
ball and a key.

The wrecking ball was tearing down the often-

14 Journal of Financial Planning | May 2024

invisible barriers that so many aspiring planners

face when trying to join our profession. The key was
offering it in a way that was accessible to all those
who had the desire, the fortitude, and the aptitude to
be financial planners but could never find an inroad.

“For all of us watching the trends, we
know that the biggest threat to our
profession isn’t regulations or Al, but
a looming talent shortage.”

Five years and 3,200 alumni later, we’ve just
opened the doors for registration for the fifth
cohort of The Externship. Running this program
is both the most exhausting and most exhilarating
part of my year. What makes it worth it are the
Externs. They are veterans, career changers, tra-
ditional college students, parents returning to the
workforce, and current members of the profession.
They range in age from 18 to their 70s, and their
number-one motivation for joining the profession
is helping people. What’s especially exciting to me
is that last year’s race and ethnicity metrics closely
mirrored those of the nation.

What do these numbers mean? Well, I want to
tell you exactly what I would tell my clients looking

at their retirement projections if they were in the

fpajournal.org
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same boat we’re in: We've got a lot to work with
here, folks, but we’re going to have to start doing
things differently.

What if instead of saying we have a talent short-
age, we started saying that we have a recruiting
dilemma? What if we admitted that we’re looking
for talent in all the same places and expecting dif-
ferent results? What if we broke down barriers into
this profession? Would re-evaluating how we are
doing things and making the changes needed help
us better identify more aspiring planners?

The good news is that if you want to help solve
this problem, you don’t have to start a virtual train-
ing program for new and future financial planners
that takes half your year to plan and run! Every
planner has his or her own sphere of influence,
style, and ways to nurture the next generation of
financial planners. Here are some actionable ideas:

+ Change where you look for your next hire.

+ Invest more in developing your talent, includ-
ing interns (our Internship/Externship Program
is a great resource to help you make this more
manageable).

+ Be willing to think differently, ask questions,
and challenge traditional “best practices” about
your next generation of talent.

* Recommend The Externship to aspiring plan-
ners who ask you for advice on becoming a
financial planner.'

Yes, we have a problem that’s only going to grow
with time if left unaddressed. But the good news is
that we—the community of financial planners—are
in possession of the wrecking ball and the key.
Together, we can identify, recruit, and train the
next generation of financial planners, and thereby

sustain the profession as a whole. W

Endnote
1. See https://amplifiedplanning.com/internships/.
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Stevyn Guinnip Discusses How

Financial Wellness and Health

Are Intertwined

WHO: Stevyn Guinnip

WHAT: Founder and Chief Wellness Officer,
Grow Wellthy

WHAT'S ON HER MIND: ‘[ To some people]
financial wellness means having your estate
in order and having enough money to pay
your bills, and that's about it for some peo-
ple. And then it goes all the way to include
the physical and mental capacity of your
body to be able to fertilize your ability to
earn more or deal with stress.”

16 Journal of Financial Planning | May 2024

Broad strokes, what are your general thoughts on
the state of financial wellness and well-being in
the United States?

I've been in this industry 25-plus years, and we’re
not moving the needle. As an industry, we’re send-
ing the wrong message to people that you have to
go to the gym and you have to go on a diet to be
healthy. If you can reduce your stress, while having
a good financial portfolio or not being in debt or
being able to pay your bills, you can get healthy
that way too. And much easier, much quicker, just
by managing your stressors.

I frequently have to apologize for my industry
because we have sent the wrong message that
you need to stress your body more to get healthy
when sometimes the answer is you need to actu-
ally recover better and manage your stressors,
your calendar, your finances, your relationships,
or get sleep, more so than you need to go to the
gym. We’re not doing so hot: 70 percent of the
population, at least in the United States, is either
overweight or obese. Debt has increased substan-
tially since COVID-19 happened. And stressors,
at least in the financial services industry, are 31
percent higher than they were in 2008 when the
housing bubble happened. You've got what I would

fpajournal.org
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consider a toxic cocktail for chronic diseases that
are going to be plaguing our population for the
next few decades.

When you can manage stressors, you're actually
going to do more benefit to your body than you
are by going to the gym for an hour every day. I
can say that because I'm an exercise physiologist.
I come at this from a place where I used to think
exercise was the answer, and now I realize that it’s
great, but we have to manage the stressors. You
can get into two debts or prisons in life, whatever
you want to call them. One is a financial prison,
going into debt. And the other is the health
prison: you get into a health debt. And they aren’t
two separate things. They actually exacerbate each

other, and they’re very closely connected.”

“When you can manage stressors, you’re
actually going to do more benefit to your
hody than you are by going to the gym for
an hour every day.”

How does stress differ for people working in the
financial industry? Is that more stressful?

Financial professionals [are] trying to manage
volatile markets and people who are more stressed
than they’ve ever been before—their clients.

The financial professional shoulders more stress
because it’s where their clients come to get help
and get someone to lean on, [and] they end up
ratcheting up their own stress. And then you sit
behind a computer and have very sedentary days
and again you're met with a perfect suit for creat-
ing chronic disease.

fpajournal.org

There are people who do really well, and they
build a whole bunch of financial income or finan-
cial resources, but then they forget that their health
needs to be a partner in their plans. But then at
the other side, if you don’t build wealth, then your
health can tank because you are so stressed about it
all the time and it’s leaching years from your health
span. Money is such a common theme throughout
health, and health is a common theme throughout
money. I challenge anyone to be able to separate
the two. But people don’t typically see them as the
same thing. They don’t see how interconnected
they are. That’s where I see financial wellness being
something [about]| how do we get your money in a
place where you don't stress about it anymore? Your
cortisol can turn off and your body can repair and

heal and not age as quickly.

How do you measure stress? | assume you're not
administering blood tests for cortisol with your
clients. So how do you and your clients typically
gauge stress levels? Is there more than self-
reporting without involving needles?

[There are] three main ways that we test stress,
maybe four. One way you can assess your stress
really quickly and easily is to just take your heart
rate. If you're sitting still, and your heart rate is
high, your body is probably in fight or flight—it’s
stressed in a sympathetic nervous system. If your
heart rate is low, closer to a resting heart rate,
then you're probably in your parasympathetic
nervous system, which is rest and digest. If you
know your resting heart rate, you wake up in the
morning, you either look at your watch or you
take it manually [and see your] heart beats about
60 beats per minute when [you’re] resting. But
[if you're] sitting at your computer typing away
but not really moving, not really talking, and your
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heart rate’s at 85, then you know there’s some
stress there.

Another way is something called HRV, which
stands for heart rate variability. Most of the wear-
ables like your watch or ring will test HRV now. I
love it because it’s like pulling the curtain back on
the inside. I have a lot of clients who say, “I'm so
chill; people call me the chillest person ever.” And
then we look at their HRV, and their body doesn’t
feel the same way. Their body is under stress. We
look at this heart rate variability and it tells us how
different each of the beats of your heart are. You
would imagine we want your heartbeat to be really
consistent. [But] we actually don’t; we want it to
be variable. And when it’s variable, it’s telling us
that your sympathetic nervous system and your
parasympathetic nervous system are both talking.
It's when you have no variability that your body is in
full-out chronic fight or flight, and it’s like a poison.
It’s kind of like acid on the inside of your body.

You talked about perceived stress—yes. “One to
10: How do you feel right now?”

The fourth one is sleep. If we measure REM
sleep and deep sleep and a percentage of those of
your total night, we can tell if your body is experi-
encing stress or if it’s getting good recovery sleep.
You might be sleeping long enough but not have
enough deep sleep. Once we see [sleep data], it
could be that you’re only in deep sleep five min-
utes a night. There’s absolutely no way your body
can recover. That’s why you've got brain fog. That’s
why you can’t lose any body fat because that’s
when people are burning through those storages
and repairing all the cellular walls. Five minutes
is not going to do it. So you're going to always feel
lethargic, you're going to make poor decisions.
You're going to have fights with your spouse,
youre going to yell at your kids. People think that
they’re not a good person or need to have more
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self-control, but a lot of that is just they’re not
getting really good sleep and they’re in a stressed

state all the time.

I'm sure resolving stress for each personis an
individual approach. But what's the most com-
mon excuse for not addressing stress that you
hear, and what are your tactics or solutions for
resolving the excuses?

“It’s just the nature of the job; I can’t get around
it. It’s just one of those things that I have to deal
with.” That’s common. “I just don’t have time
right now. When things slow down.” They never
do. Those are the two most common. “I’ve always
been that kind of a person; I work better under

EEIN13

stress.” “I don’t need much sleep.” I call them
thought traps because they’re keeping you stuck
in a behavior that is not long-term healthy for
you. Stress is good. It helps you get stuff done.
But when you tip into the chronic state of stress,
where you're always feeling behind, that’s not
where it is.

If you feel like you’re beating yourself up all the
time, [that’s] punishment mentality. What I hear
is, “I just need to do better. I just need to work
harder. I just need to get up earlier. I just need to
stop drinking alcohol. I just need to, I just need
to...” It’s not that easy to just do more. You're
already doing so much that it’s really important for
you to understand that sometimes less is more. If
you're coming at anything to do with health from a
punishment mentality, you're only going to create
more stress, and that’s the last thing people need.

I see this all the time. “I'm so tired. And I've
got the kids, and I just have to squeeze in 30
minutes to go for a run.” They hate it. Their
left knee hurts and they’re already behind on
everything else, but they feel like they have to go

fpajournal.org

for a run. That’s not true. You're exacerbating the
stress that’s already there and tearing down an
already torn-down body. I tell people to nourish
or support versus punish.

When it comes to stress, it’s all about how you get
the cortisol to turn off in your body. Because when
you have a lot of cortisol secreted from the adrenal
glands off of the kidneys, it makes your blood sugar
go crazy. Then you become a snacker and you crave
things and it’s a vicious cycle. When you've got the
cortisol high, your blood sugar is not regulated as
well because your insulin is high. Then you end up
storing more body fat, and that creates more stress
or feelings of depression and lethargy. Then maybe
you want to go buy something to get the dopamine
hit. But all of those are just creating more stressors
for future you.

I always encourage my clients to look at yourself
right now as you are and just name it what it is:
“I'm trying to get more done in my day than what’s
physically possible. I have to cut some things out
or rearrange or say no.” That’s really where it starts
is at the bottom level of a pyramid: you have to
start thinking differently. Is this action going to
create more stress for future me or is it going to

alleviate stress for future me?

You can work out and make yourself stronger so
you can lift more weights. How about training
yourself to be able to handle more stress like a
muscle?

I've interviewed 500 financial advisers on this
topic, and I would ask them stress questions, and
the average financial professional has stress, on a
scale of one to 10, of 7.5. It’s pretty high, chroni-
cally. The ones who were below five on the stress
scale—two, three, four—they didn’t have any
different stressors than the ones who were really
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stressed out. What they had, and this is going to be
an analogy, is a bigger bucket to hold their stress,
so it didn’t overflow.

A bigger bucket comes from not being in a
stress debt. When you have stress this high, you
have to recover [as much]. You have to match it.
You can’t stress, stress, stress and have no recov-
ery because there’s no buffer built in to overflow.
You might think that you need to dive in deeper
and just be better, but you have to recover harder.
You have to match the recovery with the level of
stress that you're doing because you’re going to

need to recover.

“If you’re coming at anything to do with
health from a punishment mentality,
you’re only going to create more stress,
and that’s the last thing people need.”

After around age 40, definitely 50, the ability
for the human body to recover starts to diminish
pretty substantially. When you’re 20, you could
stay up all night and play basketball all day and be
sore a little bit but then you'd be able to do it again
the very next day. When you’re 50, you can’t do
that; your body just does not recover. Same thing
is true for stress.

How you view your stress is really important.
Do you see it as good or as bad? Stress is really just
you making a negative decision about what your
stress means to you. You can think, “Well, stress
has actually been really helpful for me; it helped
me get my college degree, or it helped me in other
ways.” There are definitely things about stress that

are good, but if you focus too much on it, then
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it’s going to be perceived as a bigger bear than it
actually is. And then there’s the recovery piece.
It’s called metabolic flexibility: if your body knows
how to use different energy sources, and it’s very
well slept, and its blood sugar is not skyrocketing
and crashing all over, you actually have more
capacity to deal with stress. Your bucket is bigger

with the same stressors.

Do you have anything you want to add that |
didn't ask?

I think that when you approach the concept of
financial wellness, it means a different thing

to everyone that you might ask. I've talked to

so many people about this. [To some people]
financial wellness means having your estate in
order and having enough money to pay your bills,
and that’s about it. And then it goes all the way to
include the physical and mental capacity of your
body to be able to fertilize your ability to earn
more or deal with stress. I think an interesting
concept is defining what is financial wellness and
what scope does it cover for financial advisers.
Because I've talked to some and they’re like, “It
absolutely is part of our job to make sure people
look at their financial portfolio through the lens
of their health.” Then I talked to other financial
advisers and they’re like, “If it has nothing to

do with the numbers, it’s not my job or my
wheelhouse and it should not be a conversation
I'm having with my clients.” It’s very different,
the ways money is going to be used from a health
perspective. I find it really interesting that there
are these two different ends of the spectrum when
it comes to financial wellness. It’s used a lot, but
when I drill people down on what it means, there’s
a lot of stammering and they don’t exactly have a
definition for it. W
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Observer

Not All Retirees Happy in Retirement

MassMutuaL’s 2024 RETIREMENT HAPPINESS study reveals that 8 percent of retirees are not happy
in retirement and 25 percent were neither more or less happy than they were when working. A common
theme among those who were happier was that they tended to exercise more, be active in hobbies, and
regularly socialize with loved ones.

The study, available at www.massmutual.com/global/media/shared/doc/2024_massmutual_retirement
happiness_study.pdf, cited unrealistic expectations about retirement leading to some becoming disappointed.
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Tax Refunds Used to Fund Insurance
Premiums as Confusion Surrounds Tax
Benefits of Insurance

MosT AMERICAN CONSUMERS plan to use their refund to build their financial security this year, Kate
Long writes in the report, “Study: 29% of Consumers Considering Using Tax Refunds to Pay for Insurance,
as Premiums Continue to Rise” for Assurance IQ. The title is self-explanatory in that many are opting to
pay for insurance premiums with their refund. The report reveals several tax-saving opportunities that
many are unaware of. Almost half (49 percent) of respondents were unaware of the benefits of medical
savings accounts like HSAs. Thirty percent of respondents believed they would owe income tax on a

life insurance settlement, which is not the case. These numbers underscore the need for more financial
literacy and the value you can bring to your clients navigating the complex world of finance and insurance.

“Insurance can be overwhelmingly complex, and our research
makes it clear that people don’t fully understand it.”

—TIim Hoolihan, Assurance 1Q life insurance sales manager

Medicare Households Spend More than
Non-Medicare Households on Healthcare

Nancy OCHIENG, JULIETTE CUBANSKI, AND ANTHONY DAMICO write in their paper, “Medicare
Households Spend More on Healthcare Than Other Households,” for the Kaiser Family Foundation that
households using Medicare spent more than households not on Medicare in 2022. On average, Medicare
households spent $7,000 on healthcare. With a total household spending of $51,800, that accounts for 13.6
percent of their total spending. On the other hand, non-Medicare households spent on average $4,900 on
healthcare from their household spending of $74,100, which makes up 6.5 percent of their total spending.
Medicare households spend more in total dollars amount and as a percentage, due to their lower total
household spending. It’s no surprise that healthcare costs go up later in life, so it’s vital that investors and

clients have adequate long-term care plans.

fpajournal.org May 2024 | Journal of Financial Planning 23



OBSERVER ‘ Stats & Facts

MEMBERS, TAP HERE @’ FOR AN ONLINE MOBILE-FRIENDLY ARTICLE

i

25%
41%
34%

8%

- ."'
g “\
’(_‘

Retirees who are neither
more nor less happy in
retirement. (MassMutual)

Retirees not happy in
retirement who say that
retirement has made
them lonely. (MassMutual)

Retirees who say that health
issues cause them the most
anxiety. (MassMutual)

Retirees who are not happy
in retirement. (MassMutual)
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13.6%
by
53%

Americans who are unaware
of tax-saving benefits of
HSAs or FSASs. (Assurance IQ)

Americans who believe
they would have to pay
income tax on a life insur-
ance settlement. (ssurance 1Q)

Americans who are
unsure if they would have
to pay income tax on a
life insurance settlement.
(Assurance 1Q)

13.6% Share of household
spending that Medicare
households spent on
healthcare. (KfF)

6.5% Share of household
spending that non-medi-
care households spent on
healthcare. (ki)

Increase in

healthcare costs for
Medicare households
in 2022 from 2013. (KfF)
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Help Clients Achieve Serenity

and Stability

FINANCIAL WELLNESS tends to be measured in a quantitative fashion.
For example, one may point to their account balances as a total reflec-
tion of their financial well-being.

Budgeting and spending wisely form the bedrock of your financial
wellness, guiding individuals toward a secure future. However, financial
wellness also embraces the emotional and psychological dimensions of
our relationship with money.

Saving and investing aren’t merely monetary transactions; they’re
akin to planting seeds for a flourishing future. You slowly build these
positive habits over time with consistent, repeatable actions. These
habits, when nurtured with mindfulness, contribute not just to wealth
accumulation but to a sense of purpose and security.

That being said, I would like to spotlight the intricacies of the human
mind. An emergency fund acts not just as a financial buffer but as a psycho-
logical safety net, alleviating the stress associated with unexpected expenses.

Educating oneself about personal finance becomes a journey of self-
discovery, empowering individuals with the knowledge to make informed
decisions. Retirement planning and setting financial goals transform
from administrative tasks into emotional anchors, providing direction
and fulfillment.

At its core, financial wellness represents a delicate equilibrium
between the numbers behind the financial plan and your emotional
well-being. Recognizing and acknowledging your financial flashpoints
and biases are integral as we navigate the emotional landscapes inter-
twined with our financial choices.

In a world where success often wears a monetary facade, it’s our
duty as financial planners to explore these conversations further with
our clients. The psychology of financial planning unveils a path where
financial well-being isn’t purely reflected by your account balances, but
a space where mental serenity and financial stability coalesce.

Riley Saunders, CFP®
FPA NexGen 2024 Content Creator
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Measuring Financial Well-Being:
Creative Metrics for a Customized

Approach

If you are to track a client’s progress, you need measurable metrics. These quantitative
and qualitative methods can ensure your clients are on the right path

By Brittany Brinckerhoff

Brittany Brinckerhoff is a financial
adviser at Hilltop Wealth Advisors,

a fee-only financial planning firm
located in Chapel Hill, N.C. She
primarily works with young profession-

als and young families, helping them

lay the foundation for a successful
financial future through holistic financial planning and

strategic investment management.

WHETHER YOU’RE WORKING with clients who
have a net worth of $10,000 or a net worth of
$10 million, your ultimate goal is the same:
improve their financial wellness. Financial well-
ness can be defined as the ability to live within
one’s means while managing money for the
short- and long-term, providing an overall sense
of financial comfort.

For clients with millions of dollars who spend
at a moderate pace, this can often be accom-
plished quite easily—you can run projections

28 Journal of Financial Planning | May 2024

to show them that they don’t need to be overly
concerned about running out of money in
retirement. Their planning strategies then tend
to be more focused on optimizing investment
performance while implementing estate and tax
planning strategies. You can track their progress
over time by simply looking at their growing
portfolio and measuring investment performance
and net worth.

Alternatively, clients with a smaller portfolio
might be facing a wider variety of financial
challenges—for example, they could be strug-
gling with credit card debt, or they might have
a tight budget and don’t feel like they have the
cash flow to save more for retirement. Because
of this, you’ll want to take a different approach
to tracking their progress toward financial well-
ness. By considering a variety of quantitative and
qualitative measures, you can encourage them to
keep taking steps forward and more easily display
the value youre adding to their financial life.

fpajournal.org
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Quantitative Measures

Tracking these figures over time can provide clear
proof that your clients are making advances toward
their goals. Not all of these metrics will be appli-
cable for a specific client, so choose which will be
most motivating for them.

Net worth. For a quick look at how they’re
doing, you can track their overall net worth. Seeing
increases in their net worth is a positive trend, but
you'll want to dial into the details of whether this
is coming from an increase in assets or a decrease
in liabilities so you can better understand what’s
driving these changes.

Emergency fund balance. Help your clients set
a cash reserve or emergency fund target, and then
track their progress toward that amount. Having a
strong emergency fund will help them feel free to
consider other financial goals, so this is an impor-
tant metric to track.

Investment portfolio balance. Measure the
size of their long-term investment portfolio, and
track this over time. These account balances will
be impacted by their savings rate and by market
performance, so it can be helpful to highlight
investment account growth compared to cash
account interest rates to illustrate how important it
is to invest for the long term.

Savings rate. Make note of how much they’re
putting away toward their long-term goals on a
regular basis (weekly, monthly, quarterly). You
can track this in dollars or as a percentage of their
income. Knowing their current savings rate will
often encourage them to slowly increase that rate.

Debt balance. Tracking the balances of any
liabilities your client has can be useful because, in
general, it’s wise to pay down debt. However, not
all debt is created equal, so you'll want to consider
which types of liabilities to include in this metric.

For example, you may not be concerned about a

fpajournal.org

low-interest-rate mortgage, but you would certainly
want to include higher interest credit card debt or
personal loans.

Debt payments. In addition to tracking their
debt balances, you can review whether they have
increased the amount that they are putting toward
debt (on a weekly, monthly, or quarterly basis). See-
ing an increase in their debt payments is a positive
trend.

Debt interest rate. Tracking the weighted
average interest rate of your client’s debt could be
an interesting metric as well, especially if you have
a client who tends to have credit card balances (or
other high-interest debt). The lower, the better!

“By considering a variety of quantitative
and qualitative measures, you can
encourage them to keep taking steps
forward and more easily display the value
you’re adding to their financial life.”

Total income. Making note of their income
over time can help you understand if their income
is increasing in line with inflation and in line
with their increases in spending. This could also
highlight an opportunity for your client to negoti-
ate a higher pay raise from their employer if their
increases in income aren’t in line with their indus-
try’s standards.

Total living expenses. For a client who seems
to be living outside of their means or doesn’t
have wiggle room in their budget for additional
long-term savings, you will likely want to dive into
the details of their cash flow. The first step is to
understand how much they’re typically spending in

a certain time frame.
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Discretionary living expenses. Once you have
a sense of how much your client is spending on a
routine basis, you can provide recommendations
on areas of their budget where they could decrease
their spending, such as dining, travel, or shopping.
It can then be helpful to track their spending in
these specific categories to provide an additional

level of accountability.

“Helping your client approach their finances
with a sense of confidence and empowerment
is arguably the most important part of
financial wellness.”

Qualitative Measures

In addition to tracking the quantitative metrics
listed above, it is equally helpful to consider
qualitative metrics. These are a critical part of
your client’s financial well-being but are more
subjective since they’re based on feelings and
emotions. One option for tracking these is to give
your client a score between 1-20 (or have them
score themselves).

Investment experience. For a client who isn’t
as experienced with investing, you can rate them
on how comfortable they are with investments
and with market volatility. Since investing is
often a critical step in reaching long-term goals,
it’s important for clients to get in the routine of
investing extra cash while learning to be respon-
sible investors who don’t make emotional or
irrational decisions when there is market volatility.

Stress levels. Consider your client’s stress levels
when it comes to their finances. Are they open to
talking about their finances—including their suc-
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cesses and their challenges—or do they tend to shut
down during those conversations? Are they often
emailing you with frantic or concerned questions,
and do they tend to be overly negative and worried
during your meetings? Make note of their general
levels of stress and compare that over time.

Actions taken. Along the same lines, think
about whether your client tends to take action and
complete tasks when they say they will. For example,
do they tell you they’ll contact an estate attorney or
open a high-yield savings account, but then never
do it? If yes, this could be a symptom of underlying
stress or discomfort that’s prohibiting them from
easily moving forward.

Confidence and empowerment. Helping your
client approach their finances with a sense of
confidence and empowerment is arguably the most
important part of financial wellness. Providing
education and creating a plan of action can often
go a long way in increasing their confidence and
will likely have ripple effects toward many of these
other qualitative and quantitative metrics. Tracking
this over time will therefore be useful.

There are many different ways to measure your
client’s progress, but these quantitative and qualita-
tive financial wellness metrics allow you to be
creative and tailor your analysis to their specific
situation—regardless of where they are in their
financial journey. This approach also makes it
easier for you to display the tangible value you're
adding to their financial life, while allowing you to
keep providing insightful and encouraging recom-
mendations as they improve their overall financial
well-being. W

This material is provided as a courtesy and for educational
purposes only. Please consult your investment professional,
legal, or tax adviser for specific information pertaining to

your situation.
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Lauryn Williams, CFP®,

on Making Your Own Way

In 2004, Lauryn Williams found herself in an
unusual position. The University of Miami track
star traveled to the Summer Olympics, earning a
silver medal.

“I'was 20 years old, and I became a professional
athlete. I had the second fastest time in the world
that year, and [I decided to leave] school to be able
to take dollars from sponsors, as opposed to staying

in school and maintaining my eligibility.”

Lauryn would later compete at the games in
Beijing, London, and Sochi, winning gold and
silver medals in two different sports. Her early
success put her on a unique path from the one

WHO: Lauryn Williams, CFP® most college students travel.

WHAT: Four-time Olympic Winner; Owner

and Founder, Worth Winning “I knew enough to know as a junior in college and a
WHAT'S ON HER MIND: “I started to feel like finance major that I didn’t know anything. We hear
if l only could serve 50 clients on an ongoing this story frequently with bigger sports, NFL, NBA,
basis, am | really doing the best that | can to Major League Baseball, but the average college
change this industry and to make the impact student doesn’t get out of school earning $200,000
that | think the world needs from a financial ayear. And I don’t come from a family where
literacy standpoint? And the answer was no.” anybody had a financial planner or anybody had any

significant financial literacy; we were just making

things work.
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FPA News:
FPA NexGen
Gathering 2024
will be held in

Phoenix, Arizona,
August 20-24.

Experience the sizzling allure of Phoenix,
Arizona, where the desert sunignites a
dynamic blend of culture, adventure, and
inspiration. Nestled in the heart of the
Sonoran Desert, this vibrant metropolis
serves as the perfect backdrop for FPA
NexGen Gathering. With its world-class
resorts, captivating natural landscapes,
and a thriving culinary scene, Phoenix
promises to be the ultimate destination,
where innovation and relaxation converge

in perfect harmony.

REGISTER NOW
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“I hired a gentleman, and I just didn’t get the
service that I was hoping to get. I had a lot of ques-
tions, and I didn’t get a lot of answers. Everything
was very investment-focused. Investing is not a bad
thing, but what about a budget? If you don’t know
what to do with your bills on a monthly basis, you're
not going to be in a good position to invest and

leave that money there for the long term.”

“What do you do when you’re willing to
pay someone, you’re trying to make good
financial decisions, and you just keep
turning up bad rocks?”

Lauryn was equally unsatisfied with the next
financial professional she worked with. She man-
aged to avoid the experience of fellow athletes
who lost significant assets in risky investments,
but she credits her good luck to a relative lack of
capital, not good professional advice.

“I was lucky because I didn’t have millions of dollars
to invest, but I also wasn’t well cared for. What do
you do when you’re willing to pay someone, you're
trying to make good financial decisions, and you
just keep turning up bad rocks?”

The experience gave her a DIY-mindset and led

her to the CFP® coursework so she could better
understand what she needed to do. As she learned
more about the financial planning side of financial
services, she realized it was very different from the
type of advice she had been receiving.

“I did an internship at a fee-only financial planning

firm, and it was night and day, the service that they
were providing versus the service I had received from
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the two gentlemen I previously worked with. My
original passion was being able to help other athletes
figure out their finances, and I quickly realized that
even just my other peers that were young profession-
als were not getting access to the advice that they
needed because financial planning traditionally has
been for people that are pretty wealthy.”

Lauryn founded her own firm, Worth Winning, in
2016. She joined XYPN and started to play with
what kind of practice she wanted to run.

“This was a new movement that was beginning where
people were trying to serve young professionals. They
were not focused on that minimum-AUM model.
They seemed to be the go-between for us being able
to earn money as financial planners but able to serve
people who didn’t have a bunch of wealth already,
but were trying to build wealth. I started to play with
that model and iterate within that construct, that
umbrella, and it still just wasn't fitting for me. I was
bumping into the person who made $50,000 a year
and really wanted to help them, but my minimum of
$250 a month or whatever it was at that particular
time was just too much for them to swing,

“I was like, “What do I do? This person is just like
me, willing to pay something for help. I shouldn’t
be sending them off to TikTok and Instagram to just

295

figure it out.

She recalled an example of a same-sex couple
who were earning just under $100,000 but still
struggling to achieve their goals.

“They needed to do IVF in order to get pregnant.
It’s a really expensive thing, and they deserve to be
able to start a family just like anybody else. They
had issues with budget because they didn’t have a
large income, but they also have this life goal that

fpajournal.org

they wanted to achieve. I felt like those were the
kind of people that needed to be able to get access
to a financial planner to say, ‘How do I make the
most cost-effective decision, even though I might
have to go into debt to do it?””

Lauryn realized that some of her clients needed
ongoing service, but others just needed enough
information to get started on their own.

“I started to feel like if I only could serve 50 clients
on an ongoing basis, am I really doing the best

that I can to change this industry and to make the
impact that I think the world needs from a financial

literacy standpoint? And the answer was no.”

“| would say the higgest thing that stands
out to me as my work transferred over from
sport to life after sport is this idea of picking
yourself up and dusting yourself off and
continuing on even when it’s a little bit scary
or you’re a little bit sore.”

She built a 12-part curriculum that takes place
over the course of six weeks. Participants meet
twice a week in alive, virtual format.

“What I really love about it is that it is qualitative in
nature in addition to quantitative, and it's about the
financial planning pillars. In general, we either find in
this industry financial planners who are only focused on
investments, or we find financial coaches, and they're
helping people get out of debt and make a budget and
that’s kind of the extent of what we can do. For me, I
wanted to bridge the gap between those things.”
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The program takes a comprehensive look at par-
ticipants’ financial lives, taking into consideration
everything from their money mindset, environ-
ment, and big-picture objectives to managing
cash flow and debt.

“I think sometimes people who do courses and
things like that are coaches or educators, not really
planners who are doing boots-on-the-ground work.
People can do [my program] online, [but] . .. the
classes are live; it’s not a recorded situation because
we also know that when you record it and it’s on
demand, people very seldom get through those.

“I want to allow people to connect in real time,
but also be really convenient: after work, while
your kids are running around in the background,
whatever the case may be. It’s going to be able to
serve young professionals and give them the infor-
mation they need in order to be able to organize
their finances and really feel empowered.”

Lauryn’s background as a high-performing athlete
gave her aresilient perspective that helped her
weather challenges as she built her business.

“I'would say the biggest thing that stands out to me as
my work transferred over from sport to life after sport
is this idea of picking yourself up and dusting yourself
off and continuing on even when it’s a little bit scary
or you'e a little bit sore. Some days, practice is bad;
you just don’t practice well. It might be because you're
sore from the previous day, might be that you got a
little bit injured. You might be just good old-fashioned
tired. Those things are building on something else.

I didn’t have the same fear as other entrepreneurs
because I was like, “‘Well, that didn’t work. Got to show
up the next day and do it again.’ It was the idea that
you're sore, but you're building the foundation and the
ultimate thing you're trying to accomplish.” W

34 Journal of Financial Planning | May 2024

B Planner Poll

Which method have
you found is best for
educating your clients?

Sending them

specificvideos | [ 1% Giving them
reading

material

0%
My clients
don’t care to learn

—Direct,
in-person
conversation

Twenty-one responses from our FPA
Activate group indicate that 80 percent of
respondents’ clients are most receptive
to in-person education. It can be helpful
to get real-time feedback on concepts
that one isn’t grasping immediately, and
the office can prove to be a vital place for
planners to educate their clients. AlImost
all of the rest of planners (19 percent) said
that sending videos proved to be helpful.
Only 1 percent of respondents said that
reading material worked best for their
clients, and nobody said that their clients
didn't want to learn and just wanted their
planner to do all the work. It goes to show
that people who do reach out to a planner
are keen on learning more themselves.
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Integrating Polyvagal Theory
and Neuroception for
Financial Success
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Planners can support healthy well-being
for themselves and their clients

By Geoffrey VanderPal, Ph.D., D.B.A., CFP*, CLU, CTP, CSCP, SHRM-CP/SCP, PMP,
and Dr. Randy Brazie, M.D., SEP

Geoffrey VanderPal, Ph.D., D.B.A., CFP®, CLU, CTP, CSCP, SHRM-CP/SCP, PMP, is a known financial expert
focused on the areas of financial planning, investment management, insurance and risk, and corporate finance.
While maintaining multiple professional certifications in finance and project management, he is a published author
in over a dozen peer-reviewed journals and a book published in 2017, with Amazon, titled Invincible Investing and
later in 2023, The Steadfast Leader. Beyond teaching and academics, Dr. VanderPal is co-founder and co-owner of

NeuroConsulting Group LLC, focusing on leadership and business consulting at www.NeuroConsultingGroup.com.

Randy Brazie, M.D., SEP, is a graduate of the University of Arizona College of Medicine (1994) and completed his
psychiatry residency at the University of Arizona Affiliated Hospitals in June 1998. He has been board certified by
the American Board of Psychiatry and Neurology in general psychiatry since January 2000. He currently works

part time in his private practice, as well as serving as a medical director for Blue Cross Blue Shield of Arizona.
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IN THE EVER-EVOLVING LANDSCAPE of global
finance, financial advisers, the financial services
industry, and investors are confronted with a
myriad of contemporary challenges. These chal-
lenges stem from a confluence of technological
advancements, regulatory changes, market volatil-
ity, and shifting investor demographics and prefer-
ences. These and other factors lead to financial
adviser stress and eventually burnout.

The topic of stress and burnout among financial
advisers has gained significant attention in recent
years, with various surveys and research studies
highlighting the extent and causes of these issues
within the profession. The demanding nature of the
job, characterized by high-stakes decision-making,
constant market fluctuations, and the need to man-
age client expectations, can take a toll on mental
and emotional well-being.

« Prevalence of stress and burnout: Surveys
conducted across the financial advisory sector
consistently reveal high levels of stress. For
instance, a study by the Financial Planning
Association (FPA) and Janus Henderson
Investors found that a significant majority of
financial advisers reported moderate to high
levels of stress, a rate significantly higher than
the national average for other professions.

+ Causes of stress: The primary sources of stress
identified in these surveys include the pressure
to manage and grow client assets, especially
in volatile markets, the need to stay abreast
of regulatory changes, and the challenges of
maintaining a work-life balance. The rapid pace
of technological change and the need to adapt
to digital tools also contribute to this stress.

+ Impact of stress and burnout: Research indi-
cates that prolonged stress can lead to burnout,
characterized by emotional exhaustion, reduced

personal accomplishment, and depersonaliza-
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tion. This not only affects the mental health of
financial advisers but can also lead to decreased
productivity, lower job satisfaction, and higher
turnover rates within firms.

+ Coping mechanisms and solutions: To
combat stress and prevent burnout, financial
advisers and their firms are increasingly focus-
ing on wellness programs and initiatives. These
include promoting a healthy work-life balance,
providing access to mental health resources,
and encouraging practices such as mindfulness
and stress management techniques. Firms are
also investing in technology and support staff to
reduce the workload and administrative burden
on advisers.

* Industry response and support: Industry
bodies and associations are playing a crucial
role in addressing this issue. They are providing
resources, conducting workshops, and offering
support networks to help advisers manage
stress. Additionally, there is a growing emphasis
on creating a culture within firms that rec-
ognizes the importance of mental health and
encourages open discussions about stress and
burnout.

Polyvagal theory, neuroception, and interocep-

tion are concepts from the field of psychology

and neuroscience that, while not traditionally
associated with the financial services industry, offer
intriguing perspectives that could be applied to the
challenges faced by financial advisers. Understand-
ing these concepts can provide insights into stress
management, decision-making processes, and

client interactions.

Polyvagal Theory

Developed by Dr. Stephen Porges, the polyvagal
theory provides a framework for understanding the
body’s response to stress and the role of the vagus
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nerve in emotion regulation, social connection,
and fear response. The theory posits that there are
three distinct states of nervous system response,
each associated with a different set of behaviors and
physiological responses. These states are:

* Ventral Vagal State (Safe and Social State)

o Characteristics: This state is associated with
feelings of safety and social connection. It
is governed by the myelinated branch of the
vagus nerve, which is part of the parasympa-
thetic nervous system.

o Physiological responses: In this state, the
body exhibits a calm heart rate, easy and
regular breathing, and a relaxed facial expres-
sion. The body is in a state of homeostasis.

o Behavioral responses: Individuals in this
state are more likely to engage in social
behavior, feel calm, and be open to commu-
nication. It fosters feelings of trust, empathy,
and connection.

+ Sympathetic State (Fight or Flight State)

o Characteristics: This state is activated in
response to perceived threats or danger. It is
governed by the sympathetic nervous system.

o Physiological responses: The body prepares
for fight or flight, leading to an increased
heart rate, rapid breathing, and heightened
alertness. Adrenaline is released, and blood
flow is directed toward the muscles.

o Behavioral responses: In this state, individu-
als may experience anxiety, irritability, or
anger. They are prepared to either confront
the threat (fight) or escape from it (flight).

+ Dorsal Vagal State (Shutdown State)

o Characteristics: This state is a more primi-
tive response and is activated during over-
whelming and life-threatening situations. It is
governed by the unmyelinated branch of the

vagus nerve.
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o Physiological responses: The body goes into
a shutdown mode, characterized by a drop in
heart rate and blood pressure, shallow breath-
ing, and a sense of numbness or dissociation.

o Behavioral responses: In this state, indi-
viduals may feel disconnected, depressed, or
hopeless. It’s a state of withdrawal and con-
servation of energy, often seen in traumatic

situations.

Application and Importance

Understanding behavior: Polyvagal theory pro-
vides a framework for understanding how physi-
ological states influence behavior, particularly in
social contexts and stress responses.

Therapeutic use: It has significant implications
in therapy, especially for trauma, anxiety, and
stress-related disorders. Therapies that focus on
regulating the autonomic nervous system can help
individuals move out of defensive states into a state
of social engagement and calm.

Social connection: The theory highlights the
importance of feeling safe and connected for social,
emotional, and physiological well-being.

Polyvagal theory offers a comprehensive view of
how the body’s physiological states are intricately
linked to emotional and psychological experiences.
It underscores the importance of the vagus nerve
in regulating these states and provides insights into
how we can better manage stress and foster social

connections.

Relevance to Financial Advisers

Stress response: Financial advisers often work

in high-stress environments. Polyvagal theory can

help them understand their physiological responses

to stress (like fight, flight, or freeze) and develop

strategies to manage these responses effectively.
Client interactions: Understanding the theory
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can enhance advisers’ ability to build rapport with
clients. Recognizing signs of stress or discomfort in
clients can lead to more empathetic and effective

communication.

Neuroception

Neuroception describes how neural circuits distin-

guish whether situations or people are safe, danger-
ous, or life-threatening. It is a subconscious system
for detecting threats and safety, which informs our

reactions and behaviors.

Relevance to Financial Advisers

Decision-making: Financial advisers make numer-

ous critical decisions daily. Neuroception can

influence these decisions by subconsciously signal-

ing safety or threat. Being aware of this can help

advisers understand their intuitive reactions.
Client trust: Building trust with clients can

be influenced by neuroception. Advisers who are

aware of how neuroception works can better create

a sense of safety and trust in their interactions.

Interoception

Interoception refers to the process of how the
body internally senses its physiological state. It’s a
key component of emotional experience and can
influence decision-making, empathy, and self-

awareness.

Relevance to financial Advisers

Self-regulation: By being more attuned to their
internal states, financial advisers can better regu-
late their emotions and stress levels, leading to
improved decision-making and resilience.

Empathy with clients: Enhanced interoceptive
awareness can help advisers be more empathetic to
their clients’ needs and emotions, fostering stronger
client relationships.

fpajournal.org

Application in the Financial Services Industry

Training and development: Incorporating these
concepts into training programs can enhance advis-
ers’ emotional intelligence, stress resilience, and

client communication skills.

“The demanding nature
of the joh, characterized
by high-stakes decision-
making, constant market
fluctuations, and the
need to manage client
expectations, can take

a toll on mental and
emotional well-being.”
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Client relationship management: Understand-
ing these psychological and physiological processes
can lead to more effective client interactions,
as advisers can better recognize and respond to
clients’ emotional states and needs.

Personal well-being: Financial advisers can use
these insights for personal development, improving
their ability to manage stress, maintain work-life
balance, and enhance overall well-being.

Let us examine some applied and practical
scenarios where polyvagal theory, neuroception,
and interoception are used. Understanding these
frameworks and utilizing some of the techniques
can enhance specific circumstances a financial
adviser may face in their daily work and interacting
with clients.

“Neuroception describes how neural
circuits distinguish whether situations
or people are safe, dangerous, or life-
threatening.”

Application of Polyvagal Theory and Neuroception in
Managing Adviser, Client Stress
Background. John, a seasoned financial adviser in a
bustling financial firm, faced significant stress due
to market volatility and high client expectations.
Despite his experience, he often found himself in
a heightened state of anxiety, particularly during
client meetings and market downturns.
Introduction to polyvagal theory and neuro-
ception. John was introduced to polyvagal theory
and the concept of neuroception in a professional
development workshop. Polyvagal theory helped
him understand his physiological responses to

stress, while neuroception provided insights into
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his subconscious perception of threat and safety.

Scenario: High-stakes client meeting. John had a
crucial meeting with a high-value client, Mr. Smith,
who was anxious about market fluctuations and his
portfolio performance. John noticed his own heart
rate increasing and a sense of panic as the meeting
approached—classic signs of a sympathetic nervous
system activation (fight or flight response).

Application of polyvagal theory. John recog-
nized his body’s response as a sympathetic activa-
tion. He recalled from his training that engaging
his parasympathetic nervous system could help him
return to a calm state. Before the meeting, John
practiced deep breathing exercises and positive
self-talk, which are known to stimulate the vagus
nerve and promote a sense of calm.

Application of neuroception. To create a safe
environment, John arranged the meeting room to
be more inviting and less formal. He greeted Mr.
Smith warmly, with a calm demeanor, to subcon-
sciously signal safety.

John paid close attention to Mr. Smith’s body lan-
guage and tone of voice, recognizing signs of stress.
He adjusted his approach, speaking in a reassuring
tone and validating Mr. Smith’s concerns, with a
gentle, steadfast style and calmness.

Outcome. John’s use of deep breathing and
positive self-talk effectively reduced his anxiety.

He was able to think clearly and provide reasoned
advice. The welcoming environment and John’s
calm demeanor helped Mr. Smith feel more at ease.
John’s empathetic listening and clear communica-
tion helped build trust and reassured Mr. Smith
about his portfolio.

Reflection. After the meeting, John reflected
on the effectiveness of applying polyvagal theory
and neuroception principles. He realized that
understanding his physiological responses and

consciously creating a safe environment not only
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helped manage his stress but also improved client
interactions.

Future implications. John decided to integrate
these practices into his daily routine. He planned to
use these techniques in future high-stress situations
and share his experiences with colleagues to foster
a more emotionally intelligent and client-centric
approach in the firm.

This case study illustrates how financial advisers
like John can apply polyvagal theory and neurocep-
tion to manage stress effectively and enhance client
relationships. By understanding and regulating
their physiological responses to stress, financial
advisers can maintain composure, think clearly, and
create a sense of safety and trust with their clients.
The work or office environment design can also

significantly contribute to stress and anxiety.

Understanding Polyvagal Theory and Neuroception in
Design

In the case above, it was mentioned the meeting
room was rearranged to promote a safe environ-
ment for the client. Designing an office environ-
ment that creates a sense of safety and comfort

for clients and investors, using the principles of
polyvagal theory and neuroception, involves creat-
ing a space that subconsciously signals safety and
relaxation. This approach can significantly enhance
the client experience, fostering trust and open
communication, while reducing stress for both the
client and adviser.

Polyvagal theory suggests that our environment
can impact our nervous system. A calming environ-
ment can activate the parasympathetic nervous
system (the “rest and digest” state), making clients
feel more at ease. Neuroception is the body’s
subconscious ability to scan for signals of safety or
danger. An environment that is perceived as safe

can help clients relax and be more receptive.
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Key Elements in Office Design

Color scheme. Use calming colors like blues,
greens, and soft neutrals. These colors are often
associated with nature and can have a soothing
effect. Avoid overly bright or harsh colors that
might be stimulating or alarming. Selecting the
right colors for an office environment to promote
calmness and reduce stress is an important aspect
of creating a productive and comfortable work-
space. This may include accent walls using color.
Here are some color suggestions for an office aimed
at fostering calmness and reducing stress:

* Blue: Often associated with tranquility and
calmness, blue can help reduce stress and
create a sense of serenity. Lighter shades of blue
are particularly effective in promoting a relaxed
environment without being too cold or sterile.

+ Green: Reminiscent of nature, green is a
restful color that can help alleviate anxiety.

It's known for its ability to promote a sense of
balance and harmony. Soft greens, like sage or
seafoam, are particularly effective in creating a
calming space.

* Soft gray: Neutral tones like soft gray can
provide a calming backdrop that’s not distract-
ing. It’s a versatile color that pairs well with
other hues and can create a sense of stability
and calm.

+ Beige or tan: Warm neutrals like beige or tan
can create a cozy and comfortable environ-
ment. They are soothing and unobtrusive,
making them ideal for spaces where focus and
calm are required.

+ Lavender or soft purple: Light purple tones,
such as lavender, have a calming effect and can
help reduce stress. They are also associated
with creativity and can be a good choice for
creative workspaces.

+ Pale yellow: While bright yellows can be stimu-
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lating, softer, muted yellows can be uplifting
and cheerful without being overwhelming.
They can help create a welcoming and warm
environment.

+ White: Crisp white can create a sense of
openness and clarity. However, it’s best used in
combination with other colors to avoid a too
clinical or stark feel.

+ Teal or aqua: These colors combine the calm-
ing properties of blue with the rejuvenating
qualities of green. They are stimulating enough
to promote focus but also have a calming effect.

Lighting. Natural light is ideal for creating a
sense of openness and calm. Where possible, maxi-
mize natural light. Use soft, warm artificial lighting
to create a welcoming atmosphere, especially in
areas with limited natural light.

Furniture and layout. Comfortable seating that
allows for both privacy and open conversation can
make clients feel more at ease. Arrange furniture
to facilitate face-to-face interactions, which can be
more comforting and personal. Avoid barriers like
large desks or tables directly between the adviser
and the client, which can create a subconscious
sense of separation. Having a unique or interesting
piece of artwork can also be used as a discussion
point to distract a client in a sympathetic “fight or
flight” state or a worse dorsal state, which may then
lead them back to a ventral state of openness and
responsiveness.

Nature and greenery. Incorporate elements
of nature, such as plants or water features. These
elements can have a calming effect and improve air
quality. Artwork depicting natural scenes can also
contribute to a sense of tranquility.

Aromatherapy. Aromatherapy, the therapeutic
use of essential oils extracted from plants, has
been widely recognized for its potential to induce

calmness and relaxation. Specific essential oils are
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known for their soothing properties and can be
used in various forms such as inhalation, massage,
or in a bath. Here’s a detailed look at some specific
aromatherapies known for their calming and
relaxing effects, which can be used in a warming
diffuser:

+ Lavender: Lavender is perhaps the most
well-known essential oil for relaxation and
stress relief. It is believed to impact the limbic
system, particularly the amygdala and hippo-
campus, which are areas of the brain associated
with emotion. It’s often used to improve sleep
quality, reduce anxiety, and promote a sense of
calm.

* Chamomile: Chamomile, particularly Roman
chamomile, is renowned for its calming and
sedative properties. It’s often used to relieve
stress, anxiety, and insomnia.

* Ylang-Ylang: Ylang-Ylang is known for its
uplifting and soothing effects. It can help
reduce anxiety and promote relaxation and is
often used to alleviate stress and improve mood.

+ Bergamot: Bergamot oil has a calming effect
and is often used in aromatherapy for stress
relief and to alleviate symptoms of anxiety and
depression.

+ Sandalwood: Sandalwood has a grounding,
calming effect, making it beneficial for medita-
tion and stress relief. Sandalwood oil can help
with focus, calmness, and reducing anxiety.

+ Frankincense: Known for its soothing and
comforting properties, frankincense can help
reduce feelings of anxiety and promote deep
breathing and relaxation.

Sound and acoustics. Background music, if used,
should be soft and instrumental. Avoid loud or jar-
ring music. Ensure the office is well-insulated from
external noise. A quiet environment helps in reduc-

ing anxiety and promoting a sense of privacy. Using
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sound as a tool to promote calm and relaxation is
a practice deeply rooted in various cultures and
traditions, and it has gained significant attention in
contemporary wellness and therapeutic practices.
The concept is based on the idea that certain
sounds or types of music can influence our mental
state, emotions, and even physiological responses.
Here’s a detailed exploration of how sound is used
for promoting calmness and relaxation, both in the
office or at home:

* Types of Sound Used for Relaxation

o Nature sounds: Sounds like flowing water,
rain, ocean waves, rustling leaves, and bird
songs are often used for relaxation and stress
reduction. These sounds are typically soothing
and can help create a peaceful environment.

o Classical music: Certain classical music
compositions, especially those with a slow
tempo and low pitch, are known for their
calming effects. Music by composers like
Bach, Mozart, and Beethoven is often used in
relaxation and stress management.

o Binaural beats: This involves playing two
slightly different frequencies in each ear.

The brain perceives a third tone that is the
mathematical difference between the two. It
is believed that binaural beats can enhance
relaxation, meditation, stress reduction,
pain management, improved sleep, and even
cognitive performance.

o Tibetan singing bowls: The harmonic tones
produced by Tibetan singing bowls are used in
sound therapy and meditation. These sounds
are said to induce a deep state of relaxation
and have healing properties.

o Guided imagery and music: This combines
music with guided imagery (a relaxation
technique that involves visualizing calming

images). The music acts as a backdrop to the
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narrative, enhancing the relaxation experi-
ence. This may also be calming nature sounds
along with nature video images on a television
or computer screen.

o Ambient music: Ambient music, character-
ized by its focus on tone and atmosphere over
traditional musical structure, is often used for

relaxation, meditation, and as a sleep aid.

* How Sound Promotes Relaxation

o Physiological response: Certain sounds can
activate the parasympathetic nervous system,
which slows the heart rate and breathing,
reduces blood pressure, and induces a state of
calm.

o Distraction: Sounds can provide a mental
distraction, helping to divert the mind from
stressors and allowing the individual to focus
on something more calming.

o Emotional response: Music and sounds can
evoke positive emotional responses, which
can be soothing and stress-relieving.

o Mindfulness and meditation: Sound is a
common tool in meditation practices. Focus-
ing on sound can help maintain attention and

bring about a state of mindfulness.

Personal touches in the office. Personalized ele-
ments, like art or decor that reflects the company’s
values or the adviser’s personality, can make the
space feel more genuine and less corporate. Comfort
items like cushions, throws, or a selection of teas and
coffees can make clients feel more at home.

Technology and Equipment. Keep technology
like screens and monitors unobtrusive. Overly
prominent technology can be intimidating or
distracting. Ensure that any necessary technology
is user-friendly and does not create a barrier during

meetings.
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By designing an office environment with poly-
vagal theory and neuroception in mind, financial
advisers can create a space that not only looks
professional but also feels welcoming and safe. This
approach can help in reducing client stress, improv-
ing communication, and building stronger, more

trusting relationships.

“Polyvagal theory suggests that
our environment can impact our
nervous system.”

Conclusion

The application of polyvagal theory and neurocep-
tion offers a transformative approach for financial
advisers in their interactions with clients and in
creating an office environment conducive to trust
and effective communication. These theories
provide a deeper understanding of the physi-
ological and psychological underpinnings of stress
responses, which is particularly valuable in the
high-stakes, often anxiety-inducing world of finan-
cial advising.

For financial advisers, applying polyvagal theory
means recognizing and responding to the different
physiological states of their clients—whether they
are in a calm and receptive ventral vagal state or
experiencing the defensive reactions associated
with the sympathetic or dorsal vagal states. This
awareness allows advisers to tailor their commu-
nication and approach, ensuring that discussions
about investments, risks, and financial strategies
are conducted in a manner that maintains client

comfort and trust. For instance, an adviser might
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notice signs of stress or anxiety in a client and
respond by slowing down the conversation, using
reassuring language, or even suggesting a break if
necessary.

Neuroception plays a crucial role in how clients

subconsciously perceive safety or threat within
the financial adviser’s office. An environment that
signals safety can significantly enhance a client’s
ability to engage in open and productive discus-
sions. Financial advisers can design their office
spaces with calming colors, comfortable seating
arrangements, and elements that reduce noise and
disruption. Such an environment not only alleviates
stress but also fosters a sense of security, making
clients more receptive to discussing their financial
matters.

In practice, these theories can help financial

advisers in several ways:

+ De-escalating stressful situations: By under-
standing the signs of stress and anxiety, advisers
can more effectively manage client meetings,
especially when discussing complex or sensitive
financial issues.

+ Building stronger client relationships:
Recognizing and responding to a client’s emo-
tional and physiological state can lead to deeper
empathy and stronger, more trusting relation-
ships.

+ Enhancing decision-making: Clients who
feel safe and relaxed are more likely to engage
in rational decision-making, leading to better

financial outcomes.

For investors, an adviser’s ability to create a safe
and calming environment can be the difference
between a stressful and a reassuring investment
experience. It can lead to more thoughtful and
considered investment decisions, and a stronger,

more trusting relationship with their adviser. W
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leap of faith itself—we needed a professional journal.”
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Help Is on the Way: Strategies to
Overcome Seven Common Limiting
Beliefs to Run a Better Firm

Planners may get in their own way when it comes to professional development and
firm growth. Take time to reflect on how your internal monologue might be stopping

you from achieving your goals

By ].J. Peller; Jessica Colston, PCC; and Greg Opitz

J.J. Peller is a Carson Coaching

executive business coach. He holds an
economics degree from Wabash College

and spent the first five years of his

career at Merrill Lynch before finding

his calling to help other financial advis-

ers grow their businesses.

Jessica Colston, PCC, is an executive
business coach with Carson Coaching.
She holds a bachelor’s degree from
Grand Valley State University and a

master’s in leadership and organiza-

tional development from the University
of Texas at Dallas. She’s passionate about partnering with
firm owners to bridge the gap between their current situa-

tion and their desired success.

Greg Opitz is an executive business
coach at Carson Coaching. He formerly
served as managing director of certifica-
tion services at the Certified Financial
Planner Board of Standards. He likes

to say he spent four years educating
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advisers, seven years certifying them, and now he helps them
enhance their business and their lives. Carson Coaching is
the exclusive coaching partner of the Financial Planning
Association. For more information, visit www.carsongroup.

com/coaching.

PHYSIOLOGISTS TOLD THE late Sir Roger Bannister
that it was impossible to run a four-minute mile.
They told him it was dangerous and he shouldn’t
even try. After he finished fourth at the 1952 Olym-
pics, he considered quitting the sport altogether.
But instead of quitting, Bannister set his sights on
that four-minute mile—despite his crushing Olym-
pic defeat and the naysayers in his ear.

Bannister faced what leadership coach and
management consultant Ana Maria Lopez Caldwell,
Ph.D,, called internal and external factors serving
as potential barriers to success. Bannister’s external
factors were the physiologists who told him it
couldn’t be; and his internal factor was that, at
first, he didn’t even want to run anymore after the
Olympics, much less attempt the impossible.

Then he did it. He overcame his limiting beliefs

and external limitations and ran not just a four-
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minute mile—he ran it in 3:59:04. He achieved

the impossible." Harvard Business Review reports
that Bannister inspired his rivals to be able to do
the same. In the year after Bannister’s feat, three
runners broke four minutes in the same mile race.
In the months and years since, approximately 1,500
runners have broken four minutes.?

Oftentimes as firm owners, it feels like there are
so many external and internal factors telling you
things are impossible. But like Bannister, you can
overcome these and achieve the growth you want.
Plus, you might inspire other advisers and planners

to do the same!

“We oftentimes tell people that you stay
stuck by ruminating on being stuck. And
a quick way to focus on something else is
to ask yourself better questions, like, ‘If
anything was possible, what would | do
right now to move forward?’”

It isn’t always an easy feat to overcome limiting
beliefs to achieve business growth. It takes a combi-
nation of things to get it done. We’re going to outline
common limiting beliefs our members experience
and offer tangible tips to overcome them.

Your own limiting beliefs are oftentimes your
biggest obstacle. Once you eliminate those, it’s

incredible what’s possible.

Limiting Belief No. 1: “l don’t have time to work on
personal development.”

Working on your own growth can make it easier
to grow your firm. Engaging in various forms of
personal development can help you have more

fruitful interactions with your loved ones, your
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team, and your clients. We recommend the follow-
ing tips to work on personal development.

+ Feed your mind every day. Read or listen to
something or someone that uplifts, inspires,
and empowers you to be your very best. With-
out feeling the drive and inspiration that comes
from doing this, you might not do the work
that’s required to grow.

* Journal every day. Journal about your vision,
dreams, goals, who you want to become, what
you want to create, and how you want to
contribute to the world. Physically put pen to
paper for this task.

* Schedule dedicated time out of the office
for personal development. Schedule time
both annually and monthly (or quarterly if
that’s more feasible) to engage in personal
development out of the office. This is so you can
remove yourself from the temptation of being
pulled into working on the business, which will
ultimately happen if you're at the office or your
home office. You don’t have to use the end of
year as the marker for your business or growth
cycle. Some advisers focus on this deeper work
in the summer when business may be slower

due to people being on vacation.

Blueprint your life and business. Sit down
and map out (or revisit if you've already done
this and see if it still fits) your vision, mission,
and goals.

Limiting Belief No. 2: I feel stuck!”
We oftentimes tell people that you stay stuck by
ruminating on being stuck. And a quick way to
focus on something else is to ask yourself better
questions, like, “If anything was possible, what
would I do right now to move forward?”

Also, engaging in personal development can

expand and enrich your perspective on the world.
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When you do that, you have more ways to view a
situation, which empowers you to stop thinking in
the way that keeps you stuck. This can give you a
chance to see a new, different path forward. Most
people feel stuck because they don’t see any options

for a next step.

Limiting Belief No. 3: “I need everything to be perfect.”
Perfection comes from a place of scarcity, says
Lopez Caldwell. It reinforces the notion that you
need to be perfect to be accepted and valuable. And
this could lead to stagnation.

“There’s no room for error if you're like this,”
Lopez Caldwell said. “So, they experience stagna-
tion, and that translates into [limiting] the type of
success that they are able to have.”

You don’t need to be perfect. Overcome this by:

+ Fostering a growth mindset. One way to get
over a scarcity and perfectionist mindset is to
embrace a growth mindset. Keeping yourself in
a growth mindset allows you to be more open to
the possibilities of what you can achieve.

+ Going outside your comfort zone. Pushing
yourself outside of your comfort zone and learning
new things develops more self-confidence and
will allow you to think and act in ways that you
wouldn’t without getting uncomfortable first.

Limiting Belief No. 4: “I don’t want to ask lients for
referrals hecause | don’t want them to think I’m just
trying to grow my business.”

We know that asking for referrals is a pain point for
many planners and advisers. But it’s necessary.

We recommend that you write out all the ways
that your clients and anybody they introduce you to
will benefit from working with you. Realize you're
not growing your business only to put more money
in your bank account—you're asking for introduc-

tions to people to work with you because you know
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that you can genuinely help them avoid potential
financial pitfalls. You can help them live a higher-
quality life in so many ways.

Limiting Belief No. 5: “I don’t want to grow too big
because | don’t want to manage that many people.”
Get help! If you don't like being a manager of many
people, you can hire people who love to do that.
Then you can just manage one to two people while
your team manager does the day-to-day manage-
ment of everybody else. People make excuses for
why they don’t want to grow a bigger firm. The
reality is, oftentimes, growing your firm—in the
right way, of course—could actually be the best way
to alleviate the same so-called problems that you
don’t want to experience by growing your firm.

“Ask yourself, ‘How many things have
| done that worked so well | stopped
doing them?’”

Limiting Belief No. 6: “I can’t possibly grow.”
You've grown your firm to where it is today. Perhaps
that’s three times or five times bigger than when
you started. But when faced with the prospect of
growing three to five times bigger from where you
are now, this limiting belief might start to creep in.
But here’s the good news: you've done it before,
and you can do it again.
Focus on what you know works when it comes
to marketing and prospecting. We know it’s easy
to get distracted by shiny objects (is that podcast
really going to bring you more clients?). Identify
the fundamental business activities that got you to
where you are now and start doing them again. Or,
if you're already doing them, find a way to improve

the process.
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Ask yourself, “How many things have I done that
worked so well I stopped doing them?” What we
mean by that is perhaps before the pandemic, you
were having fruitful passion prospecting events. But
you stopped (for a good reason) and haven’t picked
those up again. Sometimes we fall off from doing
things that have worked. Make it a point to revisit
some of those fundamental marketing activities
that worked in the past and commit to restarting
them or making them better.

Limiting Belief No. 7: “I’'m not good at business planning.”
You don’t have to be “good” at business planning,
but you do have to be intentional. You can do that
by:

+ Setting your goals. The first step to being
intentional is to outline and make a plan to
achieve your goals. Being intentional isn’t just
about growing the business, it’s about being an
effective, solid leader, providing your clients
with the best solutions and experience. This
also means that you have to keep up with
industry trends and tech.

+ Setting aside specific time blocks. Schedule
specific and regular time blocks to work on the
business. Put yourself in a different environment
to get this done, if possible. For example, take a
walk and record your ideas on voice notes. You
can change the venue and the method but be
consistent about keeping the time.

* Join a mastermind group. Bouncing ideas off
other firm owners could be helpful to gain some
insights into how other firm owners are doing
things.

‘Help Is on the Way, Dear!’
If you're a Robin Williams fan, you likely pictured
him as Mrs. Doubtfire running across the restau-

rant shouting this line in the classic film. If you're
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experiencing any of these common blocks and
limiting beliefs, you can get help from any number
of places.

First, you're reading this, so you are likely an FPA
member. Connect with your FPA peers—and peers
across the profession—to see how others handle
these common roadblocks. Take advantage of all
your association has to offer—from the Knowledge
Circles® to the in-person events*—to meet more
members and build your network of masterminds.

Seeking professional coaching is another route.
There are multiple coaching firms in the industry
and the profession. Arguably, the best thing to do is
get a skilled coach who can help you think through
all the above general ideas in a way that’s custom-
ized to you. Working with a coach to overcome
these limiting beliefs and grow your business is
akin to how you work with your clients to over-
come their limiting beliefs when it comes to their
finances.

We'd venture to say that without his fellow
runners and coaches, Bannister might not have
overcome the limitations he faced to run that
3:59:04 mile. Don’t let your own limiting beliefs be

the reason you don’t achieve your goals. H

Endnotes

1. See www.guinnessworldrecords.com/records/
hall-of-fame/first-sub-four-minute-mile.

2. See “What Breaking the 4-Minute Mile Taught Us
About the Limits of Conventional Thinking,” from
Harvard Business Review at https://hbr.org/2018/03/
what-breaking-the-4-minute-mile-taught-us-about-
the-limits-of-conventional-thinking.

3. See https://fpalearning.onefpa.org/live-knowledge-
circles and https://fpalearning.onefpa.org/
on-demand-knowledge-circles.

4. See www.financialplanningassociation.org/search/

event.
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Aging, Health, and the Dynamic
Nature of Financial Wellness

Financial wellness is a process, not a static state. Planners need to be ready to help clients
through varying states of wellness throughout their lives

By Chris Heye, Ph.D.

Chris Heye, Ph.D., is founder and CEO
of Whealthcare Planning and Whealth-

care Solutions.

I HAVE PREVIOUSLY characterized financial
wellness as a hierarchical pyramid,' analogous to
Maslow’s hierarchy of needs.? In this conceptualiza-
tion, the financial wellness pyramid comprises five
levels (starting from the bottom of the pyramid):
organizational wellness, physical wellness, cogni-
tive wellness, behavioral wellness, and holistic
wellness. My characterization of financial wellness
is broader and more holistic than definitions that
focus mostly on activities and decisions that occur
at the bottom of the pyramid at the “organizational
wellness” level.

But financial wellness is a process, not a static
state, and the concept of financial wellness as a
hierarchical pyramid should not mask the dynamic
nature of achieving wellness. There is a distinctive
time element to attaining holistic wellness, that is,
in “moving up” the various stages of the pyramid.
Moreover, for most people, achieving wellness is a

non-linear process. Certain stages of the pyramid
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Figure 1: Financial Wellness Pyramid
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may be more easily reached than others, and some
people may get “stuck” in one or more levels as they
seek to ascend the hierarchy.

The dynamic nature of realizing holistic financial
wellness is driven in large measure by the aging
process. Different stages of wellness are easier to
reach and sustain at different times in people’s lives.
For example, many older adults have successfully
achieved organizational and physical wellness, but
struggle with cognitive and/or behavioral wellness.
Many younger adults, on the other hand, take a
long time to attain organizational wellness, but can
quickly achieve physical and cognitive wellness.

But how exactly does aging shape the dynamics of
achieving holistic wellness?

There are at least three causal mechanisms associ-
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ated with aging that influence a person’s ability to
reach and maintain each stage of the pyramid. Of
course, every person is different, and the process of
moving up the hierarchy will be unique to each of
us. But the journey of financial wellness over time
will be shaped in some way by at least one, if not all

three, of these factors.

Health and Financial Wellness

The most obvious way aging affects our financial
wellness is via changes in our health status. Older
adults are not as healthy as younger ones. Approxi-
mately 80 percent of adults over the age of 55 suffer
from at least one chronic illness, like diabetes,
asthma, or cancer. By age 65, that figure rises to
roughly 86 percent.’ About 18 percent of children
aged 0-11 years, 27 percent of young adults aged
12-19, 46.7 percent of adults between age 20 and
59, and 85 percent of adults age 60+ used prescrip-
tion drugs in the previous 30 days.* The average
65+ year old adult takes four medications, and 39

percent take five or more.”

Figure 2: Changes in Physical Wellness Over Time
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In short, achieving and maintaining “physical
wellness” becomes more difficult over time. A styl-
ized interpretation of the health-related risks to our

financial wellness looks something like Figure 2.
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For most of us, the risks to our physical wellness
are low early in life, but then gradually increase
over time as the status of our health declines. The
physical wellness journey is often very non-linear.
Many people experience excellent health for many
years, and then a single event, like the diagnosis of
cancer or a heart attack, can set off a chain reaction
of health-related challenges and financial threats
that can last the rest of their lives.

Aging also has a strong influence on a person’s
ability to achieve and maintain cognitive and
behavioral wellness. In a previous article, I esti-
mated the likelihood of a person having dementia
or mild cognitive impairment (MCI) at any age.’ I
have reproduced the summary chart in Figure 3.

Figure 3: Risk of Dementia or Mild Cognitive

Impairment
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Source: Heye, C. 2022.“Examining the Prevalence of Diminished Capacity.”
Journal of Financial Planning 35 (8): 62-66.

Not surprisingly, there is a strong (non-linear)
correlation between aging and the likelihood of
experiencing cognitive decline. The overall dynamic
looks similar to the trend depicted in Figure 2. Most
of us have few or no cognitive issues prior to about
age 70. But then the probability of declining cogni-
tive wellness increases rapidly. Because dementia

patients can also experience symptoms such as
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heightened emotions, impulsivity, anxiety, and
anger, behavioral wellness can also be much more

difficult to achieve in our later years.

Life Transitions

The ability to successfully manage important life
transitions—a move to a new location, the birth of
a child, a marriage—is critical to our emotional and
physical well-being. It is also crucial to our ability to
achieve and maintain financial wellness.

For most of us, our adolescence and early years of
adulthood are characterized by frequent life transi-
tions. We make new friends, attend new schools,
go off to college, start our career, and perhaps get
married and have a child. If you have (or had)
young children, you know how much time you need
to spend helping them adapt to the many changes
that occur early in life. Managing and mentoring
children and young adults through these transitions
in many ways is the key to successful parenting.

But then, for many of us during the middle
decades of our lives, things tend to settle down.

We become more established in our careers, figure
out how to parent our kids, deepen our personal
relationships, and become more comfortable with
who we are and what we are doing. Because we are
not constantly needing to respond to short-term
challenges in our lives, it is easier for us to focus

on the longer term and the bigger picture. Many
people will have accumulated sufficient financial
resources by this time that they can afford to obtain
advice from financial, legal, and healthcare profes-
sionals, making all facets of financial wellness easier
to achieve.

Later in life, however, we are again confronted
with the need to manage major transitions. Most
people want to retire, or at least work a lot less,
once they reach their mid-60s. The retirement

transition can be quite challenging, especially for
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men. In recent years, divorce rates have skyrocketed
for adults in their 50s and 60s, resulting in massive
transitions for older couples and their families.
Health events, including the death of a spouse or
parent, can initiate major adjustments, including
the need to move to a more age-friendly living situ-
ation, and dramatically change a person’s lifestyle,
dreams, and goals.

A stylized representation of the consequences
of life transitions for financial wellness is shown
in Figure 4. It depicts a U-shaped curve where the
frequency of transitions is highest earlier in life, and
then again in our later years. Transitions later in life
pose a direct threat to financial wellness, e.g., adjust-
ing to lower income levels following retirement,
death of spouse, or divorce. Moreover, the need
to manage transitions later in life can be a major
source of stress, anxiety, and depression. Financial
professionals working with older clients should be
especially attentive to possible threats to financial

wellness during these transitional life events.

Figure 4: Life Transitions Over Time

Frequency of Life Transitions

Learning
The third way that aging impacts our financial
wellness is via the learning process. As we get
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older, we learn how to manage our personal finance
and healthcare needs more effectively, make bet-
ter decisions about our health, and improve our
lifestyle choices. This process is often referred to

as “crystalized” learning or intelligence. As people
age, they accumulate a larger mental database of
information and skills, which in turn can be used to

solve problems and make important decisions.

“But financial wellness is a process,
not a static state, and the concept of
financial wellness as a hierarchical
pyramid should not mask the dynamic
nature of achieving wellness.”

This capacity to acquire and store knowledge has
positive impacts on our financial wellness. Many
young adults have difficulty achieving even the
most basic aspects of financial wellness because
they lack an understanding of financial concepts,
products, and risks. As a result, they make sub-
optimal financial decisions that can jeopardize both
short- and long-term financial security. Younger
adults may similarly make poor or risky choices
about their health and lifestyles because they lack
the accumulated knowledge that supports sound
decision-making.

But financial literacy tends to increase with age;
so too a person’s understanding of the healthcare
and legal systems, the risks associated with poor
lifestyle choices, and importance of maintaining
good health. There is also strong evidence that emo-
tional intelligence, which involves understanding
and managing emotions and impulses, continues to
develop and improve with age and experience. So,

for most of us, learning has a positive impact on our
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reasoning powers and personal choices as we age.
Over time, knowledge gaps get filled in, impulses
are checked, and financial wellness improves.

Up to a point. A major study has concluded that
“peak” financial reasoning occurs at age 53.” Other
studies have found that for many adults, financial
literacy starts to decline after age 50.° Dementia and
other health issues can have significant impacts on
our ability to learn new concepts and facts, as well
as our capacity to remember old ones.

A stylized presentation of the relationship
between learning and aging is shown in Figure
5. Most of us move quickly up the learning curve
during middle age, but then at some point learning
stops and may even go into reverse.

The backside of the learning curve can have incred-
ibly damaging consequences for financial decision-
making, and hence financial wellness. Many people
reach peak wealth at the same time they experience
a permanent decline in their capacity to make sound
financial decisions. This can be a dangerous period if
their decisions are not closely monitored. Even the
best laid financial plans can be torpedoed overnight

by a few unsound or impulsive decisions.

Figure 5: Relationships Between Learning and
Aging
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“Many people reach peak wealth at the
same time they experience a permanent
decline in their capacity to make sound
financial decisions.”

Final Thoughts

The dynamic nature of financial wellness has
important consequences for the services and advice
provided by financial professionals. Younger clients
will require more coaching through life events and
need more help with basic financial literacy and
education. Most middle-aged clients will require
fewer major course corrections but will need assis-
tance preparing for health- and longevity-related
risks that jeopardize their long-term financial and

!

MAKE THE MOST |
OF YOUR MEMBERSHIP

Check out all the practice support,
learning, advocacy, and networking
benefits that FPA offers.
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retirement security. For older clients, much of the
focus needs to be on helping them through major
life transitions and monitoring and managing signs
of cognitive decline.

In short, financial wellness is a journey, not a
destination. Recognizing and meeting the wellness
requirements of different clients at different stages of

their lives is critical to successful financial planning.

Endnotes

1. Heye, C. 2020. “Introducing a Hierarchy of
Financial Wellness.” Journal of Financial Planning 33
(9): 38-41.

2. Maslow, A.H. 1943. “A Theory of Human
Motivation.” Psychological Review 50 (4): 370-96.

3. Center for Disease Control (CDC). n.d. “Percent of
U.S. Adults 55 and Over with Chronic Conditions.”
2008 National Health Interview Survey. www.cdc.gov/
nchs/health_policy/adult_chronic_conditions.htm.

4. Martin, Crescent B., Craig M. Hales, Qiuping Gu,
and Cynthia L. Ogden. 2019, May. “Prescription
Drug Use in the United States, 2015-2016.” NCHS
Data Brief No. 334.

5. Sollitto, Marlo. n.d. “Polypharmacy in the
Elderly: Taking Too Many Medications Can Be
Risky.” AgingCare. www.agingcare.com/articles/
polypharmacy-dangerous-drug-interactions-119947.
htm.

6. Heye, C. 2022. “Examining the Prevalence of
Diminished Capacity.” Journal of Financial Planning
35(8): 62-66.

7. Agarwal, S., J.C. Driscoll, X. Gabaix, and D. Laibson.
2009. “The Age of Reason. Financial Decisions over
the Life-Cycle with Implications for Regulation.”
Brookings Papers on Economic Activity 2009 Fall:
51-101.

8. Finke MS, J.S. Howe, and S.J. Huston. 2017, January.
“Old Age and the Decline in Financial Literacy.”
Management Science 63 (1): 213-230.

fpajournal.org



Succession Planning ‘ (OLUMNS

MEMBERS, TAP HERE @’ FOR AN ONLINE MOBILE-FRIENDLY ARTICLE

Six Reasons Why Succession
Planning Is So Hard for RIAs and
How to Overcome Such Barriers

Succession planning requires thoughtfulness and deliberation. Planners should take it slow

By Richard Chen, ].D.

Richard Chen is the founder of
Brightstar Law Group (https://
brightstarlawgroup.com), a law firm
serving the regulatory and corporate
needs of investment advisers including

advising on investment adviser

registration and compliance matters,
firm ownership and employment matters, commercial
agreements, mergers and sale transactions, succession

planning, and private fund launches.

SUCCESSION PLANNING IS a critical aspect of
long-term strategy for RIAs, yet it is often met
with resistance or procrastination. Depending on
the source, it’s believed that only approximately

30 percent to 40 percent of RIAs have instituted a
succession plan. Understanding the key barriers to
succession planning and implementing strategies to
overcome them is essential for the continuity and
prosperity of RIA firms and their stakeholders. This
article explores six common hurdles faced by RIA
firm owners in planning for succession and pro-

vides insights on how to navigate these challenges.
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1. Lack of Awareness

RIA owners may not fully comprehend the risks
associated with the absence of a succession plan,
such as business disruption, employee client attri-
tion, and financial instability. Unfortunately, in our
law practice advising RIAs, we have seen situations
where firm principals pass away and how such situ-
ations can wreak havoc on clients, employees, and
the owner’s family members. These situations can
definitely diminish the value of an RIA practice. In
addition, synthesizing what succession planning
involves and the myriad paths it can take can seem
daunting, leading some RIA owners to become
frustrated as to where to begin.

Fortunately, RIAs nowadays have many resources
to gain awareness of the importance of succes-
sion planning and how to get started. Industry
associations, financial publications, and industry
consultants can all provide valuable insight on the
key drivers for the need for succession planning
and present case studies that can present a roadmap
on how to begin the process. However, the best

method for RIAs to begin the process is to speak
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with other RIA owners to understand how they
approached the succession planning process and
navigated the challenge of getting started. This is
often important because other RIA owners can also
share the emotional impact that succession plan-
ning has had on themselves personally and how to

navigate those issues.

2. Emotional Attachment

For many RIA principals, their firm is more than
just a business; it’s a personal legacy. The emotional
attachment to their life’s work can make it challeng-
ing to envision someone else taking the reins.

RIA owners can overcome this barrier by focus-
ing on the legacy they are leaving for their clients,
employees, and family members instead of focusing
on being replaced. This is not always easy, as the
fear of being replaced is understandable. However,
RIAs that wish to overcome this fear can look to
the advice they often give their clients about being
financially prepared and leaving a good legacy for
their families and others they support.

3. Not Knowing Where to Begin
Succession planning can be a complex process,
involving legal, financial, and operational con-
siderations. It’s understandably difficult to know
where to begin and what path to take, as succession
planning can involve numerous options.

RIA owners can begin the process by sitting down

and clearly outlining their priorities when it comes

READ NEXT: @%

“5xXW vs. 2xRevenue:

Five Questions for Better
Valuations,” David DeVoe,
May 2023
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to succession planning. RIA owners should start by
considering the key stakeholders they are looking to
take care of through succession planning, what type
of involvement the RIA owner and stakeholders
should have during the process, and the time frame
for implementing the plan. Knowing their priori-
ties can help give the succession planning process
definition and eliminate certain options that do not

make sense for the owner.

“However, the best method for RlAs to
begin the process is to speak with other
RIA owners to understand how they
approached the succession planning
process and navigated the challenge of
getting started.”

4. Fear of Loss of Control

Many RIA principals fear that starting the succes-
sion planning process means they will lose control
of their firm. This fear can be a significant barrier
to initiating the planning process.

However, it’s important to understand that suc-
cession planning is a gradual process. Beginning the
process does not mean that the RIA owner has to step
away immediately once the process begins. Principals
can set the pace and maintain control throughout the
transition. Structuring the plan to allow for a phased
transfer of responsibilities can ease this concern.

5. Resistance from Key Stakeholders

In some cases, key stakeholders, such as partners,
employees, or family members, may have conflict-
ing interests or visions for the future of the firm,
which can result in personal friction that can lead to
resistance from firm owners in the planning process.

Yet, it’s vital for firm owners to adopt a mindset
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of open communication, which is critical to under-
standing the key interests of the stakeholders whom
they prioritize. Listening is key. Firm owners need
not rush into finding solutions immediately as the
succession planning process takes time. Engaging
all meaningful stakeholders in discussions and
addressing their concerns and aspirations over time

can lead to a more unified and acceptable plan.

6. Lack of Suitable Successors

Finding the right successor who shares the firm’s
values, has the necessary skills, and is a good fit with
the existing team and clients can be challenging.

Owners at this stage of succession planning must
first evaluate whether they believe an internal or
external succession plan makes more sense given
their circumstances. This may depend on a variety
of factors including identifying if there are suitable
employees who are willing to assume leadership
of the firm and whether such individuals are
financially ready to purchase equity in the firm. The
desired time frame for implementing the succession
plan may also play a factor in determining which
path makes sense for the firm owner.

If an external succession makes more sense,
fortunately, there are numerous firms and plat-
forms in the marketplace where RIA owners can
be introduced to various suitors, which they can

confidentially vet at their own pace.

Conclusion

Succession planning is a critical yet challenging aspect
of running an RIA firm. Overcoming the barriers
described above requires a proactive approach, open
communication, and expert guidance. By address-

ing these challenges head-on, RIA firm owners can
maximize the likelihood of a smooth transition that
secures the future of their firm, preserves their legacy,
and safeguards the interests of key stakeholders. W
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Why Advisers Need the Humanity of

Money

What constitutes value is subjective, and planners must consider clients’ emotional needs

to provide it

By Preston D. Cherry, Ph.D., AFC, CFT-1, CFP®

" Dr. Cherry is the founder and CEO of

—
p— Concurrent Financial Planning, director

of the financial planning program and
the Charles Schwab Foundation Center
for Financial Wellness at UW—Green
Bay, and a renowned speaker. He
specializes in empowering individuals
to find financial harmony by bridging wealth and well-being
that creates their life’s design. Dr. Cherry has over 18 years
of experience in financial services and academics, including
financial planning and investment management, published
research in top peer-reviewed journals, and extensive
leadership in the planning profession. He has been cited by
the New York Times, Forbes, The Wall Street Journal,
CNBC, and Yahoo Finance. He is a Top 10 Investopedia
100 Top Financial Advisor, 2022 ThinkAdvisor LUMINARY
Finalist, WealthManagement.com Ten to Watch in 2023,
2022 president of the Financial Therapy Association,

past practitioner editor of the award-winning Journal of
Financial Planning, and board member of the FinServ

Foundation.

“IT’s THE EcONoMY, STUPID!” is the famous
line coined in the "90s by presidential election
strategist James Carville to help the Clinton cam-
paign focus on the obvious for the hearts and minds
of voters. The economy hits home for most folks
because the economy encapsulates the wholeness
of a person’s life, mind, aspiration, and money.

Finding financial harmony is the intersection of
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financial health and overall well-being. Because

I am a champion of no shame / no judgment and
practicing compassion, a softened phrase is, “It’s
the humanity of money, folks.” It’s life and finances
clients can feel and measure when they receive and
live the benefits of ideal financial advice.

There’s a misconception among advisers that
engaging with clients using the humanity of money
approach means you must be a healer to help
clients find financial health. There is some chatter
in financial advice social media, including LinkedIn
and our professional news sources, that integrating
financial psychology or the psychology of financial
planning, including life planning, is too much.

Furthermore, some advisers feel they are being
ostracized for having this belief. The justification
is that clients want the Dragnet Joe Friday “just
the facts, ma'am” experience. Advisers say clients
just want to know, “Do we have enough?”, “Are we
going to be OK?”, “Show me how to get there and
educate me along the way,” without all the human-
ity of money “fluft” Yes, you can answer these
questions with just facts or numbers, but absent the
investigation and inclusion of the human condition
in the planning and outcome of money, there’s no
life effect; without life, there’s no plan. So, how
can you practice delivering ideal financial advice
to people with comprehensive financial health and
well-being without being a healer—and grow your

practice to boot? Let’s chop.
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Unpacking Psychology of Financial Planning

Every CFP® practitioner celebrates doing what’s
best for the client and abides by the CFP Board
Code of Ethics and Practice Standards but dislikes
the process of annual continuing education. So
don’t roll your eyes while we begin with the defini-
tion of financial planning, which is “a collaborative
process that helps maximize a client’s potential

for meeting life goals through financial advice that
integrates relevant elements of the client’s personal
and financial circumstances.”

It’s a boring definition, but it is rife with excite-
ment about what it says. Financial planners help
people meet their life goals through comprehensive
financial advice, which is powerful. What makes
the financial planning process powerful is that steps
1 and 2 of the Practice Standards—understanding
the client’s personal and financial circumstances
and identifying and selecting goals—involve under-
standing, impacting, and advancing an individual’s
unique human condition through actionable
financial advice that’s measurable and meaningful
and receiving recommendations and education
that they can understand (CFP Board 2022). The
understanding step must include the gathering
and unpacking of qualitative and quantitative
client-centric data. Quality of life information,
like the client’s attitudes, beliefs, values, culture,
experiences, and goals, is meaningful, and you can
measure the quantitative information. By the way,
meaning is measurable too. It is a feeling of higher
levels of subjective and objective well-being!

Furthermore, it’s important to understand what
encompasses financial psychology. I recently shared
that the psychology of financial planning is the
umbrella that covers the person from the rain of
emotional aspects of money. It encompasses finan-
cial psychology, financial therapy, financial coach-

ing, behavioral finance, and financial life planning,
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which is captured anecdotally and empirically in
two books by the same name, Psychology of Financial
Planning (CFP Board; Klontz, Chaffin, and Klontz
2022).

All the domains of the psychology of financial
planning involve frameworks and interventions
to unlock and understand how clients think, feel,
and behave about their finances. The domains have
different effects, approaches, and reasons but share
the purpose of pairing identity with information
to deliver ideal comprehensive advice that clients
value. New theoretically grounded research using
the financial planning client interaction theory
(FPCIT) (Asebedo 2019, 2024) suggests that clients
can find value in client-adviser relationships that
help them achieve comprehensive financial health
and financial wellness. Often, advisers and clients
find it hard to quantify the value of advice; however,
value is easier to discern when advice is meaningful
and measurable and where progress is felt through
the advancement of their ideal self.

Here’s where some of the pushback and discon-
nect occurs. Advisers don’t have to heal clients to
achieve financial health. Financial therapy uses the
intersection of psychology and financial theories
to ascertain clients’ past, present, and future emo-
tional, experiential, and relational relationships
with money. This approach can address potential
financial and life progress barriers and not cross
the ethical boundaries of holding oneself out as

an acute clinical healing professional. If clients

READ NEXT: @

“Evolving Client-Adviser
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want to take a non-clinical deeper dive into these
areas but the planner doesn’t have the expertise or
willingness, they can refer the client to a financial
therapist who isolates their work in this area.

The next area of pushback is the audacity to help
clients engage in life planning, suggesting that
clients don’t have their lives “figured out” already.
Many clients have not found the life and money
alignment to help them carry out their financial
plan to accomplish their life goals. When using
some approaches and techniques to unlock and
uncover the humanity of money that informs their
money strategy, many clients respond, “No one
asked me that before,” as though they are waiting to
be asked. The key is collaboration. As planners, we
help to steward the life that clients aim to design,
not define their life design. If we don't ask, create
the experience, and integrate the unique identity

information into the plan, another planner will.

“As planners, we help to steward the
life that clients aim to design, not
define their life design.”

Organic Growth and Financial Psychology

The big topic for financial advice firms is organic
growth. According to the 2023 Schwab Benchmark-
ing Study, net organic growth, which excludes
market performance, for firms above $250 million
in assets was 4.1 percent, and those under $250 mil-
lion grew 6.2 percent. Practice management expert
and industry thought leader Steve Sanduski puts
organic growth at between 2 percent and 4 percent
after you subtract lost clients, client distributions,

and advisers’ fees (n.d.). My two cents is that net
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household added is an objective metric because

its fee model is neutral, and if you attract the right
clients according to your target market, revenue
will take care of itself. How can you attract, retain,
and grow your client base sans AUM growth from
the market?

The Schwab report and Sanduski offer sugges-
tions on what successful firms are doing to improve
their organic growth. Both agree that referrals from
clients and business partners help spur growth,
are a form of advocacy, and are a key indicator of
clients receiving ideal, full-service financial advice
inclusive of financial and non-financial aspects—
more on that later. Schwab suggests that over half
of the firms in their study use behavioral finance
aspects in their client interactions, and those firms
that use BeFi earned 3.3 times more assets from
existing clients. Sanduski mentions that delivering
a superb client experience helps the “feel factor”
of the client—adviser relationship. For firms that
say growth is not their concern, firm shrinkage by
client attrition is. Building a connection with your
client that bridges unique human elements with
quantitative financial strategies produces outcomes

that clients can feel most.

What Advice Do Clients Want from Their Financial
Advisers?

Studies vary in the specifics of the ideal financial
advice clients place the highest value on. Still,

they tend to agree on the deliverables generally
and align with comprehensive financial planning:
people, plan, process. Another underlying thread in
high-value advice is understanding, educating, and
delivering a comprehensive financial plan to help
achieve life goals. Sure, clients want “just the facts,”
but they also want to be understood, and they want
plans that reflect the understanding and clear and

confident application of finances to life goals. Let’s
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unpack some “facts.”

An American College report (2022) says clients
want an adviser who is knowledgeable and displays
evidence as such, is trustworthy, can listen and
understand your goals, and communicates finan-
cial concepts. J.D. Power’s 2023 U.S. Full-Service
Investor Satisfaction study defines comprehensive
financial planning as “demonstrates an intimate
understanding of the client’s lifestyle and goals;
puts the client’s best interest first; includes a
financial plan; ensures clients understand the fees
they pay; and is an integral part of the client’s life.”
Only 11 percent of advisers deliver this type of
advice, and satisfaction scores rank highest when
clients receive comprehensive financial planning.
Comprehensive, full-service, holistic—whatever
you want to call it, it includes the human element
of the client.

“What’s clear is that the humanity of
money touches all facets of planning,
and people value what they can
measure and feel.”

A study by eMoney suggests that clients value
many aspects of the client—adviser relationship,
including transparency in fees, trust, and the advis-
er’s knowledge (Buhrmann 2023). However, top-
ping the group is advice that “factors in all aspects
of their lives.” Industry-respected client engagement
expert Julia Littlechild goes beyond client satisfac-
tion metrics to include engagement advice that
boosts client confidence, measured by the advocacy
metric Net Promoter Score, satisfaction, and loyalty
(Fischer 2023). Her studies reveal that clients will
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advocate for engagement advice, including financial
and non-financial goals, at higher rates than just
financial goal advice. Still, only half of the clients
said their planner helped them with “non-financial
goals such as fulfillment after leaving the workforce,
health, and quality time with family friends or new
experiences.” Furthermore, there is a gap between
satisfaction and advocacy rates, where satisfac-

tion can be indicated by 93 percent of clients, but
advocacy, seen as making a referral, is 35 percent.
The memorability quotient of human intelligence
underpins all relevant elements, such as domains

of finances and the aspects of financial advice that

people value and advocate.

Conclusion

Financial advisers don’t have to be healers to help
people find financial health. There’s a spectrum

of clients and ways to deliver effective, compre-
hensive financial advice that people value. What’s
clear is that the humanity of money touches all
facets of planning, and people value what they

can measure and feel. Knowing your strength as

a financial adviser and your familiarity with your
client base will inform to what degree you want to
infuse aspects of humanity into your firm’s process,
purpose, and plans. To enhance client engagement
domains, empower the quality of your comprehen-
sive financial advice and encourage client advocacy;
it’s the humanity, folks. H
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LLLLMs Can’t Be Trusted for Financial

Advice

By Gary Smith

Executive Summary

e ChatGPT and other large language models
(LLMs) do not understand the text they input
and output.

e Three prominent LLMs were tested with 11
financial-decision prompts.

Gary Smith is an economics professor at Pomona College. He
has written more than 100 peer-reviewed papers and 17 books;
most recently, co-authored with Margaret Smith, The Power of

Modern Value Investing, Palgrave Macmillan, 2024.

WHEN CHATGPT was released to the public on
November 30, 2022, the reception was overwhelm-
ingly positive. Marc Andreessen (2022) described

it as, “Pure, absolute, indescribable magic.” He was
hardly alone. ChatGPT had more than 100 million
users by January 2023, and dozens of companies
began scrambling to create their own large language
models (LLMs).

In February, Bill Gates (2023) said that the cre-
ation of ChatGPT was “every bit as important as the
PC, as the internet.” Nvidia’s CEO (Huang 2023)
declared that ChatGPT “is one of the greatest things
that has ever been done for computing” In March,
a Wharton professor (Mollick 2023) argued that the
productivity gains from LLMs might be larger than
the gains from steam power.

Soon, pundits were predicting that LLMs would
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* The LLM responses were seemingly authoritative
but riddled with arithmetic and critical-thinking
mistakes.

* Financial planners are unlikely to be replaced by
LLMs anytime soon.

make many, if not most, jobs obsolete. On March 22,
2023, nearly 2,000 people signed an open letter writ-
ten by the Future of Life Institute calling for a pause
of at least six months in the development of LLMs:
Contemporary Al systems are now becoming
human-competitive at general tasks, and we
must ask ourselves: Should we let machines flood
our information channels with propaganda and
untruth? Should we automate away all the jobs,
including the fulfilling ones? Should we develop
nonhuman minds that might eventually outnum-
ber, outsmart, obsolete and replace us? Should we

risk loss of control of our civilization?

Adding numbers to the job-killing fears, a study
by researchers at OpenAl, OpenResearch, and the
University of Pennsylvania concluded that:

around 80 percent of the U.S. workforce could have
at least 10 percent of their work tasks affected by
the introduction of LLMs, while approximately 19
percent of workers may see at least 50 percent of

their tasks impacted.
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They used the O*NET database of information on
1,016 occupations, involving 19,265 tasks and 2,087
detailed work activities (DWAs) that are associated
with tasks. Humans and LLMs assessed whether
an LLM or LLM-powered software could “reduce
the time required for a human to perform a specific
DWA or complete a task by at least 50 percent.” They
then linked DWAs and tasks to occupations in order
to determine the potential impact of LLMs on jobs.

They cautioned that:

A fundamental limitation of our approach lies in
the subjectivity of the labeling. In our study, we
employ annotators who are familiar with LLM
capabilities. However, this group is not occupation-
ally diverse, potentially leading to biased judgments
regarding LLMs’ reliability and effectiveness in

performing tasks within unfamiliar occupations.

The report identified doctors, lawyers, mathemati-
cians, financial quantitative analysts, central bank
monetary authorities, managers of companies and
enterprises, and tax preparers as among the occupa-
tions most at risk—an ironic confirmation of their
“potentially . . . biased judgments regarding . . .
unfamiliar occupations.” LLMs are text generators,
nothing more. They are astonishingly good at this, but
they are not designed or intended to understand the
text they input and output. They consequently lack the
critical-thinking skills required for many jobs, includ-

ing the occupations listed above as being most at risk.

This dearth of critical-thinking skills is why, when
ChatGPT was asked tax questions that had been
posted on TaxBuzz’s practitioner support forum,
it got every question wrong (Reams 2023). Here,

I report the results of a similar test of the ability
of LLMs to answer questions involving financial
decisions. Are financial planners at imminent risk
of being replaced by LLMs?
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Methods

Eleven prompts were created from commonplace
financial-decision questions that are analyzed in
Smith and Smith (2024). Between January 7 and
January 10, 2024, each of these 11 prompts was
given to three popular LLMs: OpenAI’s ChatGPT
3.5, Microsoft’s Bing with ChatGPT’s GPT-4, and
Google’s Bard. Each prompt was given only once,
and the complete response was recorded. Bard gave
three “drafts” of answers but only the first draft
was considered. Smith (2024) shows the complete
transcripts of the responses. An analysis follows.

Results

The LLM responses were consistently gram-
matically correct and seemingly authoritative
but riddled with arithmetic and critical-thinking
mistakes.

Prompt I: Car Loan Choice

This prompt involves a straightforward comparison

of two car loans:
I need to borrow $47,000 to buy a new car. Is it
better to borrow for one year at a 9 percent APR or
for 10 years at a 1 percent APR?

A human being living in the real world would
immediately recognize that a 1 percent APR is an
extremely attractive loan rate, particularly if it can
be locked in for several years. No calculations would
be needed to recognize the appeal of a 10-year loan
with a 1 percent APR.

For a more formal analysis, the one-year loan has
monthly payments of $4,110.22 and total payments
of $49,322.64, including $2,322.65 in interest. The
10-year loan has monthly payments of $411.74 and
total payments of $49,408.80, including $2,408.80 in
interest. The 10-year loan has the lower present value

for any required return larger than 0.03 percent.
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I chose these two loans to see if the LLMs would
compare the total payments and ignore the time
value of money. All three LLMs made this mistake
and recommended the one-year loan with a 9
percent APR.

ChatGPT 3.5 did a simple-interest calculation
and concluded that, “If you can afford the higher
monthly payments, the one-year loan at 9 percent
APR may be financially advantageous due to the

lower total interest paid.”

“More fundamental than arithmetic
errors, the LLM responses demonstrated
that they do not have the common sense
needed to recognize when their answers
are obviously wrong.”

Bing said that it used a “loan interest calculator”
and found the total interest to be $4,230.22 for the
one-year loan and $5,640.00 for the 10-year loan.
The first number is a simple-interest calculation;
the second number is mysterious as it is neither a
simple interest nor amortized interest. Bing’s con-
clusion was, “As you can see, the total interest paid
for the one-year loan is lower than the total interest
paid for the 10-year loan. Therefore, it would be
better to borrow for one year at a 9 percent APR if
you can afford the higher monthly payments.”

Bard said that it used an “online loan calculator”
to determine that the one-year loan would have
monthly payments of $4,083 and total interest of
$3,423 while the 10-year loan would have monthly
payments of $444 and total interest of $14,585.
These numbers are not only incorrect but inconsis-

tent. If the monthly payments on the one-year loan
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are $4,083, then the total interest is $1,996; if the
monthly payments on the 10-year loan are $444,
then the total interest is $6,280. Bard made the
total-payments error when it concluded that with
the one-year loan, “You'll pay off the loan much
faster, significantly reducing the total interest you
accrue.”

In addition, some of Bard’s pros and cons were
misguided. Two alleged pros of the one-year loan
were: “You'll be done with the loan payments in
a year, freeing up your monthly budget for other
expenses or savings” and “Less risk of financial
hardship: If your financial situation changes
unexpectedly, you'll have a shorter loan term to
manage.” The much higher monthly payments
from the one-year loan during the first year are
more likely to create budget problems, especially
if there is an unexpected change in the bor-
rower’s financial situation. One of Bard’s listed
cons of the 10-year loan was “Risk of inflation:
Over 10 years, inflation could erode the purchas-
ing power of your future payments, making the
loan effectively more expensive.” In fact, inflation

is a borrower’s friend.

Prompt 2: Down Payment Size

This prompt involves a down payment decision:
I am buying a house for $550,000 and I found a
bank that will loan me up to $400,000 in a con-
ventional 30-year amortized mortgage with a 2.25
percent APR. Is it more financially advantageous
for me to make a down payment of $150,000 or
$250,000? I have plenty of income to make the
mortgage payments and pay for my living expenses.

A down payment that is $100,000 smaller means
an extra $100,000 borrowed. A critical question is
whether it is financially advantageous to borrow

at a 2.25 percent APR. If the home buyer can earn
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more than a 2.25 percent rate of return on the extra
$100,000, then it is profitable to make a smaller
down payment. If an analysis focuses instead on

the total interest, then it will generate the flawed
advice that borrowing any amount at any interest
rate is bad because it increases the total interest
paid. ChatGPT 3.5 and Bing both recommended the
larger down payment, based on the total-payments
error. Bard did not make a recommendation.

ChatGPT 3.5 advised, “In terms of immediate
financial advantage, a larger down payment of
$250,000 would likely save you more money in the
long run due to reduced interest payments over the
life of the loan.” Even though the prompt says that
“I have plenty of income to make the mortgage pay-
ments and pay for my living expenses,” ChatGPT 3.5
added this caution: “If a $250,000 down payment
significantly depletes your savings or emergency
funds, it might not be the best option. Always
ensure you have a comfortable financial cushion for
unexpected expenses.”

Bing miscalculated the monthly payments,
reporting $1,325.18 and $1,108.14, instead of the
correct values, $1,528.98 and $1,146.74, and inex-
plicably compared the total interest over the first
seven years instead of all 30 years. Bing concluded
that “making a down payment of $250,000 is more
financially advantageous for you in the long run.

By making a larger down payment, you will have a
lower monthly payment and pay less interest over
the life of the loan.”

Bard did not make a recommendation but instead
showed a long list of pros and cons, including these
competing arguments regarding the smaller down
payment: “Over the 30-year loan term, you'll pay
more in total interest compared to a larger down
payment” and “You could invest the additional
$100,000 potentially for higher returns than the
mortgage interest rate.”
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Prompt 3: Comparing Home Offers
This prompt involves a comparison of two home-
purchase offers:
I have to sell my house and my two best offers are:
(A) $625,000 cash
(B) $100,000 cash and an owner-financed
$600,000 30-year conventional amortized loan at a
3 percent APR.
Which offer is more financially attractive?

The loan’s monthly payments are $2,529.62. The
present value of Option B using the seller’s required
return is a crucial input for making a rational deci-
sion. Even better, we can determine that the break-
even required return where the present values are
equal is 4.08 percent. The present value is higher
for Option A if the seller’s required return is higher
than 4.08 percent; the present value is higher for
Option B if the required return is lower than 4.08
percent. We might also calculate the present value
of Option B if the buyer pays off the loan before 30
years elapses or defaults on the payments, in which
case the home presumably goes back to the seller.

None of the LLMs calculated the present value of
Option B. They all mentioned the risk of the home
buyer defaulting but did not consider that the home
is presumably collateral for the loan.

ChatGPT 3.5 showed the correct equation for
determining the monthly loan payments but made
an arithmetic mistake and gave the answer as
$1,969.49. ChatGPT 3.5 listed several pros and
cons but did not make a recommendation. I asked,
“Please recommend either A or B,” and it responded
that “considering the circumstances, the $625,000
cash offer (Option A) seems more financially secure
and straightforward” (and then repeated many of its
earlier statements).

Bing did not determine the monthly payments.
Instead, it (mis)calculated the loan-to-value ratio
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for Option A to be $625,000 / $625,000 = 1 and the
loan-to-value ratio for Option B to be $600,000 /
$1,000,000 = 0.6. It concluded that, “A lower LTV
ratio indicates a lower risk to the lender. Therefore,
the second offer with an LTV ratio of 0.6 is more
financially attractive than the first offer with an LTV
ratio of 1.” By this criterion, Option A is actually
safer for the home seller because the correct loan-
to-value ratio is 0.

Bard noted that the first offer is “quick and hassle
free” but that Option B “means that you will earn
a total of $1,031,000 over the course of 30 years.”
This number is off by a little ($1,031,000 versus
$1,010,663.20) and, more importantly, ignores the

time value of money.

Prompt 4: Life Insurance
This prompt requests a calculation of the rate of
return on a life insurance policy:
I am a 25-year-old white male in good health. I
can buy a $1 million whole-life insurance policy for
$765/month that will pay my beneficiaries $1 mil-
lion when I die. From a purely financial standpoint,

what is the rate of return on this policy?

A reasonable financial analysis would calculate
and report the rates of return for plausible ages at
death and, also, the expected value of the rate of
return, using the associated probabilities of various
death ages. None of the LLMs took into account
the time value of money or how long the insurance
purchaser might live.

ChatGPT 3.5 calculated the rate of return by
comparing the $1 million death benefit to the
annual premium, $765 x (12 months) = $9,180,
and obtained a return of 11,878 percent. Every
mathematical calculation in its rate of return equa-
tion was incorrect. In addition, its logic is incorrect

in that it did not consider the time value of money,
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the number of premiums that are paid before death,
and the fact that the benefit is paid at death rather
than immediately.

Bing did not do any calculations but nonetheless
asserted, “From a purely financial standpoint, the
rate of return on this policy is not as high as other
investment options. According to NerdWallet, the
average annual rate of return on the cash value for
whole life insurance is 1 percent to 3.5 percent.”

Bard asserted that there are two ways to deter-
mine the return on investment (ROT). Neither of
its ways is logical or useful because they ignore
how long the person might live. Bard’s first method
divided the annual cost by the death benefit:
$9,180/year / $1 million = 0.00918 (0.918 percent).
Bard’s second method did the opposite, dividing
the death benefit by the annual cost: $1 million
/ ($9,180/year) = 108.6 years. “This means you
would need to live for 108.6 years for the cost of the
policy to break even with the death benefit payout.”

Prompt 5: Annuities
This prompt requests a calculation of the rate of
return on an annuity:
For $1 million, I can buy an annuity that will pay
me $5,000 a month, for as long as I live. What is

the implicit annual rate of return on this annuity?

The implicit return is the discount rate that
equates the present value of the annuity payments
to the cost of the annuity for various assumptions
about how long the buyer lives. To take into
account the uncertainty about the buyer’s longev-
ity, the expected value of the rate of return can be
calculated by assigning probabilities to different
longevity assumptions. None of the LLMs did any
of this. They all divided the $60,000 annual payout
by the $1 million cost and concluded that the

return is 6 percent. This would only be correct if
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the annuity buyer lives forever.

ChatGPT 3.5 stated that it was assuming that the
buyer is 65 years old and will live to 80 but then
ignored this life expectancy and calculated the
implied annual return to be $60,000 / $1 million =
0.06 (6 percent).

Bing did not mention life expectancy at all but
said, “The implicit annual rate of return on an
annuity is the interest rate that equates the pres-
ent value of the annuity payments to the amount
invested.” Bing then ignored this statement and
calculated the implicit annual return to be ($6,000
/ $1 million) x 100 = 6 percent.

Bard asserted (correctly) that “knowing your life
expectancy, or at least an estimate, is crucial for
calculating the total return you can expect from the
annuity,” but it only did the “simple calculation” of
dividing $60,000 by $1 million, which it asserted
“gives you a rough estimate of the annual return on
your investment, ignoring the time value of money
and life expectancy.” Bard also made this puzzling
claim: “While you mentioned monthly payments,
knowing if they are compounded interest-wise

could influence the calculation.”

Prompt 6: QLACs

This prompt concerns the rate of return on QLACs,
which are deferred annuities:
I am 65 years old. For $200,000, I can buy a QLAC
that will pay me $11,175 a month, starting at age
85, for as long as I live. What is the implicit annual
rate of return on this QLAC?

As with annuities, the implicit return is the
discount rate that equates the present value of the
annuity payments to the cost. The wrinkle here is
that the buyer pays $200,000 now and the $11,175
monthly annuity payments don't start for 20 years.

In addition to neglecting life expectancies and the
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time value of money, the LLMs struggled with the
delayed annuity payments.

ChatGPT 3.5 specified a future value formula
even though the implicit rate of return cannot be
determined from this formula unless the future
value is known ahead of time. A present value
formula using $200,000 as the present value would
be more appropriate. ChatGPT 3.5 then (incor-
rectly) asserted that the future value is equal to the
annual annuity payment and (incorrectly) asserted
that the solution is an implicit return of 4 percent
to 5 percent: “With an estimated life expectancy
of 85 years and 20 years of payments after that,
the implied annual rate of return could be roughly
around 4-5 percent.” The reality is: (1) if the buyer
dies at 85, there are no annuity payments; and (2)
the buyer is unlikely to live 20 years past age 85.

Bing made no calculations but instead referenced
a financial planner: “According to Michael Kitces,
the actual internal rate of return on longevity
annuity payments—even for those who live to
age 100—is not necessarily very compelling yet
compared to available investments or even delayed
Social Security alternatives. Even by age 90, the
internal rate of return is only 3 percent, and by age
100 it’s still only 5.3 percent.”

Bard reported that the life expectancy of a
65-year-old is around 20 years and then noted that
20 years of $11,175 monthly payments adds up
to $2,682,000 (again, ignoring the fact that the
annuity buyer receives nothing if he or she dies at
85 or earlier). Bard then ignored this $2,682,000
calculation and asserted that, “While not as accu-
rate as IRR, a simpler approach is to divide the
annual QLAC payout ($134,100) by the purchase
price ($200,000). This gives you a rough estimate
of an annual return around 67 percent. This ignores
the time value of money and assumes your lifespan

matches the estimated 20 years.” This 67 percent
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figure, in fact, assumes the buyer lives forever and
ignores the delayed starting date.

Prompt 7: Social Security Benefits

This prompt concerns the timing of the initiation of

Social Security retirement benefits:
I am 67 years old, retired, and single with no
dependents. Is it more financially advantageous for
me to begin collecting Social Security benefits now,
at my full retirement age, or to wait until I am 72
years old? I have more than enough other income

and assets to live comfortably.

This is the plain-vanilla case of a person who has
already retired and is single with no dependents
and plenty of income and assets in addition to the
impending Social Security benefits. (Age 72 was
used in the prompt to see if the LLMs recognized
that benefits stop increasing if the benefits initia-
tion goes past age 70.)

There are two main considerations. The first
is the person’s health. The longer this person is
expected to live, the more incentive there is to
delay benefits so that larger benefits can be received
over many years. The second consideration is the
discount rate used for a present value comparison.
A simple way to think of this is that early benefits
are more valuable if the person can earn a high rate
of return on these benefits. A helpful analysis might
compare the present values for different assump-
tions about longevity and the discount rate.

The LLMs did not do any calculations; instead,
they offered generic regurgitations of things to con-
sider. All three LLMs noted that waiting increases
the monthly benefits and that life expectancy
matters, but they paid no attention to the time value
of moneys; specifically, no attention to the rate of
return that might be earned on early benefits. Bing
and Bard ignored the age 72, but ChatGPT 3.5 said

70 Journal of Financial Planning | May 2024

that “waiting until you're 72 to begin collecting
might be beneficial for you.”

ChatGPT 3.5 stated that, “While you reach your
full retirement age (FRA) at 67 (assuming that’s
when you plan to retire),” even though the prompt
stated that the person was already 67 and retired.
ChatGPT 3.5 also stated, “Your health, financial
needs, and other sources of income play crucial
roles in this decision,” even though the prompt says,
“I have more than enough other income and assets

to live comfortably.”

“The problem is that it will take an
experienced financial planner to
distinguish between good advice and
had advice, so clients may as well
skip the LLMs and go straight to the
knowledgeable human.”

Bing stated, “If you start receiving benefits before
your [full retirement age] FRA, your benefits will
be reduced by a small percentage for each month
before your FRA,” even though the prompt says that
the person is already at FRA. Bing also offered this
repetitive and unhelpful advice: “If you delay taking
your benefits from your FRA up to age 70, your
benefit amount will increase. However, if you have
more than enough other income and assets to live
comfortably, it might be financially advantageous to
delay receiving your Social Security benefits until
you reach age 70.”

Bard gave this advantage of waiting until age
70, which ignores the time value of money, age
at death, and the lost income between ages 67
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and 70: “Higher lifetime benefits: Over your
expected lifetime, you'll receive a significantly
higher total Social Security payout by waiting.”
Bard also stated that, “Rising inflation over time
can erode the value of your future benefits, mak-
ing starting earlier more attractive,” even though
Social Security benefits are indexed for inflation.
Bard also ignored the prompt in offering these
two tips: “Potential legacy advantage: If you have
beneficiaries, waiting can leave them a larger
death benefit through the higher accrued Social
Security amount” and “Your future income needs:
Do you anticipate needing the additional income
from Social Security soon, or can you comfortably

rely on your current resources?”

Prompt 8: Buying a House

This prompt asks for the first-year return from

buying a house:
I'm thinking about buying a new home. The house
costs $1 million. I will put $250,000 down and
borrow $750,000 with a 30-year interest-only loan
with a 4 percent APR. The annual interest pay-
ments will be $30,000. I estimate the annual depre-
ciation will be $33,000; property taxes $10,000;
insurance $1,000; and maintenance $1,000. Please

help me calculate the first-year rate of return.

The first-year net income is equal to the cash
income plus price appreciation minus cash
expenses. The first-year rate of return is equal to the
first-year net income, divided by the down payment
plus the closing costs and any other home-buying
expenses. The rent savings should be included in
income; depreciation should not be counted as an
expense; and income should include the tax sav-
ings from property taxes and mortgage interest if
these are deducted from state and federal taxable

income. If, for example, the first-year rent savings
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are $42,000 and the first-year federal and state tax
savings are $20,000, then the first-year return is 8
percent plus any appreciation in the home’s value.

All three LLMs included depreciation in total
expenses and calculated the first-year value of total
expenses to be the sum of interest, depreciation,
property taxes, insurance, and maintenance—
which is $75,000. All three came up with illogical
rates of return.

ChatGPT 3.5 ignored the rent savings and price
appreciation and calculated the first-year return to
be the first-year expenses divided by the down pay-
ment: 100 x ($75,000 / $250,000) = 30 percent.

Bing calculated the first-year return as (total
income — total expenses) / total expenses, where
total income equals interest plus depreciation. The
result is a —16 percent first-year return.

Bard calculated the first-year net cash flow as
the down payment (-$250,000) plus the house
cost (-$1,000,000) + total expenses (—$75,000) =
-$1,325,000, giving a rate of return relative to the
$250,000 down payment of —530 percent.

Prompt 9: Solar Panels

This prompt asks for advice about installing solar

panels:
I'm thinking about installing a solar panel system
that will produce 11,200 kilowatt-hours of electric-
ity a year and cost around $18,000 to install, net
of state and federal rebates. I am using less than
11,200 kilowatts-hours per year, but I can sell the
excess back to the “grid” at a price that is only a
fraction of what the electric company is charging
me to use their electricity. Overall, I estimate that
the initial net savings would amount to around
$3,000 a year. I estimate that my savings will grow
by 4 percent a year and that the solar panels will
last 20 years. What is my rate of return if I buy

these solar panels?
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Assuming, for simplicity, that the annual savings
are at the end of each year, the NPV is equal to zero
for a breakeven return (IRR) of 19.66 percent:

$3,000 | $3,000 | $3,000

$O = —$18,000 + (1+R) + (]_+R)1 + (1+R)2 o

... $3,000
(1+R)®

To account for uncertainty, it would be good
to calculate the breakeven returns for different
assumptions about how fast the savings will grow
and how long the solar panels will last. None of the
LLMs set up a correct NPV equation or calculated
a correct breakeven return, let alone considered
uncertainty in the calculations.

ChatGPT 3.5 displayed a formula for the future
value of an annuity but incorrectly used the 4
percent growth rate as the discount rate. Its
calculation is also wrong in that the correct future
value for the formula it used is $89,334, not the
$110,349 it reported. ChatGPT 3.5 also used an
incorrect formula to calculate the NPV, this time
explicitly assuming that the growth rate is equal
to the discount rate. It reported that the NPV
using its formula is $3,000 — $18,000 = -$15,000;
however, the correct NPV when the growth rate
is equal to the discount rate is 20 x ($3,000) —
$18,000 = $42,000.

Bing calculated the rate of return as (total sav-
ings — total cost) / total cost, completely ignoring
the time value of money. It then calculated total

savings as:

Total Savings = $3,000 x (1 + 0.04)* - $18,000
= $3,000 x (2.191) - $18,000
= $3,372.00

This $3,372.00 number is equal to the savings
in year 20 (not the total savings) minus the initial
cost. Also $3,000 x (2.191) - $18,000 is equal to
-$11,426.63, not $3,372.00. Bing calculated the
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total cost as Total Cost = $18,000 — state rebate —
federal rebate, and stated that:
Since you did not provide the exact amounts of the
rebates, I cannot calculate the exact Total Cost.
However, assuming that the rebates are equal to
the net cost of the system, we can estimate the Total
Cost as follows:
Total Cost = $18,000 — $9,000 — $9,000 = $0

The prompt, in fact, states that the $18,000 cost
is “net of state and federal rebates.” Bing gave no
reason for assuming that the rebates are equal to the
net cost, which reduced the initial cost to zero and
gave an undefined rate of return.

Bard stated: “Price of selling excess energy to the
grid: You haven't provided this information, but this
needs to be factored in to accurately calculate total
annual savings.”

After I clarified that the prompt does state that
the first-year $3,000 savings are net of sales back to
the grid, Bard repeated much of what it had already
stated and then reported an incorrect IRR: “Based
on your information ($18,000 investment, $3,000
annual net savings growing at 4 percent for 20 years),
the estimated IRR for your solar panel investment
would be around 7 percent to 8 percent.”

Prompt 10: ADU

This prompt asks for the first-year return from
constructing an ADU:
I'm considering building an accessory dwelling unit
(ADU) on my property. I estimate that it will cost
$180,000 and that I can rent it for $3,000 a month
the first year. I also estimate that my property taxes
will go up by $1,800 and my insurance cost will
go up by $250. I estimate that I will have to pay
an additional $10,500 in state and federal income
taxes and $1,000 in maintenance. What would be
my first-year rate of return?
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Not considering the effect of the ADU on the
value of the property, this is a relatively straight-
forward tabulation of the first-year net income,
divided by the cost of the ADU: $22,450 / $180,000
= 0.1247 (12.47 percent). Bard gave a good answer.
ChatGPT 3.5 and Bing did not.

ChatGPT 3.5 double counted expenses by sub-
tracting the first-year expenses from the first-year
rent to obtain the net income and then also adding
the first-year expenses to the cost of the project, giv-
ing a first-year rate of return of $22,450 / $193,550
= 11.60 percent.

Bing began by asserting without explanation that
the first-year return is 11.67 percent. It then treated
the cost of the ADU as a first-year expense and

calculated the first-year return to be —81.41 percent:

($36,000 — $193,550) / $193,550 x
100 percent = —81.41 percent

Bard (correctly) reported the first-year return to
be $22,450 / $180,000 = 12.47 percent.

Prompt 1. Retirement Community

This prompt asks for financial advice about the cost

of moving into a retirement community:
I am a 75-year-old white male thinking of moving
into a retirement community, Peaceful Place. I
can live in a 1,000-square-foot home until I die if
I pay a non-refundable up-front fee of $316,000
and a monthly rent of $3,500. I will not own the
home and it will go back to Peaceful Place when I
die. The rent does not cover any utilities like gas,
electricity, television, or telephone, and I expect
the rent to increase by 3 percent every year. What
is the effective initial monthly rent, the amount
I could pay to live somewhere else, also growing
at 3 percent a year, that would cost me the same

amount as Peaceful Place costs?
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The prompt simplifies the analysis by explicitly
asking for the effective initial monthly rent, which is
a sensible way of taking into account the $316,000
up-front fee. The answer clearly depends on how
long the person lives. For any specified horizon, the
effective initial monthly rent is the value that gives
the same present value as the Peaceful Place outlays,
and this depends on the assumed required rate of

return. Here are some illustrative values:

Table 1: Effective Monthly Rent

Years to Live 5% Return 10% Return
10 $6,391 $7,099
20 $5,078 $5,866
30 $4,646 $5,509

ChatGPT 3.5 gave this formula for “the present
value (PV) of the monthly rent at Peaceful Place

over 20 years with a 3 percent annual increase™

$3,500 $3,500

) $3,500
PVPeacefulPlace - (1+ 003)0 + (1+ 003)1

(1+ 0.03)0

$3500 ,
(1+ 0.03)

However, this equation has 21 terms instead of
20; $3,500 is the monthly rent, not the annual rate;
and this equation incorrectly discounts a constant
$3,500 rent by the rate of growth instead of dis-

counting the growing rent by the required return.

ChatGPT 3.5 then asserted that its present value
equation simplifies to:

1-(1+0.03)2

PVPeaceful Place — 3’500 X 0.03

However, this equation omits the immediate
$3,500 that was included in its PV equation.
Finally, ChatGPT 3.5 specified a formula for “the
equivalent monthly rent for another place with a 3
percent annual increase”:
PVPeaceful Place

1-(1+0.03)%
0.03

Equivalent Monthly Rent =
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ChatGPT 3.5 did not do this calculation but
instead advised that, “Using a calculator or spread-
sheet, you can input these formulas to find the
equivalent monthly rent for comparison.”

This ChatGPT 3.5 equation, in fact, gives an
equivalent monthly rent of $3,500, which is per-
haps unsurprising since none of the ChatGPT 3.5
equations considered the $316,000 up-front fee.

Bing stated that it “calculated the present value
of the monthly rent of $3,500, which increases
by 3 percent every year, using a discount rate of
3 percent. . . . We found the present value of the
rent to be $1,517,497.94.” Bing did not state the
assumed number of years of living in the retire-
ment community. The reported present value is
consistent with living there slightly more than 36
years, which would make this person 111 years
old. Bing then added the $316,000 up-front fee
and “calculated the monthly payment you would
need to make to another place, also growing at 3
percent a year, that would have the same present
value as the payments you would make to Peace-
ful Place. . . . We found the monthly payment to
be $4,833.33.” This number is consistent with
a 31.6-year horizon—which is implausible and
contradicts the 36-year horizon.

Bard reported that, using a 5 percent discount

rate, the present value of the Peaceful Place rent is:

PV = $3,500 x [1/ (1 + 0.05)] X
[1/(1-0.03)] = $126,923

There is no consideration of the number of years
living at Peaceful Place. Even assuming an infinite
horizon, this formula doesn’t make sense, and the
actual value of the given equation is $3,436, not
$126,923. Bard then assumed that the person will
live there 15 years (180 months) and gave this

formula for the effective rent:
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Rent = ($316,000 + $126,923) / 180 =~ $2,422

It concluded that “the effective initial monthly rent
at Peaceful Place, considering the up-front fee and
rent growth, is approximately $2,422. This equation
ignores rent growth and the discount rate and gives a
value that is clearly too low. The $316,000 up-front fee
increases the effective rent above $3,500. Bard even
gave this backward conclusion as a key takeaway, with
no recognition of the fact that it doesn’t make sense:
“The effective initial monthly rent at Peaceful Place is
significantly lower than the stated monthly rent due to

the up-front fee and rent growth.”

Conclusion

Each of these prominent LLMs generated authorita-
tive responses that were coherent and grammati-
cally correct, though often verbose and repetitive. It
might be tempting to assume that the responses can
be trusted—which would make financial planners
unnecessary.

However, the LLM responses had multiple
arithmetic mistakes that made them unreliable.
More fundamental than arithmetic errors, the LLM
responses demonstrated that they do not have the
common sense needed to recognize when their
answers are obviously wrong. For example, when
ChatGPT 3.5 reported that the anticipated rate
of return on a life insurance policy was 11,878
percent, common sense would have recognized
that insurance companies are not that generous.
Similarly, if Bard had common sense, it would have
questioned its conclusion that the first-year return
from buying a house is -530 percent.

The responses also revealed the frequent inability
of LLMs to understand the meaning of words; for
example, they sometimes used growth rates instead
of discount rates in their present value equations and

used monthly cash flows in equations that assume
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annual cash flows. The consequences were advice
that would have been hazardous to a user’s financial
health.

Critical-thinking lapses were also revealed.

For example, the retirement community prompt
involves a calculation of the impact of a $316,000
up-front fee on the effective rent. The formulas that
ChatGPT 3.5 used for its answer did not include
the $316,000 up-front fee, while Bard reported that
the up-front fee reduced the effective rent. Most
humans would recognize that these answers must
be wrong. The LLMs did not.

LLMs may be useful for some limited purposes,
such as suggesting sources of information in
contrast to Google searches that generally involve
wading through a jungle of sponsored links, trying
to identify legitimate links—that often turn out not
to answer the intended question.

I reported every prompt I used and every response
I received, but there surely are some financial
questions that LLMs might answer usefully. The
problem is that it will take an experienced financial
planner to distinguish between good advice and bad
advice, so clients may as well skip the LLMs and go
straight to the knowledgeable human.

Bad advice about a movie or a restaurant is annoy-
ing, but the harm is relatively modest. It is perilous to
trust LLMs in situations where the costs of mistakes
are substantial—as is true with many financial deci-
sions. Bad advice about loans, home purchases and
sales, insurance, annuities, Social Security benefits,
and the like can be very expensive.

On December 10, 2022, shortly after the release
of ChatGPT, Sam Altman, CEO of OpenAl, the
creator of ChatGPT, tweeted that, “ChatGPT is
incredibly limited, but good enough at some things
to create a misleading impression of greatness. It’s
a mistake to be relying on it for anything important
right now” (Altman 2022). This is still true and

fpajournal.org

is likely to remain true as long as ChatGPT and
other LLMs do not understand the text that they
input and output. Until they do, LLMs will not be a
trustworthy replacement for financial planners. ®
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Guaranteed Income and Optimal Retirement Glide Paths
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Executive Summary

» Deciding on asset allocations over time and
portfolio withdrawal rates remain key consider-
ations for retirees. These decisions are impacted
by factors such as the investor’s wealth level,
degree of risk aversion, the desire to leave
a bequest, and the presence of guaranteed
income, such as Social Security. This paper
considers these issues as they relate to utility
levels for retirees.

e |nitial equity allocations from O to 100 percent
were examined. For investors with moderate
and high levels of risk aversion, higher pro-
portions of Social Security relative to overall
wealth led to higher initial optimal allocations
to stock. This is somewhat intuitive because
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the higher level of guaranteed income allows
for more risk with the balance of the portfolio.
However, retirees who rely more on Social
Security are less wealthy, and lower levels

of wealth are generally equated with lower
allocations to stock.

Five different glide paths, which provide plans
for changes in allocations to stocks over time,
were considered: increasing risk slowly, increas-
ing fast, decreasing slowly, decreasing fast, and
constant. The typical guidance for retirees is

to decrease their allocation to stock over time.
This paper finds, however, that increasing glide
paths, where the level of stock increases over
time, are often optimal.
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Premiums in Retirement Age Years: Behavioral Finance Implications
By David F. Smith, Ph.D., CFP®

Executive Summary

* This paper compares funding a 20-year life e This study varied the household discount rate

insurance need beginning at age 65 with either
term insurance or a permanent policy which,
absent a death, is sold for a lump sum through
a life settlement contract at the end of year 20.
This study compares the net present values of
the two scenarios under varied assumptions.
This analysis requires a decision based on uncer-
tainty. The discount rate used by the household
owning the policy is variable. The eventual life
settlement offer is 20 years in the future. The
offering price will vary by the life expectancy
assumptions and required hurdle rates of the life
settlement professional 20 years hence.

The paper discusses the implications of behav-
ioral finance motivators and boundaries in
decision-making.

and the buyer’s hurdle rate from 1to 15 percent.
Life expectancy after the settlement ranged
from one to 15 years. Within the parameters of
this study, a range of combinations of discount
rate, hurdle rate, and life expectancy assump-
tions favors a permanent policy coupled with

a life settlement. In contrast, the remaining
combinations favored buying term insurance
from a purely objective point of view.

Planners cannot dismiss either scenario out

of hand when planning for temporary life
insurance protection during retirement years.
They must consider the behavioral finance
implications in the underlying assumptions and
their client’s potentially irrational (in behavioral
economics terminology) behaviors.
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1. If one were to borrow $47,000 and pay it back
over 10 years with a 1 percent APR, what would the
total payment, including interest, be at the end of
10 years? (Smith)

a. $49,322.64

b. $49,408.80

c. $51,675.41

d. None of the above

2. What are some important variables that LLMs
did not incorporate into their calculations when
considering life insurance policies? (Smith)

a. Time value of money

b. How long the insurance purchaser might live

c. The fact that the benefit is paid at death rather

than immediately
d. All the above

3. The first-year rate of return for a newly pur-
chased house is equal to the first-year net income,
divided by the plus the closing costs and
any other home-buying expenses. (Smith)

a. down payment

b. broker fee

c. purchaser’s AGI

d. None of the above
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4. Which of the following is NOT one of the states
of nervous system response, as posited by polyvagal
theory? (VanderPal and Brazie)

a. Ventral vagal state

b. Sympathetic state

c. Recursive vagal state

d. Dorsal vagal state

8. Which of the following is an element of
interoception that a planner could use with their
client? (VanderPal and Brazie)
a. Being more empathetic to their clients’ needs
and emotions
b. Painting the office in a calming color
c. Using aromatherapy, such as lavender, to help
relax clients
d. None of the above
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