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AN IMPORTANT MESSAGE

This Financial Planning Report was prepared by Grossman Financial Management. It isbased upon
information about your financial condition and goals that you have provided to Grossman Financial
Management. Grossman Financial Management has relied upon the accuracy of the data that you
provided and has not attempted to check its veracity.

An Asset Allocation Analysis was prepared in conjunction with your Financial Planning Report. The Asset
Allocation Analysis combines your financial condition data, your investment objectives, your risk
tolerance, and modern investment theory to construct an appropriate investment portfolio for you. The
Asset Allocation Analysis usesrelevant historical index data as well as forecast index performance, which
we believe is both reasonable and prudent, for each asset class; such forecast performanceis not
guaranteed.

All questionsinvolving legal issues must bereferred to your attorney. All questionsinvolving tax issues
must be referred to your accountant.

I mplementation of the recommendations of this Financial Planning Report is central to your future
financial success. In the event that product purchases are recommended herein, they may be purchased
separately by a vendor of your selection.
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FINANCIAL POSITION and CASH RESERVES

Goal

e Maintain a cash reserve position equaling 3-6 months of living expenses.
o Establish aworkable budgeting system.

Strong Points

¢ You haveapositive net worth and cash flow position with sufficient resources to implement your
financial goals.

Areasfor | mprovement

e Your current budgeting system is not designed to maximize the value of your financial resources.
e Your current budgeting system is not designed to explicitly target your financial goals.

Assumptions
o Refer to thefinancial modd for details.

Considerations and Analysis

Your Balance Sheet
$1,983,000
$1,518,000
$465,000
Assets Liabilities Net Worth
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Income & Expenses
$251,000
$78,000
$62.000 $44,000
l $28,000 . $39,000
Total Income Taxes Recurring Expenses Non-recurring Debt Service Savings

Cash Reserve M anagement

A cornerstone of a solid financial plan is having money available for an emergencies or investment opportunities.

The"rule of thumb" for a cash reserve position is 3 to 6 months living expenses. For your situation this would
be between $25,000 and $50,000.
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In order to maximize the return of your cash reserves consider athreetier cash reserve. See diagram below.

Three Tiered Cash Reserves
$10,000 $10,000
) I I
Checking I Money Market I Short Term Bond Fund I

Recommendations

e Consider allocating $25,000 for your cash reserves.

IMPLEMENTATION SUMMARY
Stepsto be Taken Who Undertakes | When
Consider allocating $25,000 for your cash reserves. Client, Advisor ASAP
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PROTECTION PLANNING - DISABILITY

Goal

o Sufficient insurance to comfortably cushion the family from the impact of a disahility.
e Timehorizon of need: 8 years.

Strong Points
e You currently have amodest level of protection.

Areasfor | mprovement

e Rdativeto your needs, your coverageistoo low.

Assumptions

e Mrs. Client would not qualify for Social Security disability.

Consider ations and Analysis

Probability of Being Disabled for at least 90 Days

54% 52% 50% 48%

44% 0
39% 3204
r T T T T T T T I_l
Age 25 Age 30 Age 35 Age 40 Age 45 Age 50 Age 55 Age 60

Source: 1985 Commissioners Disability

Financia Planning Report for Mr. and Mrs. Client
Prepared by Lawrence |. Grossman, CFP, MBA, MA; Grossman Financial Management; 707/745-8756
Page 7




Average Duration of Disabilities
that Last at Least 90 Days

4.7 51 5.5 5.8 6.2 E
Age 30 Age 35 Age 40 Age 45 Age 50 Age 55
Years

Source: 1985 Commissioners Disability

Depending on government benefits exposes you to financial risks.

According to a 1986 study of Social Security claims, only 26% of the people who filed disability
claims were approved. The benefit also depends on the amount paid into Social Security.

Workers' Compensation benefits may not provide adequate protection, either, becauseit only covers
job-related disabilities, integrates with other legislated benefits, and provides only a modest income.
State Disability, as well, may not provide for your protection because the maximum that it paysis
$336 per week for 52 weeks (39 weeks if you are self-employed or an owner).

After identifying and understanding the risk(s) that you face, consider following one of the following
strategies:

(1) Livewiththerisk.

(2) Changeyour goa in order to eliminate the risk.

(3) Transfer therisk by acquiring a disability insurance policy.

Recommendations

Consider the purchase of disability insurance to supplement your current coverage.

IMPLEMENTATION SUMMARY

Stepsto be Taken Who Undertakes | When

Consider the purchase of disability insurance. Client, Agent ASAP
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PROTECTION PLANNING - PREMATURE DEATH

Goal

e Sufficient insurance to comfortably cushion the family from the impact of a death.
e Timehorizon of need: 10-15 years.

Strong Points

¢ You currently havelifeinsurance on both of your lives.

Areas for | mprovement

e Rdativeto your needs, your coverageis not adequate.

Assumptions

o Seethefinancial model for details.
e Mr. Client’s premature death cost in lost income is about $600,000.
e Mrs. Client’s premature death cost in lost income is about $250,000.

Considerations

e You could increase your life insurance.
e Anticipated net annual cost: about $6,000 and $400, respectively, for Mr. and Mrs. Client.

e Youdo not consider these lost income costs significant risks in light of other resources and your

ability to adjust expenditures in the future.

Recommendations

e Consider either taking no action or increasing your life insurance.

IMPLEMENTATION SUMMARY

Stepsto be Taken Who Undertakes | When
Consider either taking no action or increasing your life Client, Agent ASAP
insurance.
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PROTECTION PLANNING - LONG TERM CARE

Goal

e Ensureresources for quality services should long-term care be required.
e Provide adequate protection of your lifestyle and assets (for yourself and your loved-ones) should
long-term care be required.
Strong Points

e You have substantial assets with which to pay for long term care services and/or insurance.

Areas for | mprovement

e Without insurance, your lifestyle and assets are at risk.

Assumptions

e Thefinancial model assumes that you purchase long-term care insurance.

Considerations

It is estimated that nearly half of al people who are 65 or older risk entering a nursing home. The following
table, showing California Department of Aging data, indicates how long, on average, they spend in custodial
care.

TIME SPENT IN NURSING HOMES

0-1 YEAR 1-5 YEARS 5+ YEARS

Additional datafrom the California Department of Aging indicates (1) that the risk of needing nursing home
care also is about 2 times greater for women than for men and (2) that the risk of needing nursing home care
increases dramatically as individuals age.
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Although your analysis indicates that you can retire comfortably, you should consider the financial
consequences of a prolonged disability or chronicillness. After identifying and understanding therisk(s) that
you face, consider following one of the following strategies:

(1) Livewiththerisk.

(2) Transfer therisk. If you choose strategy #2, consider long-term care insurance on both of you.

Recommendations

Consider the purchase of long-term care insurance.

o Excdlent policies would provide a benefit of $150 per day for an unlimited period, after adeductible
period of 90 days.

e Thesewould cost about $3,500 annually to cover both of you, assuming good health ratings.

IMPLEMENTATION SUMMARY

Stepsto be Taken Who Undertakes | When
Consider the purchase of long term care insurance. Client, Agent ASAP
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PROTECTION PLANNING - OTHER

Goal

e Avoidance of unacceptable financial losses associated with risks in the following aress:
medical / health

automobile

homeowners

ligbility

business

umbrella

SukhwNE

Strong Points

¢ You haveinsurance coverage in the areas of ...
¢ You havereviewed the leves of coverage recently and determined that they are appropriate.

Areas for | mprovement

e You currently do not have insurance in the areas of ...
¢ You have not reviewed the levels of coverage recently to determineif they are appropriate.

Considerations and Analysis

e Thisanalysis does not explicitly consider the financial impact of losses associated with these areas.
e Uninsured losses in any of these areas may threaten you financial security.
¢ Theanaysisindicates that you have financial resourcesto pay for insurancein these areas.

Recommendations

e Consider reviewing your insurancein the areas of ... to determine the appropriate level of coverage.
e Consider securing adequate coverage to avoid unacceptable financial risks in these aress.

Benefits

e Your insurance in these areas will be aligned with your overall financial plan.

IMPLEMENTATION SUMMARY

Stepsto be Taken Who Undertakes | When
Consider reviewing your insurancein other areas (e.g., Client, insurance ASAP
auto, health, home) to determine the appropriate leve of representatives.

coverage.

Consider securing adequate coverage to avoid Client, insurance ASAP
unacceptable financial risks in these aress. representatives.
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RETIREMENT FUNDING

Goal

o Providefor acomfortable retirement.

Strong Points

¢ The savings which you have committed to this goal provides an excellent basis for its attainment.
e You havethetime and cashflow resources to fund the additional savings that is needed.
e You are now savings aggressively.

Areas for | mprovement

e You also need a consistent savings and investment plan with clear targets and benchmarks to measure
progress.

Assumptions
e Seethefinancial modd for details.

Consider ations and Analysis

RETIREMENT YEARS ARE INCREASING OVER TIME

17
14
12
10
— T T T T

1900 1960 1970 1980 1990

PERCENTAGE OF PERSONS AGE 65
LIVING TO AGE 90

25%

14%

|
[ 1]

1940 1960 1980
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e Based on your present goal, your currently allocated retirement resources and the assumed rates of
interest and inflation, it appears you have sufficient retirement resources to meet the need you

anticipate.

Recommendations

e Achievethe earnings, saving, spending and investment targets delineated in the Financial Planning

Modd.

IMPLEMENTATION SUMMARY

Stepsto be Taken Who Undertakes

When

Achieve the earnings, saving, spending and investment Client, Advisor
targets delineated in the Financial Planning Modd.

ASAP

Financia Planning Report for Mr. and Mrs. Client

Page 14

Prepared by Lawrence |. Grossman, CFP, MBA, MA; Grossman Financial Management; 707/745-8756




INVESTMENT PLANNING

Goal

e Optimize your investment portfolio in a manner consistent with your goals and risk tolerance.
Diversify your investment holdings.

Develop arational investment plan, including measurable targets and results.
Minimize the time and energy required of you to manage the investments.

Achieve long-term growth without excessive volatility.

Utilize professional asset management.

Strong Points

¢ You havethetime, resources and inclination to plan appropriately.

e You recognize akey investment axiom: risk and volatility are related to returns. That understanding
prepares you to invest, to whatever degreeis appropriate, in financial instruments that have returns
higher than that which you can achieve in bank accounts.

Areasfor | mprovement

e Rdativeto your needs, you have not implemented an investment strategy that is consistent with your
goals and risk tolerance.

e Your current investment strategy

lacks an overarching logic

is not being tracked against a plan

is not congruent with your investment preferences

is often more volatile than you want

requires more time and energy from you than you want to give it

L

Asset Allocation

Asset Allocation provides a strategic approach that builds the foundation for your portfolio's return.
Asset Allocation is based on Nobel Prize-winning research by Harry Markowitz. His Portfolio Selection
Theory optimizes the relationship between assets to build diversified portfolios that provide the highest
return for agiven leve of risk.

Astime passes, market changes will have different impacts on each asset class within your selected
investment portfolio. Thiswill cause some assets to grow or decline faster than other assets in your
portfolio. Periodically reviewing your portfolio asset mix is critical to maintaining your progress towards
your goals.

Consider reviewing your portfolio's asset allocation strategy annually. Consider rebalancing your
portfolio semi-annually or, if it occurs earlier, when the portfolio has moved significantly from your
strategy.
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Y our portfolio strategy is based upon a number of assumptions. Changes to those assumptions can be
expected to require modification of your investment strategy. If your goals, savings rate, incometax rates,
or investment constraints change, for example, consider rerunning the Asset Allocation Analysis. The

new analysis will enable you to make adjustments to your investment strategy based on your new
constraints.

WHAT DETERMINES PORTFOLIO PERFORMANCE?

H Other

O Market Timing

[ Security Selection
W Asset Allocation

Source: Brinson,
Singer and
Beebower

"Determinants
Of Partfalin

Asset Allocation provides a strategic plan that builds the foundation for your portfolio's return. Studies on the
performance of professionally-managed pension funds have found that 91% of a portfolio's performance
results from the asset mix of the portfolio. Other factors such as market timing and security selection combine
to affect only 9% of a portfolio's performance.

Considerations and Analysis

Please refer to that analysis for details.

Recommendations

¢ Inorder to achieve your goal of optimizing your investment portfolio, consider investing your assetsin
amanner consistent with the asset allocation analysis.

IMPLEMENTATION SUMMARY

Stepsto be Taken Who Undertakes | When
Consider investing your assets in amanner consistent with | Client, Advisor ASAP
the asst allocation analysis.
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ESTATE PLANNING

Goal

o Develop astrategy that is consistent with your financial goals for retirement.
Minimize estate taxes and other settlement costs.

e Provideaplan of distribution that conforms to your needs.

e Pay any taxesin the most efficient manner possible.

Considerations and Analysis

Estate Tax Rates
vS. Estate Size

$675,001 $1,500,000 $3,000,000

e Your estateis now subject to amarginal estate tax rate of 37%; qualified plan and IRA assets are
also subject to income taxes at death. In light of your savings and investment plan, it is expected
that, within about 10 years, your estate will be subject to marginal estate tax rates at the 55% level
aswell as income taxes on qualified plan and IRA assets.

Recommendations

To help ensure that you achieve your goals, consider the following issues with your attorney:
e Minimizing probate expenses.
o Establishing awill and/or living trust.
o Establishing powers of attorney for financial and health care matters.
o Establishing a community property agreement.
e Preparing apersonal property schedule.
e Preparing aletter of instructions.

IMPLEMENTATION SUMMARY

Stepsto be Taken Who Undertakes | When
Consider drafting aliving trust. Client, Attorney and | ASAP
Advisor
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IMPLEMENTATION SUMMARY

FINANCIAL POSITION & CASH RESERVES

Stepsto be Taken Who Undertakes | When
Consider allocating $25,000 for your cash reserves. Client, Advisor ASAP
PROTECTION PLANNING - DISABILITY
Stepsto be Taken Who Undertakes | When
Consider the purchase of disability insurance. Client, Agent ASAP
PROTECTION PLANNING - DEATH
Stepsto be Taken Who Undertakes | When
Consider either taking no action or increasing your life Client, Agent ASAP
insurance.
PROTECTION PLANNING - LONG TERM CARE
Stepsto be Taken Who Undertakes | When
Achieve the earnings, saving, spending and investment Client, Advisor ASAP
targets delineated in the Financial Planning Modd.
PROTECTION PLANNING - OTHER
Stepsto be Taken Who Undertakes | When
Consider reviewing your insurancein other areas (e.g., Client, insurance ASAP
auto, health, home) to determine the appropriate level of representatives.
coverage.
RETIREMENT FUNDING
Stepsto be Taken Who Undertakes | When
Achieve the earnings, saving, spending and investment Client, Advisor ASAP
targets delineated in the Financial Planning Modd.
INVESTMENT PLANNING
Stepsto be Taken Who Undertakes | When
Consider investing your assets in amanner consistent with | Client, Advisor ASAP
the asst allocation analysis.
ESTATE PLANNING
Stepsto be Taken Who Undertakes | When
Consider drafting aliving trust. Client, Attorney and | ASAP

Advisor
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