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Start a 529 savings plan to invest for Emily’s college.
Advantages: 
• Contributions grow tax deferred. 
• Distributions for eligible education expenses are not taxed. 
• State may offer tax benefits for contributions. 
Disadvantages:
• Distributions of earnings that Emily or other family members do not use for qualified 

education purposes will be subject to income taxes and a 10% penalty. 

Delay the lake cabin purchase by a year or two (or longer) to decrease the annual 
savings required to accumulate sufficient assets to purchase the lake cabin.
Advantages: 
• Increases discretionary cash flow for current spending. 
Disadvantages:
• Lake cabin savings will likely be invested conservatively due 

to the short-term time horizon to purchase the cabin.
•	One less year (or more) to enjoy the property. 
•	Lake cabin prices may increase during this period. 

6

7

Refinance existing mortgage.
Advantages: 
• A lower interest rate will decrease costs and increase cash flow. 
Disadvantages:
• The lender may charge closing costs to refinance the mortgage that increases their costs 

and reduces money that could be used for other purposes.

5

Create an estate plan.
Advantages: 
• Increases the likelihood that their wishes for the distribution of their assets and care for 

Emily will occur should they pass away or become incapacitated. 
• Reduces the uncertainty that will result in the management of their affairs upon their death 

or incapacity.
Disadvantages:
• Increases their costs and reduces money that could be used for other purposes. 

4

Acquire a long-term disability insurance policy for Dan.
Advantages: 
• Provides income replacement for Dan’s lost income if he suffered a disability.
Disadvantages:
• Increases their costs and reduces money that could be used for other purposes.

3



16

Adjust their longer-term investment allocation in their retirement plans 
and college savings to provide for more growth potential. Joe would base 
all asset allocations upon the Millers’ Investment Policy Statement that 
reflects their tolerance for risk.
Advantages: 
• Increased probability of reaching their goals due to having higher expected 

average returns.
Disadvantages:
•	 Increased growth exposure adds the potential for increased volatility and lower or 

negative returns.

Enhance their emergency fund yields by moving the funds in their savings account 
to a higher-yielding FDIC or NCUA-insured savings or money market account.
Advantages: 
• Increased probability of reaching their goals due to earning higher interest yield.
• Protects emergency funds in the event their financial institution fails. 
Disadvantages:
• The Millers may need to switch banks to find the appropriate account for their needs. 

9

10

Buy the lake cabin with a mortgage. 
Advantages: 
• The mortgage interest deduction may reduce their tax obligation.
• They may purchase the lake cabin sooner and enjoy the cabin for more time. 
• The Millers could utilize the equity in their home for college or retirement planning.
Disadvantages:
• The increased costs may require them to delay other goals. 

8
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1
Manage risk by increasing the liability protection on their property and casualty insurance 
policies—within one month.

a.	 The Millers may obtain insurance to protect against risks of events that do not occur 

frequently but may result in high costs that negatively affect the potential to meet long-

term goals. The Millers’ home and cars present such risks. 

b.	 Joe recommends that they incur a known expense—the insurance premium—to protect 

against the risk of harm to their home or cars that may result in unknown but potentially 

large expenditures. 

c.	 Joe does not recommend an umbrella policy at this time due to their current net worth and 

risk profile, but an umbrella policy may be appropriate in the future. 

DEVELOPING THE FINANCIAL  
PLANNING RECOMMENDATION(S)

For each recommendation, the CFP® professional must consider:

Assumptions and estimates used to develop the recommendations

Basis for making the recommendation

Timing and priority of the recommendation

Whether the recommendation is independent or must be implemented with 
another recommendation

STEP

4

Joe speaks with the Millers over video conference to clarify some facts about their insurance coverages, 

confirm that he has full and complete financial information, and confirm that the goals and priorities 

established in Step 2 accurately represent the Millers’ values and wishes. Joe also engages in a 

quantitative review, which includes financial modeling and time value of money calculations, and applies 

reasonable assumptions for life expectancy, inflation rates, tax rates, and investment returns. Joe explains 

to the Millers these assumptions and calculations.

Joe develops recommendations designed to help maximize the potential that the Millers will meet 

their goals. Joe concludes that the recommendations are independent and do not need to be 

implemented with other recommendations. Joe’s recommendations, and the timing and priority of the 

recommendations, are as follows:

2
Increase Dan and Martha’s life insurance coverages by purchasing cost-effective 
individual life insurance policies in an amount determined by Joe’s life insurance needs 
analysis—within one month. 

a.	 Joe recommends that the Millers obtain life insurance that matches the term for 

which the insurance is needed to protect against the negative financial consequences 

of death, including a loss of income and additional expenses. 
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Work with an estate planning attorney to create estate planning documents and 
update outdated beneficiary designations on retirement and life insurance accounts 
—one to three months.

a.	 The lack of an estate plan may hinder the Millers’ ability to meet their long-term 

goals in the event of the death or incapacity of either spouse. 

b.	 An estate plan should help to make assets available to a surviving spouse and then 

pass as intended, in an appropriate way, to provide for Emily’s needs should Dan 

and Martha both die prematurely. 

c.	 An estate plan should help avoid unnecessary costs, delays, and ambiguity in the 

administration of their affairs upon their deaths or incapacities. 

6

Refinance existing mortgage to take advantage of current low interest rates and increase 
cash flow—within one month.

a.	 The Millers may refinance their existing mortgage to obtain a lower interest rate, which 

would result in lower monthly mortgage payments.

b.	 By reducing the annual fixed cost of the mortgage on their home, the Millers would have 

additional monthly cash flow to save toward their goals and accommodate increased risk 

management costs.

c.	 The lender may charge closing costs for the refinance. However, with the savings that the 

Millers would achieve over time, the Millers would “break even” not long after refinancing. 

d.	 Joe recommends that the Millers speak with a mortgage professional as soon as  

possible to “lock in” a low rate and offers to review the mortgage quote and mortgage 

application forms.

5

4
Obtain long-term disability insurance for Dan—one to three months.

a.	 The Millers are at risk of Dan becoming disabled and unable to work. 

b.	 Joe recommends that Dan obtain long-term disability insurance through his employer or a 

third party to secure income replacement for Dan’s lost income if he suffers a disability. 

c.	 The insurance proceeds would enable the Millers to pay for everyday expenses and invest 

for the future even if Dan becomes disabled. 

d.	 A disadvantage is the reduced cash flow resulting from the cost of ongoing  

insurance premiums.

3
b.	 Life insurance provides the surviving spouse a pool of funds that may be used to provide 

for the deceased spouse’s final expenses, the surviving spouse’s ongoing living expenses, 

and savings that may be used to achieve financial goals. Without these resources, the 

surviving spouse may not be able to meet his or her goals within the desired time frames.

c.	 The Millers will have greater confidence knowing that if a death occurs the family will 

have resources available to meet their needs.

d.	 A disadvantage is the reduced cash flow resulting from the cost of ongoing  

insurance premiums.
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9
Increase their current savings rate and invest the savings in a taxable investment  
account to allow for the additional savings needed to meet the lake cabin funding goal 
—three months.

a.	 Joe recommends that the Millers increase their annual lake cabin fund contribution from 

$12,600 to $20,000 and invest the funds in a conservative blend of fixed income and 

equity investments that is appropriate for the six-year time horizon.

b.	 Joe anticipates that by increasing their savings for the lake cabin, the Millers will maximize 

the potential to reach their goal within the six-year desired time frame. 

c.	 A negative effect of this additional savings is less cash flow. However, without these 

additional resources, the Millers significantly decrease the potential to purchase the lake 

cabin within the desired time frame.

Adjust the asset allocation of their investment selections across accounts to better match 
their risk tolerances and targeted retirement dates by increasing equity exposure and 
reducing fixed income exposure—three months.

a.	 The Millers’ taxable account investments have higher than average expense ratios and have 

not been tax-efficient. Therefore, Joe recommends reallocating to funds that have lower 

costs and are more tax-efficient.

b.	 Joe recommends that the Millers invest a greater percentage of their assets in equities to 

better match their risk tolerances and targeted retirement dates and provide increased 

opportunities for growth in asset values.  

c.	 Joe makes investment return assumptions given the targeted asset allocation and the 

Millers’ investment time horizon. 

d.	 Joe anticipates selecting equity funds with lower expense ratios that should result in the 

Millers’ investments being more tax-efficient and earning higher expected average returns, 

which should increase the probability of the Millers’ meeting their financial goals.

e.	 A negative effect of increasing equity exposure and decreasing fixed income exposure is 

an increase in current market volatility and risk of lower or negative returns. Joe concludes 

that the Millers have both the risk tolerance and the risk capacity to accept this risk.

8

7
d.	 Joe recommends that the Millers work with an estate planning attorney to create estate 

planning documents, and he provides a list of issues that they should address, such as a 

potential trust, guardianship of Emily, and plans for how their estate will be divided. He also 

offers to help provide financial information their attorney may require. 

e.	 The Millers will need to update their beneficiary designations, as they are outdated and may 

not reflect their intended beneficiaries.

f.	 A disadvantage of developing an estate plan is the large up-front cost to hire an estate 

planning attorney. Joe recommends that the Millers budget for these costs. To save on legal 

costs, Joe also recommends that the Millers discuss their estate planning issues prior to 

engaging the estate planning attorney and involve other family members or friends in their 

pre-meeting planning, as appropriate.
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11
Accumulate adequate retirement assets to retire at age 67—in parallel with other goals.

a.	 After they have accumulated the required savings for Emily’s college expenses, Joe 

recommends that the Millers maximize their contributions to their respective 401(k) 

plan accounts and continue making those maximum contributions through the end of 

their work careers. Joe notes that if they receive salary increases or promotions before 

they maximize their retirement contributions, they should increase their retirement 

contributions by the same percentage to increase the amount that will be contributed 

to their 401(k) plan accounts.

b.	 Joe anticipates that by increasing their 401(k) plan account contributions, the Millers will 

maximize the potential to reach their goal of accumulating adequate retirement assets 

to retire at age 67, assuming that their longevity is consistent with their family longevity 

and they continue to have good health. 

c.	 A negative effect of increasing retirement savings is that the Millers will have less cash 

flow. However, without these additional retirement resources, the Millers significantly 

decrease the potential to reach their goal of retiring at age 67.

10
Increase their current savings rate and invest the savings in a 529 savings plan to allow for 
the additional savings needed to meet the college funding goal—three months.

a.	 Joe recommends that the Millers open a 529 savings plan account for Emily’s college 

education, fund the plan with the current $10,000 college savings in the low-yield savings 

account in the first year and $15,000 every year thereafter, and adopt an initial aggressive 

allocation for the underlying investments due to the 17-year time horizon until college. 

Thereafter, based upon the Investment Policy Statement that reflects Dan and Martha’s risk 

tolerance, Joe recommends that the Millers gradually adopt a more conservative investment 

allocation as Emily gets closer to college age.

b.	 The 529 savings plan contributions will grow tax deferred, and qualified distributions can be 

free from federal and state taxes in the Millers’ current state of residence. 

c.	 Joe will determine if the Millers’ state of residence offers residents tax benefits on 

contributions to 529 savings plans.

d.	 Unlike the current savings account, the 529 savings plan will allow the Millers to earn 

compound interest on their investment and longer-term market growth, increasing the 

likelihood of having adequate value accumulated in the 529 savings plan to fund Emily’s 

elite private college without student loans.

e.	 A negative effect of the 529 savings plan contributions is that the distributions of earnings 

that are not used on qualified education purposes are subject to income taxes and a 10% 

penalty. However, Joe and the Millers determine that the benefits of the 529 savings plan 

outweigh this risk.



21

12
Enhance their emergency fund yields by moving the funds in their savings account to a 
higher-yielding FDIC or NCUA-insured savings or money market account—three months.

a.	 Joe recommends that the Millers place their savings in a higher-yielding account that is 

insured. This will provide the Millers with greater wealth accumulation while maintaining 

a conservative savings approach.

b.	 This change will increase the likelihood that the Millers will have adequate savings 

accumulated to meet their goals. Moreover, the savings will be insured against loss if the 

financial institution fails.

Joe uses his financial planning software to develop his recommendations, including on the Millers’ 

current financial circumstances and the potential outcomes that might result from different actions. 

For each recommendation, Joe considers the assumptions and estimates used to develop the 

recommendations. Joe also conducts stress testing and probability analysis of the financial planning 

recommendations. This includes analyzing factors that cannot be controlled, such as inflation, tax law 

changes, solvency of Social Security, premature death or disability, a prolonged bear market, and other 

factors that could negatively impact the likelihood of success of the recommendations.

Joe documents the recommendations and basis for the recommendations in his firm’s Client record-

keeping system. In so doing, Joe also captures the assumptions and estimates that he used in 

developing the recommendations.
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PRESENTING THE FINANCIAL  
PLANNING RECOMMENDATION(S)

For each recommendation, the CFP® professional must:

Present to the Clients the selected recommendation(s) and information that 
was required to consider when developing the recommendation(s)

STEP

5

Joe provides the Millers a written document containing 

the financial planning recommendations and online access 

to the recommendations through his firm’s secure online 

portal. Joe also presents the information to the Millers at 

an in-person meeting. Joe tailors the presentation to the 

Millers’ level of sophistication and comfort with financial 

planning concepts and makes sure they understand the 

assumptions and calculations. 

Joe informs the Millers that the financial planning 

recommendations are tailored to their personal and 

financial circumstances, which Joe summarizes for them. 

Among other information, Joe reviews their current 

annual balance sheet and cash flow statement, risk profile, 

employee benefits, insurance coverages, and savings and 

investment accounts. Based upon his prior interactions 

with them, Joe knows that the Millers are very analytical, 

so he provides a granular view of the Millers’ financial 

situation using technical reports and graphs. 

Joe also reviews the Millers’ goals and provides observations and findings concerning the Millers’ 

current circumstances. Joe summarizes the Millers’ goals and confirms with the Millers that they are 

complete and accurate. 

Joe presents the financial planning recommendations developed in Step 4 of the financial planning 

process. Joe uses the financial planning recommendations as a roadmap to the Millers’ financial future. 

He displays a summary of the Millers’ assets and shows how they might change over time. He also 

discusses with the Millers the probability that the financial planning recommendations will allow the 

Millers to meet their established goals. For each recommendation, Joe discusses the assumptions 

and estimates used to develop the recommendation, the basis for making the recommendation, and 

the timing and priority of the recommendation. He also explains that the recommendations, although 

interrelated, are independent and do not need to be implemented with each other. 

PRACTITIONER’S NOTE 
While financial planning 
recommendations may 
be presented orally, in 
writing, in person, over 
the phone, or in another 
format, Joe finds an 
interactive presentation 
is the best way to present 
the financial planning 
recommendations  
to the Millers. 
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Joe knows that the lake cabin is particularly important to Dan and Martha, so Joe 

spends additional time discussing how the financial planning recommendations 

maximize the Millers’ potential to purchase the lake cabin within six years. Joe 

discusses the expenses associated with owning two homes and shows the Millers 

how his recommendations account for both the purchase of the lake cabin and the 

annual costs of that property, including insurance, utilities, and ongoing maintenance. 

Joe also makes sure the Millers understand how incurring these added costs impacts 

their college and retirement savings goals.

Among other things:

Joe discusses with the Millers the advantages and disadvantages of increasing 

their group life insurance and Dan’s disability income insurance through their 

employers’ policies compared to purchasing policies outside of work and offers to 

help the Millers shop for the coverage that is best for them. Joe also reminds the 

Millers that their life insurance and disability income insurance needs may change 

as circumstances in their lives change; therefore, Joe should monitor the Millers’ 

insurance needs so that the recommendations may be updated when appropriate.

Joe explains how he analyzed their risk profiles and existing taxable and tax-deferred 

retirement accounts and developed a revised asset allocation that would produce a 

more risk-appropriate, cost-efficient, and tax-optimized investment portfolio.

Joe ensures the Millers understand each recommendation and allows time between each 

recommendation. At the end of the presentation, Joe invites the Millers to ask questions.  

Joe takes time to address the Millers’ questions and provide additional explanation on issues  

raised during the meeting. 

Q: The Millers ask Joe whether they should invest in asset classes and stocks that they have 
heard about, including digital assets such as bitcoin or meme stocks.

A: While Joe provides information concerning these asset classes and stocks (discusses risk, returns, 

etc.), he does not change his recommendation. Instead, he confirms the current asset allocation is 

appropriate to maximize the potential for meeting the Millers’ long-term goals. 

Q: The Millers ask Joe about transferring their savings account to a higher-yielding FDIC or 
NCUA-insured savings or money market account based upon the current interest rates.

A: Joe explains that the current rates likely will increase over time and that moving the funds 

maximizes the potential of meeting the Millers’ long-term goals. 
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Q: The Millers also ask Joe about their 401(k) plan accounts and saving for retirement. 
They have a strong interest in having Emily attend an elite private university and want 
to make that a priority.

A: Joe explains that there often are tradeoffs in establishing goals. He explains that if they were 

interested in having Emily attend a much less expensive school or if Emily receives scholarships 

that would reduce the cost of her education, they might be able to retire earlier or have 

additional funds available for discretionary spending. Given their age, Joe discusses how they 

might prioritize Emily’s education by making 529 savings plan contributions that enable her to 

be able to afford the elite private university and wait for a few years before maximizing their 

retirement savings. This likely means that they would need to work until age 67. The Millers tell 

Joe that they understand the tradeoff and believe that he has found an appropriate balance 

given their goals.

Joe lets the Millers know that he will contact them throughout the process to discuss any 

material updates. Joe urges the Millers to contact him with any questions that may arise. Joe 

advises the Millers that if they implement the recommendations, they will need to coordinate 

with other professionals to update beneficiaries on retirement accounts and adjust life insurance 

policies. Joe also advises the Millers of the compensation that he and his firm will receive if they 

implement his investment recommendations. 
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	� The Millers are responsible for working with their 

pre-existing property and casualty insurance agent to 

obtain the appropriate level of liability coverage. Joe 

advises the Millers to share his recommendation with 

the agent and encourage the agent to reach out to 

Joe with any questions.

	� Joe introduces the Millers to a life insurance agent to obtain the appropriate amount and 

type of life insurance coverage to meet their needs. Joe has a reasonable basis for the 

recommendation based on the agent’s reputation, experience, and qualifications.

	� Joe introduces the Millers to an estate planning attorney who is available to create their 

estate planning documents. Joe has a reasonable basis for the recommendation based on  

the attorney’s reputation, experience, and qualifications.

	� If the Millers do not want to work with Joe’s initial referrals, Joe advises the Millers that he  

is able to recommend other estate planning attorneys and life insurance agents. 

	� The Millers are responsible for meeting with a mortgage professional to complete the 

refinance of their existing mortgage. 

The CFP® professional must:

Address implementation responsibilities

Identify, analyze, and select actions, products, and services

Recommend one or more actions, products, and services for implementation

Select and implement actions, products, or services

Within One Month

STEP

6 IMPLEMENTING THE FINANCIAL  
PLANNING RECOMMENDATION(S)
(Unless Specifically Excluded from Scope of Engagement)

After reviewing the financial planning recommendations 

with the Millers, Joe describes their shared responsibilities 

for implementation, as set forth in a written implementation 

plan that lays out the following schedule:
PRACTITIONER’S NOTE 
Joe knows that 
even though the 
implementation plan 
has been set, the timing 
of the implementation 
could change based 
upon updates from Dan 
and Martha.
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	� The Millers are responsible for going online to their retirement plan website and 

reallocating their 401(k) plan account investments to the targeted asset allocation 

in accordance with Joe’s recommendations, as well as updating their beneficiaries in 

accordance with their new estate plan. 

	� Joe will meet with the Millers to discuss investments for their taxable  

investment accounts.

	� Joe works with Dan to obtain an appropriate long-term disability policy that is in Dan’s 

best interests. 

	� The Millers will increase their total savings to $1,666.67 each month, which equates to 

$20,000 annually, to meet the lake cabin goal.

	� The Millers will transfer their regular savings account to a high-yield savings account Joe 

identified that is FDIC or NCUA insured. 

	� The Millers will select a 529 savings plan that Joe recommends and begin funding Emily’s 

college education. 

	� Joe will confirm with the Millers that they have changed investments to reflect the 

recommendations.

	� Joe and the Millers will confirm what recommendations have been implemented.

	� Joe will confirm that the Millers have met with the estate planning attorney and determine 

whether estate planning documents have been created.

	� Joe will confirm that the Millers have met with the life insurance agent and determine 

whether the appropriate amount and type of life insurance coverage to meet their needs 

has been obtained.

	� Joe will confirm that the Millers have met with the property and casualty insurance agent 

and determine whether the appropriate amount and type of property and casualty 

insurance coverage to meet their needs has been obtained.

Within Three Months

	� Joe and the Millers will meet to update assumptions, adjust recommendations, if necessary, 

and measure progress toward goals. They also will address any recommendations that 

were not implemented. 

Within Six Months

	� Joe and the Millers will meet again to update assumptions, adjust recommendations, 

if necessary, and measure progress toward goals. They also will address any 

recommendations that were not implemented.

Within Nine Months (and at appropriate intervals thereafter)
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MONITORING PROGRESS AND UPDATING

The CFP® professional must:

Establish monitoring and updating responsibilities

Monitor the Clients’ progress

Obtain current qualitative and quantitative information

Update goals, recommendations, or implementation decisions

The Engagement Letter provides that Joe has monitoring and updating obligations. Joe and 

the Millers agree that Joe will conduct a periodic review of their asset allocation and investment 

performance within their 401(k) plan accounts and taxable investments. This includes monitoring the 

Millers’ life insurance needs so that the recommendations may be updated when appropriate.

Joe checks in at appropriate intervals to review the Millers’ progress toward their goals and reviews 

their current personal and financial circumstances for any changes that would necessitate an 

adjustment to their plan of action. Joe reminds the Millers it is their responsibility to provide current 

quantitative and qualitative information concerning their personal and financial circumstances. He 

also encourages them to ask him questions and raise concerns that they have as they arise. During 

their meetings, Joe requests that the Millers provide any relevant changes to their information 

(such as life events, employment changes, and goal changes) that may affect the financial planning 

recommendations. As their ongoing monitoring meetings occur, Joe updates his recommendations 

and works to help the Millers get closer to making their dream lake cabin a reality.

STEP

7
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Documentation

Joe’s firm’s Client record-keeping system includes customer relationship management and financial 

planning software. Joe complies with his legal and regulatory obligations for record-keeping. In 

complying with the Practice Standards, Joe must act prudently in documenting information, as the 

facts and circumstances require, and taking into account the significance of the information, the 

need to preserve the information in writing, the obligation to act in the Millers’ best interests, and 

Joe’s firm’s policies and procedures. Throughout the financial planning process, Joe goes beyond 

the requirement set forth in the Practice Standards by capturing in the record-keeping system (a) 

the documents that the Millers provided, including both paper documents and documents uploaded 

to the firm’s online Client portal; (b) evidence of delivery of regulatory documents to the Millers; (c) 

Client correspondence; (d) meeting notes; (e) written agreements, including the Advisory Agreement 

and the Engagement Letter; (f) investment policy statements that the Millers completed; (g) Joe’s 

final recommendations; and (h) the Implementation Plan, including the Millers’ acknowledgment 

that they wish to move forward with the financial planning recommendations. The financial planning 

recommendations that Joe provided to the Millers in writing also serve as documentation for the 

advice given at a specific time and the rationale behind the advice.
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