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When a possible default on Greek sovereign
debt becomes headline news, a lot of people
find themselves wondering, "How can the
problems of a country so small and so far away
create such turmoil in the world's financial
markets?" What's happening in Europe is
probably affecting your portfolio right now,
regardless of the quality of your holdings or
how well diversified you are.

Bank exposure

Mark Twain once said that "October is
one of the most dangerous months in the
stock market. The others are January,
February, March..." Turns out that this
October wasn't so dangerous. Only five
days in the month were "down" days for
the S&P 500. In fact, all equity
categories made a significant recovery
from a couple of really terrible months.
We're now to the point where we're
starting to get signals that we could start
reinvesting in some equity categories.
But there is still plenty of uncertainty out
there, particularly in Europe, so don't be
surprised if there is continued volatility.
Add to that the mystery that is the Deficit
"Supercommittee" and we could be in for
a very interesting fourth quarter. With all
this uncertainty, sometimes it’s easy to
lose sight of all we have a lot to be
thankful for. Let’s be sure to take the
time in this season to remember our
blessings.
Bruce Heling, CFP CPA
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One of the chief concerns about the possibility
of default on sovereign debt has to do with the
financial stability of banks that hold it. For
example, some of the largest French banks
have already seen their credit ratings
downgraded because of their extensive
holdings of debt from troubled European
countries. If a Greek default made banks
reluctant to lend to one another, that could
affect credit markets worldwide.

Europe's larger economies could pose a bigger
threat. Italy and Spain both face debt and deficit
problems. Italy's economy is more than five
times that of Greece; Spain's is more than four
times bigger (CIA World Factbook 2011). If a
Greek default would have a ripple effect, default
by Spain or Italy could create waves.
To compound the problem, borrowing costs for
troubled countries have risen. At recent
auctions, nervous investors have demanded
higher interest rates to compensate them for
their higher perceived risk. As any credit card
holder knows, having to pay a higher interest
rate makes paying off debt and balancing the
budget more difficult.

All politics is local

Recently there have been signs that voters in
stronger European countries, such as
Germany, may be questioning why they should
continue to support others when their own
American banks hold very little Greek debt
economies are slowing. Also, investors worry
compared to European banks; however, they
that the financial support available from the
could face a different challenge. Derivatives
European Financial Stability Fund (EFSF) may
known as credit default swaps can create a
not be sufficient or available quickly enough to
ripple effect, multiplying a default's impact
avert problems. Though there's no shortage of
beyond the bondholders to other financial
suggestions for how to deal with the
institutions and institutional investors. U.S.
situation--issuance of euro bonds backed by all
financial institutions are major issuers of credit eurozone members, leveraging the EFSF's
default swaps, and the potential impact that a
existing assets, greater fiscal integration among
Greek default would have is unclear. However, countries, Greece abandoning the
since the 2008 financial crisis, banks have been euro--questions about the ability and
forced to hold greater capital reserves to deal
willingness of other eurozone countries to
with contingencies.
support weaker members have contributed to
investor anxiety.

Potential for tighter credit creating
recession

Lending worldwide hasn't fully recovered from
the last financial crisis, and has helped keep
global economic recovery sluggish. If banks'
lending ability were impaired further by a
financial crisis brought on by a default on
sovereign debt, pessimists argue that a slowing
global economy could be thrown into recession.
Europe represents a major market for many
U.S. companies, and a recession there would
be felt around the globe.

Greece could be the tip of the iceberg
Even though Greece is the immediate concern,

Financial markets hate uncertainty, and the
situation has contributed to the recent volatility
across a variety of asset classes. However,
eurozone leaders have the benefit of having
watched the United States during the 2008
crisis. Also, they have generally reaffirmed their
determination to defend the euro.
Uncertainty about Europe could persist for
months, so while it's important to monitor the
situation, don't let every twist and turn derail a
carefully constructed investment game plan. To
determine how market events might affect your
own portfolio, don't hesitate to ask questions
and get expert help.
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Long-Term Care Planning Is Important for Women
The prospect of needing long-term care is an
important, yet sometimes overlooked, part of
financial and retirement planning. Yet it may be
especially vital for women to consider as they
often face the need for long-term care as both a
caregiver and recipient.

Women are more likely than
men to face the need for
long-term care without the
help of their spouse.
According to the United
States Administration on
Aging, 42% of older women
were widows in 2010 and
half of the women over age
75 lived alone
(www.aoa.gov). And the
Centers for Disease Control
reports that over 70% of
nursing home residents are
women (www.cdc.gov).

Buying long-term care (LTC) insurance is an
option. Many LTC insurance policies pay for the
cost of care provided in a nursing home,
assisted-living facility, or at home, but the
premium paid generally depends on the age of
the insured and the policy benefits and options
purchased. And premiums can increase if the
Women as caregivers
insurer raises its overall rates. Even with LTC
While you may think most long-term care is
insurance, you still may have some
received in a nursing home setting, the National out-of-pocket contributions in addition to
Clearinghouse for Long-Term Care Information premium payments. For example:
(National Clearinghouse) estimates that about
• Not all policies provide coverage for care in
80% of care is provided at home by informal
your home, even though that's where most
(unpaid) family caregivers. Of those caregivers,
care is provided. While the cost of in-home
about 60% are women
care may be less than the cost of care
(www.longtermcare.gov).
provided in a nursing home, it can still be
In many instances, the care provided for
quite expensive.
chronically disabled older adults is quite
• Most policies allow for the selection of an
intensive and time-consuming. Women who act
elimination period of between 10 days and 1
as family caregivers of older people with high
year, during which time the insured is
levels of personal-care needs may face
responsible for payment of care.
considerable financial, emotional, and physical
•
The LTC insurance benefit is often paid
strain. For instance, caregivers may face
based on a daily or monthly maximum
financial challenges due to lost wages from
amount, which may not be enough to cover
reduced work hours, time out of the workforce,
all of the costs of care.
extended family leave, or early retirement.
Reduced work hours or extended time out of
• While lifetime coverage may be selected, it
work may also affect the ability to contribute
can increase the premium cost significantly,
toward retirement savings, potentially resulting
and some policies may not offer that option.
in a loss of retirement income.
Most common LTC insurance benefit periods
last from 1 year to 5 years, after which time
Caregivers also may face emotional strains and
the insurance coverage generally ends
poor health related to their caregiving
regardless of whether care is still being
responsibilities. This may be especially true for
provided.
older women caregivers and younger women
who may be caring for an older family member
in addition to managing their own household.

Government benefits provided primarily through
a state's Medicaid program may be used to pay
for long-term care. To qualify for Medicaid,
Women as long-term care recipients
however, assets and income must fall below
According to the Centers for Disease Control
certain limits, which vary from state to state.
and Prevention (CDC), women outlive men by
Often, this requires spending down assets,
an average of 6 years (www.cdc.gov). Because which may mean using savings to pay for care
they tend to live longer, women are at a higher before qualifying for Medicaid.
risk than men of needing long-term care
Women may have to confront particular
(source: National Clearinghouse). And the
challenges when planning for long-term care. A
National Clearinghouse reports that women, on
financial professional can help with some of the
average, need care over a longer time than
complex issues you may face when preparing
men (3.7 years vs. 2.2 years). With a longer life
for the possibility of long-term care, both as a
expectancy and a greater likelihood of needing
caregiver and a receiver of care.
long-term care, women often must confront
their long-term care needs without the help of
their spouse or other family members.

Paying for long-term care
Long-term care can be expensive. An important
part of planning is deciding how to pay for these
services.
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Can You Get to a Million Dollars?
Often in life, you have investment goals that
you hope to reach. Say, for example, you have
determined that you would like to have $1
million in your investment portfolio by the time
you retire. But will you be able to get to a million
dollars?

In planning on how to get to
$1 million, you should
generally consider how
much you have now, how
much you can contribute in
the future, how much you
might earn on your
investments, and how long
you have to accumulate
funds. But remember, there
are no guarantees--even
when you have a clearly
defined goal. For example,
the market might not
perform as expected, or you
may have to reduce your
contributions at some point.
Review your progress
periodically and be prepared
to make adjustments when
necessary.

In trying to accumulate $1 million (or any other
amount), you should generally consider the
current balance of your investment portfolio
available to meet your anticipated future need,
any additional contributions that you anticipate
you can make to your investment portfolio, any
amounts that you can earn on your portfolio,
and the time that you have to do so.

realistic given your current asset allocation and
investment selection?

Amount of contributions
Of course, the more you can regularly
contribute to your investment portfolio (e.g.,
monthly or yearly), the better your chances are
of reaching your investment goal of $1 million,
especially if you start contributing early and
have a long time horizon.

Contributions needed

Now that we've reviewed the primary factors
that affect your chances of getting to a million
dollars, let's consider this question: At a given
rate of return, how much do you need to save
Current balance--your starting point
each year to reach the $1 million target? For
Of course, the more that you have today, the
example, let's assume that you anticipate that
less you may need to contribute to your
you can earn an annual rate of 5% (to be
investment portfolio or earn on your
compounded monthly) on your investments. If
investments over your time horizon.
your current balance is $500,000 and you have
Time (accumulation period)
20 more years to reach $1 million, you actually
do not need to make any additional
In general, the longer your time horizon, the
greater the opportunity you have to accumulate contributions (see scenario 1 in the table
below), but if you only have 10 more years,
$1 million. If you have a sufficiently long time
horizon and a sufficiently large current balance, you'll need to make annual contributions of
$13,956 (see scenario 2). If your current
with earnings you may be able to reach your
balance is $0 and you have 30 more years to
goal without making any additional
contributions. With a longer time horizon, you'll reach $1 million, you'll need to contribute
$14,754 annually (see scenario 3), but if you
also have more time to recover if the value of
only have 20 more years, you'll need to
your investments drops. If additional
contributions are required in order to reach your contribute $29,873 annually (see scenario 4).
goal, the more time you'll have to target your
Scenario
1
2
goal, and the less you may have to contribute.
Target
$1,000,000
$1,000,000
The sooner you start making contributions, the
Current
$500,000
$500,000
better. If you wait too long and the time
Balance
remaining to accumulate funds becomes too
short, you may be unable to make the large
Years
20
10
contributions required. In such a case, you may
ROR
5%
5%
need to consider whether you can extend the
accumulation period--for example, by delaying
Annual
$0
$13,956
retirement.
Contribution

Rate of return (earnings)
In general, the greater the rate of return (ROR)
that you can earn on your investments, the
more likely that you'll reach your investment
goal of $1 million. The greater the proportion of
the investment portfolio that comes from
earnings, the less you may need to contribute
to the portfolio. Earnings can benefit from long
time horizons and compound rates of return, as
returns are earned on any earlier earnings.
However, higher rates of return are generally
associated with greater investment risk and the
possibility of investment losses. It's important to
choose investments that meet your time
horizon and tolerance for risk. And be realistic
in your assumptions. What rate of return is

Scenario

3

4

Target

$1,000,000

$1,000,000

Current
Balance

$0

$0

Years

30

20

ROR

5%

5%

Annual
Contribution

$14,754

$29,873

Note: This is a hypothetical example and is not
intended to reflect the actual performance of
any investment. Actual results may vary. Taxes
and inflation are not considered.
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Heling Associates, Inc. is a
fee-only financial and investment
advisory firm that has been
providing financial planning,
financial counseling, and portfolio
management services since 1991.
The firm is registered as an
investment advisor with the
Department of Financial Institutions
of the State of Wisconsin. If you’ve
been thinking about seeking help
from an objective and professional
financial advisor, we welcome your
inquiry. While every effort has been
made to ensure that information
and data presented in this
publication is accurate, we cannot,
in fact, assure such accuracy is
achieved. While publications may,
on occasion, mention specific
securities and investment vehicles,
readers are advised that such
mention does not constitute an
investment recommendation. You
should only invest after consulting
us or another professional financial
advisor who can assist you in
determining your goals, risk
capacity, and risk tolerance.

Does the federal financial aid formula count all parental
assets?
The federal methodology for
financial aid examines your
family's income, assets, and
household information to
calculate your expected family contribution, or
EFC. Your EFC represents the amount of
money the government deems you can afford
to put toward college costs each year before
any financial aid is forthcoming.
The federal methodology counts some parental
assets and excludes others in arriving at your
EFC (these assets are referred to as
assessable and non-assessable assets). The
more assessable assets your family has, the
higher your EFC. The following assets are
excluded from the federal methodology:
•
•
•
•
•
•

Retirement accounts (e.g., 401(k)s, all IRAs)
Annuities
Cash value life insurance
Home equity in primary residence
Personal items (e.g., cars, furniture)
A family farm

sign the FAFSA.
Assessable assets are all other assets of the
parent. These include items such as checking
and savings accounts, money market accounts,
certificates of deposit, stocks, bonds, mutual
funds, U.S. savings bonds, certain 529 plans,
trusts, limited partnerships, vacation homes,
investment properties, and business assets.
When a family's total assessable assets are
counted, the federal methodology grants
parents an asset protection allowance that lets
them exclude a certain portion of their assets
from the final tally. The amount of the
allowance varies, depending on the age of the
older parent at the time the student applies for
aid--the older the parent, the greater the
allowance. For example, for the 2011/2012
school year, the asset protection allowance for
a two-parent family where the older parent is 48
years old is $46,200; the figure jumps to
$54,300 if the older parent is 54 years old.

Keep in mind that your assets for financial aid
purposes are those you own at the time you

How are 529 plans treated for federal financial aid
purposes?
There are three instances
when 529 plans--which include
both college savings plans and
prepaid tuition plans--need to
be listed as an asset on the federal
government's financial aid application, the
FAFSA: (1) the account owner of the 529 plan
is the parent; (2) the account owner of the 529
plan is the student, and the student files the
FAFSA as a dependent student; or (3) the 529
plan is a custodial 529 account (UTMA/UGMA
custodial funds have been used to establish
and/or fund the 529 plan), and the student files
the FAFSA as a dependent student. In each of
these cases, the 529 plan must be listed as a
parental asset on the FAFSA.

account owner has an adjusted gross income
below $50,000 (and a few other requirements
are met), the 529 plan doesn't need to be listed.
Also, if a grandparent, other relative, or friend is
the account owner of the 529 plan, it doesn't
need to be listed on the FAFSA.

A corollary to the rule that a parent-owned 529
plan must be listed as an asset on the FAFSA
is that if a parent is the account owner of
multiple 529 plans (which may be the case if a
parent opens separate 529 accounts for each
child in the family), then the parent must list the
value of all 529 plans, even if only one
beneficiary is currently applying for aid.
Colleges, however, generally apply a more
logical rule when deciding whether to count 529
What does this mean? Under the federal
plans for purposes of distributing their own
methodology for financial aid, a parent's assets institutional aid. Specifically, families must list
are assessed (counted) at a rate of 5.6%. This the value of all 529 plans that name the student
means that every year, the government deems as beneficiary, so a plan owned by a
5.6% of a parent's assets available to contribute grandparent with the student as beneficiary
to college costs. (Student assets are assessed would have to be reported, while a plan owned
at a rate of 20%.)
by a parent with the student's younger sibling
When does a 529 plan not need to be listed on as beneficiary would not.
the FAFSA? Even if the account owner falls into
one of the three categories above, if the
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