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You, as a financial adviser, are about to enter the
perfect storm. Several factors are lining up to make
the next 10 years the most challenging years that
you will ever face in your practice. Consider these
facts:
n Your clients are living longer than their parents
n The fastest growing age group are the very old,

those people over 85
n The Alzheimer’s Association has predicted that

46% of people over age 85 will develop some
form of dementia

n It is expected that 10 million baby boomers will
develop Alzheimer’s. Unless we find a treatment
or a cure Alzheimer’s will become the defining
disease of the Baby Boom Generation

n One in eight baby boomers will get the disease
after they turn 65. At age 85 that risk increases
to nearly one in two. And if they don’t have it,
chances are they will likely be caring for 
someone who does

Have you already had to deal with a client with

diminished capacity? What did you do? Does your
firm have a standard protocol or procedure to deal
with those clients?

I have spoken to a number of financial planning
groups around the country. Each time I speak I ask
the audience, “How many of you have had to deal
with a client who is demonstrating diminished
mental capacity?” About half the people in the
audience raise their hands. Then I ask them a second
question, “How many of you have a standard
procedure to deal with clients who have this
condition?” Only one or two people respond.

Most of us are traveling blind into this abyss!
Practicing without a plan for mental incapacity is
like holding a ticking time bomb. Sooner or later it
is going to go off and a client or client’s family will
go after you for handling their account improperly. 

In 2009, Fidelity surveyed 350 advisers. More than
84% indicated that they had been touched by
someone in their client base who suffers from
Alzheimer’s Disease. Despite their experience with
the disease more than 96% of the advisers did not
feel that they were prepared to assist clients with
Alzheimer’s. And things have not changed since that
survey. Very few firms have stepped forward with
specific guidelines for their advisers to deal with
diminished capacity.

And that is why I have written this paper. Based on
my experience of more than 33 years as a financial
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adviser I will give you the seven steps that you can
take to minimize the risk to you and your practice as
well as take the appropriate actions to serve your
clients with diminished capacity.

So let’s get started. 

Step One: Recognize Unusual Behavior Patterns that
Your Client Demonstrates
No one is expecting you to be able to diagnose
dementia. But if you have been working with a
client for any period of time you will learn their
behavior patterns and notice if they have changed.

If a client who has always been early for
appointments begins showing up late or missing
appointments altogether, take note. Or if a client
begins to have difficulty following directions or
filling out forms it will become evident. Other
indicators include frequent calls to the office,
repeatedly asking the same question, or having
difficulty recalling past decisions or actions. Isolated
examples of these behaviors may not create concern
but repeated patterns should trigger close scrutiny. 

The first problem I had with a client involved a
physician I had been working with for over 20 years.
He was an extremely competent anesthesiologist
who had attended Harvard Medical School and was
highly regarded in the community. A few years after
he retired he began calling my office asking to speak
to his accountant. My assistant reminded him
several times that his accountant was not in our
office. But he kept calling. 

I realized that there was a problem, but I did not feel
I had the authority to break his confidentiality and
call his spouse or children to ask if he was having
memory problems. I was, however, able to call his
accountant and asked him if the doctor had spoken
with him recently.

The accountant revealed that he had noticed the
doctor’s erratic behavior and confusion dealing with

his tax return. He mentioned to me that my client
had made an appointment to see his estate planning
attorney in the next few weeks and I might want to
give the attorney a call.

I called the attorney, who acknowledged that she
was meeting with my client and his wife in the next
few weeks. I expressed my concern and suggested
that we set up a family meeting with the client, his
wife and children to do some planning together. She
agreed.

A few weeks later we had a meeting with the client
and his family and it became readily apparent during
the course of the meeting that he was confused and
having memory issues.  At the meeting we were able
to outline a course of action to support him that
involved the whole family (I will discuss procedures
for having a meaningful family meeting later in this
article).

Step Two: Initiate a Specific Series of Steps to Protect
Yourself and Your Client
If you have a suspicion that a client is demonstrating
unusual behavior and may be losing mental capacity
take the following steps:
n Share your concerns with other members of your

staff, and your supervisor if you have one. Note
if they have observed similar unusual actions.

n Make notes of all future interactions with the
client including phone calls and meetings. Save
emails and correspondence.

n Review the client’s file
n Does the client have a Durable Power of 

Attorney? Who is listed as the holder of that 
power? Is there a provision for incapacity?

n Does the client have any trusts? Is he the 
trustee of his own trust? Is there a provision 
for replacement of a trustee if incapacity is 
demonstrated?

n Request that the client identify a client advocate.
This could be the holder of the durable power, a
listed successor trustee, a friend or adviser. 
Explain that firm procedure is to request that all

© 2016 Investments & Wealth Institute™, formerly IMCA. Reprinted with permission. All rights reserved.



clients identify a client advocate. Have the
client sign a form authorizing you to share
client information with the advocate

n Invite the client advocate to all future meetings
with the client. Do not meet with the client alone

n Include another adviser or associate in all future
meetings with the client

n If the client refuses to include a client advocate
in future meetings, will not create a Durable 
Power of Attorney and resists all your efforts to
protect him consider ending the client 
relationship

Step Three: Create a Long Term Care Plan for Your
Clients
It is possible that a client will be stricken with
Alzheimer’s or some form of dementia. Prepare for
this by helping the client develop a long-term care
plan. There are three basic questions to ask your
client:
1. How will you pay for your care?
2. Where do you want to live if you need care?
3. Who will care for you?

1. How Will You Pay for Your Care?

Medicare
When I ask clients how they will pay for long-term
care many have responded, “We have Medicare,
shouldn’t that cover our health-care costs?” Many
do not realize that they must spend at least three
nights in a hospital and be referred by their
physician to be covered by Medicare, and coverage
is limited strictly to rehabilitation (skilled care). 

Medicare will cover the expenses (with a copay)
incurred by a person 65 or older for up to one
hundred days in a rehabilitation facility. The average
Medicare covered stay is twenty-two days. And
Medicare will provide limited coverage for expenses
incurred for rehabilitation if you choose to go home. 

Medicare covers up to 35 hours a week of skilled
nursing care and home health aide services at home.

Patients may also receive additional hours of skilled
physical and occupational therapy and other social
services. The amount of care allowed in the plan of
care depends on the doctor’s recommendation. 

Realistically, based on what Medicare pays the
home health care agencies, your client can expect to
receive about ten hours of care per week at home.
Services and supplies approved in the plan of care
are covered in full. Durable medical equipment is
covered at 80% of the Medicare-approved amount.
But please note: Medicare will not cover chronic or
custodial care if your client is not expected to
recover. The doctor or rehabilitation facility
generally makes that determination.

Medicaid
Many people are confused about the differences
between Medicare and Medicaid. Medicare provides
payment for a person who is recovering from an
illness or injury. It does not provide ongoing
custodial care. 

Medicaid is a program jointly funded by the federal
and state governments to provide assistance to the
indigent who need custodial care. Medicaid does not
currently provide any benefits for assisted living or
home care. It is strictly for those individuals who are
in a nursing home. 

To qualify for Medicaid, a patient must meet strict
income and asset limitations. In 2014, the income
limit ranged from $1,966.25 to $2,980 per month.
Monthly income limits differ depending on whether
the applicant is single or married and what the
community spouse’s housing costs are. For a
married couple, the spouse remaining in the
community (community spouse) can retain all of his
or her income. The community spouse’s income
would not be counted in determining the applicant's
eligibility for Medicaid. However, all of the
applicant’s income must be counted for his or her
long-term care, except for certain deductions.
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To qualify for Medicaid coverage, the recipient's
countable assets cannot exceed $2,000. Countable
assets consist of all investments such as stocks,
bonds, mutual funds, checking and savings accounts
and CDs. Countable assets also include any personal
or real property as well as any art and collectibles.

The amount of resources that the healthy spouse (the
community spouse) is allowed to keep is called the
“community spouse resource allowance” (CSRA),
and it varies by state. Medicaid sets a minimum and
maximum CSRA that the state CSRA must fall
within, but the states are allowed to choose within
that range. In 2015, the federal maximum CSRA
was $119,220, and the federal minimum was
$23,184.  Check with your state’s Medicaid agency
to find out how much financial resources are
allowed to be retained.

Based on these requirements, it is very unlikely that
your client will qualify for Medicaid unless their
income is very low and they have depleted all their
assets in paying for care. Transferring assets to a
child or trust will not qualify clients for Medicaid if
they transferred those assets within the last five
years. These assets will be added back in and
counted as their own.

Veterans Long-Term Care Benefits
The Department of Veterans Affairs provides three
types of long-term care benefits for veterans. 

The first type is benefits provided to veterans
enrolled in Veterans Administration (VA) health care
who have a substantial service-connected disability.
These medically necessary services include home
care, hospice, respite care, assisted living,
domiciliary care, geriatric assessments and nursing
home care. 

Some of these services may be offered to veterans in
the health-care system who do not have service-
connected disabilities but who may qualify because

of low income or because they are receiving pension
income from the VA. These recipients may have to
provide out-of-pocket co-pays or the services may
only be available to these non-service-connected
disabled veterans if the regional hospital has funds
to cover them. 

Currently, veterans desiring to join the health-care
system may be refused application because their
income is too high or they do not qualify under other
enrollment criteria. Increased demand in recent
years for services, along with lack of congressional
funding, have forced the VA to allow only certain
classes of veterans to join the health-care system.

The second type of benefit is state veterans homes.
The Department of Veterans Affairs, in conjunction
with the states, helps build and support state
veterans homes. Money is provided by the VA to
help share the cost of construction with the state, and
a daily subsidy is provided for each veteran using
nursing home care in a state home. These facilities
are generally available for any veteran and
sometimes the non-veteran spouse, and are run by
the states, often with the help of contract
management. Most state veterans homes offer
nursing home care but they may also offer assisted
living, domiciliary care and adult day care.  There
may be waiting lists for acceptance into veterans
homes in some states.

State veterans homes are not free but are subsidized
and the cost could be significantly less than a
comparable facility in the private sector. Some of
these homes can accept Medicaid payments. A
complete list of state veterans homes can be found at:
http://www.longtermcarelink.net/ref_state_veterans
_va_nursing_homes.htm.

The third type of benefits for veterans is disability
payments. These include compensation, pension and
survivor’s death benefits associated with
compensation and death pensions.
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Compensation is designed to award the veteran a
certain amount of monthly income to compensate
for potential loss of income in the private sector due
to a disability, injury or illness incurred in the
service. To receive compensation, a veteran must
have evidence of a service-connected disability.
Most veterans who are receiving this benefit were
awarded an amount based on a percentage of
disability when they left the service.

However, some veterans may have a military record
of being exposed to extreme cold, having an in-
service non-disabling injury, having tropical
diseases, tuberculosis or other incidents or
exposures that, at the time, may not have caused any
disability but years later have resulted in medical
problems. In addition, some veterans may be
receiving compensation but their condition has
worsened and they may qualify for a higher
disability rating. These veterans may qualify for a
first-time benefit or receive an increase in
compensation amount. There is no income or asset
test for compensation and the benefit is nontaxable. 

A pension is available to all active duty veterans
who served on active duty at least 90 days including
one day beginning or ending during a period of war.
There is no need to have a service-connected
disability to receive a pension. To be eligible, the
applicant must be totally disabled if he or she is
younger than 65. Proof of disability is not required
for applicants age 65 or over. The pension is
sometimes known as the “aid and attendance
benefit.”

The pension can pay up to $1,789 for a single
veteran, $2,120 per month if he or she is married,
$1,149 to the surviving spouse of a veteran and
$2,837 to two veterans who are married. This
amount changes each year and is tied into the cost of
living. The funds are provided to help offset the
costs associated with home care, assisted living,
nursing homes and other unreimbursed medical
expenses. The amount of payment varies with the

type of care, recipient income and the marital status
of the recipient. There are income and asset tests to
qualify. 

Eligibility must be proven by filing the proper
Veterans Application for Pension or Compensation
(Form 21-534 surviving spouse, Form 21-526
Veteran).

Long-Term Care Insurance
What options exist for your client if Medicare is not
sufficient to cover long-term care costs and they
don’t qualify for Medicaid or Veteran’s benefits?
Most likely they will use up their investment and
retirement assets or tap into their home equity using
a reverse mortgage or a home equity loan. However,
if you plan ahead your client can apply for long-term
care insurance while they are healthy. 

As a financial adviser, I have seen many families’
retirement assets protected because they had long-
term care insurance. For example, a client was
working part time as a newspaper reporter at the age
of 71. Her husband was a retired executive. Based
on my recommendation, they had both purchased
long-term care insurance while they were in their
60s.

Eventually, the husband was diagnosed with
Parkinson’s disease. My client was able to care for
him while he was still in the early stages of the
disease, but bad luck struck their family twice. She
suffered a stroke and was no longer able to take care
of him or herself. Their long-term care insurance
covered the cost of aides to take care of both of them
at home. 

Many advisers and financial authorities are cynical
about long-term care insurance. However, long-term
care insurance has improved significantly in the past
10 years with coverage providing improved
benefits, expanded coverage to provide care at
home, adult day care and assisted living facilities,
as well as nursing homes.
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The Internal Revenue Service (IRS) has provided
additional tax incentives for individuals to own
long-term care insurance. If any individual receives
a long-term care benefit from an insurance
company, it may be considered tax-free income.
Policyholders can also deduct a portion of their
premiums as a medical expense based on their age.
Clients should check with their tax adviser for
details.

The IRS has also made it attractive for businesses
to provide long-term care insurance coverage to
their key people. A business owner can select key
people (including him or herself) and have the
company pay for the long-term care for those
employees and their spouses, without it being
considered taxable income to that person. In
addition, the company can deduct what it spends on
the premium. If the employee or spouse receives
benefits from the policy, the money received is not
taxable.

The primary objection to buying coverage is the
concern that long-term care insurance is too
expensive. But the cost of care is even more
expensive. In the Northeast, for example, the cost of
a stay in an assisted living residence is between
$5,000 to $8,000 per month. Nursing homes are
around $10,000 a month. These costs can deplete
investments very quickly. I think paying $3,000 a
year for coverage is well worth it. My wife and I
bought our coverage when we were in our 50s.

Clients may consider hybrid products which are
alternatives to traditional long term care insurance
that offer other permanent benefits.

A client not interested in paying long-term care
insurance premiums that he/she would never recover
if care wasn’t needed could consider a life insurance
policy with a long-term care rider. For example: A
life insurance policy is purchased with a single
payment of $100,000. The client immediately has
$165,000 of life insurance if he dies. At the same

time, he is able to choose a long-term care benefit
equal to 2% of the death benefit for four years as
part of the policy. (The life insurance policy would
pay up to $3,300 per month for long-term care for
four years.) If he did not use the long-term care
benefit, the life insurance benefit would be paid out
to his beneficiary at his death. If he did use the long-
term care benefit, the life insurance death benefit is
reduced to a minimum guaranteed amount. 

In addition to life insurance policies, some annuities
have long-term care benefits. These annuities
accumulate at a guaranteed rate of interest and build
up a cash fund that can be used to pay for long-term
care. As long as the interest is deferred in the
annuity, the client pays no taxes on the gain. The
gain is only taxed (as ordinary income) when a
withdrawal is made. If the cash value of the annuity
is not used to pay for long-term care, it passes to the
beneficiary upon the client’s death. Unlike life
insurance, however, the beneficiary must pay taxes
on the gain when they receive it. 

2. Where Do You Want to Live if You Need Care?

Staying in Your Home
In a recent AARP study, nearly 75% of adults 45 and
older said they strongly desire to stay in their current
home as long as possible. To make sure that your
clients can “age in place” they may have to make
several updates to their home and financial plan. 

Are their doorways wide enough to accommodate a
wheelchair? Do they have their master bedroom on
the first floor? If not, are the steps to the second floor
steep and is the stairway narrow? They may have to
consider some sort of stairway elevator to get up and
down at some point. Do they have a full bathroom
on the first floor? If so, does it have a walk-in
shower? Converting a bathtub to a walk-in shower
may cost between $3,000-5,000.

Review access to the home itself. In addition to the
entry way being wide enough for a wheelchair or
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walker, is there room to install a ramp for access, if
necessary?

Clients should not wait until someone is coming
home from the hospital to consider these issues.
Review now and start planning to make the changes
that will help them stay in their home. Not only will
changes make their home safe and accessible, they
may increase its market value, as well.

Alternatives to Home Care
There are certainly other options to staying in the
family home. As 10,000 baby boomers reach
retirement age every day, most who need care will
not plan to enter an assisted living residence and will
never step foot into a traditional nursing home.
Increasing numbers will seek out new alternatives
for independent living where care can be provided.

Intentional communities for philosophical, religious
and lifestyle groups are emerging. Wikipedia
describes an intentional community as “a planned
residential community designed from the start to
have a high degree of social cohesion and
teamwork. The members of an intentional
community typically hold a common social,
political, religious or spiritual vision and often
follow an alternative lifestyle. They typically share
responsibilities and resources.”

Alex Mawhinney, a developer of retirement
communities for more than 25 years, reports that
“intentional elder neighborhoods are becoming the
new paradigm for elder living.” He states that
boomers will no longer be interested in “the older
generation of elder-living options that were
available to our parents” that follow this model:
n Age in place – in a home not designed for aging

in place, and eventually aging alone
n Move in with children or other relatives
n Move to an institution – and pay dearly for care

delivered by strangers, under their rules and 
according to their schedules. The institution
might be a nursing home, an assisted living 

facility, a rest home, a retirement hotel or a 
continuing care retirement community with
multiple levels of care

Elder neighborhoods are taking many different
forms. There are SOTELs (service-oriented
technically enhanced living – like an upscale
Embassy Suites); ecovillages; senior cohousing; and
the new lifestyle communities like those being
developed by Canyon Ranch.

The common traits of these new alternatives are that
they are:
n Human scaled (not large and impersonal)
n Relationship based
n Resident managed/centered, with an overlay of

lifelong learning, later-life spirituality
n Giving back to the community

3. Who Will Care For You?
If your client, as the healthy spouse, chooses to
become the primary caregiver for their sick partner
it can put a very heavy burden on them. Generally,
caregivers provide care for their spouse for an
average of four to five years. Twenty-two percent of
these spousal caregivers suffer from depression.

Many families ask a child or their child’s spouse to
become a caregiver. This puts an added burden on
the family. Even more difficult is if both parents are
not well and there is no family member nearby to
act as the caregiver. In these cases, staying in the
home requires hiring a professional aide.

The cost of a health-care worker in the home is
approximately $25 an hour in most areas of the
country. Your clients may be able to find someone
less expensive if they are very lucky, but they would
have to hire them directly and not through an
agency. Using an agency generally assures some
background checks have been done and there is a
resource to provide another person if the first one
does not work out. 
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Step Four: Build a Network of Professionals
It is impossible for you, as a financial adviser, to
know all there is to know about the aging process
and the resources available to clients as they age.
Therefore, it is important to create a network of
professionals to help you. These people don’t need
to be part of your organization but should be in your
community.

The first professional that you need to have access
to is an elder law attorney. These are attorneys who
render legal services for the benefit of the elderly,
have an understanding of the aging process and are
sensitive to the needs of the elderly. You can find an
elder law attorney through the National Academy of
Elder Law Attorneys at www.naela.org.

If you are not licensed to sell insurance and do not
have an understanding of long-term care insurance,
affiliate with a long-term care insurance agent. It is
important to find an agent who is independent and
willing to be objective in reviewing the insurance
needs of a client. The Corporation for Long Term
Care Certification (CLTC) has educated thousands
of insurance agents to have a better understanding of
long-term care insurance. You can find agents in
your area at their website: www.ltc-cltc.com.

Another important person in your network is a
Geriatric Care Manager. A professional geriatric
care manager is trained to assess, plan, coordinate,
monitor and provide services for the elderly and
their families. They are educated in various fields of
human services such as social work, psychology,
nursing and gerontology.

Geriatric Care Managers belong to the National
Association of Professional Geriatric Care
Managers and are certified by one of the three
certification organizations for care management: the
National Association of Social Workers, the
National Academy of Certified Care Managers or
the Commission for Case Managers.

These professionals can be very helpful in 
assessing the needs of your clients and making
recommendations for services and resources. It is
also important to get to know physicians in your
community who have expertise in working with the
elderly. 

If your client is considering downsizing and selling
their home there are senior real estate specialists
who concentrate on helping seniors make this
transition. They will also assist in estate sales and
disposing of unneeded furniture.

You will make a strong statement to your clients if
you make them aware that you have a network of
professionals to help them. You will stand out from
the typical financial adviser who is not conscious of
the needs of older clients.

Step 5: Build a Relationship with the Family
If your client is in the early stages of Alzheimer’s or
some other form of dementia, their family will need
a great deal of support. It is important that you have
a good relationship with the client’s spouse and
adult children. At some point you may be actively
involved with them in managing your client’s
financial affairs.

One of the best ways to build a relationship with the
family is to organize a family meeting. The family
meeting can be a life changing experience for the
entire family if it is conducted properly. Most
families have never gathered together before to
discuss critical family issues. This family meeting
will probably be the first time they sit down together
with a specific agenda and an outside facilitator to
guide their conversation. 

It is important that everyone in the family enters into
this discussion with a certain level of trust and
compassion. Family members are more likely to
share their feelings honestly if they know they will
not be verbally attacked or criticized. The purpose of
the meeting is to clarify and discuss the family’s
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plans for the future and the role each family member
in dealing with the needs of the parents if one of
them is incapacitated.

The family meeting is not the time to bring up old
conflicts between various members of the family,
such as who Mom and Dad favor more, who has
gotten financial help and who has not been in
communication with their siblings. The focus should
be on helping them discuss their options and
develop a realistic course of action for the care of
your failing client. 

I strongly suggest that the financial adviser be the
facilitator of this meeting. You probably know more
about your client’s financial affairs than any other
of their advisers. In addition, it is an excellent
opportunity to get to know the adult children better
and, hopefully, develop a future relationship with
them. 

As the facilitator,  open the meeting by stating some
basic ground rules. This includes the predicted
length of the meeting, whether or not follow-up
sessions are planned and the times of scheduled
breaks. Select a family member to act as scribe,
documenting topics that were discussed, decisions
that were made and follow-up that needs to happen. 

It would be useful if you had conversations with
each of the family members before the meeting. A
phone call is usually sufficient to start to build a
relationship with them and find out their concerns
and opinions on what course of action should be
taken. From these conversations you can build an
agenda for the meeting. 

Meetings should not be more than a few hours long
and it may be necessary to have more than one
meeting. The goal of the process is to establish a
course of action for the family to take and roles each
member will take in carrying out that plan. 

You will find that conducting the family meeting

will dramatically reduce the anxiety within the
family regarding a parent’s decline. It will offer
peace of mind to the healthy spouse knowing that
the family will work together to support them.

Step 6: Utilize a Single-Source Record-Keeping
Document
As a client’s memory becomes impaired it is
important for the client and his or her family to have
a single source to track all important documents and
information. In fact, it is very valuable for all of your
clients (and you) to establish one central location to
maintain their financial records. 

As a financial adviser, I have observed many clients
who were facing a family emergency and could not
find the important documents and information they
needed to handle their affairs. If your clients are like
many of mine, their information is scattered in
several different places, some of which their family
doesn’t even know exists. Let’s get that corrected!

There are several options for collecting and
maintaining your client’s financial information,
from the tangible quality of a traditional paper
notebook to the virtual “notebook”. The method you
choose is the one you are most comfortable with.
The most important thing is to select a system that
works for you and your clients and to regularly
maintain it. 

This primary document should include:
n Contact information for all advisers
n Where to find records and keys
n All user ID’s and Passwords for important internet

accounts
n Medical history and medications
n Investment and bank accounts
n Insurance products with beneficiaries
n Legal Documents including wills, trusts, durable

powers and health care proxies

Step 7: Create an Investment Policy Statement
The investment policy statement (IPS) provides the
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general investment goals and objectives of a client
and describes the strategies that the manager should
employ to meet these objectives. Specific
information on matters such as asset allocation, risk
tolerance and liquidity requirements would also be
included in an IPS.

The IPS is very useful in reinforcing decisions
jointly made by the client and adviser. The statement
can be also be reviewed by the client’s advocate and

family members to make certain that it is
appropriate. It protects the adviser if anyone
questions his intentions.

Conclusion
If you follow the seven steps outlined, you can
protect yourself and your client if he or she ever
loses their mental capacity. Take the time to
complete them and you will be far ahead of your
peers. n
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