
 

Income & Net Worth 

There has been an uptick in Trade Monitor issues caused because of inaccuracies in the stated income or 

net worth on the new account form associated with the transaction so let’s review a couple of key 

points regarding these fields. 

It is always a best practice to review the client’s suitability periodically.  If you have an advisory client 

you are required to review this information annually.  There is no stated time frame for review of 

commission accounts, primarily because these clients tend to not require as much interaction.  If you do 

not have an established review framework for commission clients you should always review their 

suitability questions when they want to do a new investment or add a significant amount to an existing 

investment.  This review step would then put updates prior to transaction execution when applicable 

and mitigate many Trade Monitor alerts. 

 

Annual Income -the amount of money client expects they will receive in the coming year.  Annual 

income is representative of a client’s expected purchasing power and disposable income.  This factor 

helps determine a client’s ability to handle day to day living expenses as well as unexpected needs for 

additional funds. 

Estimated Net Worth-calculated by taking assets minus liabilities exclusive of his/her primary 

residence.   

Liquid Net Worth-includes all assets that can be quickly converted to cash without penalty (for 

example, within 7-10 days) 

 

Let’s consider some scenarios 

Client inherits an IRA from their parent.  Their net worth has changed by the value of the 

inheritance.  How much of that value is translated to Liquid Net Worth will depend on what they do with 

the inheritance.  With the new rules for distribution of inherited IRA their income may change if they 

elect to take systematic distributions over the next 10 years, but if they intend to wait and take a lump 

sum in a later year you need to remember to update their income in the year the distribution is 

triggered. 

 

In the wake of the pandemic we saw some individuals receive PPP loans that weren’t needed for 

immediate expenditures so they thought they could park them in their investment accounts.  Although 

reverse mortgages have been available for a long time, there may be more people exploring them as an 

option to get through disruptions to their cash flow during  lockdowns.  So this is a good time to remind 



everyone that Registered representatives may not recommend a loan or assist the customer in 

arranging for credit.  Additionally, registered representatives may not accept the proceeds of a loan or 

line of credit for the purpose of investing.  If you know that a client has a reverse mortgage or received a 

SBA loan, etc. be sensitive to new investments to insure you are not executing a prohibited transaction. 

 

Recently a client asked if they can include the amount they have available as cash advance or line of 

credit in their Net Worth.  Because Net Worth is assets minus liabilities the answer would be no because 

the asset has an offsetting liability so there is no value to the client.  Similarly, if they want to know if it 

can be counted in their Liquid Net Worth the answer would be no because a cash advance typically has a 

fee associated with it so it wouldn’t be ‘without penalty’. 

 

These are just samples to remind you to think outside the box.  It is important to Know Your Client and 

make sure their suitability is consistent with the investments you are seeking to execute.  Remember,  

life happens and whether the client is recently married and changed their thought process from their 

own future to the future outlook for an entire family, or they have experienced a job loss and 

subsequent change in cash flow, staying abreast of those changes is key to making quality investment 

recommendations.  So before you send paperwork out to client for signatures to execute a purchase, 

make sure their income, net worth, risk tolerance, etc. is current on the new account form. 

 


