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			Introduction

			In 2018, Amazon founder Jeff Bezos became the richest person in history, according to one accounting. But in one important way, he is no different than you or me. Every year, he wants income for his personal use—just as we do. Granted, his ambitions are different than ours. Each year, Bezos funds his rocket company to the tune of one billion dollars. He buys big houses, hundreds of thousands of acres, even a nationally prominent newspaper—The Washington Post—and any other great stuff that catches his eye.

			The first thing to know about his finances, however, is that he does not pay for any of those remarkable things by taking a big salary. His Amazon paycheck hasn’t budged from $81,840 a year for the last twenty years. No raises for the guy who started it all!

			The second thing to know—and the crucial one, for the approach to funding retirement I present in this book—is that he is not getting that income by having Amazon declare a dividend for its shareholders, which he could easily do. If he did, every one of his shareholders—perhaps you are one of them—would get an Amazon dividend check each and every quarter. Because Bezos is by far Amazon’s largest shareholder, he would get by far the biggest dividend. But he did not take that path, for very sound reasons: It could have slowed the growth of his company and lowered the value of Amazon shares each time the company paid out dividends. It could also have imposed income on shareholders who had no desire for it—and collectively cost them millions in taxes. Instead, each and every year, Bezos directs Amazon to reinvest all its cash into new opportunities to grow the business. As the value of the business grows, the stock price tends to appreciate with it. That leaves Bezos in a great position. When he needs income, he simply sells shares of Amazon.

			The graphic below shows the effect of his income strategy on his personal holdings over the past twenty years. He went from holding 117 million shares of Amazon to holding 57.5 million shares—a reduction of more than 50 percent. Yet at the same time, the value of his investment in Amazon went from $1.8 billion to over $100 billion.

			[image: ]

			Data source: SEC Edgar Database

			To say this approach has worked well is a spectacular understatement. Look at the benefits he’s getting from this strategy:

			
					He has total control over how much income he takes and when he takes it;

					He pays less taxes than he would if he received the same income by dividends; and

					Despite selling shares, his principal is growing exponentially.

			

			You might ask, how is all this possible? The answer: The price of his stock is appreciating at a faster rate than he is selling shares. In 2001 Amazon sold for $15.56 a share. When trading closed on Dec. 31, 2019, it sold for $1,847 a share. The stock was appreciating at 28.5 percent per year. At the same time, Bezos was selling about 3.7 percent of his stock per year. So, in spite of selling billions of dollars in Amazon stock, the value of his investment in the company continues to grow and grow. His ownership percentage of the business goes down every year, but the value of his principal continues to go up.

			Before I continue, let me assure you I am not writing this book for—or about—billionaires. But I am going to start with billionaires, because the principles they use to handle their finances can inform you about how to handle yours.

			Not Just for Billionaires

			Bezos is not the only billionaire to fund his lifestyle this way. In January of 2010, Larry Page and Sergei Brin, the founders of Google, disclosed plans to sell five million shares apiece over the following five years because like Amazon, Google pays no dividends. Let’s look at Larry Page as an example. You might think well, okay, he’s selling off about 17 percent of his holdings, so he may be reducing his principal and the value of his holdings. But let’s see what happened:

			
					Holdings as of January 2010: 29.1 million shares at $550 price per share, for a value of $16 billion

					Holdings as of January 2015: 24.1 million shares at $1,084 price per share, for a value of $26.1 billion

			

			So what happened in these five years? First, Page generated roughly $3.5 billion in income by selling 3.4 percent of his stock per year. Second, the value of his principal increased by 63 percent, adding an additional $10 billion to his net worth! He didn’t lose ground, he gained it. And just like Bezos, he’s getting the income he needs simply by selling shares.

			Mark Benioff, the founder of Salesforce, takes the same approach, with much the same result. Salesforce has never paid a dividend. When he needs income, he sells shares of his company. But he’s selling from growth, and his total holdings are worth more over time because, you guessed it, his stock price is appreciating faster than he is selling shares. He takes income when he needs it, keeps his taxes down versus taking dividends—and indulges his interests. In 2018, Benioff bought Time magazine for $190 million with cash from proceeds of stock sales—the same way Bezos laid down $250 million to buy the Washington Post five years before.

			These billionaires practice taking “income on demand.” If you are nearing retirement, or are already there, and if a combination of good work and good fortune has left you with assets of $1 million or more, you can do the same in your retirement—sell from the appreciation in the value of your assets to get income only when you want it. The power of this approach isn’t limited to a handful of billionaires. You can apply the same principle that’s worked for them to your own portfolio and receive the same benefits. The dollar values these billionaires are taking may be far larger than yours, but the principle of “income on demand” is the same.

			This is not a new approach, and I did not invent it. Nor is it a radical strategy. And yet it is not commonly followed. The status quo, the road more often taken, is a dividend-based strategy: focusing on investments that pay dividends now and are expected to continue increasing those dividends in the future. While a dividend-based strategy may be easier for financial advisors to sell to investors, that doesn’t mean it will deliver better results. It’s like the tale of the fisherman who goes to the local store for bait. The fisherman notices a glittery lure for sale. “Hey mister,” he asks the shopkeeper, “do fish really go for this lure?” The shopkeeper looks up at the fisherman and says, “Mister, I don’t sell to fish.”

			In the pages to come, I will demonstrate the drawbacks of the dividend-based approach and the strengths of the total-return strategy I advocate—one that generates returns more from price appreciation than from dividend income.

			I will also unfold a way of thinking—and a series of decisions—that can set you up for success with an income-on-demand strategy. My goal is to offer three primary benefits:

			First, help you earn more money for yourself and your beneficiaries. I will illustrate how investing your assets in index funds can help minimize the fees you pay and better align your returns with the overall market. This is important! While the overall market (as reflected in the S&P 500) over the past fifty years has returned roughly 10 percent per year with dividends reinvested, investors as a whole have not received that 10 percent due to fees, manager underperformance, and unnecessary taxes.

			Second, reduce your tax bill. The income-on-demand strategy may significantly reduce your tax bill compared to the traditional dividends-based strategy. I will also demonstrate how positioning your assets in the right way and drawing on them in the right order can help minimize your taxes—potentially saving up to 1.85 percent of your portfolio value per year.

			Third, provide you with peace of mind. I will help you gain confidence in your future through creating a financial plan. I will also help you overcome fear and anxiety about market downturns by sharing four key strategies for maintaining peace of mind through all markets.

			From Fairway to Finance

			I don’t come from a family of financiers. I graduated from a Jesuit high school, Brophy College Prep, in Phoenix, Arizona, and went on to attend a Jesuit college, Creighton University in Omaha, Nebraska. I mention my education not because it made me a financial advisor—I graduated from Creighton with a degree in philosophy. Instead, I mention it because my philosophy degree taught me how to think—specifically about the power of “why” questions that other people don’t ask.

			That habit of thinking didn’t lead me directly into finance either. When I graduated from Creighton in 2010, the economy was in the tank. We were mired in the midst of the Great Recession, and I needed a job.

			One day my father phoned with a suggestion. “JD,” he said—my middle name is David—“I just took this trip to a golf resort called Bandon Dunes. That might be a great place to work.” My dad had taught me the game of golf as I grew up. I took his advice. I made the call—and they hired me as a caddy.

			The Bandon Dunes Golf Resort sits on a rugged stretch of the southern coast of Oregon that you might mistake for Scotland: rolling, grassy dunes that drop abruptly to the sea. I would carry one or two golf bags at a time for one or two rounds every day with golfers who were there to lose themselves in the beauty and the game. My job was to tell them what club to hit, where to hit their putt, and how to get the most enjoyment out of the course.

			One day someone posted a flyer in the caddy shack—yes, we had a caddy shack, just like the movie. Sign your name here, the sign said, if you want to caddy in New Zealand. I scoffed. “Why would I want to go to New Zealand?” I said. Fortunately for me, my buddy Dave was standing nearby. “This is a no-brainer,” he said. “Write your name down immediately. Just do it.”

			To my surprise I got an interview—and the job. Only then did I learn who I’d be working for—Julian Robertson, the hedge fund billionaire—and where: at Kauri Cliffs, a golf resort he developed on the eastern shore of New Zealand. It’s ranked thirty-seventh in the world by Golf Digest. “He’s going to fly you out,” they told me. “He’s going to pay for you to live there, on the resort. And you’re going to work for him.”

			That sounded good.

			In January of 2011 I arrived in New Zealand, unpacked in my lodgings on the sheep farm—and spent a year working as Julian’s caddy. Words cannot begin to describe the course’s dramatic, seaside beauty. We walked and we talked. I listened as Julian shared remarkable stories of the clients he had helped become millionaires, and then ten times over millionaires—changing lives for the better. I thought, if I could have a fraction of that impact for my own clients, that would be so rewarding and fulfilling.

			I began asking questions. Julian’s answers were my introduction to the world of finance and investing—a world I had never given any thought to entering before. I had so much to learn. I did not know where to begin.

			“JD,” Julian told me, in his soft North Carolina accent, “I’ve got this friend, Warren Buffett. He’s great. You should really read his letters.”

			Buffett, of course, is the chairman and CEO of the legendary investment firm Berkshire Hathaway. By one recent tally, he is the third-wealthiest person in the world. Every year he writes a public letter in which he provides updates to shareholders on the business. He also explains his investment philosophy and insights about various topics. They are all posted on the Berkshire Hathaway website. I’ve read each one of them more times than I care to admit.

			Buffett’s letters caused fireworks to go off in my brain. Buffett is an inspiring man. So is his business partner, Charlie Munger. They opened my mind to a world of finance and investing. Their investment philosophy was so simple and powerful that I connected with it in a way that I had not connected with any other subject before. It wasn’t only that he had made himself wealthy through his work; he had made his investors wealthier too. Most importantly, he has committed to giving away 99 percent of his wealth to charity. Like Julian, he had made life better for others—many others.

			As the prospect of my life’s calling, I found that thrilling.

			I called my parents after I finished reading. “You guys will never believe what I’m learning from this,” I told them. “I value these letters more than my college degree.” (I’m sure my dad was thinking, maybe that’s because you majored in philosophy…)

			I had enjoyed an idyllic year carrying golf bags along the gorgeous cliffs of New Zealand. After reading Buffett’s letters, I was ready to pack my own bags, make the long flight home, and dig in.

			To Schwab—and Beyond

			At this point, I knew I wanted to work in the field of finance. I knew where I wanted to go—but I did not have the experience I needed to get there. Because I did not already have a formal education in the field, I started by doing research—asking why—to educate myself more fully. And I started looking for advisory firms that embraced the same philosophy as Buffett. This was 2012. Eventually I developed a short list of firms I judged to be doing a reasonable job. I began writing them letters. “I’m Jonathan,” each one said. “I believe in value investing and I’m looking for work experience. I will work for you for free.”

			I got the one letter back that I needed, from Mraz Amerine & Associates in Modesto, California. I worked for them for four months, taking my pay in learning instead of dollars. Mraz Amerine uses Charles Schwab as the custodian for their clients’ investment accounts. They suggested that if I wanted to get licensed and formalize my education in the industry, Schwab would be a great place to start.

			I moved back home to Phoenix, where about three thousand people work in the Schwab office. In January of 2014, I joined them. I started at ground zero, as a customer service representative. Within six months, I passed the Series 7 and Series 63 exams required to become a registered stockbroker. Then I began placing unsolicited trades for clients who called in with orders.

			After a year at Schwab, I was promoted to the high net worth team, where I served clients who held more than one million dollars with Schwab. In my third year, I was promoted to the associate level at Schwab’s advisory subsidiary, Schwab Private Client. Before long I became a senior associate, working with an advisor who managed $700 million in assets.

			In September of 2017 I was promoted to the advisor role myself. I worked with my own clients—developing their financial plans, creating their portfolios, and helping with their ongoing needs. By 2019, I was working with two hundred high net worth families representing over $250 million in assets. I developed my knowledge and credentials along the way, studying for months as I prepared for the seven-hour test required to become a Certified Financial Planner™. Today the CFP® designation is considered a standard of credibility for investment advisors.

			By October of 2019, I had reached the limits of my role with Schwab. I had begun to see the positive impact of the income-on-demand strategy. That was especially true for my retiree clients. I had also begun to see the positive impact my advice was having for clients around how to have financial peace of mind. I wanted to start sharing these ideas and create a positive impact on the wider world.

			It was time to take the next step.

			Building Retirement Castles

			Later that fall I opened my own registered investment advisory firm in Phoenix. I named it Farnam Financial. It’s named after Farnam Street in Omaha, where Berkshire Hathaway is run—a tip of the cap to the two men who inspired me. My company logo—a castle turret—captures my goal as a fiduciary to clients: I’m trying to turn every client’s financial house into a financial castle.

			Just as a castle can stand for protection and longevity, I work to construct portfolios that help protect clients through downturns and provide for them throughout their lifetime. A castle offers both real and psychological protection to its inhabitants. My goal is for the philosophy and strategies inside this book to help provide you with similar protections.

			In this book, I offer you a similar service to one I offer my clients: a how-to guide for building your retirement castle, through a plan-based financial future that will generate growth and income for you and your beneficiaries.

			This isn’t an argument against anything, or a choose-your-side matter of right and wrong. If you are already committed to your way of doing things—and it’s working for you—that is great. If the approach you have taken is delivering the retirement you want, then you can set this book down. But if you are curious, anxious, or just a born learner, I hope you will read on. I urge you to read with your own questions in mind—in the same spirit of inquiry that led me to the approach I will lay out in the pages to come. Rather than asking if everything in the book is right or wrong, I hope you’ll ask, what parts of this book could be helpful to me? How can I apply its principles to my own financial life in a way that will be obviously useful?

			The retirement castle you’re building is yours, not mine. I ask only that you take from the book what makes sense to you—and start building!

			
				
					If you remember one thing…

					You can use the same principle that works for billionaires like Jeff Bezos and Larry Page. If your stock appreciates faster than you sell shares, you can get both tax-efficient income and growth of principal.
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