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I  N  T  R  O  D  U  C  T  I  O  N


HAMMERS AND ARTISTS




There are two times in a man’s life when he should not speculate: when he can’t afford it, and when he can.


—Mark Twain




My father used to say, “Give me the best tools and the best wood, and I could build a crude table that will be uneven and lopsided and downright ugly. Give the same tools and the same wood to a fine craftsman, you might get a Louis XV armoire.”


The point was that creating a real work of art is not just about the knowledge and tools a person has; it’s about understanding how to organize and plan details, and then seeing a project through to its completion.


My father was a wealth manager himself, so I basically lived and breathed wealth management from an early age. That gave me a deeper understanding and more confidence than most people in wealth management. It made me more than a craftsman at a trade. I have an interest, devotion, and level of experience that make me a true artist as a wealth manager.


My father also taught me the meaning of success—and failure. He believed that in order to succeed—and to appreciate your successes—you have to make mistakes. In fact, he wanted me to fail and learn from the failure. He thought that a little bit of pain along the way would make the successes greater and longer lasting.


What I came to understand was that financial planning is about relationships, about getting to know people and their circumstances. It’s not just a transaction business. It’s not just about selling an insurance policy or investment and then moving on. It’s about building a lifetime plan—together. That was the definition of success instilled in me early by my father, who often said, “We don’t care about selling very quickly today. What we care about is doing the right thing for the client today so that they’ll come back tomorrow. They’ll be a client for life, and they’ll refer you to other people. That’s how you build a successful practice.” Putting the client first: that’s what he defined as success.


Today, I have clients that I’ve been advising for more than twenty-nine years, including many who were my father’s clients.




YOUR BACKCOUNTRY GUIDE


As a wealth manager, my job is to be your backcountry guide in helping you grow, protect, and keep your wealth. I’m going to help keep you from sliding down into a crevasse. I’m here to be the sounding board about your financial situation, to help you talk through your circumstances, build a plan, and keep that plan current and ever evolving—just like your life.


That outlook on financial planning and wealth management started very early. I began working with my father in 1989 during the summer break from college. Back then, I would go out and talk to employees of companies about payroll deduction options for disability insurance and life insurance. We spoke to hundreds of employees about their ability to earn income being their most important asset, using the “One-Hundred-Man Story” to make a point. The story goes as follows: Out of one hundred working people at retirement age, one is wealthy, four are financially secure, five keep working because they have to (not because they want to), thirty-six are deceased, and more than half—fifty-four—are broke. That last group depends on Social Security, friends and relatives, and charities just to stay afloat. After working for forty years, most people don’t have enough money saved to live a good retirement. Only 5 percent have enough to maintain their standard of living. Less than 1 percent of people accumulate real wealth.1 The story has not changed. The Social Security Administration recently updated the study, and the results are as dismal, despite more information, cheaper fees on investments, and other factors. It’s a real problem. We need to change behaviors so that we can change the outcome for participants.


The story about the average working person’s wealth really began to help me see that people in the workforce were woefully underprepared for what was coming and really not aware of how much money they would need for all the future aims they want to achieve—college, weddings, retirement, just life in general.


I committed full time to the financial services industry in 1990 when I graduated from Bentley College. There were many different routes I could have taken at the time, but in studying them all, I found that most people in the industry offered one product. They basically had a hammer that they sold to everyone. Whether it was an annuity, life insurance, mutual fund, or some other kind of superstar investment, one hammer was badged and rebadged as some sort of magic or miracle product that would save a person’s retirement. Just put all your money in this hammer, and you’ll be fine. So not true!


Yes, all those products can help you, but on their own, they don’t address your unique circumstances, your unique dynamics, and the way your plan is laid out. Your kids, your spouse, your parents, your siblings—all of these impact your circumstances and how your money is organized. That’s what dictates the success of your plan.


My father had a macro view of wealth management. Early in my career, when I was twenty-two, he sent me to Atlantic City to attend a three-day event being put on by Robert Castiglione. Castiglione created a unique financial model called the Protection Savings and Growth Model. I was introduced to him, and in our first conversation, he told me, “You are young; people will not believe you, but stay strong in your conviction, and time will be on your side.” His thinking was unlike anything in the industry: he blended economics with financial strategies. He became a mentor to me, and his training helped solidify what my father and I were doing.


Everything in your plan is impacted by decisions you make. Most financial plans focus on a very narrow set of variables, but that kind of thinking can set a plan up for failure. True success comes from looking at the variables and the impact that changing one or more variables can have on a plan.


My father was focused on the client reaching full financial potential by blending products together in a unique way that is customized to each client. He and I started looking at how all the financial products could come together in a unique way to reach seven goals:


1.Reduce taxes.


2.Reduce risk.


3.Reduce fees and costs.


4.Increase your savings rate.


5.Increase your retirement income.


6.Put more benefits and protection around your wealth.


7.Pass more money on to the family.


What we found is most financial strategies do the exact opposite of these things. A macro view of wealth management, on the other hand, maximizes the efficiency of every dollar. A plan that has a macro view does the following:


• Gets the best tax benefits by taking advantage of all tax deductions.


• Limits risk and reduces volatility by diversifying asset-class investing, spreading out money over different types of stocks: large cap, small cap, mid cap, value, growth, international, and emerging markets.


• Reduces fees and costs by identifying and eliminating or reducing the impact of leaks in the plan.


• Allows for a savings rate of 15 percent or more, growing as income grows. If you make $100,000 annually, you should be saving $15,000 per year. If you make more, your savings rate should increase, getting close to 30 percent as you move above $750,000 annual income.


• Has 50 percent or more of annual income in liquid savings to allow  access to funds immediately, funds that are free of market volatility.


• Maximizes retirement income through strategies such as having 25 percent of invested assets in whole life insurance with cash value and a permanent death benefit for life.


• Puts more protection around your wealth. That includes maximizing insurance coverage at the lowest cost possible—property and casualty coverage, umbrella liability, disability and long-term care, and life insurance coverage during all phases of life. It also employs wills and trusts.


• Maximizes participation in company retirement plans, taking advantage of any match.


• Takes advantage of market changes over the course of the plan by undergoing an annual review.




A BETTER WAY


The difference between financial planning and wealth management is in the titles: finances versus wealth. Managing finances deals with the goal of trying to get ahead. Managing wealth is all about building a legacy. Wealth management at its core is about you. It involves a philosophy that encompasses not only your cash flows, but involves your beliefs, interests, and goals.


As a Certified Financial Planner (CFP®), I have a fiduciary responsibility to provide my clients with the best financial advice. But I do that with a grand-scheme view of wealth management. That

doesn’t mean offering the same hammer as a magic tool to solve every client’s problems.


It pisses me off when I see a CFP with only one product to sell—and new clients come in with one product in their portfolio. They’ve bought life insurance or company stock, and then a fiduciary has convinced them to get out of that product and buy theirs because it’s the easiest way to make a sale. I can hear the conversation now: “Hey, you’re spending $20,000 a year on a life insurance policy, and you’ve got $300,000 in cash. We can take that $300,000, put it in a different policy or another investment product, and now you can spend $5,000 a year.” They’re not adding on; they’re taking away—and the client ends up losing because of it. Instead, the fiduciary should be looking at the product itself, whereby the conversation might then go, “Hey, that’s a really good product. But I think you need additional coverage, and let me tell you why.”


I have a full complement of licenses that allows me to  offer products that are appropriate for each individual client. Through my registered investment advisory firm, my team and I do financial planning and wealth management that is about who you are, what your finances are made up of, and what products, investments, and strategies can come together to provide you with a plan that will meet those seven fundamental goals: reduce taxes, reduce risk, reduce fees and costs while increasing your savings rate, increase your retirement income, put more benefits and protection around your wealth, and ultimately pass more to your family.


With all there is to consider about a person’s situation, the industry still focuses on single-product sales and making rate of return the end-all-be-all. But as I write this book, there are a couple of big crises looming.


One involves a whole series of private pensions through large corporations such as GE. At one point, GE had an $11 billion surplus in its retirement plan. Today, it has more than six hundred thousand active retirees and another eighty-five thousand employees who are counting on that pension when they retire. The problem? The plan has a $32 billion deficit. That’s just one company. There are a number of private, state-level, and multi-employer pensions with deficits—and they had some of the best investment management. If these pension funds couldn’t make the numbers work, what hope does the average person have?


The other crisis is that retirement is going to cost a lot more money than most people realize. It’s almost impossible to imagine getting to a magic age of sixty or seventy, quitting work, and living out retirement in comfort. That’s like the plans that were being put together when I started in this industry.


Back then, most plans were designed to run out of money by age eighty-five. But people are living a lot longer today. Living to one hundred is not out of the question


Here are a couple of plans to show you how some restructuring can make all the difference in how well your plan performs.


Plan A: Using a $1 million target, and focusing primarily on a 3.5 percent rate of return per year, there is a better than 70 percent chance of running out of money in the first twenty-five years of retirement. I frequently encounter people who spend thirty-five or forty years working for XYZ, and they’ve accumulated a $500,000 house, about $50,000 in cash at the bank, and a 401(k) plan with 90 percent of assets allocated to the stock market. There’s no protection in that strategy, and the only inflation hedge is hope.


Plan B: By structuring a plan to have the same $500,000 house, a $100,000 retirement safety buffer, and $250,000 in whole life insurance cash values with a death benefit of $900,000 paid up, you’ve got $250,000 sitting in guaranteed income products, and the remainder of the $450,000 remains in the same asset allocation strategy. There are many things we can do with the life insurance death benefit that can help offset the long-term care costs—that can be a permission slip to take on a reverse mortgage, to do a charitable remainder trust, to do all kinds of advanced planning strategies. Now you can take your 3 to 4 percent withdrawal with the $250,000 guaranteed income and never run out of capital. With everything side by side, you can have substantially higher enjoyment and still have inflation hedges, backup, and protection, and you can pass more on to the family.


The bottom line is that you need structure to protect yourself from earthquakes—a rocky stock market, hyperinflation, war, sideways markets—all the things that are so dangerous to a retirement plan. In my examples, Plan A has no protection; it’s going to get decimated. Plan B has foundation, structure, redundancies, protections, and things that make it so bulletproof to the financial pressures that are out there.


People are often led into a false sense of safety that one magic investment is going to save their life. At my firm, we don’t think that there is only one way to get things done; we think there are many ways to get it done. There are a lot of really good financial strategies out there, and when they are all put together, they’re even better. Layer two, three, four, five, six financial strategies together, and bring together multiple financial products designed to do all those benefits. Now, you’ve got a plan. An amazing plan. By applying macroeconomics, as Castiglione taught me, one dollar can work like three or four dollars in your plan.


That’s the difference between having a micro and macro view. And it’s the difference between financial planning and wealth management.


Clients often bring in spreadsheets containing their financial plan. God love them, they’re great spreadsheets. The’re some of the most beautiful spreadsheets that I’ve ever seen in my entire life. The only problem is that they are linear. They’ve got a flat rate of return of 6 percent, a flat tax rate (or no taxes), a static inflation rate. If I take that plan and realistically modify one of those elements, then the whole plan is thrown off.


People don’t really think through what they’re doing. They don’t think through their strategies. They don’t understand the impact of inflation. They don’t understand the impact of market volatility or sideways markets. They don’t understand how  financially devastating a long-term disability could be. They don’t understand how long-term care is going to affect them.


The problem is that they are basing their future wealth on a simple formula:


Money x Time x Percent of Return = Future Wealth


This formula states that your financial plan consists of investing money with a projected return. Using this formula, you should end up with amount X of future wealth, which is not how reality works. What happens if your rate of return changes for the worse? What if the time to meet the projected financial goal is cut short? What if the amount of money you have changes? Changing one variable changes the outcome; changing two variables destroys your plan.


The key is to understand all the variables and develop strategies to mitigate and offset or reduce the impact of all these different things that are going to happen that can’t be predicted. Yet there is no telling what is going to happen at the end of the day. The markets are down as I write these words. Where will they be a month from now? A year from now? When you retire?




YOUR FINANCIAL WORK OF ART


As human beings, when it comes to retirement, we always think it’s a trade-off—if I want more retirement income, I have to leave less to my family. If I want to leave more to my family, that means less retirement income for me. If I want to hit my goals, I’ve got to take on more risk. But those assumptions are not necessarily true. It really depends on the individual.


Everyone is different. Every financial plan should also be different. Creating a financial work of art means peeling back the layers on your financial life and looking at current and past circumstances, then chiseling away what’s not great about a plan. A financial plan is a work of art because the unique dynamics of the individual dictate the outcome of that plan.


Early on in my career, Dan Sullivan of the Strategic Coach® exposed me to the concept of Unique Ability® and surrounding yourself with a unique team. His concepts of The Gap™; vision, opposition, transformation, and action (VOTA®); and Strategy Circle® are extremely valuable in thinking and growing business and wealth. The goal is to free you up so you can focus on your highest and best use and where you get the most enjoyment. As a business owner or high-level corporate executive, you need to focus on growing your business and making it more profitable. Having a wealth plan that you are confident in frees you to do just that.
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