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			 To anyone who has ever been told that you can’t. 
They lied. You can.
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			A Word from the Author

			You are about to start something that for many of you will be new and perhaps a bit intimidating. You will likely realize that you have been lied to about investing and sold a bill of goods by many so-called professionals. If you only take one lesson away from this book, I hope it is that you have the ability to control money and guide your future. Go to InfinityInvesting.com and create a free account, where you will have access to great instructional videos, articles, and other free content to help you on your way to reaching Infinity. By the end of this book, you will know exactly what that means. 

			Prologue

			This book is about doing everything you can do to increase your odds of reaching what I call Infinity—a financial place in your future where you won’t have to work unless you want to. It will help you establish the right mindset and make the best choices available to you. The reality is that sometimes there are events that we cannot control that impact the financial markets. These events include national emergencies, terrorist attacks, wars, and pandemics, just to name a few. When they occur, they can have a dramatic impact on all aspects of our finances, as well as our personal well-being. There is no such thing as risk-free.

			COVID-19 is a fresh reminder of exactly how tenuous our claims to risk-free lives can be. Not only did the virus cause massive losses in the markets, reduce the demand for oil, and cause lockdowns throughout the world, but it also left millions of people out of work and in severe financial distress. Perhaps this was you. 

			The true impact of the virus on our economy will take years to fully understand, but it teaches us an important lesson. Hope for the best, but prepare for the worst. In the investment world, that simply means you need to know how to take care of yourself regardless. You need to take care of yourself in good times as well as bad. To learn how to do this, all you need is a good teacher, an open mind, and a willingness to be a student of history.

			History has repeatedly shown us that American investors overreact to major events in the marketplace. Whether it be the AIDS crisis, SARS, MERS, Ebola, Zika, or measles, the markets tend to take a very pessimistic view in the short term but recover in the long term. This goes for other so-called black swan events, going back to the Arab-Israeli War and the oil embargo, the Iranian hostage crisis, the first Gulf War, the 9/11 attacks, and even the most recent recession. The recovery is always ahead of us, even though sometimes the recovery is slow.

			You can rest assured that Wall Street’s reaction to pandemics and epidemics has historically been to have a very short memory and quickly forget about the negative and get right on with business, generally speaking, within six months. In fact, if you look at six-month snapshots from the diseases I just listed, you’ll see that in all but one case, the markets were back in positive territory within six months. The one exception was the AIDS crisis, where it was down less than half a percent over a six-month period.

			The question is not whether the markets will recover; it’s how long it will take them to recover. And how can you stay sane during that recovery period when you know full well that the cable news talking heads will be preaching doom and gloom simply because it sells better than optimism?

			Warren Buffett once wrote to his investors that when other people are fearful, we should be greedy, and when other people are greedy, we should be fearful. That’s a fancy way of saying don’t trust all the volatility, don’t trust all the pessimists, and also don’t trust all the optimists. The truth usually lies somewhere in the middle, and disciplined investing wins out over the long haul.

			The success I have had has always been the result of taking the long view. And what’s the longest view we can take? Infinity! That’s why I call my approach Infinity Investing. I tell my students that their holding period is forever. When they buy something, their intent should not be to roll it over at a profit. This doesn’t mean you’ll never sell an asset. It just means that the purpose of the purchase is not to sell it. They will use the asset to make money in a way that becomes ongoing. As a result, they can avoid reckless decisions that are not based on facts. Even more importantly, if they do sell, they’re really not selling an asset—they’re trading it for something else because they see a better opportunity elsewhere.

			In a perfect world, you’d simply accumulate assets and live off them. You’d pass them on to future generations or to organizations you care about and let them benefit from that same income stream that you lived off of. But I know the world is not perfect, and any plan needs to have the flexibility to accommodate unforeseen events. It’s the same thing that an airline pilot has to deal with if their 747 takes off from Seattle for New York and the winds shift to the south. The pilot, still wanting to go to New York, has to make course corrections along the way. We never know what our headwinds are going to be. We never know what the weather might hold and whether there’s a squall in our way. Ultimately, we do know we’ll make it to our destination as we navigate around those obstacles.

			Investing is no different. We need to first identify where we’re going to go, then set the right course, and then make course corrections as necessary along the way. The prudent investors among us will do so even during a crisis and its aftermath and will be the ones rewarded over time.

			One of the first multimillionaires I met (who was also self-made) told me, “Don’t look at the value of your accounts. Don’t look at the value of your real estate. Look at what they produce.” As long as my assets are producing, I’m not overly concerned. The people who have to worry are the ones who are the speculators and the gamblers who need the asset to move up or down in order to make money. That means they are losing sleep when the market takes dramatic turns in either direction. That is not Infinity Investing.

			Some people would tell you they love the volatility of the ups and downs, the adrenaline rush when their holdings increase and the pits in their stomachs when they fall. Those are not investors. Those are professional gamblers who are trying to take advantage of short-term directional changes in the market. And I would say to any investor, you don’t want to go head-to-head with professional gamblers. Let them do what they want to do, and we will do what we want to do. And overall we will have great success. It doesn’t mean they won’t. It just means we should not be competing head-to-head with somebody whose life revolves around making their living on the short-term directional changes of the market.

			If you taught yourself some basic basketball skills and you practiced shooting every day in your driveway, you might develop a nice shot. You build up your confidence (in your mind as a basketball player), and you decide you are ready to play with the big boys. You go to the gym and step in the court to play. You declare, “I am ready to play some basketball,” and out walks LeBron James, who says, “So am I.” Do you think you have a chance of winning? Yet that is what amateur traders do on an almost daily basis. They learn some “trading techniques” and end up going head-to-head with some of the best traders in the world. In that world there are definitely winners and losers, and the overwhelming odds are you will be the loser. 

			Do not play that game. 

			Instead, focus on win-win scenarios in the market. Essentially, you let LeBron James do what he does, and you invest in the league. Everybody wins. 

			Infinity Investing is about making money no matter what the market is doing and for an infinite period of time. As you will discover in this book, Infinity Investing relies heavily on market history to guide us. We use that to minimize risk and to ensure a consistent return year after year, decade after decade, and, God willing, century after century.

			Introduction

			I grew up with many mentors, ranging from my coaches, teachers, and friends to my father and parents of my friends. I learned a major lesson from a few major mentors, but they were very different people and taught me that same lesson in very different ways. One such mentor was my father, who worked for the same Fortune 100 company from the day he graduated from college until he retired. My dad was proud to have graduated from college, as he was one of the first to do so in his family. He was focused on his kids graduating from college and getting good jobs with big companies. 

			By contrast, one of my other mentors was the father of a good friend. My friend’s father was an independent businessman who never mentioned college (although he must have graduated because, after achieving financial success, he earned an MBA and even attended law school—briefly). He liked to tell anyone who listened that the professors were all full of BS. He owned an auction and liquidation company with a few stores and knew the ins and outs of just about every type of business imaginable. He liquidated and auctioned off inventory and assets for everyone from Nordstrom, Costco, and Home Depot to school districts, local police stations, and even the IRS. Keep in mind that this was before the internet brought us the likes of eBay and Overstock.com, so he moved millions of dollars of product around the world with a phone and fax machine. It was fascinating on many levels, but what stuck out was his disdain for the ways that schools taught business and how they neglected the role of relationships, confidence, and creative thinking. He did not think government was efficient and was involved in politics until he passed, but not in an angry sort of way you see so much of today; rather, he was more interested in making things efficient with the same creativity he brought to his private business. 

			I can compare my friend’s dad with my own dad. My dad often seemed frustrated and angry about work and finances. I knew it growing up, but it was not until I was older that I realized why. My dad would often come home with a scowl and rarely spoke of what he did at work. On the other hand, my friend’s dad was almost always upbeat and full of energy and would constantly talk about what he was doing—oftentimes seeking input from anyone willing to listen. His son would joke that his dad spent his days meeting up with his “cronies.” Several of these “cronies,” really just other business owners and investors, would talk to me and encourage me to find my own path. They were engineers, Realtors, and other business owners, and all seemed happy, even thrilled, to share how they had become financially independent. My dad really did not have “work friends,” and when I did meet them, they were very kind but seemed focused elsewhere, as though they were there for business and the socialization was a means to an end. 

			I cannot say anything negative about the folks my dad worked with—they were all kind, successful, and seemed really nice. But my mentor’s rich friends, without exception, did not seem overly concerned about their money. They were all too busy talking about their next adventure, new product launch, or whatever else they were excited about. In contrast, my father’s rich friends all seemed focused on getting whatever they were meeting for completed. It was a subtle difference, but I now see a world of difference between the two groups and have a better understanding of what was motivating them. It was not until my dad joined a small dinner group of successful businesspeople that included independent business owners that he even saw the difference. When he did, he realized something and immediately pushed to have me spend time with the independent business owners in the group. 

			It was the first time he ever said to me that he knew “what not to do” and wanted me to be around people who “knew what to do.” My dad told me not to do as he had done and work for corporate America. He even said, “Toby, college isn’t for everyone—you should open your own business.” As if to try and convince me of this point, he introduced me to friends of his who had their own businesses. One of these friends owned a collection of franchises. One was a Subway, another was a Minute Lube, and he was constantly adding to his portfolio of franchises. He would occasionally meet me for lunch and give me advice. One thing he told me stuck with me more than anything else. I asked him what he liked best about what he did, and he replied in a way that, at the time, seemed odd. Now, thirty years later, it makes perfect sense to me. He answered by saying that if someone who worked for him was doing a good job, he loved being able to simply say, “Take your spouse to dinner on me—somewhere really nice, on me.” It was not what I expected at the time, but now I get it. 

			Looking back through the lens of everything I have learned, I believe my dad was frustrated because he did not feel like he was in control. In his mind, his involvement with his job was negative because he felt that he was at the mercy of someone else. To top this off, he had a mortgage and a family to support. He must have felt imprisoned by his financial burden—like he would always be working in service of other people and his debt. He looked around and saw people who did not feel like they were carrying the same financial burden he was and did what any good father would do—he urged his kids to be free. He just did not know specific ways to help. 

			My friend’s dad was the opposite. He had freedom. He seemed to have no real schedule or pressing obligations. He was financially independent, and whether he worked or not, money came in. So he did other things with his time. He ran for political office, flew around the country checking on his investments, and helped people start their own ventures. He encouraged others to be independent, and what was so interesting to me was that it did not matter if they worked for a Fortune 500 or were self-employed. He showed them how to create what is now commonly referred to as passive income. This is income that comes in whether you are sleeping or awake. You earn it whether you are in the office or on vacation. This kind of income survives you and takes care of those you leave behind and the organizations you care about. 

			The truth is that all of my mentors had one thing in common—they wanted freedom. Many had achieved it and quite deliberately maintained their freedom with simple philosophies on how to build wealth. If my dad were alive today, I would be able to tell him that his instincts were right—he was onto something—and that because of that I have been able to live with tremendous freedom. As for my friend’s dad, I was able to talk to him before he passed and thank him. I will keep that conversation to myself but will say that even at the end, he went out on his terms and without an ounce of regret. He knew exactly what he had set up and was comfortable in the fact that it would continue. 

			Now imagine for a moment the frustration of working your tail off and still feeling completely boxed in and without control. Imagine a scenario in which no matter how hard you work, you still feel helpless. It has to be frustrating—maddening even. It is not something we would choose if we knew alternatives, but as is so often the case, financial burdens sneak up on us if we don’t actively plan. We are tricked into golden cages—imprisoned by lifestyles we cannot afford and investments designed to erode our wealth. The cost is our freedom. 

			To get out of your cage or, better yet, to avoid it entirely, all you need is a methodology that you can use to keep you from getting tricked into doing the things that create financial imprisonment. It is not rocket science. It is actually painfully simple. But simple does not mean easy. For example, losing weight seems pretty straightforward: burn more calories than you consume. But losing weight isn’t easy for most people. It takes self-discipline and conscious effort. Money is no different. The solution to avoid financial imprisonment is simple. In this book I am going to show you exactly how to do it—step-by-step—so you can avoid a life of financial service to others. But it will take effort on your part. 

			Whether you are rich or poor, an employee or self-employed, a college graduate or not, you have the same access to the tools the rich have been using for generations to create perpetual wealth for themselves and their families. 

			How do I know? 

			As a tax attorney, I have worked with tens of thousands of investors and have seen firsthand who makes money consistently and how they do it. It became obvious to me from working with their financial records who had to work for their money and who had money flowing in without working. Even better, I see their tax returns and know who has created actual wealth and who is just living a lavish lifestyle that is confused with actually being wealthy. Based on this experience, I have been able to drill down into the IRS data—data that is published every year—and discover the financial behaviors and patterns that are consistent with the wealthiest among us. The best part about it is that anyone can build perpetual wealth. You can—it is actually simple math that a fourth-grader would understand. The rest is just following the system and enjoying the results. Welcome to Infinity Investing. 

			The chapters are organized to guide you through the process. Chapter 1 is designed to help you understand what financial freedom means for you. I then introduce you to the startling concept of financial imprisonment in chapter 2. The fact is that most financial institutions limit your freedom to leverage your own money for their benefit. I’m going to be blunt. A lot of these institutions rip us off, and they do it because the law allows them to and, quite frankly, we do not know any better. We can easily fall victim to it over and over and over again, and in the meantime, we are left wondering where our money went and trying to figure out what happened to our retirement fund. When you actually start digging into these things, you’ll realize just how systematically financial institutions behave to burden us with a yoke of debt that creates a lack of hope—especially for young people.

			We’re going to look at the number-one difference between the wealthy and the poor in chapter 3. Hint: It probably is not what you have been taught.

			In Chapters 4 through 6, you will learn how to calculate something we call your income spread and find out why that matters. I describe how my approach is different from the traditional method and why the old way was simply institutional trickery. Once you understand this approach, I can show you how to convert old numbers into the new numbers to calculate your Infinity Plan.

			In addition to studying clients who were successful in building wealth, I also examined the reasons other people were not successful because, as John Dewey said, “Failure is instructive.” We can learn a lot from the financial mistakes of others. These failures tend to fall into three categories, and because they are predictable, they are avoidable. Chapters 7 and 8 identify these three losing bets (the Big Nos) that keep you in captivity and then examine what people are doing to break free. We will discuss the three things that they’re doing to be successful. This is a universal truth. If you do what these folks are doing, you will join them. You will be in at least the top 20 percent of wealth holders and have a fighting chance to get in the top 2 percent, who are the multimillionaires in our society. 

			Do you realize that each of us is either a financial serf, apprentice, knight, or steward? In chapter 9 you will learn what those terms mean and where you fall. This might be difficult for you to hear, but it could reveal a financial blind spot you have and help you make adjustments to move up in your financial class status. Chapter 10 describes what we know about where the wealthy invest. Our research shows that if you follow the investment patterns of that group, chances are you can be wealthy too. You’ll learn a unique investment strategy in chapter 11 to become something I call a Stock Market Landlord, and how to increase your financial class in chapter 12.

			Again, this is not a get rich quick scheme. It is a long-range plan that, if followed, can create a legacy of wealth for you and future generations. Like any long-range plan, it starts with specific, immediate tactics to get you started. In chapter 13 I describe a ninety-day plan to begin to move the needle immediately on your financial class, and it all starts with taking one critical first step. Finally, I will show you the importance of accountability. One of the biggest barriers to success is trying to do this all yourself. An accountability group dramatically increases the odds of anyone reaching personal goals, whether they are fitness, diet, or financial goals. 

			Are you ready to take the first step toward your own Infinity Plan? Read on!

			
Chapter 1

			
The Meaning of Financial Freedom 

			David was a friend of mine in Seattle, and he was an old-time restaurateur who had managed to have a tremendous amount of success. I met David as he was shifting his goals from wanting to be rich to wanting to make a difference in people’s lives. As part of his plan he had transitioned from the restaurant business to real estate. I met him while I was helping an elderly woman as her court-appointed guardian. I will call her Sue for purposes of this story.

			Sue had some valuable real estate, and a neighbor was essentially trying to steal it from her. Sue had diminished capacity, and her neighbor knew that she wasn’t making payments on her taxes for the property. He was contacting the county to see if they could negotiate for the back debt and foreclose on the properties. I was brought in because Sue was having a difficult time caring for herself. Her electricity had been turned off, and her houses were in such poor condition they were barely habitable. Instead of helping Sue, the neighbor saw it as a great way to get some prime Seattle property at foreclosure prices. Someone recommended David as a Realtor who would work on greatly reduced commissions to help people. As I got to know him, I found him to be an interesting guy. I learned that David had made a significant amount of money owning and operating restaurants in Seattle. 

			In getting to know him, I learned some important lessons from him. Number one, he told me that he didn’t have any plans beyond making his restaurants successful. In other words, his goal was to hit a certain dollar figure, let’s call it $1 million a year, in his restaurants. And he hadn’t thought about much beyond that. He told me that when he had his first year of $1 million, it was probably the worst year of his life and he didn’t know what to do. He did what so many people do when they start making money—he started spending it very irresponsibly. David got into drugs, alcohol, womanizing, you name it. If it was a bad habit, he partook. Let’s just say David’s life became a train wreck. Which brings us to lesson number two. David said that the financial saving grace during that entire period was that he had invested in assets in the form of real estate throughout Seattle. He said even when he managed to destroy his restaurants and was doing his best to make a mess out of his life, the real estate continued to support him and, as he put it, “bailed me out and saved my ass.”

			You see, even though David lost direction, he was able to eventually correct his trajectory. What fascinated me was that his new trajectory had nothing to do with restaurants. Rather, it was a commitment to serve other people, and his investments allowed him to make that shift. When I met him, he was older, wiser, and said he didn’t miss the restaurant business. He loved real estate, and he loved helping people who had nobody else to turn to.

			David helped me with Sue, and he did her a tremendous service. I stayed in touch with him for years after that. He was always tinkering in helping somebody out, and I was somewhat jealous. I was a professional, and I was working hard to establish myself. I worked a lot of hours and put myself through a lot to build up my practice. I couldn’t help but be envious that David was so relaxed and seemed to be enjoying every minute of every day. To me it looked like David didn’t have a care in the world other than how to help the next person.

			I think what struck me most was how David described the point when he finally accomplished his earnings goal in his restaurant business and how quickly his life unraveled thereafter. Choosing a dollar amount—a financial goal—without purpose can lead to a devastating fall. It is kind of like climbing to the top of the mountain with no plans to get back down. As any accomplished mountaineer will tell you, when you summit, you are halfway there; you still have the second half of the trip, coming back down. Your plan needs to cover both the accumulation and the maintenance of wealth, and that requires exploration into your purposes for building wealth. 

			What Financial Freedom Means for You

			The fact that you are reading this book shows that you have a serious interest in controlling your own financial future. Congratulations. You have already separated yourself from the pack. Far too many people are content to move forward in their daily lives, completely unaware that they are imprisoned by a variety of financial institutions. You have made a life-changing decision by choosing to spend time learning about Infinity Investing, and you will never look at money the same way. This book will help you set a course for financial freedom by laying out a road map of clear, specific steps. It doesn’t matter how old you are. Perhaps you are a twenty-year-old who is trying to make decisions about managing your money. Or maybe you are fifty years old and having an “Uh oh!” moment, realizing that you need to make financial changes for your immediate future. The purpose of this book is not to set unrealistic goals for younger readers or to make older readers feel guilty about what they have not yet done. The goal of the book is to help you.

			This book is about being successful, and the information inside is based on my experience from over twenty years of advising wealthy clients. This is not a get rich quick scheme. It is a get rich slow approach based on data that I have collected from working with thousands of wealthy clients over the course of my career as an attorney, entrepreneur, and investor. In this work I discovered specific, repeated factors that differentiated people who became wealthy from those who did not—and those factors are almost certainly not what you think. It has nothing to do with how well you did in college or where you grew up. It comes down to mindset. Specifically, it comes down to your belief system and the degree to which you believe you can control your outcome. 

			Financial Freedom Exercise 

			Let’s do a simple exercise to help you get some clarity on what financial freedom means for you. This exercise requires you to answer the following question: What comes to mind when I say, “What does financial freedom mean to you?” To help you answer this question, just stop, close your eyes, and consider that question, then write your answer down.

			Let me offer my own reaction to that question as an example. For me, one thing financial freedom means is that I get to travel. So, for the purpose of this exercise, I would write that down. 

			The next step is to answer the following question: “Why is this important to me?”

			So I would ask myself, “Why is it important to me to travel?” And I might write down that I want to experience the culture of my ancestors. You would continue repeating that same step until you arrived at the core of what it is that is motivating you—what it is that financial freedom really means to you, individually. 

			Using my example, I would ask myself, “Why is wanting to travel and experience the culture of my ancestors that important to me?” Then I write down that it would help me better understand my own values and family background. Then I just keep going deeper by asking myself that question—“Why is it important to me?” 

			The idea here is to use this process to go deep in order to get clarity. Each time you ask yourself that question, it helps you get clearer and closer to the core values that will help you sustain your plan. 

			Some people call this getting clear on your “big why.” And if you know why you’re doing something, that’s half the battle. You can focus in on it. You can write it on a piece of paper and say, “This is why this is important to me.” Studies have shown your chances of achieving a goal go up 300 percent by this simple step of writing down the ultimate goal. Entire books have been written on the secret of achieving goals by identifying them and writing them down. For our purposes, we want to identify what is important to you so you can make it something that’s important about you or, if you are a parent, so you can make it important to your family and you can say, “This is something that we are. This is something that we stand for.”

			Without this clarity, we are at the mercy of our whims. And trust me, you are being influenced—I would go so far as to say maybe even brainwashed—every day by the world of advertising. You are constantly being marketed to by everything you see on your phone and by everything you read on the internet. If you aren’t actively aware of it, you’re going to be led down the wrong path and away from your financial goals. Establish your own path based on the “big why” that you identified by answering the question about what financial freedom means to you.

			Put another way, without something to guide us, we are a rudderless ship being cast about by the sea. You will drift on the currents and never reach your goals except by chance. By simply identifying what your goal is and why it is important, you can head in that direction with purpose. Don’t worry, you can always tweak your goals, just as a ship headed to New York could alter course and head to Florida instead.

			Once you know your goal and what it really means to be financially free for you, the next logical question is “How much money do you need to get there?” 

			We’re going to use some specific metrics later in the book to determine just that. You can’t just say, “Oh, I need a little bit of money.” You need a dollar amount. You will need to do a traditional income statement or what the banks call an income and expense statement. In a business, it’s known as a profit and loss statement. Banks would also request a personal balance sheet that shows your assets and liabilities, with the difference between the two known as your net worth. Banks use this whenever you apply for a loan. So no matter what world you’re looking at, whether it’s your company or whether it’s you, you still use these categories. I’ll break them down, and we will use these calculations to determine what you need to gain financial freedom.

			So how do you define financial freedom? For you it might mean that you don’t have to go to work anymore, or you can take a lower-paying or nonpaying job to do something you love. It might mean knowing that you always have a roof over your head. For some it means that you own your house and your cars outright. You don’t have debt. That might be what you need. Other people might say they need to know that they have a certain amount of income coming in and are not reliant on others so that they can travel the world without worrying about paying bills. Still others might want to fund charities, do mission work, or give money to help others. There are no wrong answers, but we do need a destination. Think about what it means to you to be financially free, then we’re going to calculate it. But before we do that, we have to talk about three very distinct lenses through which we consider what “enough” means.

			Needs, Wants, and Wishes

			Financial freedom for most people is greatly impacted by their understanding of the differences between needs, wants, and wishes. Let’s look at each one of these.

			Needs are the most basic of the three. If you think in terms of the services that FEMA provides for people during an emergency, these are the basic needs. People need water, shelter, food, and healthcare. 

			Wants are about how you prefer to live. Money, vacations, cars, and a house in a good neighborhood are all wants. Some people love to debate the difference between needs and wants, most often using the “it depends” argument. Most likely, the wants are how you are living right now. This is how you want to live without getting caught up in the financial aspects of life. You’re spending without really much regard. Maybe you’re carrying balances on credit cards. You have some debt, but you still go to the movies all the time. You travel and go on vacations. You want to do these things, but you don’t need to. In other words, if you lost your job, you could cut most of these out if you had to. You have to be able to calculate these, and I’ll show you how to do it.

			Wishes are the ways you think about your life if everything were perfect. What would you like to be able to do? Maybe you wish you could own a second house in another part of the country. Maybe you wish you could participate in all of your church’s mission trips. Whatever your wishes are, you need to be honest with yourself. You need to know exactly what your own needs, wants, and wishes are so you can calculate them. What do you need to have coming in to offset what it’s going to cost? If your need is to not be homeless, then you need a roof over your head. You need basic transportation so you can take the kids to school and get yourself to your job. What are your basic needs? You need food on the table, but you want to go to the movies. You don’t need to go to the movies, so we should know both numbers. Don’t worry, I am not going to tell you to cut out your wants; in fact, I am going to calculate something called your Infinity Net Worth based on your wants. It is important to know your needs so we know when we have met them. There is nothing worse than seeing someone who had their needs met be led backward by an overzealous financial planner who “unretires” his client because he had no clue that their needs were already met and continued down a more aggressive approach to planning because he was ignorant. From now on you will know your numbers and you will lead your own plan. 

			It all comes down to knowing four simple financial categories: 

			•Income

			•Expenses 

			•Assets 

			•Liabilities 

			In the next chapter, I’m going to show why depending on our financial institutions for our investment strategy can work against us. It will become clear as we do the calculations, but you need to know why there is such a disconnect between the average American and the financial institutions who are supposed to serve them.

			
Chapter 2

			
How Financial Imprisonment Works

			Mary was a retired teacher. Her husband had passed several years before, and she spent her days meeting with her friends and enjoying her garden. She loved her home; it held so many memories for her and felt like a continuing connection with her late husband. Mary felt financially secure, but she always wondered if she really knew enough about managing her money in retirement. One of her friends had told her about a financial planner; we’ll call him Allen. Allen was a very successful planner. He had great suits, impeccable hair, and he seemed to really know what he was doing. Mary made an appointment with Allen and met him in his impressive office. The carpets and art were beautiful, and when Allen sat at his big, gleaming cherry desk in the middle of his office, he had a presidential air.

			Mary was impressed. Allen asked Mary what she needed and what her lifestyle was like. He did what most responsible financial planners would do, which is to try to get an idea of what the client is spending. Allen created a chart for Mary showing her spend down. The idea was that she would live off of 4 percent of her portfolio every year for the foreseeable future. At that rate her money would not run out unless she lived well beyond a hundred years old. And Mary felt very comfortable. She moved her accounts over to this advisor, and she moved her deceased husband’s retirement accounts as well.

			She maintained a small amount in her teacher’s union retirement plan, and Allen began handling her account. She would receive statements periodically from Allen, as well as a birthday and Christmas cards. Otherwise, she never heard a word from Allen. She would reach out about once a year to seek assurances that her portfolio was balanced. Allen would respond that everything was in accordance with standards. He told her not to worry, that she was in great shape for meeting her needs.

			And then the market crashed. Mary was shocked to see her accounts lose more than a third of their value. She called up in a frazzled state and wanted to talk to Allen. Allen said to relax and that he would reposition her portfolio and reassured her that because of the planning he had done with her, she was in good shape to weather the storm. Mary had her doubts, so she scheduled a meeting with Allen to discuss specific steps. As she sat with Allen, he talked about things like allocation and diversification and all the mutual funds that he had put her in and how she just needed to wait for the market to correct and it would come back. But Mary indicated that she needed those funds to live off of, and selling them now to turn them into cash so that she could live off of them would cost her significantly because the market was hitting the bottom.

			Allen reminded her that she had other sources of income, like Social Security benefits and a teacher’s pension, that she could live off of so that she wouldn’t have to sell any of her holdings. Mary added everything up and realized she still had a shortfall. In one fell swoop, she had lost nearly a third of her savings. And she was not happy about it. Allen maintained that the investments he had put her in were suitable for her and were risk appropriate.

			But Mary decided to get a second opinion and took her portfolio to a certified financial planner whom we will call Cindy. Cindy analyzed Mary’s information and quickly saw that even though she had multiple mutual funds, many of those mutual funds contained the same underlying investments. In short, fund one may have had a position of 10 percent in XYZ Corporation and fund two may have had a 20 percent interest in XYZ Corporation—meaning even though Mary thought she was diversified in multiple companies, she was aggressively exposed to one company’s fortunes.

			Cindy also put the profile through an analyzer that rated risk exposure and found that Mary was not in a conservative portfolio as Allen had told her but rather was in an aggressive, tech-heavy portfolio—meaning she needed those companies to do well for her to make money. And the only reason the balances in her portfolio looked high was because those stocks were in demand at the time. And as soon as the demand went away, the stocks dropped and she had no real assets in her portfolio.

			Mary was shocked. She had done everything right. She knew her own limits and engaged a financial planner. She laid out exactly what she needed to live off of. And she expected the financial planner to create a portfolio for her that would weather downturns. Now she was discovering that the opposite was actually true. Mary realized that she would have no other option but to sell her home and downsize to allow her to adjust her standard of living so that she did not have to liquidate her portfolio when it was down. And she learned a very important lesson. It was ultimately her responsibility to ensure that her plan suited her needs. Cindy explained what it meant to have a fiduciary responsibility to somebody versus using suitability standards. Mary’s eyes were now wide open. 

			The Secret about Financial Institutions 

			Many financial institutions don’t have your best interest in mind. If you don’t believe me, consider this recent example: a high-level employee at Morgan Stanley discovered a shocking truth about his own company. After carefully scrutinizing the investment products included in the Morgan Stanley employees’ retirement plan, he realized it included many of the expensive, underperforming, and high management fee products he sold daily to clients. According to the Morgan Stanley employee, investing in these funds cost Morgan Stanley employees millions of dollars in lost retirement savings. Why would Morgan Stanley do this? Because by buying the Morgan Stanley funds, it provided significant revenue and profits for Morgan Stanley even as it compromised the value of their own employees’ retirement funds. The high-level Morgan Stanley employee ended up being the lead plaintiff when a group of Morgan Stanley employees brought a class action suit against their employer. Basically, the Morgan Stanley employees, many of whom sold Morgan Stanley products to consumers, thought so little of the products they sold that they sued because their employer held the very same products in the company retirement account. Sounds crazy, but it is 100 percent true. 

			It isn’t just Morgan Stanley. Unfortunately, there are many other examples. The Wall Street Journal reported on a lawsuit brought by Florida-based teachers against their union.1 The union urged members to buy their retirement investments through a firm owned by the union. They didn’t reveal to the teachers that the fund had higher fees and would translate to a smaller nest egg when the teachers retired. This should be a sobering example for all readers about the way many financial institutions operate. 

			Financial imprisonment is a real thing, and you are going to learn what it means in this chapter. World history shows many examples of abuses that took place by people who controlled information. For example, in certain medieval churches, the Bibles were in Latin and it was illegal for a commoner to learn Latin. That meant that the average person had to go to somebody who could interpret the content for them—often in a way that benefited the interpreter. They could say something like, “The Bible says you have to pay me money, and then you can go to heaven.” 

			In some cases, entire classes of people were controlled by what they were allowed to know or learn. In many cases education was permitted only when it was absolutely required to perform one’s job. They were only allowed to read, do math, or write if it contributed to the welfare of the ruling class. In other words, they were deliberately keeping them in the dark—and that’s how financial imprisonment works. Financial institutions try to keep us in the dark, and in this book I shine a light on it so you can avoid being held captive by banks and brokerage houses.

			This is evident in the United States as well. When a very small percentage of people control a huge percentage of the wealth, it means that the rest of us are almost always working on their behalf. In the financial world, there are the governors and there are the captives. The governors are in control, and the captives have to do things for them. How? Financial imprisonment is sustained as a result of the practical impact of debt. Debt is the mechanism by which they can control you. Debt is how they get you to go to work every day for somebody else. Debt is how you wake up at sixty and realize you are literally working to pay your living expenses and the rest of your money is going to pay interest on debts with little to no money put aside for retirement. 

			By the way, you can be self-employed and still be working for somebody else. Who owns your house? Chances are it’s a bank or mortgage company. If you own your house outright, then you know that feeling of a little bit of freedom. It feels good because you realize you’re not working for somebody else. If you don’t own your own house or if you have a mortgage on it, and especially if you went through the great recession, you realize how destructive it can be to have debt on something that you thought was an asset. My position is that a home with a mortgage is not an asset. You’re actually buying a liability (your house) with a liability (your mortgage loan), which is what causes so much pain. We’re going to explore what the practical impact of this can be. I’m going to show you the statistics, and it will probably be as eye-opening for you as it was for me. 

			The Social Security Myth

			Let’s dive right in and look at some stats. Studies have shown that about 42 percent of Americans are going to retire broke, with less than $10,000. They are, in essence, on welfare. You might want to argue by saying, “Hey, I’ve been paying into Social Security all these years.” Sorry. That makes you dependent on somebody else determining how much you’re going to receive, and in a stroke of a pen, it could go away. I’m not a big fan of relying on public programs. No offense to public programs, but they should serve as a safety net, not a retirement plan. When Social Security was created, it was intended to provide coverage for people who outlived the normal life expectancy at that time. The projection was that most people would only need this coverage for about a two-year span. In fact, according to the Social Security Administration website, the average life expectancy of men in the United States when Social Security was enacted was fifty-eight years old. 
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