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How to Make Use of this Free Financial Plan
People don’t usually give away something of value, but the precipitous rise of the 
blogosphere has changed that.  While I still don’t think you’re likely to get a free lunch 
without exposing yourself to an unwanted solicitation, I’m happy point you to bloggers 
like Seth Godin, Chris Guillebeau, Leo Babauta, Claire Diaz Ortiz, Carl Richards and 
Michael Hyatt, each of whom give away some of their most valuable insight simply to 
thank us for becoming members of their respective tribes or followings.  

THANK YOU for becoming a fan of my work.  If you were just jumping at the 
opportunity for free stuff and have no idea who I am, I thank you nonetheless, and 
invite you to get acquainted through my bio.

I must first disclaim that while the document you’ve set your eyes on contains a great 
deal more information than a single blog post, it has less information than a book.  
Furthermore, I remain convinced that the inherent variability of our lives, laws, markets, 
economies and emotions renders any static medium (such as a post, article, manifesto or 
book) insufficient when a relationship with a trustworthy human being—a qualified, 
credentialed and experienced financial planner—is possible.  Further-furthermore, it’s 
important that you know I indeed am a financial planner, blogger, college instructor, 
author and speaker, and I am compensated to various degrees for fulfilling those roles.  
You must be aware of my economic biases.  That said, I pledge that this free financial 
planning guide is not lure designed to lead you to purchase a service or product for which 
I am compensated.  It’s just a free financial plan.   

Tim Maurer, CFP
Financial Planner | Educator | Author

http://www.sethgodin.com/sg/
http://www.sethgodin.com/sg/
http://chrisguillebeau.com/
http://chrisguillebeau.com/
http://leobabauta.com/
http://leobabauta.com/
http://clairediazortiz.com/
http://clairediazortiz.com/
http://www.behaviorgap.com/about-carl-richards/
http://www.behaviorgap.com/about-carl-richards/
http://michaelhyatt.com/
http://michaelhyatt.com/
http://timmaurer.com/speaking/bio/
http://timmaurer.com/speaking/bio/
http://www.financialconsulate.com/tim-maurer/
http://www.financialconsulate.com/tim-maurer/
http://www.forbes.com/sites/timmaurer/
http://www.forbes.com/sites/timmaurer/
http://timmaurer.com/about-the-book/
http://timmaurer.com/about-the-book/
http://timmaurer.com/speaking/
http://timmaurer.com/speaking/
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MY PLEDGE TO YOU...

I pledge that this free financial 
planning guide is not lure designed 
to lead you to purchase a service or 
product for which I am 
compensated.  It’s just a free 
financial plan. 

Here, then, are some instructions designed to help you make the most of this resource.  First, review the Table of 
Contents, specifically noticing the four sections into which the plan is organized:

Foundation:
1. “What Do You Believe About Money?”
2. “Don’t Be A Slave To Circumstances—Set Goals”
3. “Would You Be Fired As The CFO Of You, Inc.?”
4. “A Fresh Take On Personal Debt”

Risk Management:
5. “A Near Death Lesson In Risk Management”
6. “Fear Of Death…And Life Insurance”
7. “15 Minutes Could Cost You A Fortune”
8. “The Most Complex Personal Insurance Products Explained, Part I: Disability”
9. “The Most Complex Personal Insurance Products Explained, Part II: Long-Term Care”

Today & Tomorrow:
10. “Investment Advice You Can Actually Use”
11. “Annuities Are Not Bought, They’re Sold”
12. “5 Tax Myths Debunked”
13. “5 Tax Rules That Work”
14. “The Non-Conformist’s 4-Step Education Savings Plan”

Future:
15. “Why You Need To Ditch Your Retirement Plan”
16. “Like It Or Not, You’re Building A Legacy”
17. “Great Minds DON’T Think Alike: The Business Of Financial Planning”
18. “WHY A Financial Plan Is Worthless”

Regardless of the specific topic that may have given rise to your interest in this tool, I highly recommend that you orient 
yourself to guide by beginning with the Foundation sections.  Beyond that, if you’re looking for something specific, 
please feel free to skip around—and if you find sections that don’t apply, I’ll not be offended if you bypass them 
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The first step of every financial plan must address what we believe about money, because what we believe about 
money will impact what we do for and with money.    Don’t believe me?  Complete the following two sentences with 
the first thing that comes to mind:

• The rich became wealthy by…

• Poor people are poor because…

I’ve conducted this exercise in groups as small as five and larger than 50, and regardless of the group’s size the answers 
to the first question range from “They worked hard” to “They were born into it” or “They took advantage of the less 
fortunate,” and more recently, “Bank of America is the devil.”  The answers, not surprisingly, to the second question 
consistently include everything from “They’re lazy” to “They lack education and resources” or “They were born in the 
wrong place at the wrong time.”

This is the first in a series walking you through an entire comprehensive financial plan, complete with online exercises.

Rick Kahler and Ted Klontz, who introduced me to this exercise, call our internal answers to these questions our Money 
Scripts, as described in the must-read, The Financial Wisdom of Ebenezer Scrooge.  If you’re walking around with a 
money script that says, “Rich people got that way by taking advantage of people,” don’t you think you’d be more likely 
to divest of any excess cash that enters your realm?  Or if you believe “Poor people are poor because they’re lazy and 
wasteful,” don’t you think that’s likely to impact your patterns of charitable giving?

Our money beliefs are something we rarely even consider and almost never articulate. But the effectiveness of our 
financial plan hinges on self-awareness and our willingness to establish the deliberate systems and habits that will 
complement our right thinking and reconcile our wrong thinking.  What we believe about money is born of our past 
experiences with (and sometimes without) money, for better and worse.  What we believe about money explains what 
we’ve done in the past and predicates our actions in the future.

But how do we begin to analyze our money past, enabling this self-awareness, and begin to take the appropriate 
actions?  Tell your Personal Money Story.  This exercise should take you all of about 15 minutes, walking you through 
the most meaningful positive and negative money experiences you’ve had in life.  At the end of the exercise, you’ll have 
both a textual and graphical depiction of your history with money.

It’s important that you do it on your own first, but I highly recommend sharing it thereaer with those you’ve chosen 
to walk through life with.  Many a couple has benefited from this exercise, as they can see how their pasts informed 
their presents.  Instead of seeing you as merely a stingy miser or wasteful spendthri, your spouse, friend or family 
member can see you as a collection of experiences, innate traits and embedded values!

For instructions and to complete the exercise click HERE.

FOUNDATION

What Do You Believe About Money?

http://timmaurer.com/2012/03/01/your-personal-money-story/
http://timmaurer.com/2012/03/01/your-personal-money-story/
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Life without goals is lived as a slave to a collection of circumstances.  While goals are not necessary for activity or even 
productivity, they provide us with a relative standard against which to measure the effectiveness of our efforts, aiding 
us in the elusive quest for fulfillment.  Fulfillment is not found, however, in the completion of disjointed goals, no matter 
how loy, but only in goals tethered to a deliberate system of personal principles or values.

This is the second post in a series walking you through an entire comprehensive financial plan, complete with online 
exercises.

Despite nearly gratuitous use of the word GOALS in the realm of financial planning, most processes fall short of aiding 
you in the establishment of legitimate goals.  More oen, mere WANTS or INCLINATIONS are captured.  “I would like to 
be financially independent at the age of 60,” for example, is not a valid goal.  In order for it to grow into something 
actionable, it must be Specific, Measurable, Attainable, and Meaningful.

You might read in a financial magazine that “you should have $2 million in savings to enjoy a comfortable retirement,” 
so when asked about your goals in a financial planning interview or questionnaire, you parrot the magazine’s 
prescription as your goal.  All too oen, this nearly arbitrary number becomes the basis for a host of recommendations 
in a financial plan.  But while it may be specific and measurable, it lacks the two most important qualities of a goal—
whether or not it is attainable and meaningful.

If you’re 20 years old and confident of a high annual rate of return (say, 10%), your $2 million-by-60 goal will require 
savings of $316 per month.  But what if you’re 40, starting from scratch aer a divorce and anticipating only 5% 
annually aer a lackluster decade for investing?  The accomplishment of the same goal will require savings of $4,866 
per month, an unattainable objective for most.

Even if the higher savings rate is achievable, the most important question yet to ask is whether the goal is meaningful.  
Meaning is derived from our personal principles, our values, the stuff in life we want to be about.  Although he may not 
have been the first, Benjamin Franklin is certainly the most famous to deliberate over and publish his “Thirteen Virtues.”  
The inspiration for Stephen Covey’s The 7 Habits of Highly Effective People, Franklin’s list offers a portal into the ideals 
to which a great man aspired and provides us with a helpful example to kick start our own thinking.

In case you’re searching for the motivation to spend some extra time deliberating on your personal principles, consider 
the two unsatisfactory outcomes of launching aer goals unsupported by our values: Either we fail, lacking the 
sustainable impulsion to see our goals through, or we abandon or alter our principles in pursuit of a conflicting goal.  
The former is unsavory; the latter is tragic.  But it happens all the time.  How much better, then, to live life “on 
purpose”?

In the long run, it will save you a great deal of time, heartache and money if you begin the financial planning process 
with an exploration of your values and establish goals, grown up out of those values, that are specific, measurable, 
attainable and especially, meaningful.

Click HERE to find instructions and a free downloadable exercise designed to help you in this pursuit.

FOUNDATION

Don't Be A Slave To Circumstance -- Set Goals

http://timmaurer.com/2012/03/08/personal-principles-and-goals/
http://timmaurer.com/2012/03/08/personal-principles-and-goals/
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The board of directors is getting together to review your stewardship of the company’s finances.  Would they be 
pleased with your performance as the company’s chief financial officer?  For many of us, if we conducted our 
occupational endeavors the way we manage our household finances, we’d be fired!

I encourage you to manage your household finances as though you are a business, and that management centers 
around three financial statements that are just as effective when used to manage You, Inc. as they are in Fortune 500 
companies.

The three Personal Financial Statements are:

• Cash Flow Statement
• Balance Sheet
• Budget

Many confuse these three statements or assume the single statement they use is sufficient.  But without all three 
statements working in conjunction, the value of any one of them is reduced to almost nothing.

The Cash Flow Statement is an accounting of your past expenditures. Most people who say they budget are actually 
only tracking their cash flow aer they’ve already spent the money.  This task is made much easier with the advent of 
online banking and online aggregation tools; now you can effectively view and manage your cash flow without even 
liing a pencil.

The Balance Sheet is a snapshot of your assets and liabilities at a particular moment in time. What do you own and 
what do you owe?  It sounds simple, but although you’re likely familiar with the myriad of statements for assets and 
liabilities that flash before your eyes each month, the completion of your own balance sheet will give you an 
aggregated view of your financial realm.  Mint.com — developed by Intuit — is a great, free resource that allows you to 
aggregate all of your bank and investment accounts in a single dashboard.

The Budget represents your financial future. It’s nearly impossible to create without first having completed the exercise 
of creating a cash flow statement.  With that in hand, you’re ready to create your budget, the projection of what your 
spending should be in the future.  For most of us, our income and expenses run on one of a few variants of a monthly 
cycle; therefore your budget should also be computed on a monthly basis, although it is also helpful to view it on a 
quarterly, semiannual, and annual basis to fully appreciate how much your personal vices and creature comforts cost 
you.  My personal choice for the optimal budgeting tool is soware called YNAB (www.YouNeedABudget.com).

A common misconception is that cash flow examination is only for the relative poor, for those just scraping by, living 
hand-to-mouth.  While it is true that an effective cash flow mechanism can be the financial savior of the materially 
deficient, the notion that the privileged need not concern themselves with cash flow management is elitist foolishness 
at its finest.  There is more at stake for the household with substantial cash flow than for those living paycheck-to-
paycheck.  This is made especially evident in the story I’ve shared with you regarding the friend of mine who learned he 
was on track to “spend” over a million bucks at Starbucks aer conducting a detailed cash flow analysis for a year.

Click HERE to find instructions and a free downloadable exercise designed to help you develop each of the three 
personal financial statements.

FOUNDATION

Would You Be Fired As The CFO Of You, Inc.?

http://www.YouNeedABudget.com
http://www.YouNeedABudget.com
http://timmaurer.com/wp-content/uploads/2011/07/chapter-3-personal-financial-statements.xlsx
http://timmaurer.com/wp-content/uploads/2011/07/chapter-3-personal-financial-statements.xlsx
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There is nothing wrong with enjoying material possessions.  But it is vitally important to distinguish between that which 
we possess and that which possesses us.  Those possessions in which we make the largest financial investment are oen 
coupled with debt.  The problem with debt isn’t the debt itself, but instead, the indebtedness.

Indebtedness comes in many forms, not all of them negative.  To be indebted is to be bound or beholden to another. 
We are certainly bound financially to the bank that holds our mortgage, but also to some parents, spouses, siblings, 
friends, employers, mentors and students to whom we owe a debt of gratitude for acts of kindness that, in many cases, 
we may simply be unable to repay.

With those who truly love us, we live at peace knowing they hold no account of that which is owed.  Our bind to them 
is (hopefully) based in some form of unconditional mutuality.  But this is certainly not the case with banks and financial 
institutions lending to us.  With them, it is a relationship built on conditional reciprocity.  And while we must not vilify 
them for these justifiable conditions, we also must remember that our financial freedom and flexibility—our very peace 
of mind—will be limited as long as we are bound by that which is owed.

Our level of comfort—or discomfort—is directly related to two attributes of our debt: the total amount of our debt and 
the proportionate debt-to-asset ratio. A homeowner with 66% equity in her home could feel protected on a 
proportionate level, but if the home’s value is $3 million and the debt is $1 million, she may still lose some sleep.  And 
while few would consider a $150,000 mortgage irresponsibly high, the homeowner owing that amount on his house 
worth only $100,000 may be understandably unnerved.  You may understand the power of these attributes on an 
emotional level, but they are also justified economically; the mere size of a debt and certainly its standing in proportion 
to our assets have a great deal of bearing on the risk that the debt could be our financial undoing.

This makes sense, right?  But it’s not the way we’ve been looking at debt—as institutions or individuals—for at least a 
decade.  The primary (and almost sole) qualification, at least up until the financial crisis, was whether or not the 
monthly debt service was “affordable.”  Instead of thinking of houses and cars as assets with price tags, we simply asked 
the question, “Can I afford the monthly payment?”  Surprisingly, banks treated it the same way, and in some cases gave 
out loans to folks they knew couldn’t even afford them! Of course you have to be able to afford the monthly payment!  
But if you want the secret to lower-stress financial living, focus on maintaining debts that are low(er) in total value and 
less(er) as a proportionate amount of the pledged asset.[i]

And please remember this: Debt wisely utilized can indeed be an effective tool in the business of wealth building, but 
there is a special level of financial peace available only to those who are no longer bound, beholden and indebted. It is 
my desire that you follow the path of debt reduction to elimination.

Click HERE to find instructions and a free downloadable exercise designed to help you in that pursuit.

___________________________

[i] By the way, I don’t believe you SHOULD be taking debt out on depreciating assets—including automobiles—if you can 
help it…and you normally can.  If you can’t afford to buy the whole car, you probably can’t afford the car.  Buy used if 
you want something nicer and reserve debt only for appreciating assets like homes, educations and businesses (within 
reason).

FOUNDATION

A Fresh Take On Personal Debt

http://timmaurer.com/2012/03/22/your-path-to-financial-freedom-debt-elimination-app/
http://timmaurer.com/2012/03/22/your-path-to-financial-freedom-debt-elimination-app/
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The summer I was 18 years old (1994), I was a punk.  You know, a cocky know-it-all teen who would rather stick a hot 
poker in his eye than respond positively to any authority figure.  I was invincible.  To say I learned several lessons the 
hard way that summer is an understatement.

Aer a random Tuesday of lifeguarding followed by a host of “extra-curricular activities,” I departed for home in my 
gray Plymouth Horizon at 2:00 am.  Unfortunately, I entered my slumber prior arriving and found myself trapped in the 
car at the bottom of an embankment with a visibly broken right femur, broken pelvis and several internal injuries.  
(Fortunately, no one else was involved in the accident.)   It wasn’t until 6:00 a.m. that a truck driver finally spotted my 
car from above and notified emergency responders.  The last thing I remember hearing was the sound of a helicopter 
and a voice saying, “This doesn’t look good.  I don’t think this kid is going to make it.”

Over the next two weeks, the doctors and nurses in Baltimore’s legendary University of Maryland Shock Trauma Center, 
buoyed by the prayers of family and friends, saved my life. They said I was only minutes from bleeding to death in the 
car.  Shortly aer I arrived at the hospital, my le lung collapsed and plastic tubes were inserted to help me breathe.  
Aer fighting the machines that were providing my oxygen, they induced a coma, in which I remained for five days.  I 
learned later that my chances of living fell below 10 percent.  As a financial planner, I should point out that those are 
not favorable odds.

My near-death experience is a classic case of horrendous risk management.  There are four primary risk management 
techniques: risk avoidance, risk reduction, risk assumption (or self-insurance) and risk transfer (or insurance).  
Viewing my accident through the lens of a risk manager, this was a risk that could’ve been easily avoided by simply NOT 
driving at 2 am aer a day drenched in sun and, well, other stuff.  Or, the risk could’ve been significantly reduced by 
asking for a ride home or at least wearing shoes and a seatbelt.  Instead, the decision I made was to assume all of the 
risk personally.  Thankfully, the financial risk was transferred to auto and health insurance companies—otherwise I’d still 
be paying the bills.

If you attempt to transfer all of your risk by purchasing insurance for everything for which it was created, you won’t 
have any money le. You manage risk, however, every day whether you know it or not.  Do you wear a seat belt?  
You’re managing risk through risk reduction.  Are you a boater?  You’ve made a risk management decision, electing to 
assume additional risk.  Have you never smoked a day in your life?  You’re a risk manager, avoiding one notable cause of 
an early death.  A greater understanding of risk management techniques will help you make better insurance decisions.

You’ll know when you need insurance or need better insurance, and you’ll also know when you need less or no 
insurance at all.  Proper risk management results in less stress—because you’re not wondering about issues you 
haven’t addressed—and a healthier personal bottom line.

It’s no accident that risk transfer—or purchasing insurance—is the last technique mentioned in the risk management 
matrix.  When we’ve effectively managed risk through avoidance, reduction and assumption, we can save a 
tremendous amount of money over our lifetime paying a premium to have risk transferred.

Click HERE to find instructions and a free downloadable exercise designed to help you analyze various risks on your way 
to insurance savings.

RISK MANAGEMENT

A Near Death Lesson In Risk Management 

http://timmaurer.com/2012/04/05/risk-management-matrix-app/
http://timmaurer.com/2012/04/05/risk-management-matrix-app/
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It is not easy to talk about life insurance because it’s not easy to talk about death.  It is especially difficult to pin a 
numerical value on a person, but that is precisely what we do with life insurance.  The point of life insurance is not to 
“buy off” someone’s pain and suffering aer the loss of a loved one; it’s to provide financial stability so that survivors 
don’t have to worry about money and can instead properly mourn their loss and build a new life.  Because many life 
insurance agents are taught to capitalize on your fear of death to sell their wares, it’s important to properly educate 
yourself before exposing yourself to the pitch.

The act of dying, in and of itself, does not create a need for insurance, but the result of your death may.  Life insurance 
could more aptly be named income and expense insurance as these are the risks it covers.  Life insurance exists to 
provide money that you or your family do not have.  If you already have the money that will be needed, having 
insurance is like carrying two umbrellas on a sunny day.

While there is enough subjectivity in the thought processes surrounding life insurance to create an exception for nearly 
every rule, we will begin by separating the various reasons to purchase life insurance into concrete needs and wants.  
Life insurance needs are those which would allow the surviving family members to continue on, unencumbered by the 
financial loss of the deceased.  If no one else is reliant on your financial wherewithal, you have no life insurance 
needs. Life insurance wants, then, are anything else that would further improve your situation beyond what it is today.  
Let’s look at the primary examples of each.

Life insurance needs:

• Final expenses
• Payment of debts and mortgages
• Planned education for children
• Needed income replacement

Life insurance wants:

• Pre-insurance (insuring needs that don’t yet exist)
• Build cash value
• Estate creation
• Wealth replacement
• Charitable bequests

Until you have addressed your life insurance needs and all other financial planning priorities, you need not be 
concerned with life insurance wants.  The other financial planning priorities are  1) mastery of the three Personal 
Financial Statements and their perpetual implementation; 2) adequate emergency reserves specific to your situation; 3) 
ensuring that all of your insurance needs are met; 4) contributing the maximum to your 401k(s); 5) contributing the 
maximum to Roth IRA(s) or an equivalent liquid savings account if you’re beyond the Roth income limitations; 6) 
contributing enough to 529 plans or an equivalent for education savings; and 7) contributing to a “freedom” liquid 
investment savings account.  I estimate the annual cost of these priorities at over $70,000![i] Therefore, until you have 
an annual household income high enough to fill all those priority buckets with ease, don’t concern yourself with life 
insurance wants.

RISK MANAGEMENT

Fear Of Death...And Life Insurance
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Term or Perm?

Life insurance can be split into two basic categories:  term life insurance and permanent life insurance—term and perm.  
Term life involves a calculation on the part of the brilliant number crunchers called actuaries to determine the 
probability of your passing away in an established period of time.  There is no cash value[ii] in the policy.  The most 
common term is a 20-year period.  Twenty-year term guarantees that as long as you make the level premium payments 
for the next 20 years, the insurance company will pay out to the beneficiaries if you (ahem) croak.  For the family that 
can reasonably plan to reach financial independence in the next 20 years, this is a very appropriate product.  Term is 
also sold in many variations with lengths as short as one year, but also in nearly every increment of five up through 30-
year term.  Virtually all of the life insurance needs can be adequately insured with term.

Permanent life insurance can be viewed as having a core of something similar to term with an additional layer of a cash 
savings vehicle.  This additional savings receives certain tax privileges and allows policy owners to take loans against or 
distributions from that cash value.  The investment component also comes in various forms, creating whole life, variable 
life and universal life.[iii] Although there are benefits of permanent life insurance , the costs must also be weighed. 
Depending on your age and health status, the premiums for a permanent policy can be five, ten or even twenty times 
that of a term policy with an identical death benefit.

Like all of financial planning, there is both a science and an art to life insurance planning.  Click HERE to find instructions 
and a free downloadable exercise designed to help you determine how much life insurance you need.

________________________________

[i]  Emergency Savings                                          $12,000/year
 401ks for Husband and Wife                              $34,000/year
 Roth IRAs for Husband and Wife                     $10,000/year
 Education Savings                                                $4,800/year
 + Liquid Investment Savings                              $12,000/year
 Optimal Household Savings                              $72,800/year

[ii] Cash value is accrued savings inside of an insurance policy.

[iii] Whole life, the most costly of the varieties of permanent insurance, has a fixed-income savings mechanism inside.  It 
should function similarly to a conservative fixed-income investment, like a CD.  Variable life has investment components 
that are more like mutual funds.  They have a range of investment options, known as subaccounts, which are various 
types of mutual fund–style stock, bond, and cash investment vehicles.  Another form of permanent insurance is 
universal life.  Universal life was designed to offer a less costly form of permanent life insurance.  It is a hybrid between 
whole life and term life insurance.

RISK MANAGEMENT

Fear Of Death...And Life Insurance
continued

http://timmaurer.com/2012/04/12/life-insurance-needs-analysis-app/
http://timmaurer.com/2012/04/12/life-insurance-needs-analysis-app/
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You’re involved in a car accident.  It’s your fault.  The person driving the car you hit is injured.  He visits with an attorney 
who runs late-night commercials in between People’s Court reruns.  They decide to sue you.  They win and are awarded 
$950,000.  Who pays that bill?  The insurance company?  Hopefully.  You?  Possibly.  If insurance, which one of those 
different types of coverage tells you how much your insurer will pay?  “Gee, I hope that when I saved 15 percent in 15 
minutes I didn’t reduce that particular coverage.”[i]

Home and auto insurance are oen the most neglected risk management tools because they’re so oen commoditized.  
It is seen as insurance we are legally required to own if we wish to drive a car or own a home, and so people spend 15 
to 60 minutes calling a couple of folks—or the guy at church who mailed them a fridge magnet—and not paying a 
second’s notice to the details of the policy.  Let me show you why it’s so important to understand your auto insurance.

Auto Insurance

If you shopped your car insurance recently, you may recall the agent mentioning something about “fiy, one hundred,” 
or “one hundred, three hundred,” or “two-fiy, five hundred.”  The type of coverage that would pick up the tab for the 
hypothetical lawsuit mentioned previously would be bodily injury liability (BIL).  Typically, that coverage is quoted listing 
two successive numbers.  The first number is how much liability protection you have per person.  The second is the 
amount that covers you per occurrence.

The chances are good that you have $100,000 of bodily injury liability coverage per person and $300,000 per 
occurrence.  In our example, because there was only one person in the car you hit, your liability coverage is going to top 
out at $100,000.  I hope you have an extra $850,000 lying around somewhere, because that’s your responsibility! 
Consider increasing your BIL to a minimum of $250,000/$500,000.  Read on for how to cover the rest of what you owe 
from that car accident.

Homeowner’s Insurance

The greatest risk surrounding our auto insurance is exposure to liability, and while there is more at stake in our 
homeowner’s insurance because we’re protecting a much larger asset, we must again address the o neglected liability 
risk.  Most policies come with $300,000 of liability coverage that will protect you when your neighbor sues aer his kid 
trips falling down your stairs, but again, it’s not sufficient protection.

You might also be surprised to learn that your policy probably doesn’t cover damage resulting from earthquakes or 
floods. You’ll have to pony up extra cash to shield yourself from those potentially disastrous risks.

“Umbrella” Insurance

Since even the more appropriate levels of liability protection in home and auto insurance still aren’t sufficient to protect 
you from a plain vanilla lawsuit, where do you look to transfer that catastrophic risk?  Excess liability—or “Umbrella”—
insurance is designed for that purpose.  It’s typically sold in increments of $1,000,000, and despite all those zeros, the 
premiums are surprisingly reasonable; most households will find an annual premium of between $150 and $250 per 
year will garner an extra million (or more) of liability coverage.  Properly structured, the umbrella policy will give you an 
extra layer of protection over-and-above your home AND auto liability coverage.[ii]
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More For Less

“GREAT,” you think, “I’m happy to learn I’m under-covered, but now I’m going to have to shell out more in premiums!”  
Not necessarily.  While most folks are under-insured for liability coverage, they’re OVER-insured for smaller claims, in the 
form of low deductibles. Most people have auto deductibles of $150 or $250, even while they probably wouldn’t claim 
anything small under $1,000 or $2,000 and risk higher premiums forevermore.  Therefore, if—and only if—you have 
sufficient emergency reserves and could self-insure the smaller risk, consider increasing your deductibles, thereby 
lowering your premiums.[iii] A skilled risk manager knows to bear the manageable risk and transfer the catastrophic.

There are many other details in your home and auto policies that didn’t fit in this short post, so click HERE to find 
instructions and a free downloadable exercise designed to help you conduct a complete audit of your auto and 
homeowner’s insurance policies.

______________________

[i] I’m not singling out any particular company with this example to imply that their insurance is sub-standard—simply 
that they’re serving to unnecessarily commoditize the product with their slogans.  One of their “forward thinking” 
competitors is even worse, inviting their prospects to “Pick your price!”

[ii] If you’re wondering why you need to increase your underlying liability limits on home and auto if you’re going to get 
the umbrella, it’s because the insurance company will typically REQUIRE you to increase your BIL in order to get the 
umbrella.

[iii] Of course, you should only make this change if the premium savings is meaningful enough.
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It’s unfortunate that long-term disability (LTD) insurance and long-term care (LTC) insurance are so hard to fully grasp.  
It’s unfortunate that the statistics surrounding the products are oen used to frighten instead of enlighten prospects.  
It’s unfortunate that zealous, commission-hungry agents pitch bells-and-whistles policies that send people running to 
the hills with sticker shock.  It’s unfortunate, because LTD and LTC are two of the most important risk management 
tools the financially wise can employ to good effect.

Long-Term Disability Insurance

“If you had a machine in your house that consistently generated cash flow to live off of, wouldn’t you want to insure 
it?”  This was a sales tactic I was taught to employ to manipulate people into buying the long-term disability insurance 
of one of the biggest life insurance companies in the world, for whom I worked in a past professional life.  Manipulation 
is wrong, but the logic is sound.  You and/or your spouse are the cash machines in your household, and if you’re in 
your 20s, 30s or 40s, the chances are good that your ability to generate an income also represents your household’s 
largest present value “asset.”[i]

Disability income insurance is just that—it insures your income in the case you are disabled.  If you are disabled in a car 
accident, health insurance is going to cover the cost of your medical care.  If you’re out of work for a period of time, 
disability income insurance is going to replace a portion of your income.  Short-term disability income (STD) coverage 
will take care of the first few weeks or months.  Long-term disability income (LTD) coverage picks up the balance, 
possibly all the way through age 65 or beyond.  Because your short-term needs are probably covered by an STD 
policy through your employer, or otherwise should be covered by your emergency liquid reserves discussed earlier, 
a prudent risk manager focuses on the catastrophic risk of a long-term disabling injury.

Tax Confusion

Most insurance companies will not insure anyone with LTD for over 60 percent of their pretax income because they 
don’t want to offer them an incentive to be out of work, lest the incidence of disability oddly increase.  You probably 
have a group DI policy through your work, and most of them cover up to the 60 percent rule.  You may be thinking that 
it wouldn’t be too bad because aer taxes, you’re not taking home a whole lot more than 60 percent of your paycheck 
anyway.  The only problem is that if your company is paying the premium (i.e., you’re getting the coverage for free), 
and thereby gaining a corporate tax deduction, the IRS is going to require you to pay income tax on that benefit. If, 
on the other hand, you pay the premium with your own aer-tax dollars, the benefit—in the case you were disabled—
would be tax free.

Therefore, if you find yourself in the situation of most Americans, working for a company providing an LTD benefit at 
no cost that will pay 60 percent of your income in the case of a disability, you’re really only getting approximately 40 
percent of your pretax income with increased medical expenses on the home front.  If your company gives you the 
option to pay for all or a portion of the taxes on your group LTD policy premium, strongly consider accepting the 
invitation, although this option is quite rare.

RISK MANAGEMENT

The Most Complex Personal Insurance Products 
Explained, Part 1: Disability



Yo
ur

 F
re

e 
Fi

na
nc

ia
l P

la
n

Moving Pieces

You may consider supplementing this gap—to get you back up to that approximate number of 60 percent of your 
pretax income—with a private LTD policy.  Unfortunately, this subjects you to the following menagerie of moving pieces 
that I’m reading directly off of an LTD quote in my hands:

“…base benefit, Social Security benefit, total benefit, elimination period, benefit period, renewability provision, own 
occupation provision, residual benefit, minimum residual benefit payable, recovery benefit, recurrent benefit, recurrent 
benefit paid from an unrelated cause, return of premium, COLA, future insurability options, age through which future 
insurability is exercisable, maximum presumptive disability paid, survivor benefit, limitation on mental or nervous 
disorders, catastrophic benefit rider, company ratings.”

Can you believe that?  How is anybody supposed to know what to do with all that?  Since a comprehensive review of all 
those features would put you to sleep, I’ll summarize the moving pieces of which you must be aware to make an 
educated decision in applying for supplemental LTD:

• Base benefit is the amount you would receive monthly if you suffered a qualifying disability.

• Residual benefit gives you the option to go back to work part-time and receive part of your disability benefit.  If 
you don’t have residual, you’ll be required to stay out of work entirely to receive any benefit.

• Social Security benefit provides a way to save some money on your LTD policy.  Although it is notoriously difficult 
to qualify for, Social Security does offer a disability benefit.  If you opt for a Social Security offset provision, your 
disability benefit will be reduced by the proportionate amount you receive from Social Security, if any.

• Elimination period is the time you would have to wait before the policy would pay a benefit.  You can save 
money on your premium by having a longer elimination period if you have adequate liquid reserves.

• Renewability provision stipulates whether you have a policy that, at some point, the insurer could arbitrarily alter 
or cancel.  A non-cancelable policy contractually binds the insurer to maintain the policy as-is.  Guaranteed 
renewable is more of a pledge that they won’t change the policy.  A conditionally renewable policy can hang you 
out to dry.

• COLA is a cost of living adjustment—sort of.  In the LTD world, a COLA provision oen doesn’t kick in until you 
begin to receive the benefit.  So, if you buy a policy with a $2,000/month benefit when you’re 35, and then you 
become disabled when you’re 55, your benefit amount will begin at $2,000 per month—and then it will rise with 
the stipulated contract COLA.  It’s tricky, but you still want it.

• Future insurability options are, for all intents and purposes, the pre-disability cost of living adjustment you 
thought you were getting with COLA, but you have to pay for them.  Periodically, as your income increases, an 
FIO option will allow you to buy more coverage without underwriting.  (Only an insurance company could come 
up with this stuff!)

Any or own occupation?  That is the question.  This may be the most important provision of all.  If you have an “Own 
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Any or own occupation?  That is the question.  This may be the most important provision of all.  If you have an “Own 
Occ” LTD policy, it will pay you if you become disabled enough that you cannot perform the material duties of your own 
occupation.  This is what you want.  “Any Occ” requires that you are unable to perform the material duties of any 
occupation in order to have your benefit paid. There is a genuine so spot in my heart for the folks who work as 
greeters at Walmart, so I want to be very sure this remark does not come across in a disparaging way, but if you can 
take a smiley face sticker and stick it on someone’s shirt, you can perform “any” occupation and, therefore, would not 
be eligible to collect your LTD benefits.  So, when you think of disability income insurance, remember this:

Like with many insurance products, there are some knowledgeable and professional agents out there, but their 
economic bias is still so overwhelming that I recommend you do a ton of homework or consult with a fee-only advisor 
prior to engaging an agent.  I have designed an LTD app that will help you begin the process and provide a comparison 
tool once you begin quoting, so click HERE to find instructions and a free downloadable exercise designed to help.
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Not everyone will need long-term care insurance (LTC), but everyone needs a long-term healthcare plan.  Your long-term 
care plan should incorporate the following: facts about you (and your spouse, if applicable), your age, your personal 
health, longevity of lineage, your retirement income and assets, your tolerance for risk, the costs and demographics of 
long-term care in your geographic area and information about any long-term care insurance that you own or have 
considered owning.

Long-Term Care Insurance

One very important thing to remember is that Medicare does not cover the costs of most long-term care needs. Allen 
Hamm, in his book, Long-Term Care Planning, shares the following statistics:

• 71 percent of Medicare recipients mistakenly believe Medicare is a primary source for covering long-term care.

• 87 percent of people under the age of 65 mistakenly believe their private health insurance will cover the cost of 
long-term care.

In reality, Medicare will only pay for 100 days of skilled nursing care.  Thereaer, the insured is responsible for 100 
percent of the cost.  But a risk manager does not automatically assume that the reflex response is to purchase a 
long-term care insurance policy with all the bells and whistles.

The annual cost of assisted living care in most states ranges from $30,000 to $50,000.  The cost of full nursing care 
ranges from $50,000 to $100,000, with Alaska topping out at over $200,000 per year![i] States like New York, 
Connecticut, Maryland, and California are in the higher end of the ranges with states like Alabama, Louisiana, and 
South Dakota on the lower end.  Regardless, we’re dealing with a significant amount of additional expense which most 
retirement plans are not prepared to support.

If you have liquid assets north of $2 million, you may consider self-insuring the risk of a long-term care event as long 
as your retirement withdrawal rate is not rapidly depleting your nest egg. Conversely, if your net worth is below 
$250,000, a long-term care event would likely exhaust it so quickly that paying insurance premiums is likely prohibitive.  
If you’re in that situation, you will likely qualify for Medicaid—medical care for the impoverished—shortly aer your 
infirmity sets in.

Moving Parts

Long-term care insurance is sold most oen in daily increments, so you would purchase a policy that would pay $100, 
$150, or $200 per day for a stated number of years or your lifetime.  LTC has almost as many moving parts as LTD. Here 
are the most important to understand:

• Facility daily benefit is the cost per day that the policy will cover.  It is a good idea to ask for quotes based on a 
policy that would cover you for $100 per day, because then you can determine a higher or lower multiple of that 
policy rate easily based on the round number.

RISK MANAGEMENT
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• Facility benefit period is the length of time over which the policy will pay out.  The average stay in a long-term 
care facility is already low—around two years—but most people utilize care for even less time.  The numbers are 
skewed upward by the relative handful of folks who suffer from dementia or Alzheimer’s for a particularly long 
stretch.  If your tolerance for risk is very low, you may consider a lifetime benefit, but if you are focusing more on 
the probability, consider a five-year benefit.

• Home care daily benefit is the percentage of the policy benefit that could be applied to skilled care in your home.  
As the preferred method for most people, you should probably only consider plans offering 100 percent of your 
benefit to be applied to home care.

• Inflation protection describes how the future inflation of health care costs will be factored into your benefit.  
With the future costs of health care expected to rise at a pace above the normal inflation rate, this should be a 
primary concern for the prospective insured.  If you are in your 50s or 60s, strongly consider compound inflation 
protection.  Unlike the quirky long-term disability COLA factor, this feature does what you expect it to do—go up 
every year.  If you are in your 70s or older and considering a policy, the premiums are likely to be extremely costly, 
so you may consider a simple inflation protection calculation or no inflation protection to reduce the costs of the 
policy.

• Facility elimination period is the initial time frame in which the policy will not pay.  Because Medicare will 
typically pay for the first 100 days, consider an elimination period of 90 days or more.

• Marital discount is a significant discount for couples who are purchasing LTC together.  Many insurance 
companies now offer shared care policies offering less stringent underwriting and reduced costs; but be sure to 
conduct your LTC plan before choosing this insurance option.  A spouse with a history of heart disease may have a 
higher probability of dying in an instant from a heart attack (and, therefore, may consider opting out of LTC), 
whereas a spouse with a family history of dementia or arthritis should strongly consider applying for LTC before 
major symptoms occur (because by then, you’re likely to be turned down).

The Problem…and the Solution

In addition to making sense of the myriad of moving pieces in the policies, the problem that scares away most 
prospective insureds is the bottom line price.  If you buy the policy designed to insure virtually every possible scenario 
you may encounter—say, a $200 per day benefit guaranteed to pay a benefit for the rest of your life—you will, indeed, 
find shocking premiums that may send you packing.  The solution, however, for many people is to partially-insure the 
risk of a long-term care incident or incidents. Consider a policy with a reduced benefit, like $100 or $150 per day, and a 
shorter benefit period, like three or five years.

Like with many insurance products, there are knowledgeable and professional agents out there, but their economic bias 
is still so overwhelming that I recommend you do a ton of homework or consult with a fee-only advisor prior to 
engaging an agent.  I have designed an LTC app that will help you begin the process and provide a comparison tool 
once you begin quoting, so click HERE to find instructions and a free downloadable exercise designed to help.

[i] AARP breaks down the estimated cost by state on their web site: http://www.aarp.org/families/caregiving/
state_ltc_costs.html
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Most of the information you read, hear, or watch pertaining to investing is either too simplistic or too complicated to be 
effectively implemented in your investment strategy.  If you attempt to react to the minute details of each bit of market 
or economic news hitting the CNBC ticker, you’ll likely first, go crazy, and second, struggle to maintain any consistency 
in your investing.  Conversely, the static buy-and-hold strategy is entirely too simplistic.

From the day the market peaked on September 7, 1929, it would have taken until 1954 just to break even if you bought 
and held.  That is a pretty long time to wait, especially if you were planning to retire in 1932.  Although some seem to 
treat it as such, the market is not a benevolent universal force that promises to grow our money as long as we’re willing 
to invest it over a long stretch of time.

The Return Of Your Money

Samuel Clemens, A.K.A. Mark Twain, didn’t claim to be an investment guru, but he tapped into Warren Buffett’s 
famous two rules of investing[i] even prior to the Oracle’s birth when he said, “I am more concerned about the return 
of my money than the return on my money.”  It’s a phrase that no doubt haunts many who’ve attempted to 
profitably navigate the tech bubble and The Great Recession, especially as they watch the broadening European debt 
crisis unfold like a slow-motion 20-car-pile-up.

The math of making capital preservation a material, if not primary, tenet of your investment strategy is less sexy than 
the risk-equals-reward zealousness, but compelling nonetheless.  It’s hard to argue with the numbers: If you lose 10% in 
an investment, you need to make 11% to get back where you started.  A 20% loss requires a 25% gain to break even, 
but a 50% loss requires a 100% climb just to get back to ground zero. 

Risk Management

Regardless of your age or appetite for risk, losing money has never been an advisable investment strategy, but that 
hasn’t stopped a host of experts and their followers from pursuing a myopic route down testosterone highway to the 
land of aggression.   Although couched in decades of looking in the investment landscape’s rear-view mirror, these 
strategies smell more like gambling than investing.  True investors are in the risk management business and hate losing 
money. Ever.

But how to get there?  You have three options:

• Become a brilliant investor with the intuition, skill and work-ethic to outperform the tens-of-thousands of 
eminently qualified fund managers, analysts and traders seeking to eat you for breakfast.  Marry macro-economic 
genius, Grahamian fundamentalism and trend-driven technicality, and dedicate your every waking moment to 
acting and reacting on that knowledge.

• Hire one or more of the above.

• Deny the existence of outperformance and alpha[ii] and adopt a passive[iii] approach to portfolio construction.

For the moment, I’m going to steer clear of the doctrinal battle over active versus passive investment management.  
Although I do have an opinion in the matter, there are simply too many brilliant people on either side of this argument 
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for me to stage a campaign against any of them.  Instead, I implore you to consciously choose your path—don’t just 
default into a purposeless, “convictionless” strategy—and consider how a RISK MANAGER would handle either of these 
situations.  Since mutual funds are the predominant way most apply their investment strategy,  let’s conduct a quick 
examination of the three classifications into which most mutual funds fall:

Index Huggers, Return Chasers and Risk Managers

Risk manager is one of three classifications into which most mutual funds fall: index huggers, return chasers, and risk 
managers. 

Index huggers make up the vast majority of a largely mediocre array of mutual fund options.  Most of the funds you 
likely hold—and, unfortunately, most of the options in 401ks and other retirement plans—are index huggers.  Most 
managers, in the spirit of self-preservation, resort to plugging along with the index, playing it safe to keep their status 
in the big institutional programs.  Do not pay a mutual fund company or financial advisor to settle for index huggers.  If 
you look at a chart of the performance of the fund, you’ll find that it seems to move in perfect correlation with the 
benchmark index to which it is compared.  If you’re pursing a passive investment approach and the hugged index is one 
that is desirable, consider replacing the hugging fund with an index mutual fund (Vanguard is a mutual fund family 
with a number of good, low-cost index funds) or an exchange-traded fund[iv].

Return chasers are typically high-flying mutual funds that seem bent on making it onto the cover of a financial 
magazine for having a stratospheric up year.  The problem is that when they bet wrong, you’re likely to suffer greatly 
on the downside.  In order to spot return chasers, take a look at years like 1999, 2003, and 2009.  If your fund was up by 
a very significant margin in those years, you likely own a return chaser.  You should certainly not be opposed to owning 
a fund that gives you a phenomenal return, but you’ll probably notice that any fund that achieves single-year returns in 
the 40 percents or above will also have years in which they bet big—and lose big.  Return chasers need not be 
eliminated from your portfolio altogether, but they must be very carefully monitored and avoided by novice investors 
when in the midst of a secular bear market (like we’ve been in since 2000).

Risk managers are the small subset of mutual fund managers who prioritize avoiding losses over chasing returns.  
You’ll find risk managers by examining years like 2001, 2002, and 2008.  Those were years in which the major market 
indices were down, along with many mutual funds.  If you have a fund that was positive or only mildly down 
throughout the three-year stretch from 2000 through 2002, that’s a sign of a risk manager.  In 2008, even most good 
risk managers were down by a decent margin.  If your fund survived the 2000–2002 stretch, and was down by around 
20 percent or better in 2008, you may have a capable risk manager at the helm.

Passive or active, a greater emphasis on risk management in your portfolio will help lower your investing blood 
pressure…and may just lead to higher returns in the long-run.  I have designed an online app that will help you qualify 
each of your mutual fund holdings, so click HERE to find instructions and a free downloadable exercise designed to 
help.

[i] Rule #1—Don’t lose money.  Rule #2—Refer back to rule #1 (paraphrased)

[ii] Alpha is the ability of an investment manager to outperform a benchmark on a risk-adjusted basis, to get more 
return for less risk.

[iii] Passive theorists effectively believe that you can’t beat the market so don’t try, instead developing a diversified 
“asset allocation” that should remain largely static over time, only “rebalancing” the portfolio as various segments 
expand and contract through market cycles.
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In the realm of personal finance, no word has been dragged through the mud more times than the A-word—Annuities.  
Yet annuities survive and even thrive.  How they do is not a mystery.  There is not an outcry on the part of consumers 
demanding annuity products.  The reason for the continued vibrancy of annuity sales is that they pay a big honkin’ 
commission to the selling broker or agent.  As some wise person once said, “Annuities are not bought, they’re sold.”

Some esteemed colleagues of mine will roll their eyes and suggest I employ more tact, that I’m too hard on annuities 
and those who sell them.  But it’s our job as financial advisors to be hard on financial products.  Truthfully, the vast 
majority of financial instruments out there (not just annuities) exist primarily for their own benefit—for the benefit of 
the companies that create them and the salespeople that sell them—not yours, and it’s my job to help you find the 
products that are right for you…not to toe the industry line.  Indeed, there are good and appropriate uses for some 
annuity products, but let’s first define annuities.

What ARE Annuities?

An annuity is an investment product through an insurance company.  There are four primary types:

Immediate Annuities are investment products that accept a lump-sum contribution from you and create a stream of 
income in return.  You can specify the time period over which the annuity pays out—it could be over your lifetime or for 
a set period as few as five years.

Fixed Annuities function much like a CD, offering a static fixed rate of return or a rate that may vary depending on 
prevailing interest rates, but never falling below zero.

Variable Annuities function much like a basket of mutual funds.  The annuity offers a cafeteria-style set of stock, bond 
and balanced investment options called sub-accounts that rise and fall in value.

Equity Indexed Annuities are highly complex instruments that seemingly offer you the potential for market upside with 
no downside.  If your too-good-to-be-true meter is pegging, it’s for good reason.

Annuity Advantages

OK, first the good news.  All annuities offer tax-deferral.  From the time you put money into an annuity product, any 
future taxable interest or gains are locked into the product and cause no annual taxable event.  That tax event is visited 
upon you when you take distributions which will be discussed in the disadvantages section.

Immediate annuities offer a real and genuine benefit that oen can’t be found in any other product—an actuarially 
created stream of income whose “rate of return” can rarely be outdone by any other conservative fixed income vehicle 
because it is returning both your principal and any gains.  Some of the most attractive features of variable annuities 
oen involve a similar form of annuitization.

Fixed annuities offer principal protection—a pledge not from the U.S. government, but from the insurance company—a 
much desired investment feature in today’s markets.  They also tend to offer longer terms than CDs and may, at times, 
offer higher rates.  Variable annuities also attempt to offer a form of principal protection.  Your policy may have a death 
benefit attached—which means that if you invest $100,000 and lose $20,000, you’ll get your money back…aer you die.  

TODAY & TOMORROW
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Recognizing the inherent disadvantages of that benefit, many insurance companies now offer a “living benefit 
guarantee” that allows you to receive lost principal during your lifetime, for a price and typically over several-to-many 
years. And as for Equity Indexed Annuities, there are no known benefits, unless blissful ignorance is your thing.[i]

Annuity Disadvantages

Where to start?  Well, most of the advantages of annuities turn into disadvantages down the road.  Yes, you get tax 
deferral during the accumulation phase of an annuity (if you are, indeed, accumulating), but when you take 
distributions, there are two nasty surprises.  First, every penny of gain inside of an annuity is taxed at ordinary income 
rates—your marginal tax rate, personally—even if the gains were in equity-driven “funds” or sub-accounts in a variable 
annuity.  If you’re in the top tax bracket of 35%, that’s 20% higher than long-term capital gains rates.  Second, annuities 
receive Last-In-First-Out (LIFO) treatment.  So, if you invested $100,000 and it grew to $150,000, the first $50,000 you 
withdrawal will all be taxed—because the last thing “in” was your gains.[ii]

In exchange for the tax deferral, you’ll be waiting until age 59 ½ until you can take any gains out of the policy without 
paying a 10% penalty—similar to a Traditional IRA.  Furthermore, annuities create a tax time bomb for your heirs as 
there is NO step-up in cost basis.  So, the Apple stock you bought at the bottom will transfer to your heirs with a cost 
basis equivalent to the stock’s price on your date of death, while any gains in your annuities will require your heirs to 
pay taxes to get your inheritance.

My biggest beef with annuities, however, is the illiquidity.  Big commissions for salespeople mean extended surrender 
charges[iii] for you.  Although most examples aren’t nearly this egregious, I’ve seen Equity Indexed Annuities that pay a 
15% commission to the selling agent but have a 20 year surrender charge for the investor!  I don’t want you to be held 
ransom by your investments.

Can you believe they put this in writing?

Some have accused me of over-exaggerating the intense sales atmosphere that surrounds annuities, but my opinions 
are not merely academic—I was on “the inside” for several years and was trained by some of the best annuity 
salespeople in the profession.  In fact, here are two quotes taken directly from a sales manual I was given that shows 
how sales-focused annuity salespeople can be:

 The first step in the process is to get people to accept the idea of an indexed annuity without really knowing.  
 The quality of the close is dependent upon the fact that the client doesn’t know where you are taking them 
 until the very end. The objective is to take away the surrender period argument against annuities. Hammer them 
 on that and repeat it…

People who sell annuities aren’t necessarily bad people, but they are salespeople.  You expect time-share salespeople 
to have an economic bias to sell you a time-share.  You expect a phone solicitor who interrupts your dinner to keep you 
on the phone to convince you to buy something before you hang up the phone.  You don’t, however, expect someone 
who refers to himself or herself as a financial planner or advisor or professional to have the primary aim of selling you 
something.  Unfortunately, many of them do.  Your broker or agent may have drunk the company Kool-Aid and 
genuinely believe that he or she is doing the best thing for you, so be respectful when you tell him or her you’ll be 
moving your business.

Not all annuities are bad, but it’s very important to understand exactly what you own, so click HERE to find instructions 
and a free downloadable exercise designed to help.
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Recognizing the inherent disadvantages of that benefit, many insurance companies now offer a “living benefit 
guarantee” that allows you to receive lost principal during your lifetime, for a price and typically over several-to-many 
years. And as for Equity Indexed Annuities, there are no known benefits, unless blissful ignorance is your thing.[i]

Annuity Disadvantages

Where to start?  Well, most of the advantages of annuities turn into disadvantages down the road.  Yes, you get tax 
deferral during the accumulation phase of an annuity (if you are, indeed, accumulating), but when you take 
distributions, there are two nasty surprises.  First, every penny of gain inside of an annuity is taxed at ordinary income 
rates—your marginal tax rate, personally—even if the gains were in equity-driven “funds” or sub-accounts in a variable 
annuity.  If you’re in the top tax bracket of 35%, that’s 20% higher than long-term capital gains rates.  Second, annuities 
receive Last-In-First-Out (LIFO) treatment.  So, if you invested $100,000 and it grew to $150,000, the first $50,000 you 
withdrawal will all be taxed—because the last thing “in” was your gains.[ii]

In exchange for the tax deferral, you’ll be waiting until age 59 ½ until you can take any gains out of the policy without 
paying a 10% penalty—similar to a Traditional IRA.  Furthermore, annuities create a tax time bomb for your heirs as 
there is NO step-up in cost basis.  So, the Apple stock you bought at the bottom will transfer to your heirs with a cost 
basis equivalent to the stock’s price on your date of death, while any gains in your annuities will require your heirs to 
pay taxes to get your inheritance.

My biggest beef with annuities, however, is the illiquidity.  Big commissions for salespeople mean extended surrender 
charges[iii] for you.  Although most examples aren’t nearly this egregious, I’ve seen Equity Indexed Annuities that pay a 
15% commission to the selling agent but have a 20 year surrender charge for the investor!  I don’t want you to be held 
ransom by your investments.

Can you believe they put this in writing?

Some have accused me of over-exaggerating the intense sales atmosphere that surrounds annuities, but my opinions 
are not merely academic—I was on “the inside” for several years and was trained by some of the best annuity 
salespeople in the profession.  In fact, here are two quotes taken directly from a sales manual I was given that shows 
how sales-focused annuity salespeople can be:

 The first step in the process is to get people to accept the idea of an indexed annuity without really knowing.  
 The quality of the close is dependent upon the fact that the client doesn’t know where you are taking them 
 until the very end. 

 The objective is to take away the surrender period argument against annuities. Hammer them on that and 
 repeat it…

People who sell annuities aren’t necessarily bad people, but they are salespeople.  You expect time-share salespeople 
to have an economic bias to sell you a time-share.  You expect a phone solicitor who interrupts your dinner to keep you 
on the phone to convince you to buy something before you hang up the phone.  You don’t, however, expect someone 
who refers to himself or herself as a financial planner or advisor or professional to have the primary aim of selling you 
something.  Unfortunately, many of them do.  Your broker or agent may have drunk the company Kool-Aid and 
genuinely believe that he or she is doing the best thing for you, so be respectful when you tell him or her you’ll be 
moving your business.
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Not all annuities are bad, but it’s very important to understand exactly what you own, so click HERE to find instructions 
and a free downloadable exercise designed to help.

__________________________________

[i] Before you jump down my throat on this one, I’m just having fun.  Please note the use of blatant exaggeration for 
dramatic and humorous effect…and to keep the post’s word count down.  It takes a thousand words just to explain 
how EIAs work!  Maybe a future post.

[ii] If you annuitize—turn a fixed or variable annuity into an immediate annuity stream of income—you’ll get some tax-
preferential treatment.  Each monthly, quarterly, semi-annual or annual payment will be distributed on a pro-rata basis 
proportionate to your amount of principal and gains.

[iii] A surrender charge is a penalty imposed by the insurance or investment company on distributions taken from the 
policy in the early years.  For example, a seven year surrender charge might charge you a 7% surrender charge for excess 
distributions (as defined in the policy) for the first three years and then descend in subsequent years (ie. 7%, 7%, 7%, 
6%, 5%, 4%, 3%).
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“Don’t let the tax tail wag the dog.”  In college, I heard that quote for the first time from the professor who made the 
greatest impact on me in those years, Dr. Daniel Singer.  He was—and is—that professor who unnerves students because 
he’s not predictable.  But it was his unpredictability, his passion and his depth of conviction that drew me to him, and I 
took as many of his classes as possible.  It is now my privilege to teach alongside Dr. Singer as an adjunct faculty member 
at my alma mater, Towson University.

If you’ve never heard the canine reference to taxes, hopefully the visual will stick with you and aid you in understanding 
the central tenet of this post—taxes, like a dog’s tail, are extremely important, but should not be the leading 
appendage, or factor, in most of your financial decisions.  Following, I’d like to expose the fallacy of five foremost tax 
myths and offer five rules I hope you will consider adopting.

Myth #1: “I Need a Mortgage for the Tax Deduction”

It is not a myth that most homeowners are able to deduct all or most of the interest they pay on a mortgage.  That is 
true, and the deduction has the impact of reducing our taxable income each year, and that is a good thing.  But, it is 
the pursuit of indebtedness for the primary purpose of having a tax deduction that is financial foolishness.  You’re 
effectively paying the bank a dollar to save a quarter!

Remember, you don’t get a deduction for your entire mortgage payment; it’s only the interest part of your payment.  
So if you’re about to retire, only have 10 years le on your 30-year mortgage, and are advised to keep the mortgage 
because you’ll keep the deduction, recognize you’re not even getting much of a deduction at that point anyway.  You 
would be better served to pay the mortgage off, assuming you have the liquid cash, and be free from the payment in 
retirement.

You should never carry a mortgage for the primary purpose of having a tax deduction.

Myth #2: “I Can’t Sell This Stock—I’ll Have to Pay the Capital Gains Tax!”

Cisco, the beloved darling of the technology stock boom of the late 1990s, tells an interesting capital gain story:

Let’s say in October of 1998, you purchased 1,000 shares of Cisco for around $12,000.  You bragged over eggnog in 
December of 1999 how much of a stock-trading genius you were, sitting pretty with a Cisco position worth over 
$50,000, and your crotchety Uncle Pervis said, “That stock’s way overvalued!  You’d be stupid not to sell at least half of 
that stock now.”  You retorted, “That’s crazy!  I read in a magazine that ‘it’s different this time,’ and besides, I’d have a 
huge capital gain tax bill if I sold now.”  You called Uncle Pervis to rub it his face in March of 2000 as you were sitting on 
an $80,000 position, but Uncle Pervis would have the last laugh.  By September of 2001, your position was back where 
you started; down from $80,000 to your original investment of $12,000.  You no longer had to worry about capital 
gains tax because your gain had evaporated.

You should never hold an investment with the avoidance of taxes as the primary determinant.

TODAY & TOMORROW

5 Tax Myths Debunked
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Myth #3: “I’m Buying This Investment to Lower My Taxes”

In the 1980s, limited partnerships were a red hot investment.  While they did have a bona fide investment component 
to them, they were sold largely on their seemingly magical ability to create a tax loss—and accompanying deduction—
while the investment somehow made money.  A change for the worse regarding tax preference and the incredible 
illiquidity of these vehicles resulted in painful losses for investors who had been sold shares in limited partnerships.

Other investments that are oen sold with tax preference as the pointy end of the sales pitch are annuities and 
municipal bonds.  Discussed in depth in my last post, annuities may offer as many tax disadvantages as advantages, and 
the tax-effectiveness of muni bonds depends largely on your tax bracket.  This is not to suggest that there are never 
appropriate uses for the above referenced investment vehicles—there certainly are—but you should never purchase an 
investment for the primary reason that it will benefit you from a tax perspective.

Myth #4: “The Bigger the Tax Refund, the Better!”

When winter begins to turn into spring, we all start thinking about taxes—or, at least, we should.  It is that time of year 
when we’d rather be receiving a check than writing one, but we are missing the point.  The point isn’t to give Uncle 
Sam a free loan so that we can feel an imaginary sense of surplus when we receive a refund; nor is the point to be so 
aggressive in our tax planning that we end up having to write a big check, or paying a penalty for having held on to too 
much of the U.S. government’s—I mean, our—income.

Neither should we judge our accountant on his or her performance by how much of a refund we receive.  Blindly 
following the accountant who offers the biggest refund can be a dangerous game.  I’ve had the displeasure of 
informing more than one client that their “awesome new accountant” won their business by committing tax fraud in 
their name.  And guess what?  Even if you use an accountant to prepare your taxes, you still sign on the dotted line and 
are responsible for any irregularities…and their corresponding penalties…and ignorance is not considered innocence…
and there is no statute of limitations on fraud per the IRS.

The amount of a tax refund has absolutely no bearing on whether or not the taxes were optimally computed.  Take full 
advantage of the tax law and adjust your withholdings so you neither write nor receive a huge check at tax time.

Myth #5: “This Stuff Is Easy; Anyone Can Do It!”

Helpful soware tools and low-cost tax preparation services leave the impression that tax planning can be done in a 
matter of minutes by people who have little or no training.  There is a major difference between tax preparation and 
tax planning.  The former can be done by a computer program or tax preparer, but the latter requires the help of a 
professional CPA working in tandem with you.

Your tax preparation soware is only as good as the preparer, and don’t forget that our own Secretary of the Treasury, 
Tim Geithner, couldn’t get TurboTax to work properly!  Even if you think yours is a situation that is easy enough to be 
handled on your own, you should visit with a CPA every few years to ensure you’re not missing something significant.

Most people would be best served by having a professional Certified Public Accountant prepare their taxes. 

I’ve created an exercise designed to help you recognize the 5 Tax Myths in your financial plan.
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I’m not a big fan of rules of thumb in the realm of personal finance, primarily because we are such inherently varied and 
volatile beings that most scenarios end up being the exception—not the rule.  But at risk of breaking my personal rule 
not to impose them, you will find five tax-driven directives that I am able to endorse but for a few anomalous 
circumstances.

In my previous post, I called upon the mantra “Don’t let the tax tail wag the dog!” and addressed “5 Tax Myths” that 
many mistake as rules and asked you to consider renouncing them.  Following are “5 Tax Rules” you should be able to 
employ to good effect:

Rule #1: Take Advantage of a 401k or Other Retirement Plan

The most effective way for most people to minimize taxes is through the use of a retirement plan, such as a 401k, 403b, 
or simple IRA.  These are corporate retirement plans that allow you to make pretax contributions to an account that will 
grow tax deferred until you take distributions in retirement.  In 2012, an individual can contribute $17,000 to a 401k; if 
age 50 or over, an additional $5,500 catch-up contribution is allowed.  If you make $66,000 per year and contribute 
$16,000 to your 401k, your taxable income is reduced to $50,000, and you keep the investment.  Aer you have parted 
service from a company and reached age 55, distributions can be taken from a 401k without penalty, but the 
distribution will be treated as taxable income in the year in which it was taken.

Rule #2: Take Advantage of a Roth IRA

A Traditional IRA functions similarly to a 401k or other corporate retirement plan.  Contributions up to $5,000 ($6,000 if 
age 50 or older), for those with income under $56,000 for a single individual or $90,000 for a married couple, are 
deductible and thereby reduce taxable income.  As in a 401k, the growth in a traditional IRA will also be tax deferred, 
but distributions—in this case, aer age 59½—are subject to full taxation.  

A Roth IRA, however, is a different animal.  With a Roth, you do not receive a tax deduction on the front end, but the 
money grows and is distributed tax free.  You don’t need to get your eyes checked; I did say tax free, and those 
opportunities are few.  The limitations are that you may only contribute $5,000—if 50 or over, $6,000—and make less 
than $110,000 for an individual or $173,000 as a married couple to be able to contribute the full amount[i] in 2012.

The argument historically has been that if you are young and in a low tax bracket, you should contribute to a Roth; if 
you’re older and in a high tax bracket, contribute to a traditional IRA because by the time you take distributions from 
your Roth IRA, your bracket will likely be lower.  But, I suggest that anyone who is eligible to contribute to a Roth 
should do so.  The reason I can be so broad is that almost all of us will have the bulk of our retirement savings in vehicles 
like a 401k—all of which will be taxed upon distribution.  In retirement, if we need income, we’ll be forced to take it 
from our 401k or Traditional IRA “buckets” and thereby forced to pay tax on it.

It is beneficial for anyone planning for retirement or financial independence to have at least one bucket from which 
they can take distributions without paying any tax.

TODAY & TOMORROW
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Rule #3: Create a Liquid Investment Account    

A liquid investment account is just a standard individual or joint investment account in which you pay typical taxes.  In 
this account, if you own income-producing bonds, you’ll pay ordinary income tax  on the interest in the year in which 
it’s received.  If you own stocks, you don’t pay any taxes on the growth until you sell the stocks, and when you do, you’ll 
pay capital gains tax on the gain (on any stock held over one year), which is currently 15 percent (with very few 
exceptions).  If you lose money on stocks, when you sell them you can take a tax loss.  When you prepare your taxes, tax 
losses can be offset against gains, neutralizing the taxable event.  Dividends from stocks are taxed in the year in which 
they are received at the dividend rate, which is also currently 15 percent—but possibly not for long.  Mutual funds, 
which own stocks and bonds inside of them, pass the taxable impact of capital gains and income on to the mutual fund 
shareholders.

With all this taxation to manage, why would I suggest you maintain a liquid investment account as a tax strategy?  If a 
portion of your portfolio is focused on investing in stocks, long-term capital gains taxation is preferable to ordinary 
income tax treatment.  If you invest in a stock in your IRA, it will grow tax deferred, and if you sell it in the future and 
take a distribution from the IRA, you’ll pay ordinary income tax rates, the highest of which is 35 percent in 2012.

If you bought the same stock in a taxable, liquid investment account, your gains would be deferred until you sell the 
stock in the future.  When you sell the stock years later, you will hopefully have a capital gain and, based on today’s 
rate, you’d pay 15 percent on the gain.  If you are in a high tax bracket, the difference between that 35 percent tax in 
the IRA and 15 percent tax in the liquid investment account is significant.

Rule #4: Do Long-Term Investing for College in a 529 Plan

The 529 college savings plans offer a tax-privileged way to save for college, but this rule comes with a caveat.  From a 
tax perspective, the 529 functions much like a Roth IRA.  Dollars invested in the plan receive no special federal tax 
treatment initially (although many states offer a state tax deduction for some contributions), but they grow tax 
deferred and are distributed—if used for qualifying education expenses—tax free.  The caveat is that one’s time horizon 
must be fairly long to withstand the volatility of the investment vehicles likely to net a meaningful gain.  My next post 
will discuss in greater detail the benefits and drawbacks of 529 education plans, but I’ll give you a quick preview: you 
shouldn’t put ALL of your college savings in 529s, but it’s oen wise to utilize them for 50% of your education savings.

Rule #5: Utilize a Health Savings Account

If Health Savings Accounts would’ve been available, understood and adopted much earlier, I honestly believe they 
could’ve reformed our healthcare payment system without need for actual reform, but I must also mention them for 
their tax benefit, because the HSA may be the multiuse investment vehicle with the most tax privilege allowed by the 
IRS.  Whether you’re talking about a 401k, a traditional IRA, or a Roth IRA, the IRS only allows you to get a tax break on 
one side of the timeline—either your contribution or your distribution is tax privileged, but not both.  The HSA, 
however, allows both the front and the back end tax break.  Every dollar contributed to an HSA is a deduction.  If your 
employer contributes, they get the deduction; if you contribute, you get it.  The money grows tax deferred, and if you 
take a distribution to pay for qualified health expenses, the distribution is tax free!  That’s the best deal on the street.

I’ve created an exercise designed to help you recognize the 5 Tax Myths and ensure you’re taking advantage of the 5 
Tax Rules.  Click HERE to find instructions and the free download.
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It’s become almost passé to bemoan the exorbitant cost of a college education and collective debt burden, now over $1 
trillion, resting on the shoulders of U.S. students and parents.  While it’s true—economists estimate that education has 
risen at a rate two-and-a-half times that of inflation over the past 25 years—many academic consumers refuse to 
recognize their complicity in skyrocketing costs.  Indeed, educational institutions charge what they do because we’re 
willing to pay for it.

Yet a perplexing antinomy exists—a college education can be excessively expensive, holding students and their 
benefactors financially hostage for decades, or it can be surprisingly inexpensive.  Case in point:

Harvard Vs. Harford

Without accounting for any financial aid or scholarships, a student could trade one semester of Ivy League education 
for a four-year undergraduate degree from any number of excellent state universities.  Specifically, if a student, living in 
Harford County, Maryland, were to commute from home to Harford Community College for two years and then 
commute to Towson University for the second two years, the total cost of tuition and fees—for an entire undergraduate 
degree—would be approximately $21,774 by my calculations, based on 2012 published estimates.  That would buy you 
just a hair under 10% of four years of tuition, room, board and fees at Harvard, or 80% of a single semester.

This is quite obviously a gross oversimplification, only factoring one of many important dimensions of the full college 
experience, but the illustration forces us to recognize that there are other educational options available aside from 
paying a fortune.

It also begs the question: in a day and age when the undergraduate degree has been largely commoditized and viewed 
as a prerequisite for virtually every white collar job available, do the intangible benefits to be derived from any 
collegiate scenario costing more than the $21,774 represent a good value proposition?  Is the nearly $200,000 premium 
(in today’s dollars) you pay for the elite private or Ivy League undergraduate experience worth it?  Is the $100,000 
premium you pay to live on campus at an out-of-state, state university worth it?  Is the $50,000 premium you pay to live 
and eat on campus at your state university worth it?

The answer for any of the above may very well be an emphatic and justifiable YES! but the value proposition for each 
student/school/benefactor combination will be different and worthy of exploration.  Here’s a four step process that will 
help you make that determination and properly fund the resulting decisions.

Step 1: Can you?

This instruction is directed largely to parents, but the logic is identical and the process just as important for those flying 
solo in their educational endeavors.  In developing your Family Education Policy, you must first ask the question “Can 
I?”  What is a reasonable expense for your children’s education that your household could bear without unduly 
hampering your own financial plan, present and future?  It’s actually a selfish act to prioritize your children’s education 
over your retirement savings, because it will be much less costly for your children to pay off finite student loans than to 
bail out parents in the midst of a financial and health crisis in their old age.  If you can’t, don’t; then set your pride aside 
and discuss this reality with your budding scholars.

TODAY & TOMORROW

The Non-Conformist's 4-Step Education Savings Plan
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If you’re having trouble answering the question Can I? without more of a frame of reference, let me give you a rough 
idea of how much you’d have to save monthly, from the day your child is born, for 18 years, assuming the cost of 
education rises at 5% and you’re able to earn 7% on your savings:

• Community college / In-state State U commuter:                       $122 per month

• In-state State U resident:                                                                $398 per month

• Out-of-state State U resident:                                                        $677 per month

• Premier private / Ivy League resident:                                          $1,217 per month

Does that offer some perspective on Can I?

Step 2: Will you?

Aer determining whether you can, you should follow that with “Will I?”  The financial entities who sell and administer 
education savings plans have seemingly colluded with academia to create an unspoken moral imperative for parents to 
fund their children’s college education.  And while I have no desire to strip you of a healthy desire to pay for your child’s 
post-secondary schooling, I want to give you the freedom to recognize that it is your choice to make.  This is an 
opportunity to parent, and to make a mark on your children based on your articulated personal principles and goals—
the first step of every good financial plan.  I urge you to capitalize on that opportunity.

Step 3: Develop a Family Education Policy

At this point, you can, with the aid of your co-parent, clearly set forth a Family Education Policy.  This is your answer to 
the question your kids will eventually ask: “Hey, Katie’s parents told her they would pay [whatever] for college—what 
are you doing for me?”  My hope is that you won’t even wait for that query to arrive, proactively communicating this 
message even before curiosity forces the issue.[i]  Maybe you’ll offer to pay up-to the four-year cost of an in-state state 
university education; or possibly up-to four years at your alma mater (although I’d warn you that this common directive 
seems less about them and more about you); maybe you’ll offer to pay the first two years of school, or a fascinating 
idea one client proposed—the second two years (to ensure her children were serious about the endeavor).

If you have the wherewithal and desire to offer your children the educational blank check—you can go wherever your 
heart desires that will accept you—by all means, do so.  But if all you have is the desire and not the wherewithal, you’re 
doing no one a favor.

Step 4: Develop an Education Savings Plan

The number 529 has become nearly synonymous with education savings, and in part for good reason.  529 plans offer 
education savers options for hedging the future costs of education and/or tax privilege.  Prepaid tuition plans give us 
the opportunity to pay for tomorrow’s tuition at today’s prices.  The plans are state administered and only cover the 
cost of tuition in your state (although you may be able to use the equivalent of the tuition cost of your state’s 
universities in another state).  If the cost of education continues to rise at its current pace, this would appear to be a 
good hedge, but the solidity of your prepaid plan of choice must also be considered.  Since many states are enduring 
financial difficulties of their own, the solvency of some plans has been reasonably questioned.
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A 529 investment savings plan is very different conceptually.  It is an investment bucket of mutual funds you own that 
receives tax privilege similar to that of an IRA.  You contribute aer-tax dollars to the plan, and the principal and 
growth can be distributed tax-free if used for a wide range of qualified education expenses.  You may also receive a 
state tax deduction for a portion of your contribution.  The contribution limits are quite liberal, allowing $13,000 per 
parent (or even grandparent), per child in 2012, also with an allowance to prefund up to five years.  But since the funds 
invested in these accounts are subject to market volatility, a bigger concern over the past decade has been whether or 
not you are actually making money at all—much less over the college inflation factor.

If your children are very young and you can stomach the volatility, a college investment savings plan is an excellent tool, 
but I highly recommend using a no-load version of one of these 529 plans so you don’t start your investment in the hole 
via a brokerage commission.  If your children are older and you live in a state with a strong prepaid tuition plan, that 
may be a good option to consider.  But in either of these cases, I recommend you apply the 50% Rule.  Save 50% of your 
expected education needs in education-specific 529 plans, but store the other 50% in conservatively invested taxable 
accounts (or even savings accounts and CDs) since there are so many other variables at work[ii].

Does education have a price?  Learning has inherent value which is incalculable.  Education is one of the primary ways 
we learn.  I teach on the college level and believe that it is one of my most important contributions; but while  the 
educational process may be priceless, we must not ignore the associated price tag.

I’ve created a free downloadable app to help you develop your Family Education Policy and your Education Savings 
Plan, so click HERE to find instructions and a download the app.
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The notion of a “traditional retirement” is not a tradition and has no historical basis.  Think about it.  Most of the 
Greatest Generation—the Depression Babies—worked until they couldn’t, then retired from most activity for a relatively 
short time aided by corporate pensions from the company at which they likely spent their adult lifetime.  Their parents 
and every generation prior just…worked.  Their Baby Boomer children are really the first to conceive of a lengthy, 
leisurely, utopian retirement.  But where did they get that idea, to retire early and live longer, self-sustained lives?

Maybe it was progress.  Maybe it was in response to the penny-pinching frugality of their Depression-minded parents or 
conceived in a mass acid trip at Woodstock.  Or just maybe it was a plot brilliantly designed by the financial industry to 
capture more deposits, sell more policies and manage more dollars.

It was probably all of these and more, but I do believe the financial industry has put an enormous amount of marketing 
and strategic muscle into building a vision, a concept, a dream called retirement that has put many on a huge hamster 
wheel, the gears of which have been slowed by a decade of market and economic uncertainty.  If you don’t believe me, 
put my postulation to the test and answer this question:

What is the first picture that comes to mind when you see the word RETIREMENT?  (Go.)

OK, now tell me it’s NOT one of these three pictures:

Picture #1:  A handsome, gray-haired couple manning the helm of a restored, vintage sailboat in excess of 35 feet that 
must have cost them at least a half million dollars. Strangely, the sailing seems to take little to no effort, and all they do 
is smile lovingly at each other.

Picture #2:  A similar couple, equally as abnormally thrilled about their surroundings, playing their third round of golf—
that day.

Picture #3:  The slacker couple, who have made it their lives’ work to simply sit on the beach in khaki pants and brilliant 
white shirts toasting Pinot Noir looking over their shoulders at their prized, 5,000-square-foot, right-on-the-beach, 
second home.

Those pictures, or some close variant, are what we’re fed by the banks, brokerage firms, and insurance companies daily 
in the advertisements flooding the screens, pages, and airwaves.  But it is not just the advertisements that promote the 
nonstop pursuit of seemingly unreachable financial goals.  It is also the way that most financial plans are developed—
especially by the majority of planners who work for one of “The Big 3” proprietary product producers.  In those plans, 
the pinnacle moment of the presentation is when the retirement projections—and the financial products designed to 
attain and preserve them—are revealed.

Retirement-Centric Financial Planning

What is the downside of retirement-centric financial planning?  For most people, it creates a goal that feels out of reach 
for the majority of their lives, quite possibly forever.  You stress to hide away all that you can in your early working years 
before you have kids.  You stress to keep your savings objectives on track through the expensive years of child rearing.  
You stress to save anything at all during your peak expense years of having children in college.  You stress to get caught 
up on your savings objectives aer your kids have passed through college.  And then, if you’re privileged enough to 
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reach some seemingly arbitrary number that should produce enough income to live retire, you stress because––for the 
first time in your life––you no longer have any power over your income and you’re forced to subsist off of what your 
aggregate savings can spin off in growth and income.  If it sounds like a lot of stress, it is.

The biggest problem with our current view of retirement planning is that it rarely brings a level of satisfaction and 
fulfillment into the present.  It’s always about the future.  It rarely helps serve the dreams and goals you have in life, but 
instead becomes the goal in life; the goal around which everything else revolves.  It discourages independence and 
creativity and seeks to bring people to the conclusion that their financial goals in life should be dictated to them by an 
“expert,” as opposed to drawn from them by a professional.  Is it possible that this modern day notion of retirement 
and retirement planning is prescribed more for the benefit of those who are writing the prescription than for the 
patient?

Of course, we can’t blame our off-kilter view of retirement solely on the world’s largest financial institutions.  Is it 
possible that our view of retirement is also skewed because of our view of work?  If you hate your job and it’s only the 
means to an end, no wonder you’re in such a rush to retire.

Fulfillment Planning

What would a financial plan look like if a higher priority was placed on fulfillment and satisfaction today?  Is it possible 
to reduce the financial noise and confusion cluttering our present and still plan responsibly for the future?  Would it be 
wrong to intentionally decrease your savings for retirement, take a lesser-paying job that is also less burdensome on 
your time and stress level, or reduce the combined hours that a husband and wife work during their children’s 
formative years to enjoy those years of rapid development with them?

You might be quick to point out that such a plan may require working longer.  So what?  If you enjoy what you’re 
doing, it feels less like work.  Apparently we’re wired as beings intended for some form of productive purpose 
regardless of our age.[i] Therefore, consider transitioning to a career that gives you fulfillment enough that you 
wouldn’t mind working indefinitely.

If you’re a Millennial or Gen-Y-er, it’s not too late—find fulfillment now in your work before you’re married with 2.5 kids, 
a Golden Retriever and the picket fence around the house with a whopping mortgage that has backed you into a 
financial corner.  If you’re a Gen-X-er like me, you may already be reading this through the picket fence you can’t afford, 
but I promise you that it will be worth it to engineer a career change—if for no other reason than to demonstrate for 
your children that they simply shouldn’t sacrifice the majority of their waking adult hours for a job they loathe.

If you’re a Baby Boomer, salve your bitterness over not reaching your retirement goals yet by envisioning something else 
entirely—Act Two of a three-act play.[ii]  Imagine.  Envision.  Create.  Act.  And if need be, move.  Moving to a lower 
cost-of-living area can give you an enormous economic boost that could relieve you of weight of bad circumstances or 
bad decisions.  And if you’re a member of the Greatest Generation, well, thanks—for everything.

Ditch your retirement plan for a Fulfillment Plan.  I’ve created a free downloadable app to help you develop your own, 
so click HERE to find instructions and download the app.

RISK MANAGEMENT
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You’re building a legacy—like it or not—regardless of your age, sphere of influence or net worth.  Every personal 
interaction, every email, every tweet, like or post adds to your body of work that will reverberate generationally 
through friends, family, co-workers and associates.

I’ve typically concluded that the astonishingly low levels of participation in the basic estate planning to-dos of 
establishing wills, powers of attorney and advance directives are tied to our general aversion to the topic of our own 
demise, but I’m beginning to question that hypothesis.  I wonder, instead, if we avoid the topic of estate planning 
because we’re uncomfortable with the opaque notion of legacy.  Legacy does, of course, include our estate—the 
tangible stuff we leave behind, capable of doing much good—but even more so the intangible impact we make through 
relationship, for better or worse.

Three particular life experiences have forced me to face the reality and importance of legacy:

Seeing the light…or not

In the summer of 1994, as an 18-year-old conforming every bit to the careless stereotype, I fell asleep behind the wheel 
at 2:00 am aer a long day of lifeguarding and partying.  Broken and bleeding, trapped in the car for four hours before 
a truck driver spotted my mangled Plymouth Horizon in a ditch, I had the opportunity to do some thinking before 
getting air-lied to Baltimore’s legendary University of Maryland Shock Trauma unit.

I wish I could say that towards the end of that four hour wait, I was able to come to peace with what appeared to be 
almost certain death, but I couldn’t.  I realized that while it may have been “a good time,” my life amounted largely to 
an exercise in taking—relationally and materially—giving very little of myself to any person or cause.  I also wish I could 
report that immediately following my recovery, I “saw the light” and changed my ways, but the truth is I struggled with 
the implications of surviving the trauma, especially aer learning the doctors estimated my probability of leaving this 
earth at over 90%.

I fought desperately against the notion that we are meant to create a legacy, but the seeds had been planted.

“I do.”

Seven years later, life handed me my next big legacy lesson when I said “I do” to my beautiful wife, Andrea.  If you’ve 
taken or even considered this step, you probably already know what I’m about to tell you, but I’m sure we could all use 
the reminder that this thing called marriage simply doesn’t work unless you sacrifice part of yourself for another.  It 
wasn’t until aer my accident that I even considered the notion of living for anything other than myself—even 
conceptually—but post-nuptials we are all put to the test.

Yes, we’re given glimpses of sacrificial living in our platonic relationships and even in dating, but in those arenas, our 
commitment is conditional.  We can always walk.  Marriage vows taken as such, however, mean compromising on 
everything from toothpaste and parking, to where you live and so much more.

FUTURE
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“It’s a boy!”

My most visual and disruptive education in legacy began with the birth of my son, Kieran, in early 2004, followed by his 
brother, Connor, 22 months later.  Marriage changes your worldview—if it doesn’t, you’re probably not doing it right—
but having kids injects your worldview with a serum requiring you to validate past and future beliefs, thoughts and 
actions.

One of the ways kids force legacy building upon us is through an endless series of curious and innocent questions, some 
of which really deserve an answer.  As erupting volcanoes form new mountains before our very eyes, answers to our 
children’s questions help establish the framework through which they will experience life.

As parents, I’m quite sure it’s our responsibility to leave some of these questions unanswered, but questions deserving 
answers provides us with an excellent opportunity to reinforce our own convictions on everything from photosynthesis 
to faith.  The best advice I’ve been given as a parent thus far is to have foresight—imagining the possible questions that 
are coming—and then be proactive, answering some of life’s most pressing questions before they’re asked.  One mentor 
said, “Instead of hiding from it, be the first, even if it seems like you’re early,” to introduce the biggest stuff that we all 
know is coming their way.

Legacy Tree

While it might be easy to see how shaping the worldviews of our children is clearly legacy building, the power of living 
life with a legacy orientation doesn’t require kids, a spouse or a near-death experience.  In fact, viewing legacy as a 
mindset or something only to be shared with our tightest family circle is quite limiting to its potential.  I invite you, 
instead, to envision the impact of your life if every interaction was an opportunity to create legacy.  Imagine a “legacy 
tree” that would branch beyond your family to every person with whom you interact meaningfully enough that it leaves 
an imprint on them.

Once the concept of legacy clicks for you, it should be very natural to determine how your will, your durable power of 
attorney and your advance directives should be draed or updated.  But even if you think this legacy stuff is a bunch of 
crap, you still need to do the estate planning!

Legal estate planning documents are very effective when properly draed, but oen convoluted and hard for non-
attorneys to understand, so I’ve created a free downloadable app to help you articulate a more understandable process 
to aid your heirs in accomplishing your wishes when you “go”…hopefully many years from now.  Click HERE to find 
instructions and a download the app.

RISK MANAGEMENT
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There seems to be no consensus on who first uttered the phrase, “Great minds think alike,” but regardless of its origin, 
I’m growing more convinced that it’s a bunch of bunk.  Because whether we’re talking about politics, art, economics or 
the business of financial planning, disagreement seems far more common than consensus even among the greatest of 
minds.

The disagreement of the decade in the business of personal finance swirls around a word that means very little to most 
of the earth’s inhabitants—fiduciary.   The word has been used as a rallying cry for some reformers in the industry while 
many others roll their eyes in disgust at its mention, accusing the zealots of pious condescension.  Sadly, as is all too 
oen the case, the financial services industry and the fledgling and fragile financial planning profession are entirely too 
concerned about the result of this argument for their own sakes, while a vitally important question remains 
unanswered:

What does this all mean for YOU—the client—the recipient of financial planning services?

Everyone Is Biased

First, let me make my own bias known, because everyone is biased and you should question anyone who claims 
otherwise: I hold myself out as a fiduciary and do believe the word carries a great deal of importance in the financial 
planning profession.  But what the heck does it mean, anyway?

The word fiduciary was birthed from the Latin word fiduciarius around 1585 and is steeped in legal history.  One who is 
a fiduciary is expected to always act in the best interest of one’s principal or client.  A fiduciary must never put his or her 
interest ahead of the client, lest the fiduciary duty is compromised.

The battle raging in the financial planning business is whether or not financial advisers and planners should be held to 
the standard of a fiduciary…to which everyone outside of the industry says, “Wait, you mean there’s actually an 
argument over that?”

Yes, believe it or not, some great minds and the most powerful voices in brokerage, banking and insurance have been 
fighting tooth-and-nail to avoid being held to a true fiduciary standard.  Why?  Two primary reasons:  First, it opens 
them up to a ridiculous amount of liability.  Second, it means they’d have to replace their current priority—profit—with 
this crazy notion of acting in the best interest of their clients.  That may certainly put a damper on those year-end bonus 
parties.

Who is a fiduciary in the financial services industry?  Anyone who is an Investment Adviser Representative (IAR) of a 
Registered Investment Adviser (RIA) firm.  Ordinarily, these firms are regulated by the Securities and Exchange 
Commission (SEC), but smaller RIA firms are regulated by the state in which they are domiciled.  Anyone acting in this 
capacity is held to a fiduciary standard.  These folks typically provide financial planning and investment management 
through a flat fee, hourly billing, a retainer or assets under management (AUM) fee.  While not without biases of their 
own, a practitioner who only ever collects fees—never commissions—and is held to a fiduciary standard at all times is 
referred to as fee-only.

FUTURE
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Who, then, is NOT held to a fiduciary standard?  Well, just about anyone else—any stock broker or insurance agent who 
sells an investment or insurance product for a commission or referral fee.  Sales of brokerage products for commissions 
are regulated by the Financial Industry Regulatory Authority (FINRA).  Sales of insurance products are regulated by the 
Insurance Commissioner of each state and FINRA when the insurance products have a brokerage component (like with 
variable annuities).  Those who sell brokerage products for commissions are not held to a fiduciary standard, but a less 
strenuous suitability standard, requiring a product is deemed suitable at that moment in time.  Insurance agents are 
held to varying standards based on their state regulation, but usually no higher than suitability and oen as low as 
caveat emptor, “buyer beware.”

A financial services representative who only sells products for commissions would be considered commission-only but a 
fee-based planner may derive a material amount of his or her compensation from fees and also some from commissions.  
Yes, that means he or she could be wearing the fiduciary hat one moment and the suitability hat the next.  While this 
doesn’t even pass the common sense sniff test, it is the most common method of practice in the industry today, with 
many duly registered as fiduciaries with the SEC and non-fiduciaries with FINRA.

Some of my comrades in arms—great financial advisers and bloggers—are quick to note that merely calling oneself a 
fiduciary does not a fiduciary make.  Indeed!  There are complete hacks holding themselves out as fiduciaries for 
marketing reasons and there are experienced commission-only planners who I wholeheartedly believe are fiduciaries at 
heart, regardless of their branch of regulatory oversight.   But we must not conclude as a result that the word fiduciary 
is unimportant or that every person holding themselves out as a financial planner or adviser shouldn’t be held to the 
highest standard possible.

The public deserves better.  You deserve better.  So when you’re searching for a financial adviser, I recommend you 
consider narrowing the field of over 500,000 financial professionals in the U.S. down to only those who have elected to 
hold themselves to the highest standard of fiduciary.

To aid you in your search, this week’s app is actually a link to a Fiduciary Questionnaire, built by the financial planning 
association that requires each of its members to be held to a fiduciary standard at all times, NAPFA.  Click HERE to find 
instructions and a download the app.

___________________________

[i] Here’s another great mind, Lloyd Blankfein of Goldman Sachs, who I genuinely believe has twisted logic to such 
extents that he now believes it, weaving a web dedicated to why brokers should be able to suggest one thing via sales 
while they do another in their own book: http://www.youtube.com/watch?v=oOpFbjHcxF0. 
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This is not a sensationalistic headline.  I believe it is absolutely true that a majority, if not most, of the financial plans 
created are worthless or even counter-productive.  WHY is this the case?  It’s because the question WHY? is not clearly 
articulated throughout the financial planning process.

Start With Why

If you’re not one of the six million people who’ve taken the 18 minutes and five seconds necessary to watch Simon 
Sinek’s initial admonition (via TED) for us to “Start with WHY,” I could not recommend it more highly.  This simple logic 
will permeate nearly every aspect of your life (for the better) if you allow it.  Here’s the three-second summary:  People, 
companies and institutions have a tendency to start with WHAT to do and then proceed to HOW to do it before ever 
asking the question, WHY?

In the hopelessly antiquated financial services realm, this could be no more evident.  At the very best, the profession’s 
ranks are filled with Type-A, analytically-oriented folks who love to tell people what to do and maybe how to do it.  (Of 
course, the most common answer to the question How? is, “Well, I’ll take care of that for you.”)  The question of WHY?
—and WHY specifically pertaining to the particular client (YOU), not generically—is oen glanced over if visited at all.  At 
its worst, the WHY is all-too-apparently driven by the planner’s desire for compensation, sooner than later.   Simply put, 
most financial plans are sales tools or built with the planner at the center—not you.

But that doesn’t mean you’re off the hook either, because even the best and most virtuously conceived financial plans 
are oen le untouched.  WHY?  Well, it’s a lot of work.  All too oen, you will breathe a huge sigh of relief aer the 
completion of an intensive planning process simply because you now know everything you have to do.  There is no more 
fear of the unknown, and merely understanding what you have to do allows enough catharsis to set in that you 
become prone to relative inaction.  Maybe you accomplish the one or two things that brought you through the 
planner’s door, but the planner/psychologist duo of Rick Kahler and Ted Klontz cite research suggesting that 80% of 
financial planning recommendations are le unimplemented.  What a colossal failure for the industry and those paying 
for the advice!

The first step in avoiding this exercise in well-intended failure is to align yourself with a financial planner whose own 
interests are aligned with yours, if you’re not a master do-it-yourself-er.  If you find your planner more focused on his or 
her WHY than yours, bolt.  But it’s also vitally important that you have a system both adequate and simple to manage 
the typically long list of to-dos that arise from a financial plan.  Enter the age-old tool—the checklist—the action plan.

Atul Gawande has done a marvelous job extolling the value of the simple checklist, no matter how complex the task, in 
his original article in The New Yorker, “The Checklist,” as well as his book, The Checklist Manifesto.  If he can find a way 
to encapsulate every vital step of the intake and diagnostic process of an emergency room patient, I’m pretty sure we 
can make good use of them in financial planning.

So whether you’re working with a financial planner who doesn’t utilize checklists or you’re planning on your own, I’ve 
created a categorical checklist—The Action Plan—for your use that will help ensure you make the very most of your 
financial plan.  Click HERE to find instructions and a download the app.
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