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"Mastery is not something that strikes in an instant, like a thunderbolt,
but a gathering power that moves steadily through time, like the weather."
-- John Champlin Gardner, Jr.

FINANCIAL
INTERDEPENDENCE

(A three-part process wherein two contradictory postulates
meet to create a formula for potential financial success.)

PART I

– there are too many retirees and not enough workers.
Changes will have to be made, and only a fool would think
that the adjustments to Social Security would bring more
guaranteed benefits for less cost.
Oh, well-meaning politicians can still try to “guarantee”
financial security through legislation. They can raise FICA
taxes, and instruct the Pension Benefit Guarantee Corporation
to collect more premiums. But declarations of guarantees
don’t override financial realities. If companies don’t have
money, they go broke. If enough companies go broke, there’s
no money to pay for the guarantees, even if they are
government-mandated.
Here’s the deal: Your financial success is up
to you. There’s no bail-out coming. There’s no
financial silver bullet from the government
that’s going to save you from a failure to
execute your own plan. There’s no one else who
can afford to look out for your financial welfare
if you don’t look out for yourself. Your
financial well-being, both now and in the future,
is your responsibility.

Maybe there really was a “once-upon-a-time” world where
all you had to do was show up for work on time, pay your bills
and let your employer and Uncle Sam do the rest. It was an
Ozzie-and-Harriet 1950s fantasy that
persisted well into the 1980s.
This plan for your financial future might
not have been exciting, but it was stable and
predictable: Work 40 years for the same
company, get a gold watch and retire to a life
of ease, supported by a generous monthly
pension and Social Security. Before 65, your
biggest financial decisions would be which
car to buy, and where to go on vacation. After
65, the financial issues: whether to play golf
Axiom #1: When it comes to personal
in Florida or Arizona.
financial strategies, expecting someone else to
If you had a little extra money, you might
do it for you is irrational.
amuse yourself in the stock market, or buy a
vacation home. But that was “play money.”
PART II
The basics – a monthly income and health
insurance – were covered. You might not get Are you counting on someone else
Based on Axiom #1, you must take
to save your financial future? Or are
rich, but you were secure – for life.
responsibility
for your financial destiny. Of
you going to it do all yourself? Or is
If that fantasy is still your financial plan,
course, you could take this to its extreme. If you
there a better option….?
it’s time to smell the coffee and read the
want a good financial plan…
headlines. That once-upon-a-time world is going, going, gone,
♦
You could develop your own unique investment system
even for employees at the biggest, oldest, corporate dinosaurs.
and open a personal trading account.
Last week’s benefit cuts to both employees and retirees at
♦
You could buy life insurance on the Internet (and no
General Motors show that even the largest companies aren’t
salesperson will call).
immune to the economic winds of change. Between the
♦
You could write your will and trust using the kit you
bankruptcies and cuts, it’s hard to imagine the private sector is
bought from an infomercial.
ever again going to be able to offer “cradle-to-grave” financial
♦
You could pick someone’s brain about financial strategies
assurance. And sometime soon, don’t be surprised if the same
at your next PTA meeting, and then do it yourself – for
cuts are made for teachers and government employees.
free!
And whether the Social Security system finally goes broke
(continued on next page)
in 2010 or 2050, that program is going to break down, simply
because the population demographics can’t support payments
© Copyright 2005
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Using this do-it-yourself logic, you could also read books
to develop your own exercise routine, grow your own
vegetables, and self-medicate using left-over prescriptions in
your medicine cabinet (think of the savings!). You could pick
up a couple of pamphlets at the big box home improvement
store, and adapt the plans to build your dream home – without
the expense of an architect. And once you’ve got the plans,
why not do all the framing, drywall and roofing yourself?
Finally, considering all the time and money you’ve
invested in your wealth, health and home, it would probably
be a good idea to ask an attorney friend to lunch. Over salads,
you can discreetly inquire about legal strategies for protecting
your estate and passing some of your self-made wealth to your
heirs. As an industrious do-it-yourselfer, you can use this
conversation to shape an expert estate and asset preservation
plan.
All of the do-it-yourself activities described above are
possible. But c’mon, how many do-it-yourselfers really do a
good job? (When someone says “I made it myself,” you often
have to stifle the urge to respond “I can tell,” right?)
Axiom #2: When it comes to your personal financial
program, trying to do it all yourself is stupid.
PART III
Ever notice that all successful people, in whatever field or
endeavor, have a “team” around them? Even the most singular
performers don’t work alone. Tiger Woods is the only one
swinging the golf club, but he gets input from his caddie, and
his “swing doctor.” He hires an agent to negotiate his
endorsement deals. At various times, he has employed
personal trainers and chefs in his quest for peak performance.
No one can play Tiger’s game for him, but those around him
can help him play better.
The same concept applies to the financial realm.
Financially prosperous individuals don’t fly solo. They usually
have an attorney, an accountant or tax advisor, an insurance
agent, a broker or financial advisor, or some other “experts” to
assist them in their efforts. These people don’t call the shots,
but they provide specific expert help in executing them – and
they get paid for the services they provide. Successful people
don’t try to penny-pinch when they build their team – they
want the best they can afford.
Financial success is a team effort, and different members
of the team must perform to expectations. You will be the
beneficiary of your financial program, but you also have to
perform in a leading role. You have to produce an income, and
discipline yourself to save some of it. After discussions with
your advisors, you must make the final decisions on how to
allocate your savings.
Your advisors must perform as well. They need to be more
than competent in their respective fields – they should be
excellent. They should understand your financial objectives,
and also be able to effectively communicate to you the
strategies and products they recommend in order to help you
accomplish those objectives. And you must trust them, and
believe they are working to further your interests.
Even though no one else can “make” you financially
successful, a good team is essential to maximizing your
financial potential. In every field, do-nothings and do-it© Copyright 2005

yourselfers fall short, but those who are responsible enough to
form a team have the best chance to succeed. It takes some
interdependence to become financially independent.
Consider for a moment your “financial team.” Who’s on
it? Do you need more players? Do some players need to be
cut? How well do your players work together, or are they
competing against each other instead of working for you?
If you have made the commitment to maximize your
chances for financial success, the single best move you can
make is to assemble a top-notch team to help make your
opportunities into accomplishments.
Axiom #3: When it comes to your financial program, it’s
up to you to assemble the team you need to succeed.

HAVE MUTUAL FUNDS
BECOME AN INVESTMENT
OLIGARCHY?

ol·i·gar·chy

1 : government by the few
2 : a government in which a small group exercises control
especially for corrupt and selfish purposes; also : a group
exercising such control
John Bogle is the founder and former CEO of Vanguard, a
mutual fund company famous for its no-load indexed mutual
funds. As a long-time investor and observer of the stock
market, Mr. Bogle has been a self-appointed watchdog and
occasional critic of mutual fund industry practices. He has
recently released a book detailing his concerns titled, The
Battle for the Soul of Capitalism. While some see Mr. Bogle
as a man with an axe to grind, he uses statistics to make some
interesting points.
In an October 3, 2005 essay in the Wall Street Journal, Mr.
Bogle declared “the amazing disappearance of the individual
stockholder as the backbone of the U.S. stock market has been
one of the least recognized but most profound trends of the
last half-century.” In 1950, 91% of all stocks were owned
directly by individuals, while institutions held 9%. Today,
individual stockholders have 32% of U.S. stocks, while
institutions hold 68%.
The primary reason for this change to institutional
ownership of the U.S. stock market is the ascendance of
mutual funds. Mr. Bogle notes that “individual investors
remain major participants in the stock market, but now do so
largely through mutual funds and public and private pension
plans.”
Mr. Bogle was one of the pioneers of mutual fund
investing (his S & P 500 index fund was the first of its kind in
1976), and long promoted the idea that mutual fund investing
allowed the “little guy” to participate in the stock market. But
in recent years, he has also become one of the industry’s
sharpest critics, declaring that they “haven't been up front with
investors - top fund performance has always been followed by
mediocre returns” (according to a biography on John Bogle at
www.investopedia.com). Ironically, as mutual funds have
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become larger and more pervasive, Bogle believes they are
actually less beneficial to small investors.
In his essay Bogle says that “institutional investing is now
largely the business of giants.” He notes that America’s 100
largest money managers alone now hold 58% of all stocks.
Instead of using this controlling power to demand greater
accountability and improved returns from the companies in
which they invest, Bogle contends that most managers are
“passive” because they “have their own interests to serve,
often conflicting with the interests of their investorprincipals.”
In some cases, Bogle says, “it’s difficult to separate the
owners from the owned.” For example, large corporate
pension and defined-contribution savings plans own almost
one-fourth of all stocks. A money manager who has the
pension plan as a client might be less likely to downgrade, sell
or denigrate the company stock, because doing so might result
in the loss of a client. And since many of the largest money
managers “are themselves owned by giant financial
conglomerates,” the fund companies often find themselves
with conflicts of interest between serving their individual
shareholders and preserving their lucrative corporate
connections. As a result, the stock ownership society of the
1950s has been replaced by an “intermediation society
dominated by professional money managers and
corporations.”
As has been occasionally noted in this publication, today’s
mutual fund shareholders aren’t really “investors.” Rather,
they are “savers with risk.” Their only investment decision is
to deposit money in, or withdraw money out, of a particular
fund. All the other decisions are made by a faceless (and
sometimes even nameless) management team.
Those individuals with money in mutual funds may indeed
receive a profitable return from their investments, but they
aren’t in control, and according to Bogle, the money managers
and “financial institutions have failed to exercise the rights
and responsibilities of corporate citizenship.”

THINGS THAT MAKE YOU GO “HMMM…”

importance of planning for retirement, including the priority
and value that health insurance has for retirees.
The survey generated some cogent and expected results.
According to Aetna President Ronald Williams, “retirees who
responded to the survey sent a very clear message to preretirees – save more than you think you’ll need for living
expenses in retirement. Health care expenses are clearly a big
part of that picture, since about a third of retirees are spending
more than they thought they would for health care.”
The cost of health care is obviously an item of growing
concern. If forced to select one or the other, the survey found
that 53% of those surveyed would choose health benefits over
a pension in retirement. This finding might be a bit surprising,
but also an indicator of the growing awareness of the impact
of spiraling health care costs.
And in general, the survey seemed to indicate that many
pre-retirees weren’t spending enough time on preparing for
retirement. For example, 36% of the respondents said they
spent more time on home improvements than they did
planning for retirement in the past year. One might argue that
home improvements are indirectly part of a financial program,
and it may not take as long to adequately plan as it does to redo a kitchen, so this question might be a little “soft” in its
validity as a measure of the priority one places on retirement
planning. Still, the answers support the general premise of the
survey: People should save more, and they don’t.
But here’s one survey finding that makes you question the
questioners:
31% of pre-retirees would rather clean their bathrooms
or pay bills than plan for retirement!
Where did that come from? Did the pollsters imagine the
following conversation:
“Honey…do you want to clean the bathroom, pay bills,
or plan for retirement?”
“Those are my choices? (Pause) Well, hand me the
cleanser dear, ’cuz the toilet needs a good scrubbin’!”
Hmmm…If asked “would you rather take a vacation or
brush your teeth?” you can’t really give a good answer
because the two choices aren’t usually seen as comparative to
each other. So if the alternatives seem ridiculous, can the
answers be valid?

WITH SURVEYS, THE ANSWER SOMETIMES
DEPENDS ON WHAT YOU ASK
The people who make a living
asking other people questions, want
you to believe that the surveys and
polls they conduct are scientific and
accurate representations of the
opinions and preferences of a
particular demographic group. But
every now and then, the findings from some surveys seem so
unusual it makes you wonder what the pollsters were thinking
when they constructed their questions.
Take for example the telephone survey of 1,000 Americans
ages 45-75 with health insurance, conducted September 6-20,
by Ipsos Public Affairs for Aetna and the Financial Planning
Association (FPA). The focus of the survey was the perceived
© Copyright 2005

YOUR CREDIT SCORE REACHES INTO EVERY
PART OF YOUR FINANCIAL LIFE
“In today’s economy, your credit
rating drives so much of your
ability to survive.”
Those are the words of Tom
Quinn, vice president of Fair
Isaac Corp., the company that developed the scoring system
that determines your credit-worthiness. The Fair Isaac scoring
system is calculated by reviewing the particulars of your credit
and payment history, as collected by credit reporting services.
Scores range from 300 to 850, and higher scores indicate a
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better credit history. According to an October 3, 2005 Boston
Globe article, the median credit score is 723.
Your repayment history is not the only component in
determining your score. Your available credit (i.e., the
approval limit on your credit cards, the amount of your home
equity line of credit, etc.) is also a factor, as is how much
credit is used (Consumer Federation of America recommends
using no more than 50% of your available credit to keep your
scores high).
Better scores can translate into lower borrowing costs.
Credit card companies will offer lower rates, as will mortgage
lenders. For example, a person with a 620 credit score could
expect to pay about $1,000 a month for a $150,000 30-year
fixed mortgage. Raise the score to 720, the same individual
would have a monthly payment of $866 for the same loan, a
savings of 13 percent.
Not only is your ability to borrow affected by your credit
score. Fair Isaac also uses credit scores to help automobile
insurance companies to set their premiums, as there is an
apparent correlation between one’s score and the likelihood of
filing a claim.
WHAT’S YOUR SCORE?
How Fair Isaac reports breaks down American public’s
credit scores:
Score

% of population

499 and below ………….. 1%
500-549 …………………. 5%
550-599 …………………. 7%
600-649 …………………11%
650-699 …………………16%
700-749 …………………20%
750-799 …………………29%
800 and above ………… 11%
Source: Bankrate.com

(Snippets from stuff we’ve read, including differing points of view,
not all of which we agree with. Want to know more? Give us a call

CHARITABLE GIVING IN U.S. IS RISING
Donations to the 400 largest U.S. charities
rose 11.6% last year from 2003, reported the
Chronicle of Philanthropy, a newspaper that
tracks
philanthropy
and
charitable
organizations. Money given to the top 400
accounted for more than a quarter of the $28.5
billion raised in the United States last year, the
Chronicle said. Charitable giving has turned around since
2002, when donations declined for the first time since the list
debuted in 1980.
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The top five charities were United Way, $3.9 billion;
Salvation Army, $1.5 billion; Feed the Children, $888 million;
American Cancer Society, $868 million; and AmeriCares
Foundation, $801 million.
Associated Press, October 24, 2005.

RETIREMENT & TERRORISM SCARE AMERICANS
When Americans look forward, they see a future fraught
with peril. Accordingly they worry – about terrorism, about
their families and about their health. Above all, as they
consider retirement, they worry that despite their best efforts,
they simply won’t be able to save enough money.
What are people so worried about? The top two answers,
according to the 2005 Allstate “Retirement Reality Check”
survey, were terrorism and saving for retirement, both cited by
55% of the respondents. Those issues eclipse other worries,
including family, cited by 43%, current finances, 38%, getting
into an auto accident, 33%, and health, 30%. Only 22% said
they worry about their careers.
The Allstate survey showed that a majority of respondents
look forward to retirement with [either] apprehension (43%)
or dread (8%). Only 16% said they “eagerly await” retirement,
and 30% expect to “enjoy” it.

Business Wire, October 18, 2005.

U.S. KEEPS MINTING MILLIONAIRES
America
is
still
minting
millionaires at a steady pace, but longterm wealth accumulation and careful
planning now trump some of the
quick fortunes generated by stocks,
bonds and other investments in years
past.
That's the message Wednesday in the latest report on
affluence from researcher TNS, which showed the number of
millionaires in the United States jumped 8% to 8.9 million,
from 8.2 million a year ago. The firm's Affluent Market
Research Program considers millionaires to be households
with more than $1 million in net worth, excluding the primary
residence.
"Unlike 2004, year-to-date stock market growth did not
fuel the increase in millionaire households," the report said.
"These households did not become rich overnight." In 2004,
the number of millionaires spiked by 33% from the prior year,
more than double the next biggest jump in recent years.
The report said long-term wealth accumulation and debt
reduction boosted the households' net worth.
Greg Morcroft, MarketWatch, September 28, 2005.

MUTUAL FUND CAP-GAINS DISTRIBUTIONS
EXPECTED TO BE HIGHEST SINCE 2000
Mutual funds are expected to make their largest year-end
capital-gains payouts since 2000 this year. That means many
people will need to be especially careful about the timing of
new investments in mutual funds in the final weeks of this
year to avoid a bloated tax bill.
Mutual funds that have net gains on securities they sold
typically distribute the gains to shareholders near the end of
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each year, usually in December. While getting a year-end
check sounds appealing, these payments typically are taxable - except when funds are held in a tax-favored retirement
account. Thus, if you sink money into a mutual fund late in the
year and get a big payout shortly thereafter, you're essentially
getting back some of your own investment -- and being forced
to pay taxes on it.

Tom Herman and Diya Gullapalli, Wall Street Journal,
October 5, 2005.

INHERITANCE MISCOMMUNICATION
Baby boomers and their parents
have often had trouble seeing eye-toeye, and that long-standing tradition
continues even as the two generations
are having their last important
conversations.
The
greatest
generation is aging and dying, and will leave roughly $7.5
trillion to their boomer children, but neither is talking about it.
If they did, they would probably find they had very different
ideas about the whole practice of one generation handing
down money, heirlooms and life's lessons to another.
Many elders believe they "owe" their children an
inheritance, but very few of the adult children actually think
they are owed anything, according to the survey. And many
elders focus on their financial assets, taking great care to
apportion the money they leave their children in the belief that
that is the most important part of the transaction. But the
children, it seems, care most about the vases and tables and
photos that store their family memories.
Linda Stern, Reuters, August 17, 2005.

CAN YOU SELF-INSURE YOUR WORLD?
(OR WILL YOU BE FORCED TO?)

By definition, insurance is the calculated process of
spreading the risk of loss across a group. For example, a group
of homeowners, concerned by the financial loss that would
occur if their house burned down, agree to each pay a small
amount to a common account. In the event of a fire, funds
from the pooled account would be used to cover the losses.
While the idea of insurance is relatively simple, the
successful execution of an insurance program is quite
© Copyright 2005

complex. How does one accurately calculate the likelihood
that a loss/claim will occur? How will premiums be priced?
Who will administrate the disbursement of funds? Should
excess premiums be refunded, or used to reduce the next
premium? What happens if the insurance company hasn’t
collected enough money to pay all its claims? A
miscalculation in any one of these aspects of the business can
ruin an insurance program.
In addition, most insurance decisions represent an
“opportunity cost” dilemma for the customer. In an ideal
world, policyholders don’t want to get in an auto accident,
they don’t want to get sick or disabled, they don’t want their
homes to be destroyed, and they don’t want to die. If things go
well for them – i.e., no accidents, sickness, disability, fire,
death, etc. – the premiums represent a “lost opportunity cost.”
It’s not only the cost of the premiums paid, but what those
premiums could have been worth had they been saved or
invested.
At some point, prudent and fortunate policyholders with
few or no claims may begin to believe that their premiums are
not worth the lost opportunity costs they are incurring. At this
point, they may consider “self-insuring” by taking back some
or all of the financial responsibility to bear the risk of a loss.
Self-insuring can be accomplished through several methods.
Deductibles are a form of self-insurance. Higher
deductibles translate to a greater degree of self-insurance, and
lower premiums. The individual doesn’t assume all of the risk,
but if he/she continues a minimal claim experience, he/she
may expect to profit from the decision to pay less in
premiums. Deductibles can play a prominent role in mitigating
the cost of automobile, homeowners, disability and health
insurance.
The more drastic version of self-insurance is when an
individual financial unit (a person, a husband and wife, a
family) decides to bear all the costs that may occur as the
result of a loss. Instead of paying premiums into a pool with
other insureds, the individual makes payments to his/her own
account, or sets aside a lump sum to cover the possible loss.
Advocates of the buy-term-invest-the-difference approach to
life insurance are recommending a self-insuring strategy: if
you accumulate enough, you will eventually be self-insured,
and no longer need to pay premiums for life insurance.
In considering whether or not to self-insure, individual
financial units still must think like insurance companies. In
order to function effectively, an insurance program must have
a favorable group of risk-sharers, and must have the financial
resources to pay claims.
Consider these two principles in regard to auto insurance.
If you and your spouse are the only drivers in your family, and
you are both good drivers, you may conclude you have a
favorable group of risk-sharers. You may still have an
accident, but you feel confident that in most situations, you
aren’t increasing the risk, because you know you are a good
driver. In addition, if you have sufficient savings, you feel you
can withstand the loss that might occur from an accident.
Because you have a favorable group and financial reserves,
you can reasonably take a higher deductible and save some of
the insurance cost.
On the other hand, if your financial unit includes two teenage drivers and a myopic mother-in-law, and you have
minimal savings, you may recognize that you are not prepared
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to handle the increased self-insurance costs that come with
higher deductibles.
A boring topic with significant impact
Self-insurance might be a dry topic for discussion, but it is
a big issue in developing your financial plans, and it is getting
bigger.
With health care costs increasing, employers are either
asking employees to pay a larger portion of their health
insurance premiums, or switching to lower-cost plans that
feature high deductibles. Coupled with these plans, employees
are encouraged to contribute to Health Savings Accounts
(HSAs). HSAs allow individuals to set aside “self-insurance”
deposits on a pre-tax basis. This money can then be used to
pay out-of-pocket costs that might arise from a claim in a high
deductible plan. HSAs aren’t mandatory, but they are a
governmental endorsement of self-insuring, and may indicate
a coming trend in all health insurance.
Baby boomers are increasingly going to face self-insurance
decisions about long-term care. Long-term care is expensive
insurance. If the insured individual never makes a claim in
their lifetime, those expensive premiums are “wasted.” But the
financial consequences of an extended nursing home stay or
hospice care can rapidly deplete a family’s assets. How much
of the risk can your financial situation afford to carry, and how
much should be borne by the insurance company? It’s a
challenging self-insurance question, one that may have a large
impact on not only one’s own family situation, but also
successive generations, as long-term care expenses can easily
wipe out a projected inheritance.

Some outside-the-box self-insurance stories…
The following are true anecdotes. They are not intended
as endorsements of these strategies, but they make for
interesting reading.
One wealthy man, whose fortune was made in banking
and real estate, admitted he carried no insurance on his
home, a large two-story brick colonial in one of his city’s
exclusive neighborhoods. His reasoning was as follows: “I
own the house free and clear, and I have more than enough
assets to replace it if necessary. But my statistics tell me that
a house like mine burns down or is destroyed once every 180
years. With the risk so low, and no mortgage, it just doesn’t
make sense to pay for insurance that I’m unlikely to use in
my lifetime, or my children’s lifetime either.”
Another older gentleman surveyed three generations of
his family, and found most of them paid cash for their
automobiles. Putting a lump-sum in escrow to assure them
there would be enough money available to purchase a
replacement should one of their vehicles be totaled, he
persuaded these family members to pay the comprehensive
portion of their auto insurance into a family fund, instead of
their respective auto insurance companies. This fund would
be used to pay any future claims.
The participants were very good drivers, and it was
seven years before anyone had a damage claim. The amount
of the claim: $5,000. The amount in the fund: over $40,000.
If the same claims experience persists, the family members
will receive either a refund or increased inheritance.

NOTE: Insurance is sometimes considered the ugly step-child of financial programs. It’s the accumulation vehicles like
stocks, bonds and mutual funds that get most of the attention. But almost every financial program has to include
insurance in some form. And in considering what type of coverage will be obtained, there’s almost always a self-insurance
component. Self-insurance decisions can save you money or lose you money – big time! Contact us to be sure yours is
right for you.
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