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Introduction

Financial success should bring comfort and confidence. But in recent years the skills and knowledge
required to manage wealth have grown increasingly
complex. Unfortunately, many wealthy investors today
feel overwhelmed and stuck.

Over the past twenty years, as I’ve managed investments for both individuals and institutions, I’ve noticed two disturbing trends that led me
to start my own firm and eventually write this book about my clutterfree approach to wealth management:
•

The number of investment choices has exploded.

•

Laws have changed so often it's difficult to plan for estates or
taxes.

THE EXPLOSION OF INVESTMENT PRODUCTS
The first disturbing trend is that the investment community has become product driven, innovating new investment products at a furious
pace. Every week Wall Street seems to come up with some new idea to
add to investors’ choices and potentially to their confusion. Basic
stocks, bonds, and mutual funds get new twists. Structured investments promise more protection and better returns, but they’re also difficult to understand. Derivative investments—such as an insurance
contract on a bond or a contract for the future price of some commodity—promise higher returns with smaller investments, but they also
entail higher risk. And alternative and private investments are showing
up in more and more portfolios, adding to the clutter.
Perhaps this level of complexity wouldn’t be so bad if it produced
significant benefits, but let’s look at the track record. In the recent economic downturn, alternative investments, structured products, derivatives, hedge funds, and many of the other complex investment vehicles failed to provide investors with either greater returns or greater
protection than they had enjoyed in previous recessions. And because
of the greater complexity, many investors had difficulty knowing the
market value of what they owned on any given day. Today these investors are still not sure how well their positions have recovered or what
steps to take next.
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THE EVER-CHANGING TAX AND LEGAL ENVIRONMENT
The second disturbing trend is that personal financial matters are becoming increasingly complex because tax laws, trust and estate strategies and benefit strategies keep changing. It is almost impossible to
make plans with confidence, as changing political priorities leave almost every rule in question. Many wealthy families have had to struggle along without anyone to help them navigate the different challenges that cross all the wealth specialties. A number of my clients
started turning to me with questions beyond their investments:
•

What’s the best way to help our children buy their first house?

•

How can we best fund our daughter-in-law's graduate studies?

•

Does it make sense for us to start a family foundation?

These are wonderful questions, but they are not the kinds of questions clients traditionally bring to their investment managers. However, I realized that my clients had nowhere else to go for advice.
Indeed, wealth management has grown so complex that families
who have attained any degree of wealth can no longer manage their
own financial affairs. That may not be a big problem for the ultrawealthy; plenty of large financial services firms are eager to meet their
needs. But what about other successful individuals and families whose
wealth does not quite meet the minimums required to join a multi-family office, but whose needs are every bit as complex?
Although these people engage the services of accountants, insurance agents, and trust and estate attorneys, they often must resign
themselves to administering their own financial affairs. They must devote time and effort to collecting the information for these professionals and coordinating their activities. To do an adequate job, they must
possess considerable knowledge about what questions to ask and
which professionals to call on for various needs. For a nonprofessional,
that’s a high-pressure assignment with a considerable degree of risk.

INTRODUCTION

XI

THE CLUTTERED WEALTH PORTFOLIO
As a result of these two trends, I am finding that many affluent families
feel their wealth portfolio is like their cluttered garage. Perhaps you
have one. You sort of know what’s in there, but it’s such a mess that you
can never find what you want when you want it. And a lot of things in
that garage aren’t needed at all. They are simply taking up space and
making it more difficult for you to park your cars. You have told yourself
many times that you really should clean out that garage, but that takes
time and effort. So it stays cluttered month after month, year after year.
Has your financial success increased the complexity of your investment portfolio so that it resembles a cluttered garage? You don't need
to stay stuck in the clutter, and you don’t need to feel overwhelmed.
This book will help you gain a much better understanding of your
wealth priorities and of how each piece of your wealth plan can fit together to support them.

THE STEPS TO YOUR WEALTH PLAN
Of course, some aspects of your wealth cannot be completely simplified. But just as you can clean out the hidden corners of your garage,
you can construct a wealth portfolio that is more understandable and
aligned with your goals. Getting out from under the clutter is a key to
enjoying your wealth.
Like so many successful people, you may need an entirely new
framework for managing your personal wealth. You don’t necessarily
need to discard the methods that have served you well in the past, but
you do need to apply them within a purposeful approach focused on
core values and goals. In short, you probably need to simplify. We will
clean out your clutter one step at a time until you are refreshed, confident, and in complete control:
•

We will take a look at your money values as the foundation to
embracing your wealth.

•
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We will prioritize your financial goals at each stage of your life.
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•

We will complete the big picture by building a net worth statement.

•

We will assemble a proven and experienced professional team
especially for you.

•

We will address the areas of risk in your wealth.

•

We will allocate your portfolio for your comfort, goals, and tax
efficiency.

•

We will compile a basic estate plan,

•

And we will introduce a clutter-free approach to your philanthropy.

In my experience, this approach to personal financial management
increases clarity, efficiency, and security. I have seen many of my clients discover renewed comfort and confidence in their wealth by
adopting this approach.
Before we proceed, however, I want to emphasize that this book is
not meant to offer legal, tax, or investment advice. Neither is it intended
to supplant the services of your personal investment advisor, accountant, trust and estate attorney, insurance agent, and other advisors. On
the contrary, one of my aims is to suggest how you might better utilize
the expertise of your team of professionals. I want to give you enough
information to enable you to ask the right questions and assess the answers and recommendations you receive.
A few years ago it became clear to me that many of my clients were
feeling a bit overwhelmed and confused. They needed a clutter-free approach to understanding and managing their wealth that would return
control to their financial lives. So I started my own firm that specializes
in giving wealthy investors coordinated professional services. We work
with our clients to implement a goals-oriented approach to managing
and simplifying their wealth. First we help them identify the priorities
in their lives and then together we arrange their portfolios and their
affairs to support their lifestyle and legacy goals. In the same way I help
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my clients, this book can help you adopt a goals-oriented approach that
will bring you the clarity and control you need and deserve.
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CHAPTER 1

Cleaning Your Wealth
Portfolio and Your Life

The financial industry has buried investors with innovation. At the same time, the tax and legal environments keep changing. These complexities mean that
affluent families are left to navigate multiple professionals on their own.

AN OVERWHELMED COUPLE
In my first meeting with potential new clients, I typically like to find out
about who they are, their journey to this point in their lives, and their
experiences with investment management. I also want to learn about
their personal priorities, long-term goals, and other big-picture issues.
On one occasion the potential client was eager to jump into specifics. He pulled out a spreadsheet that itemized assets of about $6 million.
The columns across the page identified their ownership. The husband’s
name headed the first column; his wife’s headed the second; and the
names of several deferred compensation and retirement plans headed
additional columns going right.
Down the left side of the spreadsheet he had listed about twenty to
thirty investment vehicles. They included multiple insurance investments, six mutual fund company accounts, several individual stock accounts, and two IRAs. At the bottom of the page I noticed that he and his
wife had six different 529 tax-deferred educational savings plans for
their two children.
This couple was trying to follow the diversification advice they had
received from investment counselors and the media, but they had misunderstood the concept. Instead of choosing structurally diverse investments that would respond to market conditions differently, they
had chosen similar types of investments that merely had different
managers. The result was lots of additional complexity but very little
additional security.
In fact, their assets were in so many different pockets that they
couldn’t begin to wrap their brains around them. It took considerable
effort just to keep this spreadsheet current, and still it gave them no
ability to answer such fundamental questions as “How are we doing?”
They didn’t know how to gauge their performance, how to evaluate the
risks in their portfolio, or how they were going to get to their goals. This
couple wanted to address these issues, but they couldn’t figure out
where to start.
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The husband said to me, “I wish someone would show me the big
picture.” That was a realistic request but not an easy one to grant. Although this couple had been dealing with some competent professionals regarding insurance, investments, tax planning, and so on, each of
these professionals saw only a piece of the overall picture. None of
them had enough clarity to develop a strategy, or even offer the best
advice. Furthermore, none of these professionals had the ability to take
action, even if the best course for the couple could be determined.
Unfortunately, lots of successful people find themselves in a similar predicament. Year after year they channel their savings, bonuses,
and other sources of income into multiple investments. They may
choose the latest hot stocks, mutual funds, insurance plans, or whatever else seems attractive at the time. Then a few years down the road,
they realize they have a tangled web of investments that is long on administrative headaches and short on financial purpose.
THE MOUNTING COMPLEXITY STARTED WITH INVESTMENT CHOICES

Unfortunately, the cluttered portfolio has become even more prevalent
in recent years. The emergence of 401(k) individual retirement accounts in the 1980s gave it a jumpstart. As investors scrambled to invest
their savings, the mutual fund industry exploded. Employers, figuring
that more is better, added to the complexity by giving their employees
large menus of funds from which to choose.
In the 1990s, a greater emphasis on asset allocation led to mutual
fund categories such as “large cap,” “small cap,” and “emerging
growth.” These offered more diversity and even more choices. Then
came the advent of managed account programs in which professional
managers would manage small pieces of a portfolio with individual securities. These programs lifted the veil of mystery on mutual fund holdings, but still offered only generic, impersonal investment options.
The growth of the Internet further added to the investment clutter.
Investors could now open discount brokerage accounts and execute
their own investment ideas, while continuing to pursue all of their oth-
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er investment choices. The Internet also brought an explosion in free
investment advice offered up by professional websites as well as amateur bloggers. TV media followed the growth of the online do-it-yourself investor by offering new programs that promised investment analysis and advice. The TV programs and online blogs may have contributed to more educated investors, but their need for viewership has led
them to primarily repackage old ideas to make them look fresh and different. Each investment du jour has served only to add to many investors’ haphazard, “cluttered” portfolios.
COMPENSATION PACKAGES BECAME CONFUSING

Corporate compensation, too, has become increasingly complex. As a
case in point let me tell you about Rick. He has had a very successful
career, and every few years we have embraced a new development in
his compensation package.
In the mid-1990s, Rick’s career began to really take off, and he was
granted stock options that vested over an extended period of time. To
determine their worth, it was necessary to know on an ongoing basis
both the market value of the stock and the dates when the options could
be exercised.
About five years later, while some of these stock options were still
in his portfolio, Rick’s employer began awarding him shares of restricted stock on an annual basis. Now he had another type of investment that required constant tracking and valuation.
After yet another three to four years, he received a customized performance package that promised to reward him in the future according
to how well he and the corporation performed against various external
and internal benchmarks and specified goals. But since this performance right was tied to future results, its exact value couldn’t be determined for another three years, when the report card was issued.
This story is not unique. In the past fifteen years, as deferred compensation plans and investment opportunities have become increasingly complex, executives have found it more and more difficult to ac-
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curately quantify and profitably manage their wealth. Some of this
complexity can’t be avoided. Multi-level compensation packages are
here to stay, and the executives who receive them usually can’t dictate
how they will be structured. Without the expertise of an advisor that
can help them understand their value and potential, many employees
must manage the various performance securities as best as they can.
INCOME AND ESTATE TAXES ADD TO COMPLEXITY

The U.S. tax code has been overhauled only twice in the past twenty
years, and it badly needs to be simplified and updated. For example, the
controversial alternative minimum tax has not been materially updated since 1993. While Congress seems to recognize the need for tax reform, the current emphasis is on increasing taxes for wealthy families,
not simplifying them. The prospect of major changes to the income tax
regulations injects additional uncertainty into the tax-planning process.
So much uncertainty and complexity currently surrounds estate
taxes that the very idea of estate planning is scary to many people. Although the estate tax was eliminated for 2010, the IRS delayed offering
specifics for so long that a number of families and accountants with
2010 estates to settle are still sorting out the details. The proliferation of
complex rules and laws affecting trusts and estate planning makes it
difficult for individuals to plan and act with confidence. I know several
families with substantial wealth who keep procrastinating their estate
planning because they find the task so overwhelming. That's a very
dangerous approach.
ADMINISTRATIVE BURDENS BRING MORE HEADACHES

On top of all of this mounting complexity, wealthy individuals and families who handle their own financial affairs must shoulder significant
administrative burdens. For example, consider the challenges that confront an executive who has just received a package of performance
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rights. What steps should she take to make sure she gains maximum
benefit from this reward?
Perhaps this executive will first turn for advice to her stockbroker,
who might say, “Sorry, but those assets are not with our firm, so I can’t
give you an opinion on them.” Likewise, her accountant, tax attorney,
and insurance agent also may feel this matter is outside their purview.
So she attempts to gather information from the various resources
and make her own decisions. But of course, collecting data and keeping
everyone informed will require quite a bit of time and effort. What's
more, she will need to know what questions to ask and what information to pass on, which at times could require more knowledge than she
has. There's a rather high probability that she will overlook some important matters and make some costly mistakes.

THESE COMPLEXITIES DEMAND EXPERTISE
Perhaps you accumulated your wealth through the financial developments of the past couple of decades, struggling to understand each new
opportunity. Or maybe you have recently started, and you are faced
with an ocean of choices. Either way, it is clear that today there are just
too many investment options to consider by yourself, and too many issues to address without the benefit of professional advice.
You deserve the expertise of qualified professionals, and your financial success will attract these professionals. Before you start assembling the right advisors for your needs, though, it is best to clarify some
of your wealth priorities. In the next chapter, we will explore your money values.
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