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As people move past the years of working for a paycheck to live a life while
drawing an income from their accumulated wealth for the lifestyle they
enjoy, I’ve seen them make a lot of mistakes over the years. Most of these
can be narrowed down to what I call the Seven Sins of Financial
Independence. These mistakes can severely hamper your ability to stay
permanently financially independent. Rarely is the threat imminent—if you
have any plan at all, you aren’t going to run out of money next week, next
month, or even next year. What I am talking about are strategic mistakes
people tend to make that cause their capital and income to fail to keep up
with the cost of living, the inability to recover from the next significant
market downturn or static thinking that slowly poisons your security over
time—these are common markers of the seven sins. 

1. Ignoring the Rule of the Jungle: Cash flow Is King 

When you “retire” or become financially independent and stop working,
imagine a situation where you might need all of your net worth in a suitcase
to leave town tomorrow. If that has happened to

Seven Sins of Financial
Independence
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you, you’ve probably done something very bad and are leaving town
because the police, your loan shark, or your dealer is after you. 

The reality is what you need at this stage of life is no different than what
you have had your entire life: You need cashflow, a paycheck, or stable
income in the door to maintain your lifestyle and fund your expenses.
Throughout your entire working career, you went to work and earned an
income, so, every couple of weeks, money showed up in your checking
account so you could continue to sustain your lifestyle. Even if you ran your
own business, you “paid yourself” regularly so you could maintain your
lifestyle while building your bigger asset—the business. Now, you’re no
longer going to be working for the company that provides a check, but you
still need the check. What you don’t need is $5 million in a suitcase in $100
bills so you can go to Vegas for the weekend. Rarely do we know the date
we will leave this earth, so we don’t know when to cash everything out to
go to Vegas and put it all on black. We don’t need a pile of money
(however emotionally comforting seeing a significant number may be). We
need cashflow from that pile, spread out over a long period of time and
growing with inflation. 

Yet, I see people every day moving into retirement planning and building a
portfolio that’s built for capital appreciation, not cashflow. Capital
appreciation is this amazing thing that appears everywhere during bull
markets and then disappears like gorillas in the mist during bear markets.
Rarely can we control it—and rarely can it be captured repeatedly. This is
why many actively managed stock mutual funds don’t consistently beat
their benchmarks. The indexes are built to capture the upside of the bull
market run in ways an active manager can’t repeatedly capture. It’s not
often we can time the market with any sense of precision, predictability, or
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repeatability. The problem is, capital appreciation is not a solid foundation
on which to plan financial independence. 

The timing or sequence of returns in those early years of your retirement is
crucial to successful outcomes. Think about it this way: If you retired at the
end of 2002, you would have retired at the end of a three-year bear market
and, for 2003 through 2007, you would have had five consecutive years of
positive returns that substantially increased your net worth. You would have
been feeling very good about retirement at that point. Then 2008 hit and the
stock market dropped more than 50 percent in eighteen months. Capital
appreciation that had appeared during that five-year period of time early in
your retirement years has completely been washed out and then some. By
the time we get to 2009 and 2010, the market indexes have negative returns
for the trailing ten years! You were planning on 8 to 10 percent a year, and
your advisor managed that expectation down to 6 percent a year, and now,
for the first decade of retirement, your returns are negative . . . how do you
recover from that? 

How are you going to be able to stay retired and maintain the same income
or an inflation-adjusted income during or after 2008? The answer is: Being
conscious at all times that cashflow is king. It’s not just the size of your
portfolio that provides the barrier of protection, it’s the cashflow from your
portfolio that matters. I believe you need to have a plan that allows you to
pinpoint at least five years’ worth of your necessary cashflow within your
portfolio at any given point in time. 

I use a simple formula of A + B + 5C = Necessary Cashflow Level. 

A is the amount of cash you have on hand.

3



B is the amount of protected and stable assets you have within your
portfolio. 

C is the amount of cashflow or income coming off your portfolio on an
annual basis. 

Now, in a perfect world, you would be able to live on the income (or “C” in
that equation) each year, and we would never need to depend on the cash
that we have on hand or the protected assets in the portfolio. For many
people, however, that may be overly optimistic and likely imprudent as the
kinds of investments you may need to buy to achieve this level of income
may actually be overly risky themselves. I use this formula of A + B + 5C
to make sure the cashflow needed for you to maintain your lifestyle through
a bear market is always identified within the portfolio. Ignoring the rule of
the jungle, cashflow is king, can be detrimental to your financial plans and
financial independence. We want to make sure we respect the king and take
care of cashflow now and throughout retirement. 

By protecting your near term cashflow needs, this allows us to be more
strategic with the remainder of your portfolio. Let’s say the assets required
for the preceding formula total about half of your overall investible assets—
if you know you don’t need to touch the other half of your assets for the
next five years, how does that change how you feel about investing those
funds? It might give you more confidence, more ability to perhaps tie
money up for a period of time in a less liquid investment vehicle. If the
market drops 20, 30, or 40 percent, you can feel good about being a “buyer”
in that market with those funds you know you won’t need for at least five
years. During a roaring bull market, you may want to get strategically more
conservative with these “risk assets” as the market climbs higher and
higher. Then, when a bear market hits, you could move assets back
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toward equities as the market is in the pains of its “crash.” Meanwhile, this
is all happening outside the context of your current income. You are able to
pursue capital appreciation with those assets you know you don’t need for at
least five years, and that’s what capital appreciation does well in a portfolio.
Capital appreciation helps ensure you will be able to eat five, ten, and
fifteen years from now. The problem is, you can’t depend on it to eat next
month or next year, because it may not show up to feed you. Respect the
king: Make sure your cashflow is known and predictable within your
portfolio. Then go hunting for capital appreciation. 

2. Thinking Dollar-Cost Averaging Works the Same Way on the Way
Out as on the Way In 

I can’t tell you how many times I meet someone who is planning to retire
and their plan basically sounds like this: “I’ve accumulated a significant
amount of capital in my 401(k) by simply dollar-cost averaging into the
portfolio, and I’ve built up a now-multimillion-dollar bucket of assets. What
I’m going to do during retirement is to simply take the hourglass and flip it
over, and I’m going to dollar-cost average my money back out of that
portfolio the same way I built it up. I have always heard that dollar-cost
averaging is one of the marvels of the modern world, so I am going to use it
on the exit of my investments the same way I did to accumulate these
funds.” 

Here’s the problem: Dollar-cost averaging is, in fact, a time-tested strategy
for use in the accumulation of wealth when you are systematically putting
away $1,000, $2,000, or $3,000 a month into investments, and you are
punching above your weight in your investment IQ. Here’s why: When you
put $2,000 in that account each month and the market is down 10 percent,
you just bought 10
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percent more shares. When the market goes up 10 percent, you buy 10
percent fewer shares, but your previously purchased shares just gained 10
percent. These consistent contributions are taking advantage of market
cycles without you even trying. While dollar-cost averaging doesn’t ensure
a profit or guarantee you won’t lose money, it can be an effective strategy,
and you are doing it automatically by just setting money aside in your
401(k) or other investments. 

Dollar-cost averaging during the accumulation period of your life is a well-
known concept and can help as you work to accumulate wealth. However,
when you take that hourglass and flip it over and say, “Now I’m going draw
out $5,000, $7,000, or $10,000 a month to meet my needed cashflow needs
on a monthly basis,” all of those forces of the universe that have conspired
in your favor up to this moment in your life now work in the opposite
direction. 

This same dollar-cost averaging formula that caused you to buy more shares
when the market went down and fewer shares when the market went up are
now going to force you to do the exact opposite. When the market goes
down 10 percent, you’re going to have to sell 10 percent more shares in
order to get the same dollar amount out of your investments. When the
market goes up 10 percent, you’re going to sell 10 percent fewer shares, so
you are systematically selling off more shares when the market goes down
than when the market goes up, and that means your portfolio will have
fewer shares to take advantage of market recoveries and upswings.
Remember—it’s how many shares you own that matters and, if your plan is
to systematically sell more shares when prices are depressed and sell fewer
shares when the prices are inflated—that is a formula for running out of
shares!
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This is the exact force of nature that was working in your favor, and it is
now working against you and may force you into a different lifestyle later in
your years of retirement. Rarely will this happen or occur in the near future.
But it is a systematic, long-term risk to wealth, the maintenance of your
wealth, and your lifestyle throughout retirement. There are other ways to
approach your cashflow needs than dollar-cost averaging out of a static
portfolio. In fact, dollar-cost averaging may damage your lifestyle during
retirement. 

3. Ignoring Fees and Expenses 

You need to be aware of all of the fees you pay. There are big-name firms
out there that will charge you, let’s say, 0.5 to 0.6 percent to manage your
money, but lo and behold, they may put all of your money into mutual
funds and ETFs, which have their own internal expenses. Very often, their
own “in-house products” somehow happen to be “the best of the breed,”
and you might end up with 50, 60, or even 80 percent of your assets in those
in-house products. Perhaps the company has given you a reduced rate on the
asset management fee, but they’re charging you fees for the products
they’re putting in your portfolio. Significant questions arise at that point
about how objective or independent they are being in the choice of those
products if most of those products have their own name on it, but that’s a
conversation for a different context. 

On top of this, mutual funds tend to be egregious in terms of their internal
fee structures, especially in the equity markets. I believe that, for many,
there’s little reason to use equity-based mutual funds once you have more
than $200,000 or $300,000 to invest. Often, you’re stuck with mutual funds
inside your 401(k), but you might
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not trust the expense ratio you see published in the prospectus. Many
mutual funds have seven to nine different categories of other fees and
expenses not included in that expense ratio. As an investor, you have to
specifically request a “Statement of Additional Information” from the fund
company to get further clarity as to what those additional unreported
expenses may be. Frequently, these expenses can add in excess of 1 percent
per year to the fees you are actually paying. 

I know this seems unfair. How can these companies be allowed to do this to
us? In fact, as an advisor, I ask some of the same questions. It’s important
for you to be aware of the totality of the fees you’re incurring and the
internal fees of each individual investment, and your financial advisor
should not be afraid of those conversations. In fact, he or she should be
transparent with you and willing to dialogue with you about each of the fees
you’re incurring. 

Increasingly, we see firms that charge a flat fee, let’s say 1.2 to 1.6 percent
per year on the assets they manage, and they manage a portfolio of
individual stocks. There are a number of big-name firms that are obvious
examples here: large firms with lots of marketing muscle and recognizable
brand names, etc. They spend an enormous amount of money marketing and
advertising to clients with a certain amount of assets or more. Their pitch is
they only work with you if you have $XXX or more, and they typically
build you a portfolio of individual stocks and tell you how terrible certain
other products are and how you should never trust someone who offers
them to you. Their standard fee runs higher than typical in the marketplace,
but they justify that by explaining they’re not going to sell you annuities,
and they are not going to put you in mutual funds. They’re going to build
you a portfolio of individual stocks. The big challenge we see with firms
like this is they often are not doing true financial
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planning. They’re not working with CPAs on a person’s tax management.
They’re not doing the other work that needs to be done alongside the equity
management portion of planning, and I believe you should be able to have
an equity portfolio managed for a lot less than what they are charging.

Transparency in what you are paying is important, as is understanding what
you are getting for it. I can hire the kid down the street to cut my grass on
the cheap. However, if I want someone to apply fertilizer, overseed, service
my sprinkler system, maintain flowerbeds, and blow the grass off the
sidewalk after each cut, I need someone else to do that job, and I should
expect to pay more. It’s the same with investing. If you are worth $250
million and you just need a portfolio of individual stocks managed, there are
firms that will do that really cheap. However, if you need a plan, someone
to bounce ideas off, help you manage taxes, plan for funding college and
weddings, or help negotiate a job transition or an exit package from your
current employer, you need an actual financial planner. Someone selling
you a stock portfolio at a price higher than most independent advisors
charge probably isn’t going to get you where you need to be. It’s kind of
like that kid down the street charging 50 percent more than the full-service
landscaper—at some point you have to ask yourself, “What am I doing?” 

I encourage you to seek out an advisor who will help you manage your
assets, do it well, be very transparent about their fees and expenses, and
provide exceptional financial planning and input in the other areas of your
financial life, whether it’s estate planning, tax planning, financial planning,
etc.

9



4. Ignoring Single Stock Risk 

I’ve spent a lot of time in this book talking about single-stock risk, but
single-stock risk continues to be one of the seven sins I see in retirement
planning or financial independence planning. How many times do we see a
client moving into their retirement years who had 30 percent or more of
their net worth locked up in an individual stock? That individual stock is not
immune to the volatility of the market. Invariably, this client might be up
for some kind of disappointment during those early years of financial
independence as they see more volatility in their net worth than they
expected and they have not planned effectively for cashflow coming from
their portfolio. Ignore single-stock risk to your long-term plans at your own
peril. 

5. Retirement Dollars Do Not Equal Non-Retirement Dollars 

Failing to differentiate between retirement money and non-retirement
money is a crucial mistake in planning for financial independence. Non-
retirement dollars have already been taxed by the government, and any
increases to non-retirement investments are taxed, not as income, but at
capital gains or dividend tax rates on these assets. Dividend and capital
gains tax rates historically have been lower (often significantly lower) than
income tax rates for people in the middle and upper-income tax brackets.

 Feeling secure because you have $3 million, $4 million, or $5 million in
your retirement accounts and believing you’re just going to pull 4 percent
per year off of that bucket of capital during your retirement years because
that’s what the article on motleyfool.com
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said you could do without calculating your tax liability or the long-term tax
implications of having that much money in retirement accounts can be a
significant flaw in your planning. 

Make sure you’re factoring the difference between retirement assets and
non-retirement assets into your plan for managing your tax bracket each
year. Work with your financial advisor and CPA to discuss partial Roth IRA
conversions annually during retirement or in the years leading up to
retirement. Make sure you do not make the mistake of ignoring the
substantial tax delta between non-retirement assets and retirement dollars.

 Those retirement account assets can become a significant liability later in
life when the IRS is forcing you to draw down a certain percentage of your
assets from those accounts annually. I often see clients who don’t even need
the income from those accounts, and yet those required minimum
distribution rules force them to take out money every year and pay income
taxes on it, whether they need the money or not. These forced distributions
can push you into a higher tax bracket and, thus, make you lose more
money to taxes than if you had planned differently. 

Many retirees will spend down all of their after-tax spending in the early
years of their retirement and leave the IRA and other retirement-specific
assets for their later years. This can leave you in a very low income tax
bracket in those early years of retirement, only to leapfrog you into much
higher brackets later into retirement because a much higher percentage of
your income is being drawn down from your retirement accounts. Failing to
manage your annual tax bracket can be a long-term risk to your savings by
subjecting you to higher tax brackets than you otherwise would. Spending
all the
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non-retirement funds upfront is not necessarily a successful plan for
winning the tax war in retirement. 

6. Behavioral Mistakes 

There’s an entire field of psychology emerging today in the realm of
“behavioral finance.” I have a friend who is a licensed counselor, and he is
amazed at how many of his clients who are typically strong, capable
professionals have severe money troubles. It’s not the amount of money you
make. It’s how you react to money over time that can determine your
success or failure at achieving your financial goals. 

Behavioral finance includes the study of how people react to loss or gain,
which can be a precursor to how you will react during a down market. Will
you sell everything when the market’s down 40 percent, run to cash, and
then not get back in? I have a dear friend who got out of the market in 2008
when things got ugly, and he sat in cash for the next decade. Read that again
—this really smart and intelligent guy sat in cash for ten years because of
the hit he took in 2008. He was in his early forties when that crisis hit, and it
so affected him that he sat paralyzed through what should have been the
biggest portfolio decade of his life. He didn’t invest any money for a decade
while the market recovered and nearly tripled in value. It has been to his
severe financial detriment. He’s a smart guy, a brilliant guy in many
regards, and yet this area was an absolute blind spot for him. 

Working with a financial advisor who’s going to advise you through these
ups and downs of markets can give you a voice of reason to stay in the
market or get back into the market when things are ugly.
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“Buy low”(which is what grandma and grandpa told us to do, right?) is all
an effort to manage your response to money during difficult times, and an
independent advisor helps guide you through these fluctuations with
balance and reason, without peddling products. 

Behavior drives results. Don’t let your behavior cause poor outcomes. 

7. Failing to Have a Plan 

It’s been said by many leadership gurus that people don’t plan to fail, they
fail to plan. Nowhere is this truer than in the area of financial planning and
wealth management. Failing to have a plan, failing to have a team in place
to help you make informed decisions as the markets change and as
circumstances evolve is itself the single most problematic thing I see with
prospective clients. You need to have a plan in place. That plan needs to be
able to adjust, bob, and weave with the markets. You also need to have
structured times, even if it’s just once a year, to sit down with your advisor
and work through the nuances of the plan and to keep you on track. 

Have a plan. Work the plan. Be patient with the plan. Plan for the plan to
adjust, adapt, and improve the plan over time. Talk with your advisor about
how the strategy will change if the market pulls back 20, 30, or 50 percent
during retirement. How will the portfolio change, adapt, etc.? If your plan is
to just hold on come hell or high water . . . maybe you need to think a bit
differently. Buy, hold, and hope isn’t really an effective plan. If you are
paying someone real money to help you manage a plan and they sit still
while things fall apart around you, then it isn’t really a plan, is it?
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These Seven Sins of Financial Independence each represent things I have
seen that have caused many people to change their financial outcomes. They
have forced people into the workforce when they had no intention of ever
going back to work. They have caused people to live lifestyles that are not
as fulfilling and travel-filled as they anticipated during retirement. These
seven mistakes, unfortunately, change the outcome for far too many people.
Part of my job as your advisor is to help keep you on track, to help you have
a plan, and to solve the problems associated with these Seven Sins or, better
yet, avoid them altogether wherever and whenever possible.
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Contact Us
We hope you have enjoyed this sample of A Business Class Wealth Vision. If the
information resonated with you, and you’d like to employ a comprehensive,
personalized approach for your retirement strategy, give Wayne Wagner Jr. and
VizionaryWealth Management a call, and we’ll see what we can do together. 

Wayne Wagner Jr., ChFC
302-635-9400
wealthvision@vizionarywealth.com
11 Middleton Drive, Wilmington, DE 19808 


