
 

Many investors and retirees rely on their investment portfolio to fund all, or part of their cash needs. In wealth manage-
ment, there are two practices employed to create this cash flow; the income approach and the total return approach.

The “Income Approach” requires buying securities that provide dividends and interest and not touching their principal 
investment. In this current low-yield environment, the hunt is always about finding securities with higher yields to fund 
their cash flow needs. If yields are high enough or the portfolio value is large enough, investors may be able to live off 
dividends and interest without having to dip into principal.

The “Total Return Approach” involves trimming positions in the portfolio on a systematic basis to create cash flow. If 
you are a client who is drawing income from your portfolio that we manage, you are very familiar with this technique 
because it is the method we utilize to create your cash flow. It is an approach based on the fact that there is little dif-
ference whether cash flow comes from dividends or capital gains. This method inherently affords greater control over 
the amount of cash flow generated because it is not dependent on how returns are divided between capital gains and 
dividends.

Traditionally, investors have employed the income approach. These investors often don’t realize the unintended risk 
they take on because there are investment tradeoffs required to pursue this strategy. Let’s explore some of the classic 
misconceptions of the income approach.
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Financial Synergies Named in the FT 300 Ranking for 
Top Financial Advisers of 2015

Income versus Total Return
By Mike Booker, CFP®, ChFC, CFS®, Board Certified in Asset Allocation

We are pleased to announce that we have been named to 
the Financial Times 300 Top Registered Investment Advis-
ers, as of June 18, 2015. The list recognizes top indepen-
dent firms in the U.S.  

This is the second annual FT 300 list, produced inde-
pendently by the FT in collaboration with Ignites Research, 
a subsidiary of the FT that provides business intelligence 
on the investment management industry. More than 2,000 
elite RIA firms were invited to apply for consideration, 
based on their assets under management (AUM). The 
630 RIA firms that applied were then graded on six crite-
ria: AUM, AUM growth rate, years in existence, advanced 
industry credentials, online accessibility, and compliance 
records.  
The “average” FT 300 firm has been in existence for 23 years and manages $2.6 billion in assets. 
The 300 top firms hail from 34 states and Washington, D.C., and, on average, saw their total AUM rise by 18% in 2014.n
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High dividend paying stocks are less risky: This concept comes from the long-held belief that these stocks have less risk 
because they offer a regular stream of cash payments to shareholders. However, because these dividends come directly 
from company earnings, the company’s stock price is reduced by the amount of the dividend. And, dividends can be cut 
or eliminated altogether as we saw in the market meltdown of 2008-2009.

Living on high dividend paying stock avoids invading portfolio principal: Unless a dividend is reinvested back into the 
portfolio, the portfolio is diminished as the stock price generally declines by the amount of the dividend. Although the 
stock is not sold, the economic impact is the same.

High dividend stocks offer downside protection: The thought here is that paying dividends somehow protects the falling 
price of a stock. For example, a stock paying a 3% dividend might provide an equal amount of price support. But, since 
a dividend reduces a stock price by the same amount, the price would have actually dropped less for a stock paying no 
dividend.

As I mentioned, the income approach carries more risk due to inherent tradeoffs that strategy requires. Some of those 
tradeoffs include:

Less diversification = higher risk: Obviously, investing in a portfolio that is dominated by high income paying stocks is less 
diversified than one that isn’t. In 2008, for example, high dividend paying bank stocks were decimated.

Putting the focus on high dividend-paying stocks reduces choices: If dividend-paying stocks are the focus of a strategy, 
then roughly 40% of all stocks globally cannot be considered as they pay no dividends. This, too, lowers diversification 
because the bigger the palette to choose from, the better the quality of choices. Additionally, the number of stocks 
paying any dividends at all is decreasing globally, from 71% of the market in 1991 to 61% in 2012 (Source: Dimensional 
Fund Advisors).

Focusing on high dividend-paying stocks may hurt returns: Global portfolios  that hold only dividend-paying stocks must 
exclude 47% of the available small-cap stock universe as small-caps traditionally don’t pay dividends, but do have higher 
expected returns than large-cap stocks.

Dividends are not guaranteed: Nothing more need be said about this tradeoff.
 
The total return approach allows a greater conrol over the amount and timing of cash flows and maintains a more di-
versified (less volatile) portfolio. For taxable accounts, this method also has significant tax advantages over an Income/
dividend model because it also utilizes lower-taxed capital gains as an important component of the cash flow stream. 

Summary:

- An Income Strategy that concentrates solely on interest and dividend income reduces di-
versification, limits investment choices, diminishes flexibility, inhibits the ability to manage 
taxes and lowers expected returns. 

- Retirement accounts at Financial Synergies utilize a Total Return methodology to produce 
an income stream in a well-diversified portfolio geared to grow in value while it produces 
cash for our clients to live on. We call it Retirement Salary® and you can learn more about 
the specifics of it on our website. n

Income versus Total Return, continued...

 

Thank you for your participation in our annual client survey. 

Each of us are working hard to make sure that your needs are met and to make your suggested improvements. 

If you have not yet taken the survey and would like to, please contact Marie Villard and she will email you a link to 
the survey, or send a hard copy.

Annual Client Survey
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A Tiny Country in the Eurozone
By Mike Minter CFP®, CFS®

The Greek drama just won’t end. The banks have been closed and cash withdrawals from ATMs are now limited to 60 
euros per day. The country is a mess and is, unfortunately, the primary cause of recent global market volatility. 

Greece is the weakest link in the 19-nation Eurozone; on June 30th it failed to make a scheduled debt repayment of 1.5 
billion euros to the International Monetary Fund (IMF). Practically speaking Greece has defaulted, although the IMF re-
fers to the current situation as being in “arrears.”

Depending on how upcoming negotiations progress between Greece and other European leaders the financial lifeline 
will either be extended to Greece or they will be cut off entirely. 

If Greece officially goes into default there will be serious consequences to the country’s economy and their relations 
with the rest of the world. As we’ve seen, defaulting can upset financial markets and create uncertainty for other lend-
ers. However, Greece represents less than 2% of the European Union’s GDP, so even if it were forced to exit the union it 
would not tear it apart.

Other countries in the Eurozone that have gone through their own crisis, such as Portugal, Ireland, and Spain, have taken 
drastic steps to overhaul their economies and are much less susceptible to market contagion now. And the European 
Central Bank has further bolstered the financial system by purchasing large amounts of government bonds, making all 
euro nations less sensitive to market swings.

Since Greece’s debt crisis began in 2010, most international banks, including major U.S. banks, 
and investors have liquidated their Greek bonds and holdings so their direct exposure to this 
crisis is minimal. 

European leaders have had five years to prepare for and establish safeguards against the finan-
cial contagion that could occur if a country like Greece has to exit the currency union. The EU 
is in a much stronger position than it was during the height of the debt crisis just a few years 
ago, and many experts surmise that a forced Greece exit would not be so catastrophic over the 
long-term.

As they say, you are only as strong as your weakest link. Greece is certainly that link in the Euro-
zone, so maybe it’s time to go. We’ll find out soon enough.n
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My wife and I have a close friend who recently underwent a major heart operation. Like me, he’s in his early 30s and 
appeared to be in perfect health. Our friend visited a doctor earlier in the year regarding a sleep issue when they discov-
ered a complication in one of his heart valves. He had been living with this condition his entire life and did not have the 
slightest idea. Thanks to the skill of his doctor, identifying this condition likely saved his life.
 
All of us have experienced a significant health issue at some point in our lives – either personally or with a family member 
or close friend. Sometimes they work out the way we hope, but other times they do not. Regardless of the outcome, 
these events force us to take a step back and think about what matters most in life. They also require us to consider how 
we want things to be when our time comes. As financial planners, it is our responsibility to help engage in these conver-
sations in order to prepare for when these circumstances come about.
 
Below is a list of important estate documents you should have. They will help make your desires clear and minimize con-
fusion and conflicts for your loved ones.
 
1) Last Will and Testament – A will is considered to be the foundation for any estate plan. It directs how your property 
will be disbursed when you die. A will has two significant components. First, it allows you to appoint an individual to 
speak on behalf of your estate and oversee the distribution of your assets. Second, if you have minor children, you are 
able to appoint a guardian who will oversee their well-being. Failure to draft a will prior to your death puts these import-
ant decisions in the hands of the courts. A judge appoints your estate administrator and/or guardian, which may or may 
not be in line with your wishes.
 
2) Durable Power of Attorney (DPOA) – This document helps protect your assets in the event you become physically or 
mentally incapacitated. A DPOA is equally important when you face a major medical procedure, like my friend. It allows 
you to appoint an individual to serve as your agent and make important financial decisions. Paying bills and other ex-
penses can be easily overlooked when facing a serious medical condition. It is important having someone to handle these 
matters on your behalf and not putting these decisions in the hands of the courts.
 
3) Medical Power of Attorney – Similar to a DPOA, a Medical Power of Attorney appoints a trusted individual to make 
important medical decisions on your behalf.
 
4) Advanced Medical Directive – This is also known as a “living will.” An Advanced Medical Directive outlines specific 
medical treatments you do and do not wish to receive. It provides doctors and hospitals with instructions about resus-
citation, pain management, organ donation, and other critical procedures. It is important to discuss these wishes with 
your physicians and the agent you appoint in your Medical Power of Attorney to ensure every-
one is on the same page.
 
These four documents solidify the basic cornerstones of your estate planning needs. In addition, 
you should keep your beneficiary information updated on your qualified retirement accounts, 
such as 401ks, 403bs, IRAs, etc. For those requiring advanced estate planning, trusts and chari-
table giving may provide the flexibility needed to properly manage how your assets will pass in 
a tax-efficient manner.
 
While we are not permitted to give legal advice, we do work with knowledgeable and experi-
enced attorneys who specialize in estate planning. If you have any questions or would like more 
information on addressing your estate needs, please feel free to call our office at (713) 623-6600 
or email info@finsyn.com.n

What’s Your Estate Plan?
By Will Goodson CFP®
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Budgeting: The Party Pooper of Spending?
 

By Bryan Zschiesche, CFP®, MS, MBA

“’Budget’ is a four-letter word,” quipped a long-time client when I recently introduced her to our new financial plan-
ning program, Wealth360°. What comes to your mind when you hear the word “budget?” Most of us think of restric-
tions. The knowledge that we’re “on a budget” nags at us like a subconscious spending party pooper. It makes us feel 
guilty for buying that new putter or handbag or for spending too much at Starbucks.

I’d like to suggest that we look at budgeting in a different way. The entire purpose of budgeting is to create self-aware-
ness. What purchases and activities are valuable to you? Where are you actually spending your money? Is there a 
discrepancy between the two?

We should always aim to spend with purpose. Something that you view as an indulgence may be particularly important 
to someone else (think: spouses!) That morning trip to Starbucks may be costing you $60 a week, but if that ritual is 
valuable to you, then budget for it by eliminating some other expense that really doesn’t provide the same enjoyment.

I often find that when clients undertake the exercise of budgeting for the first time, they identify areas which represent 
a much larger percentage of their spending than they realized, and they find that they’re spending money on things 

that really don’t mean that much to them. Budgeting can also help you identify hidden prob-
lems, like that annual subscription to satellite radio for a car you no longer own.

Included in Wealth360° is a very powerful tracking and budgeting tool which helps clients see 
the details of their income and expenses. The program pulls your credit card and checking 
account transactions automatically every day, so all you have to do is categorize them. As a 
starting point, just try tracking your spending for one week. Don’t worry about going back and 
trying to pick up old transactions. Just start with today.

I promise you’ll become more aware of how you’re spending your money, and you’ll begin to 
make buying decisions based on your values. In other words, you’ll begin to spend with pur-
pose! Isn’t that a better way to look at budgeting? n

Consider the following trick question:  Would you rather have $10,000 per day for 30 days or a penny that doubled in 
value every day for 30 days?  The best choice is the doubling penny, because at the end of 30 days you’d have about $5 
Million versus the $300,000 you’d have if you chose $10,000 per day. (Sources:  datagenetics.com & morningstar.com)

When money is invested and then reinvested along with its earnings, it compounds and grows at exponential rates.  
This mathematical wizardry, of course, is called compound interest.  It’s been said that Albert Einstein recognized com-
pounding as the most powerful force in the universe. 

In my opinion, compound interest is the most underappreciated investment tool known to man.   Why?  Because we 
live in an era of instant gratification, where get-rich-quick schemes are far more exciting for the modern investor.  We 
live in a world where our favorite movie can literally be seen on-demand.   Our TV shows, our friends, our groceries, 
our (fill in the blank) can all be accessed instantly.  We’ll even opt for a microwavable hot pocket over a home cooked 
meal. (If you haven’t seen Jim Gaffigan’s comedic skit on hot pockets I highly recommend that you watch it on YouTube  
now…)

Unfortunately, compound interest can’t be dialed up so quickly.  It requires significant time to be effective.  Let’s take 
a look to see just how powerful compound interest can be if an investor is disciplined enough to save early on in their 
life.

If you invested $100,000 at the age of 50 at 8% interest, it would be worth $317,000 at the age of 65.

If you invested $100,000 at the age of 40 at 8% interest, it would be worth $685,000 at the age of 65.

If you invested $100,000 at the age of 30 at 8% interest, it would be worth $1,479,000 at the age of 65.

If you invested $100,000 at the age of 20 at 8% interest, it would be worth $3,192,000 at the age of 65.

Not everyone is capable of saving $100,000 at the age of 20.  However a consistent savings plan 
that starts at an early age can have a dramatic impact on your financial future.  Clearly, signifi-
cant time is critical for compound interest to show its true power.  The amount that you save for 
retirement is not nearly as important as the age at which you begin saving for retirement. 
 
Many of our clients have children or grandchildren that struggle to maintain an effective savings 
plan.  If you or someone you know needs help designing or fine tuning their savings strategy, 
give us a call.  We’d love to help. n

Compounding: The Most Powerful Force in the Universe
 

By Heath Hightower, CFP®    



 

Interested in eDelivery or Access  to our Online Portal?

Did you know that you can receive your quarterly statement electronically? 

You can also see all of the accounts in your Household, your account’s holdings, transactions, and respec-
tive asset allocation through our online portal.

If you’re interested in enabling eDelivery or the online portal feature, or would like to know more about it, 
please call us at 713-623-6600 or email mvillard@finsyn.com. 

Congratulations, Jim!
Congratulations to long-time client Jim Gardner on his successful ride across the country! In the spring of 2015, Jim cy-
cled the Southern Tier of the country from San Diego, California to St. Augustine, Florida . The ride took 52 days (45 on 
the bike) and was a total distance of 2,950 miles. 

Below are some photos Jim shared with us, including a picture of Jim entering Texas (which took him 19 days to cross!) 
and the end of Jim’s ride, where he took a refreshing dip in the Atlantic Ocean. Please join us in celebrating Jim’s amaz-
ing feat of success!
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