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firm’s value may be defined by its
ability to pull a thread through four
key phases of financial planning:
risk management and insurance
planning, wealth accumulation,
tax-efficient investment planning
and estate planning.

At the core of each of these finan-
cial-planning phases is a simple yet
often overlooked equation that serves
as the cornerstone for measurable fi-
nancial success:

Gross income - taxes - expenses
(we refer to this as the “burn”) = savings.

Knowing this basic equation provides
a foundation for effective financial plan-
ning and decision-making. Furthermore,
the equation predicts far more than
merely how much your family can save.

The most consequential (and con-
trollable) variable in the equation is the
burn. With regard to risk management
and insurance planning, the burn dic-
tates how much long-term disability
and life insurance you should have at
any given time. We typically recom-

mend that clients replace lost income due
to death and/or disability in an amount at
least equal to the burn!

The burn also tells us how much emer-
gency cash clients should hold. We typi-
cally prescribe 3 to 24 months of a client’s
burn as emergency cash.

A topic that is much more enjoyable to
discuss than insurance planning, the burn
also guides clients as to how much of their
annual income needs to be replaced dur-
ing retirement. For example, if a family’s
burn is $120,000 post-tax during the
wealth accumulation phase, clients should
save enough to generate an equivalent
burn in retirement.

We start by recording the client’s bal-
ance sheet, which serves as the starting
line. We then fact-find with clients and ask
probing questions to understand how
much the client currently saves.

Despite the simplicity of this fundamen-

1) how much retirement income they
need to replace, and

2) how much the client can effectively
save toward retirement.

Ultimately, we are able to “flip” the
equation and determine what the client
can spend, while at the same time staying
committed to his or her financial goals.
Said another way:

Gross income - taxes - required savings
= recommended family burn.

Working with clients to flip the equation
is a controllable yet difficult behavioral
change. It goes against almost everything
clients face day to day and it can be quite
challenging to remain fiscally disciplined.
But, as they say, “If it were easy, everyone
would be doing it.” Putting clients through
the exercise and uncovering this vital data
point is where a financial advisor can pro-
vide the most value in helping clients
achieve financial security. ®
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Knowing this basic equation provides a
foundation for effective financial planning

and decision-making.

tal planning equation, we find that few indi-
viduals have a meaningful understanding of
their burn. This is true across all income lev-
els. Some clients admit to having no idea
what it actually costs to run their family af-
fairs. Others merely guess, and grossly un-
derestimate their actual burn.

We proceed to recommend simply that cli-
ents list their top 15 fixed expenses, lumping
in the total monthly credit card bills as one
line item. On average, “the top 15” fixed ex-
penses represent 85 percent of a client’s burn!

Once we understand this crucial data
point, we can help clients determine:
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James L. DiNardo offers advisory services as a
representative of Northwestern Mutual Wealth
Management Company (WMC), a limited purpose federal
savings bank, and a wholly owned subsidiary of The
Northwestern Mutual Life Insurance Company, Milwaukee,
Wis. (NM). Northwestern Mutual is the fleet name for
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or managed by WMC are not insured by the FDIC, are
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Northwestern Mutual representatives (not all of whom are
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CFP *, CERTIFIED FINANCIAL PLANNER ™ and federally
registered CFP (with flame logo), which it awards to
individuals who successfully complete initial and ongoing
certification requirements.
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