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FOREWORD
The Purpose of This
Book:Providing a Travel Guide for Your Financial
Journey

Many people spend more time planning their
vacations than they spend planning their futures. Hand in hand with
planning one’s future is planning one’s personal finances.

 

When planning a vacation, you have a
multitude of decisions to make, beginning with the end – where you
want to go and what you want to experience. Other decisions include
how you will get there, where you will stay, and the costs
involved. Whether you have enough paid vacation time and whether to
take time off without pay are also factors.

 

Occasionally, but infrequently, backup plans
are made in the event of bad weather, illness or some other
catastrophe beyond your control.

 

The process to becoming financially healthy
and wealthy involves a similar set of questions.

 

Where do you want to go financially and when
do you want to arrive there?

What are your options for arriving at your
financial destination?

What are your time frames and how do the time
frames affect your options?

What financial mechanisms can you use to
reach your financial targets?

What are your backup plans?

 

So think of this book as your financial
travel guide, taking you from where you are to where you want to be
financially.

 

What This Book Will Not Do For You …

This book will not make decisions for you.
Nor is this book intended to be comprehensive in all financial
planning principles. One would need an encyclopedia to achieve
that.

 

What it will do is provide a foundation for
making those decisions. Think of it as a Fodor’s travel guide for
your financial journey.

 

It will serve as a guide to help you
understand what it will take to reach your financial destination,
explain areas that you might not be familiar with or are unaware
of, provide options and different approaches to consider, describe
what you can expect from the various approaches, and offer
suggestions as to when to be alert or cautious.

 

If you are ready, let’s begin your financial
journey!
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Introduction

Many people are clueless about money matters
and personal finance. Women, in particular, tend to avoid dealing
with money matters, often due to feelings of inadequacy, feelings
that may be compounded by misconceptions, experiences or lack of
desire to learn.

 

In my experience, many women who are not
mathematically inclined tend to have an aversion towards anything
mathematical. Coupled with the mistaken belief that personal
finance requires a lot of math, they may shun anything to do with
numbers, including personal finances.

 

Personal finance sounds like a foreign
language to some women while others are made to feel inadequate by
financial professionals who talk down, above or around them.

 

Still others do not know what they do not
know nor know how or where to learn about personal finances while
some remain clueless about money matters and are content to remain
clueless.

 

Some women are beset by irrational fears –
fears that include the potential inability to grasp the information
thus causing them to feel stupid. And who wants to feel stupid?

 

The result is that personal finance is a
mysterious gobbledygook to be avoided like the plague.

 

This does not imply that all women share the
aversion to anything mathematical or financial. It just means that
if you are female, you may be (perhaps unconsciously?) avoiding
dealing with or learning about money matters, personal finance or
how money works.

 

This lack of knowledge can and does cause you
to be totally oblivious to the consequences of your financial
decisions. Too many bad financial decisions can be perilous to your
financial health, particularly in the complex financial world we
now live in.

 

Financial illiteracy can lead to financial
negligence (often unintentional).  Consider the consequences
of not properly maintaining your car, such as allowing it to run
out of oil. The likely result is that the engine will seize up
necessitating a major overhaul, usually costing thousands of
dollars, if it can be repaired at all. Like a seized engine,
financial negligence can also cost you dearly, especially if your
financial troubles are so deep they prevent recovery.

 

Financial illiteracy also increases your
susceptibility to being taken advantage of by unscrupulous
individuals. Once when my car needed an oil change, the service
technician advised replacing the transmission fluid, a service that
cost a couple hundred dollars. Upon checking the maintenance manual
after returning home, I discovered that the service was unnecessary
at that time.

 

Just as lack of information about your car's
maintenance needs will make you an easy target, so does the lack of
financial familiarity – the unscrupulous will be licking their
chops when they see you coming.

 

Financial negligence and illiteracy – whether
through ignoring your finances or lack of understanding – can (and
usually does) lead to:

*more expensive resolutions,

*poor financial health,

*financial dependency on others to do the
right thing, and

*possibly even danger in the sense of
financial ruin.

 

Unfortunately, school curriculums do not
teach personal finance – we are taught math but we are not educated
in how money works, how our financial “organs” are interrelated or
how to stay financially healthy. Consequently, we enter adulthood
without the basic financial knowledge necessary to function in the
modern world.

 

There really is no reason though to be
financially illiterate. How money works is rather simple when you
know the basics, even if you are not mathematically inclined. If
you can do basic math (or know how to use a calculator), you can
learn the fundamentals of how money works so you can be financially
healthy – and eventually wealthy

 

Do your financial concerns include:

-Whether you will you be able to retire
(ever?), or whether you will have to continue working in retirement
… perhaps as a greeter at Wal-Mart?

-Currently living paycheck to paycheck?

-Drowning in debt and can’t see a way
out?

-Lacking money to put towards your financial
dreams?

-Not knowing whom you can turn to or trust
for financial advice?

-Desiring more available cash?

-Reducing your taxes so you can keep more of
your money?

-Gaining a better understanding of
investments, fees and terminology?

-Anxiety about your financial situation?

 

If you answered “yes” to any of the above
questions, then you need to keep reading to learn how to become
financially savvy, healthy and wealthy. In this book, you will
learn not only strategies for dealing with the above questions, but
you will also learn how to increase income (even when your wages do
not increase), how to decrease expenses (without adversely
affecting your lifestyle) and how to accumulate and protect your
wealth.

 

The twin goals of this book are to take away
all your excuses for not learning about money matters and to
provide the information and tools you need to make informed
financial decisions. By combining basic concepts with simple math
presented in plain language, you will have the tools to determine
what it will take to achieve financial security and your financial
dreams. At the very least, you will have a better idea of what
questions should be asked.

 

If you equate money accumulation with greed,
then put that misconception aside. Maybe money can’t buy happiness
but it does buy financial security, peace of mind, a comfortable
lifestyle – and FUN! To achieve financial security and dreams,
whatever that vision may be, you will need money. Whatever your
financial vision, the end game really is the accumulation of wealth
for it is wealth that allows the realization of financial
dreams.

 

Your financial health can be compared to your
body’s health. Your body has major organs that are crucial to good
health and long-term survival. If any one of those organs – heart,
brains, lungs, kidneys, colon, stomach, bladder, immune system,
liver – becomes diseased or malfunctions, it will affect your
overall health, eventually leading to death.

 

Your finances function similarly, involving
several major areas of personal finance – cash flow, debt,
emergency money, asset protection, wealth accumulation and
preservation, investments and taxation. If any one of those areas
is unhealthy, it will be harmful to your overall financial health.
And if you have a major financial “illness,” kiss goodbye obtaining
your visions of an exotic vacation, owning a home, or retiring.

 

If the problem area becomes severe enough, it
could lead to financial death – you may no longer have enough money
to pay bills, buy food or provide shelter – all situations that can
ultimately culminate in physical death due, in part, to stress and
anxiety.

 

During the last recession, referred to by
some as the “Great Recession,” many families and individuals found
themselves without jobs that led to loss of homes and financial
destitution. The stress of financial lack (especially for baby
boomers whose life experiences have primarily been abundance)
eventually takes its toll on your physical, emotional and
psychological health.

 

So whether or not you desire to be extremely
wealthy or just want to be wealthy enough to live comfortably, all
of your financial “organs” must be healthy. As we go through the
mechanics of how money works, you will gain a better understanding
of how the various financial components are interconnected, just
like the organs in your body are interconnected. By the time you
finish this book, you will be empowered with the basic tools you
need to keep yourself financially healthy and strong. At a minimum,
you will be more aware of what you don’t know, exposing the next
lesson in your learning process.

 

A survey conducted by Wells Fargo in February
2014 found that women are less confident about their investment
knowledge.  Only 29% of women state they know where to invest
in today’s market (compared to 42% of men). Also, almost half of
women (45%) grade their financial literacy a ‘C’ or below, while
65% of men assess their level of financial literacy as a ‘B’ or
higher. (Source: https://www.wellsfargo.com/press/2014/20140220_financial-health)

 

Statistically about 80% of all women will be
single during their adult life, whether divorced, widowed or never
married. Significantly, baby boomer women are inheriting more
wealth, including investments, than prior generations. Shockingly,
but not surprisingly, 84% of women feel misunderstood by investment
marketers, according to recent research. (Source: http://www.she-conomy.com/facts-on-women)
All of these factors combine to create financial
vulnerabilities.

 

This book will help you reduce or eliminate
those vulnerabilities by providing an understanding of how money
works in your personal life and explain how you can use this
knowledge to achieve the vision of the life you desire to lead.

 

You are never too old nor is it too late to
use this knowledge. If you are reading this, then there is still
hope – you have made it this far and with strength, endurance and
knowledge, you can still have your desires – it is never too late,
it just may take a little longer.

 

Finally, this book provides a road map to
help you identify where you want to go financially and how to get
there. If you were driving from New York to Los Angeles, you could
just hop in your car, start driving west and eventually you might
arrive at your destination. If you want to get there in the
shortest time with the least possible expense though you would
probably pull out a map to plan a route. So consider this book a
road map to your financial destination of wealth creation and
wealth preservation.

 

Yes, there are many aspects of financial
planning that are very complex, especially when it comes to
investing, taxation or intangible concepts. I have attempted to
explain more complex concepts in terms that provide the reader a
basic foundation surrounding money matters. Throughout I use actual
and hypothetical client scenarios to illustrate the concepts being
discussed (though the names have been changed to protect the
culpable).

 

The explanations and discussions contained
herein are not intended to provide legal or tax advice, nor are
they intended to discuss more complex subject matters in extensive
detail – that is left to other experts and books. Any explanations
contained herein are intended solely for the purpose of simplifying
money matters and helping the reader better understand how money
works so that she can make smart and informed decisions.

 

First, before you venture deeper into this
book, take the time to write down and prioritize your three most
important financial dreams. As you read more about how money
works, refer to your “dream” list and apply what you have learned
to how that information will impact accomplishing those dreams.
Think about what, if any, adjustments you need, or want, to make.
This constant feedback will better help you stay on track to
achieving those objectives.

 

While the book is laid out in such a way that
you can jump around chapters, you are encouraged to read the
chapters in sequence as each chapter refers to concepts or terms
explained in prior chapters.

 

So let's begin your financial journey!

 

~ Anne
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 Chapter 1.
Secrets of Wealth Accumulation

Becoming or staying financially healthy is
much like becoming or staying physically healthy. To be physically
healthy, you will need to maintain a proper weight, avoid
overindulging in unhealthy foods and be physically active.

 

Continuing with the analogy, if you are not
feeling well or have symptoms that do not go away, you go to the
doctor. Before recommending any treatment, your doctor will
probably use the following process, especially if you are a new
patient.

 

Will ask what your symptoms are. This
should be the first question asked, even if you are in the doctor’s
office for a routine physical. This question narrows the possible
causes.

 


Will perform a physical exam. A
physical exam may reveal additional symptomatology that, perhaps,
you didn’t notice. The symptoms may or may not be related to the
condition for which you are seeking advice.

 


Will consider your medical history.
Gathering your personal and family medical history is just as
important as performing a physical exam because your history may
provide clues to whether something from your past might be
influencing the present illness.  The medical history includes
identifying the medications you are taking so as to avoid adverse
reactions with medications that might be prescribed to treat your
current ailment.

 


May take diagnostic tests needed to
determine a diagnosis. A sore throat can be simply a cold or a
far more serious illness such as cancer. Because the treatment for
the two conditions is very, very different, the diagnosis may be
confirmed by additional testing such as blood work up or scans. If
the diagnosis cannot be confirmed with the first round of tests,
additional testing may be needed.

 


Will consider the big picture painted by
the exam and test results. Your doctor will consider the test
results along with your symptoms, physical exam and medical history
to arrive at a diagnosis.

 


Will offer treatment options for your
condition. Based on your diagnosis, the doctor will suggest one
or more courses of treatment. While your doctor may offer guidance
as to which may be the best course of treatment for you, the
ultimate decision is yours.

 

Would you not hesitate if a surgeon
recommends surgery without first confirming the diagnosis through
the above process? Wouldn’t you lose confidence in your doctor if
you experience adverse reactions to the medications – reactions
that may have been preventable? How would you feel if your doctor
misdiagnosed your cancer as a less serious disease causing you to
receive the wrong treatment?

 

From a financial planning prospective, a
similar process is used. You may be doing many of the right things
to become or stay financially healthy, just as you may doing the
right things to stay physically healthy. Where the analogy diverges
though is that we are inundated with information about staying
physically healthy but not with what is needed to maintain
financial health.

 

As you go through life, your financial health
will be impacted, whether by your conscious choices, circumstances
beyond your control or by your own neglect. Sometimes the impact
will be positive, other times the impact will be negative. Just as
disease and illness can cause poor physical health, various
financial diseases and illnesses can cause poor financial
health.

 

When you find yourself in poor financial
health, the remedy must be appropriate to your symptoms and
illness. If the treatment is inappropriate, it may harm your
financial health or cause it to worsen.

 

To determine the appropriate treatment,
financial planners use a process similar to the doctor’s process.
That process is:

-Inquire as to your financial concerns,
issues and goals.

-Gather your current information and prior
history.

-Analyze the information.

-Perform additional research, if
necessary.

-Present the diagnosis and treatment
options.

-Assist you in implementing the chosen
treatment.

 

In the financial planning process, there are
several major areas that are addressed, areas that are like the
organs in your body. If any of your bodily organs becomes ill or
diseased, you experience pain, discomfort and poor health.
Similarly, if any one of your “financial organs” is not functioning
properly, it will affect your overall health and ability to achieve
your financial goals.

 

That is one of the purposes of this book: to
help you understand your “financial organs,” to help you diagnose
financial “diseases” that you may have, and to offer remedies to
improve your financial health.

 

This book is not intended to teach you
everything you need to know about personal finance. You would need
an encyclopedia for that. It is intended to teach you the basics of
personal finance so that you can make informed decisions. And the
more informed you are, the less likely you will be taken advantage
of by the unscrupulous.

 

Though you may want to jump to chapters in
the book that may appear more exciting, it is important to
understand some basic concepts of how money works in order to
better appreciate and understand the options presented in other
chapters that may – or may not – be viable for you.

 

Though these basic concepts are understood
and utilized by the wealthy, the general public is unaware of them
and thus they remain among the best-kept financial planning
secrets. However, you do not have to be wealthy to take advantage
of these secrets.  In fact, if you do apply these concepts,
you run a higher probability of becoming wealthy yourself. As these
concepts will be referred to throughout this book, they make an
excellent starting point.

 

Secret # 1: The Law of Abundance

Adapting the adage “all roads lead to Rome,”
the achievement of financial goals requires a road that leads to
the accumulation and protection of wealth. Regardless of the
numerical value you assign to “wealth,” it is difficult (if not
impossible) to achieve your financial dreams without wealth
accumulation. The “road” to achieving your financial goals is,
therefore, through wealth accumulation.

 

What is your definition of wealth?
Wealth is a rather subjective term – it can mean anything you want
it to mean. Just like “beauty is in the eye of the beholder,” so
too “wealth is in the eye of the beholder.” Is it a numeric value?
Many people believe millionaires are wealthy. Millionaires,
however, might believe that it is the billionaires who are wealthy.
Others might consider themselves wealthy if they have $50,000 in
savings.

 

Personally I equate “wealth” with “abundance”
instead of a number. You can be wealthy in friendships meaning you
have an abundance of friends. Or you can be abundant in love…. You
get the point. If you have financial wealth, you generally have
financial abundance. Whether in relationships or finances,
abundance conveys that you have more than you need.

 

When viewed through the prism of abundance,
“abundance accumulation” strikes me as a much more appropriate term
than wealth accumulation. While the focus of this book is the
principles of financial planning, it is important that we not lose
focus of what is truly important in life – our relationships with
the people we care about and cherish. And it is for them as well as
for ourselves that we strive to be financially healthy and
abundant.

 

Now some people may call you greedy if you
pursue or desire financial abundance. I disagree – I believe that
abundance is our birthright and that there is more than enough to
go around. My essay “How Do You View Life – As Zero-Sum or As
Abundance?” describes two different ways to view life.

 

If you believe that resources are finite and
are not replaced when used, your view is that of “zero sum,”
meaning that once used, there is zero left. For example, the
question of whether you view a glass as half full or half empty
assumes that there is only one glass. What if you had 6 glasses at
various levels of fullness? Would that not alter the complexity of
the question of whether the glass is half full or half empty?

 

The “Potato Parable” TM (which is
explained more thoroughly on the next few pages) illustrates this
concept. Assume I have six potatoes. If my life view is zero sum
and I eat all six potatoes, then I have no potatoes left.
Consequently, I would be inclined to hoard my potatoes out of fear
that I will not have enough food for my survival.

 

The fear-based emotion of not having enough
leads not only to hoarding, but it can also lead to greed (wanting
more), envy (of others who have more) and a whole host of other
negative feelings. Many people view life – and money – as zero-sum.
They fear that resources are limited and that they will not get
their share.

 

The alternative view of “zero sum” is
“abundance,” the perspective that resources are not limited and
that they can be reproduced. To demonstrate how the abundance
concept works, consider how plants multiply. All you need is one
seed to sprout and grow to maturity. When mature, the plant
produces hundreds, possibly millions, of seeds, each one having the
potential to take root, sprout, grow to maturity and also produce
hundreds (or millions!) more seeds.

 

What if one plant produced 100 seeds that you
plant? Using the glass half empty analogy, suppose that only half
of the seeds, 50, take root and grow into mature plants. Suppose
that each of those 50 plants in turn produces 100 seeds. Assuming,
again, that only half of the plants produce seeds that grow to
maturity and also produce plants, how many plants would you have
after a few cycles? Let’s do the math.

 

Cycle 1: 1 plant = 100 seeds

100 seeds produce 50 mature plants

 

Cycle 2: 50 mature plants each produce
100 seeds = 5,000 seeds

5,000 seeds produce 2,500 more mature
plants

 

Cycle 3: 2,500 mature plants produce
100 seeds each = 250,000 seeds

Half of the 250,000 seeds produce 125,000
more mature plants

 

Cycle 4: 125,000 mature plants produce
100 seeds each = 12,500,000 seeds

 

In this example, one plant was responsible
for producing over 12.5 million more plants. And only after four
cycles. What if you continued the cycle several more times? That is
the secret of abundance:  from one, many. The potential
production is – literally – limitless!

 

Mind-boggling? Absolutely! The magic and
mystery of reproduction is beyond my ability to explain. My
motivation with this example is simply to make you aware that there
is a law of abundance. You can choose to view life as abundance and
leave behind the limited “zero sum” thinking. By so choosing, you
will attract abundance into your life. The law of attraction, by
its very nature, deems it so!

 

If financial abundance is pursued because of
greed, then decisions and actions will be based on that motivation.
Wealth accumulation resulting from greed will eventually collapse
upon itself under the weight of greed.  (Think of Bernie
Madoff whose house of cards eventually collapsed.)

 

But if abundance is pursued to provide the
best possible life for yourself and the people you cherish, and if
you are willing to share your abundance (notice I say “share,” not
coerce or force), then you will become richer than you can imagine.
Why? Because that is how spiritual laws work.

 

The book “The Secret” is primarily about the
law of attraction – how to attract to yourself that which you
desire. Along the same premise, and hand in hand with the law of
attraction, is the law of abundance. The “Potato Parable”
demonstrates the law of abundance.

 

The Potato Parable and the Law of
Abundance

When I was about 10 years old, our school
science experiments were as simple as placing a carrot top in a
glass of water where it first sprouts roots, after which it can be
placed in soil to grow. The curious child that I was, I noticed
that potatoes that had been lying around for a while began to root
and I wanted to see what would happen if I planted a potato in the
ground.

 

So I took a potato into my mother’s
flowerbed, dug a hole in an empty spot, placed the potato in the
hole, covered it up, watered it, and stood back and watched ….

 

After a few minutes I realized that it might
not begin to grow instantly, that perhaps it might take a few hours
(or even days?) for any visible signs. So I embarked on a daily
ritual of visiting the spot where my potato had been planted to
water it and to check on what, if any, progress there had been
since the day before. After two weeks with no visible signs, I was
on the verge of despair that nothing was ever going to result from
my experiment.

 

Then, one day, I noticed a tiny little shoot
where my potato had been planted. I didn’t know whether this shoot
was related to my potato but I was not about to take any chances.
So every day I watered and nurtured this little shoot. Several
months later the tiny little shoot had grown into a big bushy
plant. Though I didn’t know whether this bushy plant was related to
my original potato, I was so proud of my accomplishment!  Yet
I was curious as to what happened to my original potato so I dug up
the plant’s roots.

 

To my amazement, my one little potato had
grown into tubers producing 18 more potatoes! While I know there
are scientific explanations, I do not purport to know what forces
cause life to grow. What I do know is that life is programmed to
reproduce itself.

 

Going back to our six potatoes example, what
if we had planted one of those six potatoes and obtained the same
results? What if we had planted three potatoes?

 

Keep in mind the lessons learned from this
parable, lessons that apply to anything you desire in life:

 


First you have to have the intention
that will spark action.

Then you need at least one seed to get
you started.

The seed must be planted in fertile
soil.

Have faith that it is growing even
when there is no visible evidence. Plants must first develop their
root system – a system that is below the surface and not visible to
the eye.

Continue to nurture your seed when it
does begin to grow.

Believe that your seed will grow into
much more than you can see at the moment.

Reap your harvest when your seed has
matured.

 

How does this relate to accumulating wealth?
You’ll see as we work through and explore the Money Equation.

 

Secret #2: The Money Equation

To paraphrase philosophers: Money can’t buy
you happiness but it sure makes life a lot better. Understanding
how wealth is accumulated begins with an understanding of how money
works. A good place to start understanding how money works is the
money equation.

 

Yes, there is an equation for accumulating
wealth and it looks like this:

[image: tmp_bd7ce4815ffc417ebf5c64a2b08196ec_ODzGYW_html_m66d451ad.png]

Let’s start with the first part of the
equation: MONEY. To accumulate wealth, you must start with money.
It doesn’t matter how much you start with; you just have to start.
You cannot make something appear out of nothing but you can grow
whatever you start with. Could I have grown more potatoes had I not
planted the first one? Perhaps by chance, but not by intention.

 

You can start with $1, $100 or $1,000. If you
start with $1, it will take you longer to reach your goal than if
you start with $1,000, and eventually you may reach your goal,
given enough time. This, though, is where your intention comes in –
you must have the intention to put that $1 (or $100 or $1000) into
savings, and then (like Nike advertises) – just do it! Like the
potato, nothing will grow if nothing is planted.

 

So to acquire financial abundance, you must
start with at least a seed. The next phase of the money equation is
TIME.  Remember how after I planted the potato, I stood back
and watched, expecting immediate results? The way money works is
much the same way – it will not grow into a big mass in a minute,
hours, or even days. If it took months for that one potato to
multiply, how long will it take for your money to multiply?

 

Here is an example of the importance of time
in relationship to money. If I offered you a choice between $1
million today or a penny that multiplies every day for 30 days,
which option would result in the greater amount? If you took the $1
million now, you need to develop more patience because it is the
penny doubling daily that results in a larger amount! Do the math.
You will find that a penny that doubles every day will be worth
more than $10 million in 30 days. (This is also a terrific example
of compounding – another money secret – which will be addressed
momentarily.)

 

The next step is planting the seed in fertile
soil. What is fertile soil for money? Under your mattress would not
be considered fertile soil because your money will not grow. It
will not decrease either; it will simply remain as it is – a seed.
For your money to grow, you must look to other soils –
investments.

 

Many people confuse investing as being
synonymous with the stock market, risky business, or complex
investments. While there are such investments available, that does
not mean that that is how YOU must invest. An investment can be as
simple as a bank interest bearing savings account. (Investments,
along with their risk factors, will be explored more in another
chapter.)

 

The next phase of growing your money is
having patience while it grows. This is an area that many of us
have trouble with, myself included. We want quick results and we
want them now. Products of the Internet age where information is
available with one keystroke, many of us have forgotten how to be
patient and that impatience can lead to unwise choices.

 

For example, at the height of the tech stock
market bubble in 2000, I had a potential client call me for
investment advice. She was anticipating receiving $10,000 from an
accident settlement and wanted suggestions as to where to invest
it. When I asked her what her objective for that money was, she
said she wanted to put it into something that would grow 50% in one
year to $15,000 so she could use the lump amount to buy a new car.
My response to her was “When you find an investment that guarantees
a 50% return in one year, let me know.” This is what many refer to
as the “Tulip Craze Syndrome” which will be explained in more
detail in the chapter on investing.

 

The next phase of growing your money is to
nurture your little seedling. In the potato parable, nurturing
involved making sure it received enough water, tending to it,
making sure that weeds or other vegetation were not impeding its
growth. When it comes to your money, nurturing involves regularly
pulling out the “weeds” – those investments that are no longer in
keeping with your goals – so that you produce an environment that
maximizes your growth potential. Keeping the weeds out also
includes controlling how much risk your investments will carry as
well as keeping debt to a minimum and minimizing money lost to
taxation. Additionally, nurturing involves continuing to add money
to your investment soil (watering). All of this will be further
explored.

 

Finally, just as you wouldn’t dig up the
plant before it is mature, so too must you allow your money plant
to grow to maturity. Even when it looks like nothing is happening
on the surface, your plant is growing roots that anchor it in the
soil and are ingesting the necessary nutrients (water, minerals).
On the surface your seedling is absorbing sunshine that is used in
photosynthesis (energy from the sun morphed into energy a plant can
digest). Just like the penny doubling every day, the first few
weeks of the plant’s growth are not very impressive – the bulk of
the growth takes place in the latter stages.

 

As children we were encouraged to accumulate
money in our piggy banks. When we cracked the piggy bank open, we
were amazed at how much we had collected. If you follow the basic
principles in this book, your piggy bank will grow in monetary
abundance too.

 

The money equation also includes taking into
account the rate of return of your investment as well as
subtracting out the effects of inflation, deflation and taxes. What
you are left with is your accumulated wealth. These factors will be
discussed in greater detail in later chapters.

 

Before we move on to other secrets, let’s
recap the money equation.

 

-You have to start with money. How much is
not nearly as important as simply getting started and sticking with
it.

-Add time during which your money will
accumulate (the chapter on retirement will elaborate more on the
importance of time).

-Add (or subtract) rate of return – this is
what you receive back as your reward for making the investment.

-Subtract the impact of inflation, deflation
and taxes because they deplete your supply.

-What you are left with is your accumulated
wealth.

 

With the wealth you have accumulated you can
pay for your kid’s college, buy a home, or retire in a comfortable
life style that allows you to do the things you enjoy.

 

Now let’s explore another key financial
concept.

 

Secret #3: The Rule of 72

The Rule of 72 is a truly fascinating axiom
that can be applied in multiple ways, such as determining how often
your money will double or the effect of inflation on your buying
power.

 

To calculate how often your money will
double, divide 72 by your rate of return:

 

72 / Rate of Return = Number of Years for
Your Money to Double

 

For example, if your rate of return is 6%
annually, your money will double in 12 years: 72 / 6 = 12. By the
way, it doesn’t need to be in years, it can be any time increment,
such as months. Remember, though, to use apples to apples
comparisons, meaning do not mix time frames such as monthly
compounding with an annual return.

 

The Rule of 72 can also be used for other
purposes, such as determining what inflation will do to your future
purchasing power. If inflation is 4%, for instance, then in 18
years it will cost you twice as much to purchase what a dollar
purchases today: 72/4 = 18 years. This is a nifty little tool that
you can use to make estimates without ever pulling out a
calculator!

 

You will see The Rule of 72 referenced in
several chapters as it pertains to various topics.

 

Secret #4: The Power of Compounding

Albert Einstein, considered to be among the
most brilliant minds ever, called the power of compounding one of
the great wonders of the world. When it comes to accumulating
wealth, compounding is a key component to make your money grow
faster. That happens even if the rate of return remains the same
and no additional money is added to the original amount. The magic
occurs because every time interest is earned, it is paid on an
ever-increasing balance.

 

Here is how it works: the initial amount you
start with earns interest. The interest is added to your initial
amount. The next time interest is calculated, it is calculated on
the larger amount (initial amount + interest). The following time
that interest is calculated, it is calculated on an even larger
amount (initial amount + interest + interest). More interest is
earned because the interest rate is applied to a larger number.

 

Remember the earlier example of the
difference between $1 million today and a penny that doubles daily
for a month? That is an example of the power of compounding. 
A penny that compounds daily doesn’t seem like much, especially in
the first 3 weeks. It is in the fourth week that you experience the
powerful effects of compounding your investment.

 

To illustrate the power of compounding, let’s
say you have a savings account balance of $1000 that compounds at a
rate of 1% annually:

 

1% x $1000 =$10 interest earned

+ 1000 original investment

= $1010 new balance

 

1% x $1010 =$10.10 interest earned

 

$1010.00   previous balance

+ 10.10   interest earned

= $1020.10   new balance

 

1% x $1020.10 =$10.20  interest
earned

 

$1020.10  previous balance

+ 10.20  interest earned

= $1030.30  new balance

 

When does 1% not equal 1%? When it is
compounded!

 

Using the above example, if you received 1%
only one time per year, you would receive a total of $10 only. But
if you compound 1% daily for an entire year, your $1000 would grow
to $37,783.43. That is how powerful compounding is! Increase the
rate of return and/or your time frame and the money will grow into
an even larger pot.

 

Of course, any investment that gives 1%
return compounded daily is virtually non-existent. An example of
daily compounding, however, is mortgage interest.

 

If you have a mortgage, compound interest is
working in reverse, working against you instead of for you.
Mortgage interest is usually compounded daily based on the
remaining principal balance. For example, if you have $100,000
mortgage at 5% for 30 years, over the course of the 30 years you
will pay the mortgagor a total of $193,256 in interest alone –
almost double what you initially borrowed! Add in the original
$100,000 you borrowed and the total paid over 30 years is
$293,256.

 

So if you are thinking about acquiring a
mortgage, or already have one, keep in mind that the monthly
payments for the first half of your mortgage term are applied
almost entirely towards interest with very little applied to paying
down the principal. How compounding works both for and against you
will be elaborated on in other chapters.

 

Secret #5: Harnessing the Power of Tax
Advantages

One of the greatest enemies to accumulating
wealth (besides procrastination) is taxation. Taxation confiscates
a percentage (potentially a very large percentage) of your income,
removing that money from your control and putting it directly in
the coffers of the government to spend. Some estimates are that
there are hundreds of various taxes that you pay, many of which you
probably do not even realize.

 

Let’s look at just a fraction of the various
taxes you pay.

 

Income Taxes. At the time of this
writing, the effective federal tax rate on your income can be more
than 40% when all the phase outs and add-backs are calculated. A
handful of states do not levy a state income tax but in those
states that do have income taxes, the rate can be anywhere from as
low as 3% to as high as 10%.

 

Social Security Taxes.  Social
Security taxes are currently at 12.4%. If you receive a paycheck,
your employer withholds 6.2% of your wage income right off the top
and your employer is required to pay the other 6.2%, submitting
both portions to the federal government. If you are self-employed,
you are required to pay both employee and employer shares or 12.4%
of your net business income.

 

Medicare Taxes. Another 1.45% is
withheld from your paycheck that goes toward paying your medical
needs when you reach age 65. As with Social Security taxes, your
employer kicks in another 1.45%. If you are self-employed, you are
responsible for paying the full 2.9% on net business income. If you
are self-employed, when Medicare taxes are combined with Social
Security taxes, you are paying 15.3% of your net business income in
addition to federal and state income taxes.

 

Sales Taxes.  Virtually every
state (and many municipalities) have sales taxes, ranging anywhere
from a couple percentage points to over 10%. When you stay in a
hotel or rent a car, you may be shocked that the associated taxes
(called by different names but essentially a sales tax) can be 15%
or even 20%.

 

Utility Taxes.  Look at your
utility bills. Phone services bills are increased about 15-25% when
all the various taxes and fees are added in. Same holds true for
your electric, gas, water and other utilities.

 

Gift Tax.  Uncle Sam doesn’t like
it when you give your money to someone other than him. If you gift
someone more than Uncle Sam allows (currently $14,000 in a given
year), you are responsible for gift tax on the excess over the
allowed amount ($14,000).

 

Estate Tax.  When you die, your
estate (the compilation of everything you own) will have to pay a
tax on the total value. A portion of your estate is exempt from
estate and gift taxes, but make no mistake – there is a tax on your
estate regardless of its size. The exemption simply means that a
specified amount is exempt from taxation, but everything beyond
that amount is subject to the tax. The exemption amount has changed
multiple times since the estate tax was first established and is
subject to change by an act of Congress.

 

So you are taxed when you earn money, you
are taxed when you spend money, you are taxed on the money you earn
from savings and investing, and you are taxed on what you own when
you die! There is no way to avoid taxes, right?
WRONG!

 

While some of the above mentioned taxes might
not be avoidable, there are ways to both reduce and avoid taxes
legally. Keep in mind, “avoiding taxes” is different form “tax
evasion.” Tax avoidance is perfectly legal; tax evasion is not.
Let’s clarify what we mean by these terms through the use of an
example.

 

If you want to drive on the toll road, you
must pay the toll. If you use the road but do not pay the toll,
that is illegal. If you do not want to pay the toll, however, you
have the option of taking a different route where you do not have
to pay a toll. The alternate route might take you longer and might
be more congested; nevertheless, you are not required to take the
toll road.

 

The same is true of taxes. There are ways to
legally avoid paying certain taxes. If you are contributing to a
401(k), for example, the money contributed is not currently taxed
as income. This technique is referred to as tax deferral.
There are also techniques available where the earnings (the money
you make on investing your money) will not be taxed, assuming the
regulatory requirements are met. A Roth IRA is just one example of
the latter.

 

Whatever amount you save in taxes is money
that you have available for other purposes, whether that purpose is
a vacation, holiday gifts, or retirement. What could you do with an
extra $100, $1000 or more in your pocket?

 

This subject of taxation will be discussed in
greater detail in a later chapter.

 

Secret #6: The High Cost of Waiting

Time can be your worst enemy or your greatest
ally. Time and the amount of money that needs to be saved for
wealth accumulation are at opposite ends of the spectrum.  The
more time you have for your money to grow, the less money you need
to save on a regular basis. The less time you have to save, the
more money you need to save.

 

Let’s say you are 25 years old and have 40
years to save for your retirement. If you save $100 per month for
40 years, earning 5% return, your pot will grow to $152,602. If you
wait until you are age 50 to start saving, you have a much shorter
time frame in which to accumulate that same amount so you would
need to save $570.93 per month to have the same amount in your
retirement pot at age 65. Which is easier – saving $100 a month or
$571 a month? This concept will also be expounded upon in greater
detail in a later chapter.

 

Secret #7: When Does 1 Not Equal 1?

When does 1 not equal 1? When you are dealing
with percentages and compounding. This is particularly important
when you are dealing with both investments and debt.

 

Say that you invested $100 and the value
drops 20% ($20) to $80. Most people assume that if that same
investment subsequently rose by 20% that they would again be flush
at $100. But that is not the case. A 20% increase on $80 is only
$16, not $20. For the $80 to regain the $20 that was lost, you must
realize a gain of 25% ($80 x 25% = $20).

 

So a gain of 1% is not equal to a drop in
value of 1%.

 

The percentage is also relevant when
considering the price of the investment you wish to purchase. Let’s
say you are considering purchasing GE stock priced at $60 per share
and Newbie Company stock priced at $6 per share. To experience a
10% increase in value, the GE stock would have to increase by $6
while the Newbie Company stock would only have to increase by 60
cents. Though the rate of increase is the same – 10% – the dollar
amounts of the actual increase vary significantly. Which increase
may be easier to achieve –  $6 or 60 cents?

 

The same concept applies in reverse. If you
purchased 100 shares of each company, your outlay for GE stock
would be $6,000 and $600 for Newbie Company. A 10% decrease in
price would cause a loss of $600 versus $60, respectively. Is a $60
loss easier to stomach than a $600 loss?

 

The concept of 1 not equaling 1 also applies
to compounding, which has already been alluded to. How compounding
works against you is explained in more depth in later chapters.
Keep these concepts in mind as we explore the various financial
organs.

 

The Root of All Evil?

Sadly, when I was growing up we were taught
that money is the root of all evil and that people who seek
monetary abundance were greedy, wicked people. I disagree with
those beliefs, preferring to believe the adage, “An evil person
will use money for evil purposes; a good person will use money for
good purposes.” I believe that money in and of itself is neither
good nor evil – it just is. It is what you do with it – your
behavior – in relationship to the money that is either good or
evil. As fire can be evil when it is burning your house down, so
too it can be good when you need warmth.

 

There are dozens of examples of people who
have accumulated massive wealth who have used that wealth for
massive good. Foundations founded by Ford, Carnegie, Rockefeller,
Gates and many more have contributed monetarily to helping the
human situation. So it is important to dispel misconceptions you
may have about money, misconceptions such as money being evil, or
that you are greedy if you want to accumulate wealth.

 

If you subscribe to those misconceptions, you
are dooming yourself to a self-fulfilling prophecy of a life with
poor financial health. You will find yourself engaged in a
continuous inner battle, as if there is a devil on one shoulder
encouraging greed and an angel on the other shoulder whispering in
your ear that money is the root of all evil and will lead you
astray.

 

Accumulating wealth is not synonymous with
greed. The spiritual law of attraction will work on what you accept
as true – you will attract what you believe. The choice is
yours.

 

Whatever magic number defines financial
wealth for you, you can use the principles shared in this book to
help you achieve it. If you already have achieved wealth, then
these principles will help you grow it.

 

$ $ $
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