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    Book Abstract


    MAIN IDEA


    The rich focus on positioning themselves advantageously as one of three general types of investors:


    
      	Sophisticated investors – who understand tax, corporate and securities laws so as to be able to maximize earnings while simultaneously minimizing and reducing risks astutely.


      	Inside investors – who, in addition to knowing everything the sophisticated investor knows, understand how to create and build assets by building and owning their own successful businesses.


      	Ultimate investors – those inside investors who create and grow a successful business to the point at which they can sell an ownership interest to the public.

    


    So what specifically do the rich invest in that the poor and middle class do not? The rich invest in three specific areas:
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    Important Note About This Ebook


    This is a summary and not a critique or a review of the book. It does not offer judgment or opinion on the content of the book. This summary may not be organized chapter-wise but is an overview of the main ideas, viewpoints and arguments from the book as a whole. This means that the organization of this summary is not a representation of the book.


    Summary of Rich Dad’S Guide to Investing (Robert Kiyosaki and Sharon Lechter)


    Section 1: Education


    Main Idea


    The rich educate themselves so that they will become financially literate – they learn to understand the vocabulary of investing and how to read and use financial numbers in meaningful ways.


    Financial literacy involves three basic elements:
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    Supporting Ideas


    Have the right mindset for investing


    The rich investor has this mental approach to investing:


    
      	
        Personal priorities

        Most people have three fundamental priorities:


        
          	1st – To be secure.


          	2nd – To be comfortable.


          	3rd – To be rich.

        


        In other words, most people would rather feel secure and comfortable than be rich.


        For rich investors, the way forward starts when becoming rich moves from being their #3 priority in life to being #1.

      


      	
        The rich see abundance, not scarcity.

        Most people know only financial scarcity. To them, there’s never enough money to go round – therefore, they look at everything from a scarcity perspective.


        Rich investors, by contrast, realize there’s plenty of money in the world which will always flow to viable projects. Therefore, they work from an abundance perspective. They have a financial plan for what to do during the times cash flow is tight and another for what to do when the cash is flowing strongly.

      


      	
        Investing means different things to different people.

        Rich investors know that everyone who is active in the world of investing has a bias towards investments they like and a lack of knowledge about different investment products. Therefore, by asking someone for advice, all they can give are their opinions about what they personally like.


        In its purest form, investing is a plan. It’s a journey to go from one point on the financial spectrum to another. There are a number of investment products which can be utilized to make that journey, but what’s appropriate in one situation isn’t necessarily correct for a completely different journey.


        It’s the plan that dictates which investment products would be most applicable. Until a person has a plan to get from where they are to where they want to be financially, choosing which investment products to use is a pointless exercise.

      


      	
        Rich investors have the right vocabulary.

        The difference between a rich person and a poor person lies in their vocabulary. To become richer, all a person needs to do is increase their financial vocabulary.


        Rich investors understand and use freely the vocabulary of investing, finance, money, accounting, corporate law and taxation. They define terms appropriately, and understand their true meaning. And they use that vocabulary in developing a long-term financial plan for themselves.

      


      	
        Investing is a methodical process, not a risky endeavor.

        Rich investors never base their financial futures on an ability to find hot tips or quick cash. Instead they develop a steady, methodical plan, made up of formulas and strategies. And they keep their financial affairs as simple as possible.

      


      	
        Rich investors always have an evolving plan.

        A plan for financial security looks entirely different from a plan for financial comfort and distinctively different again from a plan for getting rich. Rich investors know and understand they live in a world of unlimited abundance, and their greatest asset isn’t money but time. Therefore, they keep developing new financial plans throughout their lives taking into account what they learn along the way. And rich investors also understand the difference between a financial plan to be rich and a plan to be secure or comfortable isn’t money – it’s time.


        Thus, before rich investors try and develop a plan for getting rich, they put in place financial plans to be secure and comfortable. Usually, these plans are plain and conservative, and involve turning money over to a professional manager who will increase it over time using conventional investment vehicles.


        Once the financial plans to become secure and comfortable are in place and running on autopilot, investors can then spend the time that’s required to develop and run a financial plan to become rich.

      


      	
        Rich investors take responsibility for their own futures.

        In the old days, people worked for large companies in the belief that as they got older, the company would take care of them. That’s no longer the case – people today are proactive in creating the type of financial future they’re after.


        Rich investors develop greater financial sophistication and know-how so they can become actively involved in providing more financial stability for their retirement years.

      


      	
        Rich investors aren’t afraid to make mistakes.

        More than anything else, rich investors are street smart. They understand they learn more from their mistakes than ever can be learned from things that go right. Thus, rich investors realize mistakes are an inevitable part of doing something new and challenging. They certainly don’t go out of their way to make them, but when mistakes do occur, rich investors are careful to take on board whatever lessons are available.

      

    


    Understand how to reduce risk


    The rich understand that control offsets risk for investment decisions. The greater the amount of control the investor has, the lower the investment risks. Specifically, rich investors try to control as many of these 10 key factors as possible:


    
      	
        Control over yourself.

        Rich investors realize in the real world, there is never just one single correct answer but a spectrum of choices. Therefore, they learn how to prepare and understand their own financial statements so that each potential financial decision can be evaluated from that perspective. Only then can smart choices be made consistently and rationally.

      


      	
        Control over ratios – Income/Expenses, Assets/Liabilities

        Rich investors control their expenses and buy assets that put money into their pockets. They become business owners because that allows them to maximize the amount of expenses which are deductible as legitimate and legal business expenses.

      


      	
        Control over management.

        Rich investors always have meaningful levels of investment so they can have input into the management of the asset. They become closely involved in the decision making processes and constantly monitor and evaluate the effectiveness of the management.

      


      	
        Control over taxes.

        Sophisticated investors understand the tax laws – either through formal study courses or hands-on experience working with competent professionals. They then seek to lawfully reduce their taxable income using any available strategy – which in practice usually means becoming a business owner.

      


      	
        Control over timing – when to buy or sell.

        Those who are financially astute know how to make money whether the overall market is heading upwards or downwards. Above all, they are patient investors, prepared to enhance their yield by waiting for the optimum time to sell rather than rushing into anything. Astute investors know by controlling the timing of a sale, better results can be realized than if they are in a position where they are forced to act.

      


      	
        Control over brokerage transactions.

        Novice investors rely on their brokers to recommend when to buy and when to sell assets. The more successful investors are much more proactive – they instruct their broker when to buy and when to sell on the basis of their analysis rather than simply following the crowd.

      


      	
        Control over income entity – timing – characteristics.

        Smart investors pay for the best legal and accounting advice possible. That way, they structure carefully and deliberately multiple ways their earned income can be converted into passive and portfolio income. They also focus on timing issues and have the ability to look at everything from the perspective of multiple financial statements. By controlling the entity to which income accrues, the timing of any income and the way that income is classified from an accounting and tax perspective, smart investors can operate a number of businesses simultaneously. It also gives them the ability and analytical skills to evaluate other potential investments rapidly and effectively.

      


      	
        Control over the terms and conditions of agreements.

        By controlling the terms and conditions of any agreements entered into, sophisticated investors have many advantages. They structure transactions advantageously.

      


      	
        Control over access to information.

        Whoever controls the flow of information about an asset is better positioned than the general public. Successful investors understand that, and work hard to control the flow of information to suit their own particular needs and requirements.

      


      	
        Control over philanthropic initiatives.

        Successful and sophisticated investors realize financial wealth is closely linked to social responsibility. They find ways to give most of their wealth back to society – either through charitable giving, philanthropic projects or by creating jobs.

      

    


    Learn the 7 basic rules of investing


    The rich are street smart investors. They look at things differently, and make their investment decisions on the basis of past experiences. In essence, there are seven basic investment rules rich investors follow:


    
      	
        Always decide what kind of income you’re after.

        There are three different kinds of income:


        
          	Earned income – salaries and wages normally. This is the most difficult form of income with which to build wealth because it is highly taxed.


          	Portfolio income – derived from paper assets like stocks, bonds, mutual funds, etc.


          	Passive income – generated from tangible assets such as real estate, licensing agreements, royalty arrangements.

        


        Since different decisions will be made depending on the type of income sought, investors should always have clear in their mind what type of income they are after.

      


      	
        Convert earned income into portfolio or passive income.

        The essence of successful investing is to take earned money and turn it into either paper assets that will generate portfolio income in the future, or tangible assets that will generate passive income in the future. Everything else is just details. This is what determines success or failure for an investor.

      


      	
        Invest in securities that will become assets.

        A security is something that you can invest cash in – like stock in a company or a piece of real estate. A security becomes an asset only if it generates income for you. If the security not only fails to generate income but takes money out of your pocket, it is a liability. It’s up to each individual investor to determine whether any specific security is a personal asset or liability for them.

      


      	
        Find securities that are liabilities and turn them into assets.

        The most financially astute investors never buy the popular securities which have already enjoyed a spectacular gain in market value. Instead, they work as turnaround investors or securities repairman – they are consistently on the lookout for securities which have had problems and which can be fixed. Note, however, successful investors are not actually contrarians – people who will buy something simply because no one else wants it. Good investors find securities which are currently out of favor but which other investors will want to buy once they are fixed.

      


      	
        Be prepared for whatever happens.

        Good investors know there are ample investment opportunities coming along constantly. Therefore, they concentrate on being prepared rather than trying to forecast which way the general market will head. In other words, they train and educate themselves so they will recognize a good opportunity when it presents itself. They get some hands-on experience in a small, non-threatening situation so they will be able to act confidently when much larger sums are involved. They stay abreast with general market sentiment. That way, they are prepared to profit irrespective of whether the market goes up or down. Instead of trying to predict which way the market will move, the financially astute learn how to do well in either an up market or a down market.

      


      	
        Recognize that good deals always find the cash needed.

        Good investments – meaning a sound security managed by someone with the right blend of education, track record and experience – always attract the money they require. In real estate, people often say the three keys of success are “Location, location, location.” In investing, the three keys to success are, “People, people, people.” If an investor has done the homework and developed a track record of success, finding the money will never be a problem.

      


      	
        Understand the trade-off between risk and reward.

        The man on the street intuitively understands speculative investments offer greater potential rewards but have correspondingly higher risks attached. Rich investors turn this to their advantage by using cash to invest they can truly afford to lose without impacting on their lifestyles. In addition, all of the successful investors know they learn more from their mistakes than ever they learn from the things they are doing right. Thus, even when things go badly for a rich investor, he or she is careful to learn everything they can from what happens.

      

    


    Key Thoughts


    “The rich don’t work for money. They know how to make money work hard for them.”


    – Robert Kiyosaki and Sharon Lechter


    “Investing itself is not necessarily risky. Not being in control is risky. The more controls you possess in an investment, the less risk you have in that investment.”


    – Robert Kiyosaki and Sharon Lechter


    “A sophisticated investor is an investor who understands each of the ten investor controls. It is important to understand that a sophisticated investor may choose not to become an inside investor or ultimate investor; rather, he or she understands the benefits of each control. The more controls these investors possess, the less risk they have in the investment.”


    – Robert Kiyosaki and Sharon Lechter


    “Years ago, I asked my rich dad, ‘What advice would you give to the average investor?’ His reply was, ‘Don’t be average.’”


    – Robert Kiyosaki and Sharon Lechter


    “Investing is not a race. You are not in competition with anyone else. People who compete usually have huge ups and downs in their financial life. You are not here to try to finish first. All you need to do to make more money is simply focus on becoming a better investor.”


    – Robert Kiyosaki and Sharon Lechter


    “The most important control you have as an investor is control over yourself.”


    – Robert Kiyosaki and Sharon Lechter


    “In school, you are considered smart if you don’t make mistakes. On the street, you’re smart only if you make mistakes and learn from them.”


    – Robert Kiyosaki and Sharon Lechter


    “Success is the ability to go from one failure to another with no loss of enthusiasm.”


    – Winston Churchill


    “It’s not how much your investment goes up that matters, it’s how much it can come down that’s most important. Real investors must be prepared to profit as well as learn when things do not go as they want them to in the market. The best thing a market can teach you is how to learn from your mistakes.”


    – Robert Kiyosaki and Sharon Lechter


    “Most people dream of becoming rich, but it is not their first choice. Only three out of a hundred people in America are rich because of their priority of choices. For most people, if becoming rich disturbs their comfort or makes them feel insecure, they will forsake becoming rich. That is why so many people want that one hot investment tip. People who make security and comfort their first and second


    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    Main Idea


    

    

    Supporting Ideas


    

    

    
      	
        The Mission

        

        

        
      


      	
        A Management Team

        

        
          	Accountants and bookkeepers


          	Attorneys


          	Brokers


          	Financial advisors


          	Insurance agents


          	Bankers

        


        

        
      


      	
        Leadership

        

        
          	Have a dynamic mix of formal education and street smarts.


          	Have an ability to bring out the best in people.


          	Actually want to lead.


          	Have grown personally through past experiences.


          	Welcome corrective feedback so they can learn how to become an even better leader.


          	Listen to the advice of others, especially those on the management team.


          	Stay focused on the corporate mission at all times and in all circumstances.


          	Are willing to make the tough calls when needed.


          	Deflect distractions and irrelevancies.


          	Are visionary.

        

      

    


    

    

    
      	
        Cash Flow

        

        

        
      


      	
        Communication

        

        

        
          	Overcome their fear of public speaking by joining organizations like Toastmasters.


          	Attend seminars and other training programs.


          	Dress and groom themselves appropriately so their physical appearance doesn’t distract from what they are attempting to say.


          	Understand the difference between marketing (a system) and sales (the one-to-one process of closing).


          	Never stop learning more about how to be even better communicators in the future.

        

      


      	
        Systems

        

        

        

        
          	Daily office operational systems


          	Product development systems


          	Manufacturing and inventory systems


          	Order processing systems


          	Billing and accounts receivable systems


          	Customer service systems


          	Accounts payable systems


          	Marketing systems


          	Human resource systems


          	General accounting systems


          	General corporate systems


          	Physical facility and resource management systems

        

      


      	
        Legal

        

        

        
      


      	
        Product
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        Positive feedback cycles are created.

        
      


      	
        The concept of an asset is redefined.

        

        
      


      	
        Increased security is provided.

        
      


      	
        Greater control means less risk.

        
      


      	
        Ability to structure advantageously from a tax perspective.

        
      


      	
        Rich investors can sell part of their businesses to the public.

        

        
          	Get the capital they require to fuel future growth.


          	Increase the awareness of their company and products.


          	Can use stock to carry out acquisitions and mergers.


          	Obtain working capital without losing effective control.


          	Can provide for their heirs.


          	Can obtain cash to invest elsewhere.


          	Can put in place a viable succession strategy.


          	Can exit their investments if desired in an orderly fashion.


          	Obtain the funding required to increase their market share.


          	Can provide stock for employees.


          	Can put in place professional management teams.


          	Can provide returns for their early-stage investors.


          	Can provide more jobs.


          	Can grow their companies.

        

      

    


    

    

    
      	Building public libraries.


      	Funding cancer research centers.


      	Starting foundations that provide grants to community organizations every year.


      	Founding organizations to create an equitable global society and promote greater understanding among the nations.


      	Pledging money to the United Nations.


      	Funding programs designed to eradicate diseases.


      	Starting organizations dedicated to elevating the financial well-being of humanity by teaching financial literacy.


      	Funding environmental projects.


      	Using the Internet productively to educate and assist people.
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