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    Book Abstract


    MAIN IDEA


    The CashFlow Quadrant is the four ways income can be generated:


    E – You can get a job.


    S – You can be self employed.


    B – You can build and own a business system of some type – and have other people working for you.


    I – You can invest in other businesses – effectively letting your money and other people’s money work for you.
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    True wealth is measured in time rather than dollars. Specifically, wealth is the amount of time you can maintain your current standard of living without physically working. The greater this kind of wealth, the more financial freedom you achieve.


    In short, to become financially wealthy, maximize the amount of time you spend acting as a “B’’ or an “I”.


    About the Author


    ROBERT KIYOSAKI, author of this book and Rich Dad Poor Dad, is the co-founder of an international educational company which teaches business and investment principles. He is an active investor in real estate and specializes in the development of small cap companies. He is also an accomplished public speaker in the areas of financial education and broad economic trends.


    SHARON LECHTER, co-author, is a certified public accountant who specializes in the fields of education and publishing. She was actively involved in the development of the electronic talking book industry and currently pioneers advancing new technologies for initiatives to bring books back into the lives of children.


    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 The Cashflow Quadrant (Robert Kiyosaki and Sharon Lechter)


    Section 1: The Central Objective of the CashFlow Quadrant


    Main Idea


    A person cannot achieve financial freedom on the left side of the Quadrant, only on the right hand side. Therefore, your long-term financial strategy should be to become a business owner and ultimately an investor.


    Supporting Ideas


    [image: ]


    The CashFlow Quadrant represents the four ways people can generate their income. No quadrant is necessarily better than any other – they each have their good points and bad – but the world appears very different according to which quadrant you’re currently in.


    
      	
        The E Quadrant:

        These people have a job – whether they are janitors or presidents of companies. They are focused on security, pay, benefits and certainty. The idea of job security is more important than money to “E”s.

      


      	
        The S Quadrant:

        These are the do-it-yourself people who own their jobs. They like to get paid for what they do and not what someone else dictates they can earn. They take control and value independence over monetary rewards. These people focus on their charge-out or commission rate. These are the professionals, small business owners and commission salespeople. “S”s rarely if ever hire any employees but prefer being hands-on.

      


      	
        The B Quadrant:

        These are business owners and builders. They’re the opposite of “S”s – “B”s love to delegate and surround themselves with smart employees who do the work for them. A “B” business person is thinking constantly in terms of finding the right people. The litmus test for a true “B” – They can be away from their business for a year or longer and the business will be going stronger than ever. “B”s build wealth using other people’s time.

      


      	
        The I Quadrant:

        These are the people who put their money to work making more money for them. “I”s invest in the fruits of other businesses, with returns being generated year-in and year-out irrespective of how the “I”s spend their personal time. “I”s build wealth using other people’s money. The key question an “I” will ask is: “How soon do I get my money back and how much income will I then receive for the rest of my life by making this investment?”

      

    


    Financial wealth and financial freedom are found only on the right-hand side of the Quadrant. Since these terms are quite subjective, keep in mind that from a wealth builder’s perspective:


    
      	Financial wealth is defined as the amount of time you can survive maintaining your current standard of living without physically working.


      	Financial freedom is achieved when your passive income –the amount of money you generate from your business or investments – exceeds your outgoings. Once your income received from investments has passed that level, you’re free to do whatever you like with your time.

    


    In other words, the recommended pattern for achieving financial freedom is:
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    Key Thoughts


    “The reason most people struggle financially is because they take advice from people who are also mentally blind to money. It’s the classic tale of the blind leading the blind. If you want money to come to you, you must know how to take care of it. If money is not first in your head, it will not stick in your hands. If it does not stick to your hands, then money, and people with money, will stay away from you.”


    – Robert Kiyosaki


    “An asset puts money in your pocket. A liability takes money out of your pocket. A house, even with the mortgage paid off, only becomes an asset if it generates a positive cash flow. Otherwise, it is still a liability.”


    – Robert Kiyosaki


    “We are in the dawning of the Information Age and this age will offer more opportunities than ever for financial reward. It will be individuals with the skills of the “B”s and “I”s who will be able to identify and seize those opportunities. To be successful in the Information Age, a person will need information from all four quadrants. Unfortunately, our schools are still in the Industrial Age and still prepare students for only the left side of the Quadrant.”


    – Robert Kiyosaki


    “The reward from the journey is not only the freedom that money buys but the trust you gain in yourself ... for they really are the same thing. My best advice to you is to prepare daily to be bigger than your smallness. In my opinion, the reason most people stop and turn back from their dreams is because the tiny person found inside each of us beats the person that is bigger.”


    – Robert Kiyosaki


    Section 2: The Wealth Builder’s Tool-Kit


    Main Idea


    To build wealth, these tools are required:


    
      	An appreciation for and understanding of the cash flow patterns of the poor, the middle class and the rich.


      	Knowledge about the 3 kinds of business systems.


      	The ability to differentiate between the 7 levels of investors.


      	An understanding of the true nature of money – and why you cannot see money with your eyes.

    


    Supporting Ideas


    The cash flow patterns of the poor, middle class and the rich


    For the poor, all of their income is used up in meeting their expenses. Therefore, they build no assets.
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    Middle class people have jobs that provide an excellent income which is then used to buy houses, cars and other lifestyle items. The more they earn, the more they spend on their assets – meaning bigger mortgages and finance commitments.


    [image: ]


    The rich, by contrast, think only in terms of assets that generate cash flow in the form of capital gains, dividends, rental income, royalties and residual income from businesses. Their asset base rather than their work efforts generate the income level they choose.
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    The 3 kinds of business systems


    To move to the “B” sector, you must have a business system within which you have employees working for you. The business system effectively serves as the bridge by which the transition from the left-side of the Quadrant to the right-side can be made. In addition, if you ever hope to get additional investors in your business, you must have a system in place.


    The three main types of business systems are:


    
      	
        You start a corporation that owns the system.

        The best way to achieve this is to follow the advice of a mentor – someone who’s already “been there and done that”. They can tell you what to avoid, what’s likely to work best and so on. Don’t just take advice at face value, however, still do your own homework. There may even be times when a well meaning mentor’s advice should be ignored.

      


      	
        You buy a franchise – someone else’s system.

        By buying a franchise, you get access to a system which has worked for other people. Your challenge then becomes more narrow – you just have to put the right people in place to work the system for you.


        If you do buy a franchise, work the system exactly like it is suggested. Don’t try and do your own thing using parts of the franchise system and parts based on your ideas. You’re much better off starting your own corporation from scratch if that idea appeals.

      


      	
        You become part of network marketing – joining a larger system that is already in operation.

        In essence, network marketing is like becoming part of a well known franchise system for a low entry fee. The entry threshold is low, but there is hard work required to build a network. Specifically:


        
          	You have to overcome your fear of being rejected.


          	You have to learn how to lead and motivate people.

        


        In choosing a network marketing scheme to get involved with, first look for a program that fills five key criteria:


        
          	They have a long track record of success.


          	You believe in the business opportunity offered.


          	They incorporate long-term educational programs.


          	They offer a strong mentor program.


          	They have attracted people you respect and like.

        


        If those criteria have been met, then look at the product offered. Is it something you would actually use as a consumer? Would you feel comfortable convincing your friends to part with their hard-earned money to buy it? If not, don’t get involved – your heart won’t be in it.


        Going into network marketing has to be a long-term commitment on your part. You’re going to be investing a significant amount of time in building your organization. If all goes to plan, that investment will deliver to you long-term passive income.

      

    


    Remember – these three business systems are simply bridges from the left-side of the Quadrant to the right-side. They don’t represent the final destination of the anticipated final outcome you’ll achieve. They provide a path you can follow to move towards financial freedom.


    The 7 levels of investors


    Investors can be classified according to their expertise and knowledge into seven broad levels:


    
      	
        Level 0 – Nothing to invest

        These people spend everything they make. They know very little about how to invest. About 50-percent of the adult population are Level 0 investors.

      


      	
        Level 1 – Borrowers

        These people think they can solve any financial problem by borrowing more. Everything they own has debt attached to it. These people expect the value of their main asset – their house – to continue to rise indefinitely. They spend more than they earn, and think lack of income is the problem.

      


      	
        Level 2 – Savers

        These people save now so they can buy for cash in the future. Their aversion to debt makes them unwilling to take any risks whatsoever with capital – preferring to earn whatever interest the bank pays to the return they could generate by studying out investment options in better detail.

      


      	
        Level 3 – “Smart” Investors

        These are often intelligent people who have specialist skills in their professional field but no investment expertise. Therefore, they will:


        
          	Turn everything over to a professional adviser.


          	Be cynics – specializing in the reasons things go wrong.


          	Throw caution to the wind and dabble in everything.

        


        Most “smart” investors are looking for the financial home run – the one big investment that sets them up for life. The only problem is when that investment comes along, they don’t know how to recognize it.

      


      	
        Level 4 – Long-Term Investors

        These people are patient and have a long-term plan for where they want to head financially. They invest in their own education first, and the move forward deliberately and prudently. They also balance their financial habits to create an investment dedicated revenue stream.

      


      	
        Level 5 – Sophisticated Investors

        These people are financially savvy and street smart. They understand the process by which investments are packaged and assemble their own investments. They also know how to effectively structure investments for the minimization of tax liability. They have allocated their investments according to risk, and fine-tune their respective weighting’s between those allocations frequently.

      


      	
        Level 6 – Capitalists

        These people make money by orchestrating other people’s money, other people’s talents and other people’s time. In doing so, they create investment opportunities for themselves and for other people to buy into. They create jobs, create wealth and make things happen.

      

    


    To cross to the right-side of the Quadrant, you must first develop your skills as a Level 4 investor. Once you become a solid Level 4 investor, you can then move on to Level 5 or in rare cases Level 6 if you’re so inclined.


    If you attempt to move straight to Level 6 without learning the disciplines of Level 4 first, your jump will only be temporary.


    The true nature of money


    In dealing with money, what the eyes see is only a very small part of the picture. Of greater significance are the things that cannot be seen – the nature of the transaction involved, the debt incurred, the risk factors, the market and numerous other things.


    To train your brain to see money, you must become financially literate. To become financially literate:


    
      	Learn to use the words and numbers the people who work with money day-in and day-out use. Become intimately familiar with the terminology.


      	Learn to recognize what real risk is. Taking bad advice or being uneducated is risky. Putting money to work in an investment you understand is not.


      	Learn how to make numbers talk. Work with numbers for so long that they become second nature. That simple habit alone will help you understand money better than many other people.


      	Whenever you think of assets and liabilities, be very clear to whom something is an asset and to whom it is a liability. For example, a house with a mortgage is an asset to the bank that lent the money and a liability to the person paying off the mortgage. Always draw up balance sheets and figure out who’s coming out ahead whenever you consider a financial transaction.


      	Keep in mind the objective of the game of business is to get people indebted to you. If you don’t understand that simple rule, you’ll find yourself becoming indebted to people all over the place.


      	Any time you take on any debt or assume any risk, make certain you’re getting paid to do so. Otherwise, don’t.


      	Always separate financial facts from opinions. Many people spend their whole adult lives working on the premise suggested by somebody else’s opinions, like:

        
          	“Investing is risky.”


          	“You should diversify your investments.”


          	“They have a big house. They must be rich.”


          	“Find a secure job and stay there all your life.”


          	“There is not enough money for everyone to be rich.”


          	“I dropped out of college. Therefore, I’ll never be rich.”

        

      


      	The difference between facts and opinions is clear cut and simple. If you can verify something with numbers, it’s a fact. Everything else is an opinion.

    


    Key Thoughts


    “Your profit is made when you buy, not when you sell. Therefore, be certain that whatever debt or risk you take on makes sense from the day you buy it – whether the economy gets better or worse. A good deal has to make sound economic sense in good times and in bad.”


    – Robert Kiyosaki


    “There’s no difference between a person who bets on horses and a person who picks stock. Never be the person who buys stock. What you want to be is the person who creates the stock that brokers sell and others buy.”


    – Robert Kiyosaki


    “Numbers reduce risk.”


    – Robert Kiyosaki


    Section 3: The Wealth Builder’s Mind-Set


    Main Idea


    The wealth building mind-set is:


    
      	Be prepared to think for yourself and look at things from a different perspective to most people.


      	Realize that being wealthy is more about how and what you think than what you do.


      	The object of the game of business is not to become a banker – it’s to become the bank.

    


    Supporting Ideas


    Look at wealth building from a different perspective


    The process of moving from the left side of the Quadrant to the right side is very similar to a drug addict breaking free from their habit – everything about their past conditioning holds them back from making the transition.


    Most people are in the habit of earning money as a result of physical effort. Most of society’s norms reinforce that as the desirable way to use time. The entire educational system is geared towards developing good employees.


    In essence, most people let the fear of failure overwhelm their passion for the vision they originally had when first starting out. Successful people, on the other hand, build a business system


    

    
      	If people with a job as their sole source of income get sick or want to quit work, their income ceases.


      	People on the right side of the Quadrant know how to read and use numbers to form their own opinions. Most left-side people can’t do that – and consequently must blindly accept other people’s opinions as facts. That’s very risky.


      	Left-side people tend to think in clichés rather than numbers. Therefore, half-truths abound, such as:

        
          	“To reduce your taxes, take out a bigger mortgage.”


          	“Your home should be your largest investment.”


          	“You should buy now because prices always go up.”


          	“Get rich slowly.”

        

      


      	Right-side people think solely in terms of numbers. Because they are financially literate and accurate with numbers, they can quickly see the fallacy of these and other statements which get recycled endlessly.

    


    

    

    

    
      	“E”s need to satisfy their in-built need for security by developing and expanding their emotional and financial intelligence.


      	“S”s need to offset their preference for perfectionism and hands-on control over results. Again, this is achieved through building emotional and financial intelligence levels.

    


    

    
      	90% – Emotional intelligence


      	10% – Technical information

    


    

    

    
      	When you get discouraged, ponder the idea that “You can always quit at any time – so why quit now?” If there is no good reason except the fear of change, keep going.


      	When you feel the fear of losing growing, ponder: “Giants often trip and fall. But worms don’t – because all they do is dig and crawl.” To achieve greatness, a little failure along the way has to be the price you pay.


      	The unsuccessful frequently cut their winners short and stay with their losers indefinitely. Successful people, by contrast, cut their losers quickly and completely and ride their winners as far as they will take them. Never let fear and greed do your thinking for you.


      	The unsuccessful make it a habit of expecting different results to flow from the same actions. Conversely, successful people realize that to generate different results, they have to do different things.


      	Successful people watch their internal vocabulary intensely:

    


    

    

    

    

    
      	With Real Estate

        
          	Buy a house with a valuation of $100,000 for $80,000, structured as $10,000 deposit and a mortgage of $70,000.


          	Sell the house to a buyer for $100,000 offering.


          	They pay the mortgage of $70,000 for you and create a capital gain of $30,000 for you.

        

      


      	With Land

        
          	Buy a 87-acre parcel of land and a house for $115,000.


          	Sell the house and 30-acres of land for $215,000.


          	Use the extra $100,000 to pay taxes. You end up with 57-acres of land free and some cash.

        

      


      	With Corporations

        
          	You can write into the by-laws of your corporation that the company is responsible for the payment of all types of expenses. These are thus paid with pre-tax dollars.

        

      


      	With Initial Public Offerings

        
          	Whenever a private company goes public by way of an IPO, the market valuation is created out of thin air. All sorts of peer group justifications are made, but in essence the market value is an educated guess.

        

      

    


    

    

    

    

    Key Thoughts


    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    Main Idea


    

    
      	Become CEO of your own life and start setting goals.


      	Develop your own cash flow management plan.


      	Learn the distinction between “risk” and “risky”.


      	Get educated in business and investing.


      	Seek mentors – people who’ve been where you want to go.


      	Expect to make some mistakes along the way.


      	Believe in yourself and keep moving forward.

    


    Supporting Ideas


    

    

    
      	Document where you now are. On a regular periodic basis, prepare personal financial statements.


      	Decide where you want to be in the future. Set realistic and attainable 12-month and 5-year goals – based on your personal financial statement.

    


    

    

    
      	Always paying yourself first a specified percentage of your income – which goes into an investment savings account and is never withdrawn for any purpose whatsoever.


      	Look at which quadrant your cash flow currently comes from. Decide which quadrant you want your income to be derived from in 5-years’ time. Now develop a realistic plan on how to manage that transition – and start putting that plan into action.


      	Reducing and eliminating personal debt altogether.

    


    

    
      	Cut up all your credit cards except 1 or 2.


      	Commit to paying every new charge made to those credit cards off the month they are incurred. Don’t buy anything you can’t afford to pay for in full that month.


      	Do something that generates an extra $150 – $200 per month. That additional cash flow will be applied to debt reduction, not new purchases.


      	Apply the full $150 – $200 to paying off one credit card’s balance. Pay the monthly minimum (which you were already paying) plus the $150 – $200.


      	Once the first card is fully paid off, on the next card you pay the minimum monthly amount plus the extra $150 – $200 plus the minimum monthly amount you were paying on the first credit card which is now all paid off.


      	Once all your credit cards are paid off, apply the same process to all consumer credit accounts and then to your car and house payments.


      	Once all your long-term liabilities are paid off, apply the monthly amount of money you were paying to investments that will generate cash flow.

    


    

    

    
      	Learn the difference between an asset – something that generates a positive cash flow – and a liability.


      	Understand that everything revolves around the direction of cash flow into or out of your personal financial statement.


      	Become financially intelligent – which is demonstrated by an ability to convert cash or labor into assets that generate future cash flows.


      	Increase your financial literacy by spending 5-hours/week:

        
          	Reading – the business pages of your newspaper, the Wall Street Journal, books.


          	Watching business news shows on TV.


          	Listening to educational cassette programs on investment strategies and ideas while traveling.


          	Reading financial magazines and special topic newsletters.

        

      

    


    

    

    

    
      	Type A – Investors using their expertise to solve problems.


      	Type B – Investors who follow the advice of professionals.


      	Type C – Investors who know nothing.

    


    

    

    
      	Attend financial seminars and classes.


      	Talk to real-estate salespeople and prepare a monthly cash flow statement for various types of properties.


      	Meet with stockbrokers and research out the companies they recommend.


      	Subscribe to investment newsletters.


      	Meet with business brokers and look at various businesses offered for sale. Prepare cash flow statements for each in as much detail as possible.


      	Attend network marketing seminars. Learn how these types of businesses operate.


      	Go to any trade expos held in your area.


      	Speak with salespeople for franchise businesses. Look carefully at the business models they propose.


      	Read and study everything you can.


      	Keep an eye out for businesses which are having financial problems. Talk with owners about the challenges they face. Think outside the square.

    


    

    

    

    
      	Good, positive role models.


      	Reverse role models – who illustrate mistakes to avoid.


      	Spiritual role models.

    


    

    

    

    
      	Expect small disappointments as you try to move forward. If you’re not failing, you’re not risking anything.


      	Try and have mentors standing by – to help out if it turns out you get out of your depth in what you’re attempting to do.


      	Look at setbacks as a normal part of the learning process.


      	Be honest with yourself. If you’re disappointed, admit it. There’s no shame in trying something new and falling.

    


    

    

    

    

    Key Thoughts
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