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         This book is written to provide competent and reliable information on the subject matter covered. However, I do not operate as a licensed financial advisor.

         This book is written on the understanding that the author disclaims any liability from the use or application of the contents of this book. The reader should always consult a financial advisor before making any investment decisions.

      
   


   
      
         
            To my beautiful wife, Heather, without whom I would have achieved very little.
      

            To my friends who have battled tumour or cancer: Amanda, Doug, David (Arkle’), Frank and Tracey. Your courage is truly inspirational.
      

            To Mum and Dad, for giving me the value of an education (in spite of what the school reports might have said).
      

            And, to my mate Ridley, for patiently listening to seven years of me complaining about my job. I owe you one, buddy.
      

            10% of the author’s proceeds will be donated to The McGrath Foundation for breast cancer research and support.
      

         

      
   


   
      
         
            Pete Wargent offers a simple plan for financial independence at any age.
      

            Chris Gray, Property Expert, Channel Ten’s ‘The Renovators’, TV presenter of Sky News Business Channel’s ‘Your Property Empire’, author of Go for Your Life and The Effortless Empire.
      

            I love Wargent’s book because he has actually done what he has so brilliantly written about. It is a must read for anyone wanting to take control of their financial situation and create wealth for themselves. I love the way he so simply communicates what can be complex issues. The book has left me feeling empowered and excited about my own wealth.
      

            Andrew Jobling, author of best-sellers Dance Until it Rains, Simply Strength and Eat Chocolate, Drink Alcohol and Be Lean & Healthy, Keynote Motivational Speaker, ex-AFL player with St. Kilda.
      

            This book shows how everyone, irrespective of background or income, can take control of their finances and live the life they choose.
      

            Kerrie McCallum, Editor, InStyle Magazine
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            THE GAME OF MONEY
      

         

         1
      

         Global financial crisis
      

         We are living through a period of great volatility. The world’s economies are fragile, and this makes it more important than ever that you have a financial plan to protect yourself. Despite the gloom that seems to be perpetually portrayed in the financial press, the truth is that recessionary economic times offer outstanding opportunities to those who are prepared. Wealth has not simply been lost in the global financial crisis, it has been transferred, from the financially uneducated to the sophisticated.

         We have had global recessions before, and you can be certain that we will have them again, because economies move in cycles. The facts and the specifics may change, but the patterns are similar. The losers in financial crises will continue to be the same: those who try to save their cash (inflation will quickly eat away at the value of savings), the inflexible, people with extravagant spending habits, those approaching retirement with much of their wealth in a managed accumulation fund and, particularly, many of those with a total dependence on a job for income. Having all your eggs in one basket – a job – is a potentially dangerous approach to personal finance.

         So who will the winners be? The winners will be those who have the financial education to spot opportunities, and those with multiple income streams. Winners will also include people with moderate spending requirements and those who are prepared to be flexible. Winners are generally not dependent on highly taxed salaries to increase their wealth. Stock-market meltdowns offer amazing opportunities to those who are able to time the market. Property investors, too, will take advantage of fear to invest counter-cyclically and will capitalise on the low interest rates that often result from a recession.

         It is important to be in tune with the financial markets. By the time you read about a hot stock or a flying property market in the media, it is probably too late. Besides, the press print an awful lot of doom and gloom, as it seems to sell newspapers. If you believed everything you read in the press, you would probably never invest at all.

         What is not good enough is to blame the government, your fund manager, or your employer for your financial predicament. You must take responsibility for your own financial health and wellbeing. One of the seven Buddhist factors of the path to enlightenment is mindfulness, an awareness of reality and clear understanding.

         Just as to avoid becoming obese we must be mindful of our diet, to become wealthy and financially free we must apply mindfulness to our finances. The first step is accepting that your financial health is your own responsibility.

         Financial freedom
      

         The aim of this book is to introduce a specific financial plan to take you from wherever you are today to financial freedom in only a few years, depending on the somewhat unpredictable timing of economic cycles and your personal circumstances. If your goal is escaping the rat race of reliance on full-time employment, then the principles I will detail can surely be applied by anybody, provided that you have a strong determination to succeed and a reasonable level of discipline.

         There are a large number of financial self-help books on the shelves written by acclaimed and self-proclaimed gurus, so many in fact that for many people it seems impossibly difficult to know where to begin. The solution is to identify what your goals actually are, and then to start with the end in mind.

         Many financial tomes are written by 50-somethings and 60-somethings who detail how they have made their millions, and decree that younger folk should be following their way. In my experience, a significant percentage of my generation and younger generations don’t want financial freedom as a 50-something or a 60-something. In many cases, they are already disillusioned with long hours, ungrateful employers, high tax rates and expensive cities; they desire to be free from the rat race right now, or at least as soon as is realistically possible. You don’t need me to tell you this. You already know, because you have seen the queues for Powerball and Lotto tickets.

         In order to achieve financial freedom before the traditional retirement age, you will need to engage a different financial plan to those suggested by financial advisors. Taking ten per cent of your net salary and investing in a swathe of managed funds, a diversified portfolio of shares and fixed interest investments may indeed be a sensible thing to do, but it will certainly fail to propel you to financial freedom quickly. Instead, you will need to employ some leverage of other people’s time and other people’s money, you will need to apply focus rather than wide diversification and you will need to expose yourself to a controlled level of risk.

         This book will introduce you to that plan. It is not a ‘get rich quick’ fad. Financial texts and seminars that promise you instant wealth are often those that are best avoided. Instead, this is a plan that takes time-tested principles of wealth creation and applies them to the Australia of today. It’s a plan I have used myself to make myself a millionaire and to quit full-time work at the age of 33. Not having to work for someone else unless you choose to do so is a wonderful place to be, so let’s take a look at how you can get there too – reasonably quickly.

         The Game of Money
      

         In one of his best-selling books, finance author Robert Kiyosaki introduced his concept of the ‘Game of Money’
            1
         . He drew up a table that looks like this:

         
            [image: ]Figure 1.1 – The ‘Game of Money’
      

            

         

         Source: Who Took My Money?, Robert T. Kiyosaki.

         The concept is simple, yet interesting and thought-provoking. For around the first 25 years of our life, most of us are growing up, completing our education and deciding what we will pursue for our career (the ‘warm-up’). Thereafter, Kiyosaki divides our working lives into four quarters. Those who have not built a sufficient pension may be forced to continue working after the age of 65 (‘overtime’), and still may not achieve financial independence by the time they are physically incapable of work (‘out of time’).

         After many long years of struggle that including a period of homelessness where he lived with his wife in the back of a borrowed car, Robert Kiyosaki ‘retired’ in the third quarter of the Game of Money at the age of 47. The reason I put the word ‘retired’ in inverted commas is that I am somewhat sceptical when certain financial gurus use this term. They claim to have retired, but then spam you with emails on a daily basis imploring you to attend their expensive seminars, buy their books, CDs and other products, or use their services in some other way. In effect, they have not retired; they have ceased full-time employment to set up a business. There’s certainly nothing wrong with that, but they haven’t retired, they have simply shifted their focus away from employment.

         I want to demonstrate that not only is it possible to ‘win’ the Game of Money in the first quarter, it does not have to be an almighty struggle that involves homelessness, turmoil or undue levels of risk. I propose a simple but specific and effective plan to show you how you can escape the rat race far earlier than you may have believed possible.

         Why read this book?
      

         I’m in the first quarter of the Game of Money, and I quit my full-time job as a millionaire at the age of 33. If you really want to achieve financial freedom, you can too. You will need to follow some simple rules of wealth creation and ally yourself with discipline and patience. It does not necessarily follow that you will leave your job and do nothing when you are able to do so. We can always earn, run businesses, invest and learn – but we can choose to do so on our own terms. It simply means that you will no longer be chained to a full-time job, and you will have access to the most precious asset of all: time.

         I know that there is a need for a book like this from personal experience. My background is in finance, but in retrospect, the day I qualified as a Chartered Accountant, I did not know the first thing about investment. I may have tried to sound as though I was clued up about investment (men often do this), but the truth is that I had no idea. Sure, I knew what a PE ratio was, and what net profit margin or market capitalisation meant, but truthfully, I did not have a clue how to profit from investment or build wealth for the long term. The book I have written is the book that I wish somebody had given to me when I was 21.

         So many more people could achieve what they consider to be an impossible goal of escaping reliance on their full-time job early with significant wealth. Once I opened my mind and committed to learning everything I could about wealth creation, it became clear to me that building wealth is far more straightforward than most of us realise. I should point out here that if, at any stage of this book, it sounds as though I have breezed through life towards inevitable wealth and success, that is certainly not the case.

         In fact, during my late twenties I experienced alcohol and tranquiliser dependence, both cause and effect of the most diabolical panic attacks and generalised anxiety disorder. I also developed a debilitating agoraphobia and endured messy relationship break-ups, and yet I still managed to quit my full-time job young and wealthy. I am therefore convinced that if I can do it, there are many more people who can do the same. We all surely have obstacles in our path, but we can just as surely remove them if our willpower and belief is strong enough.

         Property investor and author Jan Somers noted in one of her classic investment books that by the age of 65, out of 100 people, on average, 24 would be dead, 54 would be receiving a pension, 16 would still be working, 5 would be financially independent – and only one would be wealthy
            2
         . Being a mathematician, Somers also presented some terrifying figures on how long a superannuation retirement lump sum might last, demonstrating how quickly inflation and living expenses can eat away at the value of the rapidly diminishing cash pile.

         If you want to escape being reliant on the treadmill of full-time paid employment, this is the book for you. Many people genuinely enjoy their jobs, which is a great thing and a wonderful gift. Mark Twain famously advocated that if you could ‘make your vocation your vacation’ you would never work a day in your life. Mark Twain said a lot of things, and in this case he was absolutely right. However, loving your job does not mean that you should neglect to strive to achieve financial independence. We never know what is around the corner, and when we may not be able to work anymore. Building a solid financial base is important.

         The advance of social networking media has confirmed what many of us already knew intuitively – that many employees are bored out of their minds in the workplace, ticking off the hours until the weekend when they can have two days of respite from the drudgery of the office. The common laments are there on the Internet every day for all to see: ‘I’m so bored’, ‘I hate Mondays’, ‘Thank God it’s the weekend!’

         Taking control of your finances is critical. There is a significant and growing pension problem in Australia. It is no secret that the average superannuation balances in this country are woefully inadequate. If you were aged 65 in 2010, on average you could expect to live for another 19 years for men or 22 years for women, and you could potentially live for far longer. The average superannuation balances for men and women aged 60 to 64 in 2010 were $245,000 and $170,000, respectively
            3
         . Those are some terrifying numbers. The system is failing, and the governments of today and the future are very likely to make significant changes (i.e. raising taxes, increasing compulsory super contributions to 12% and increasing the retirement age) to deal with this ticking time bomb.

         As noted, there are numerous wealth-and success-creation books available on the market that range greatly in their quality and content. Many are books written in the USA and are therefore not directly relevant to us in Australia. I’ll give you just one of a thousand examples: Money Secrets of the Rich by John R. Burley. I thought this was a fine book, and I would heartily recommend it as an introduction to the rules of wealth creation. However, the adaptations for the Australian market are not really adequate. For example, we are advised that if we are investing in the Sydney property market, we should counter the prospect of a negative cash flow simply by buying properties at close to half of their market value. If you have ever bought a property in Sydney, you will know that vendors certainly don’t give properties away for half of what they are worth.

         Other titles are packed full of concepts and ideas on how to improve your mindset, but do not specifically tackle how financial success can or should be obtained. You may know publications that describe how we need to somehow manifest wealth, and it will flow to us. That’s not enough. Chanting in the mirror each morning might wake us up a bit and motivate us slightly, but it isn’t going to make us financially free. Consistent and decisive action is what counts.

         Yet other texts are unrealistic. I remember reading The 4-Hour Workweek by Timothy Ferriss. It was highly entertaining, I chuckled a lot and it introduced some useful ideas on the management of a small business. However, I was left to wonder how many people have really told their bosses that henceforth they are working from home full-time (presumably bidding them an upbeat ‘Cheerio, then’) and disappeared off to backpack across Peru. I’d hazard a guess that the number is somewhere between none and not many. Even if you could pull this off, it doesn’t sound like a terribly ethical plan to me.

         
            ‘I will tackle these issues head-on by detailing a simple, specific and effective plan to enable you to achieve your financial freedom.’
      

         

         Why escape the rat race early?
      

         Why should you escape the rat race early? Only you can truly answer that question. For me, I enjoyed some things about my paid employment, but I did not find it to be at all fulfilling. I probably enjoyed around 80% of my job, but hated the other 20%. The biggest problem of all was that employment took up nearly all of my time.

         Even when I wasn’t in the office at weekends, which was far from being every weekend, I was constantly fielding an alarming number of phone calls, emails and text messages. However, my real reason for escaping the rat race was to focus on things that were more important to me such as travel and spending time with family. The motivation will differ for each of us.

         Since being freed from the shackles of full-time work, I’ve worked for a short time as a volunteer on the Cyclone Yasi disaster relief, taken an amazing 12 months to complete the ‘Big Lap’ of Australia, carried out a four-month investigative contract on behalf of the East Timor Government, and booked myself on a 60-day round-the-world cruise on Cunard’s Queen Elizabeth (taking in 20 countries). I’m eternally grateful that I have been able to do these things. Travel was one major pull factor for me; spending more time with family over in England was another.

         Many people will tell you that they dislike their job, but they would be bored without it. Again, this isn’t a reason not to strive for financial independence. Of course, you may always choose to continue as an employee even if you are not reliant on the monthly pay cheque. Even some lottery winners do so (but not nearly as many as claim they would before winning).

         I was fortunate in that I realised at a young age that the corporate dream we had been sold was unsatisfactory. I looked at the people who were in the roles and positions I was supposed to be aspiring to and considered whether they looked fulfilled, happy and rich. Most of them didn’t look to be where I wanted to be 20, 30 or 40 years down the track.

         Some of my friends and male colleagues who went on to become accountancy-firm partners bemoaned that they were actually worse off than they had been before they reached their dream roles. They were expected to buy cripplingly expensive houses in Sydney and cars befitting their positions, their wives wanted to give up work and have numerous children, and the government stripped them of half of their pay packets through taxes before they could even think about paying the mortgage. They talked as if they were caught in some kind of a trap. I guess in many ways they were.

         If you want to achieve financial freedom and be young and wealthy, an important step in achieving this is to know exactly why you want to reach these goals and to have a detailed plan for what you will do with your wealth. It is a valuable idea to visualise very specifically where you want to be – if you know where you are headed, then you can take specific steps towards your goal. It is sometimes said that if the why is strong enough, then the how will take care of itself.

         The corporate treadmill
      

         When I was 25, I qualified as a Chartered Accountant, a fact of which I was very proud. I still have the certificate somewhere. Not too long afterwards, I was promoted to become a manager at the ‘Big Four’ accounting firm Deloitte in England, and I was suddenly earning a far bigger pay cheque, more than double the amount of only two years before. However, this only served to put me on that familiar corporate treadmill.

         I was soon paying the highest rate of income tax, and I needed a better car, suit and holiday. You probably know the drill. I once stayed in The Savoy hotel in London (ouch) and paid £50 for four cocktails. I can’t remember why, partly because it was a long time ago, and partly because the cocktails had absinthe in them. It must have seemed like a cool thing to do at the time, I suppose, a reflection of my new status. Anyway, I certainly wasn’t any wealthier for my bigger pay cheque.

         When I was working in my career job, I would sit in endless meetings and wonder: What are we here for? Why are we actually on this planet? For what purpose? These are far-reaching, existential questions, and I certainly don’t know the answers to them. What I do know is this: we are not here to spend 15 hours a day in appraisal reviews, in monthly profitability conferences, in morale or efficiency meetings (that themselves go on for hours with seemingly no purpose), or to try and impress people because they are one pay grade ahead of us. I would look around me and wonder if I was the only person who felt this way. Perhaps I was. I don’t know, I never asked anyone. I just pretended to be as enthusiastic as everyone else seemed to be.

         I am not saying there is anything bad about full-time employment (actually, I suppose I am), but we should all remember that nobody on their deathbed laments failing to spend more of their time at work.

         The role of tax
      

         In this book, I will examine the role of tax and why it is so difficult to become wealthy as an employee in a country with a tax system as punitive as that of Australia. The top rate of income tax in this country in the 2012 financial year is 45% for income earners over $180,000. 45% is a high tax rate, although some countries have it worse than us. In the United Kingdom, the dreaded 50% tax rate has once again reared its ugly head (even as late as 1974, three decades after World War II brought about ridiculous rates of taxation, the top rate for the Poms was still an eye-watering 83% for earned income – and 98% for unearned income
            4
         ).

         The unfortunate truth is that, in Australia, once you have paid your compulsory superannuation contributions, the Medicare levy and a huge chunk of PAYG tax to the government, what is left is an unsatisfactory percentage of the package originally advertised to you by your employer.

         Where I worked in Sydney, a new Big Four accountancy firm partner might earn around $225,000 per year, a decent enough salary, to be sure. However, that makes for a higher-rate taxpayer in the 2012 financial year, and the government takes from that a whopping $74,800 in income tax and a further $3,375 in Medicare levy
            5
          – leaving around $14,000 per month after tax (this calculation excludes any superannuation contributions). More senior partners would earn plenty more than this, more than double this amount in some cases, but the spectre of tax is ever present. In 2012, to earn $20,000 per month after tax as an employee, you would need to command a salary of around $400,000.

         Let’s compare this with prevailing house prices. In my part of the world (Sydney’s Eastern Suburbs) the median house price, a figure which includes a great many poky terraces, is more than $1.2 million
            6
         . The ‘home’ suburb that I am referring to (it’s no longer my place of residence, though I still own property there) is Bondi Junction, which is by no means one of the most exclusive suburbs in Sydney.

         A typical ‘freestanding property with four bedrooms and parking’ – when I was younger we used to simply call this a ‘house’ – sells for between $2 million and $2.5 million. Take on a principal-and-interest mortgage of $2 million at an interest rate of 7.5% over 25 years and the repayments will be in the region of $15,000 per month, enough to make your ears bleed. And that is before we even dare mention the stamp duty on acquisition. In other words, the numbers don’t really work anymore.

         The above example is very specific and relates to Sydney, but residents of other cities will recognise the point I’m making. Unless you have substantial equity, the house prices of our desirable suburbs are not affordable from an after-tax salary unless you are a very high-income earner. Migrants to Australia from countries with weaker currencies than the currently stellar Australian dollar must endure a nasty reality check when searching for a property to live in.

         
            ‘Fortunately, there are better ways to build wealth without the taxman destroying your gains.’
      

         

         Study the wealthiest individuals in the world and you will discover that they have built their wealth in a tax-favoured environment. Warren Buffett has built virtually all of his wealth within his Berkshire Hathaway company, and has deferred capital gains taxes by adopting a buy-and-hold approach to investment. Famously, Berkshire Hathaway has only ever paid one dividend (dividend income to shareholders is effectively taxed twice: once in the company and once on the shareholder’s income), with Buffett quipping: ‘I must have been in the bathroom at the time
            7
         .’

         Investing legend George Soros also paid very little in the way of taxes, though his approach was different, incorporating his famous Quantum Fund in a Netherlands Antilles tax haven
            8
         . Look at the individuals on the BRW Rich List and you will find that they did not find their way onto the list through paid employment.

         The great media tycoon and billionaire Kerry Packer said it best on tax when addressing the Senate in 1991:

         
            ‘I pay what I’m required to pay, not a penny more, not a penny less. If anybody in this country doesn’t minimise their tax, they want their heads read because, as a government, I can tell you you’re not spending it that well that we should be donating extra
               9
            .’
      

         

         Couldn’t have put it better myself.

         Attaining financial freedom
      

         Attaining financial freedom involves a very simple equation: your passive income – income that flows to you without you having to work for it – needs to exceed your expenditure. It sounds so simple, and yet few people manage to achieve it until they are approaching retirement age or beyond. I will examine the reasons why this is the case and then detail the strategies you can use to achieve the goal.

         Simply put, you will need to pay yourself first. That is, to take a percentage of your salary every month on the day you are paid to invest in and grow a portfolio of assets that provide you with income and continue to grow in value in perpetuity. I will discuss the appropriate asset classes in detail in the following chapters: those that will provide you with rates of return that create wealth, and those that will allow you to use the power of leverage to achieve your goals.

         What is ‘rich’?
      

         There is no one agreed-upon definition of what being rich actually is, and in an inflationary environment the figure must increase over time. Most often, the figure noted in the USA is a net worth in excess of $1 million. Indeed, President Barack Obama himself quoted this figure. With the current strength of the Australian dollar, I believe it is safe to assume that a similar figure applies to Australians.

         Unfortunately, $1 million in present times just isn’t that much. I certainly did not feel like James Packer when my net worth passed $1 million. I believe that, depending on where you live and your lifestyle expectations, in order to escape the rat race young and wealthy, you would need a net worth of around $1.5 million and, very importantly, a substantial portfolio of assets that continues to appreciate whether you are working or not.

         Perhaps a better measure, therefore, in terms of what you might need in order to switch your focus away from your full-time job, would be net realisable assets from your investments. With a net worth of around $1.5 million, this would allow a buffer for any capital gains tax due and slippage (in my experience many people tend to have an inflated opinion of what their assets may be worth, property in particular) and allow realisation of well over $1 million in cash.

         Such a figure would allow for a significant investment in a portfolio of income stocks. A stock such as Westfield Group (WDC) has historically paid a strong franked dividend that can be received free of tax in certain circumstances. Some of the banks pay very favourable dividends too. As I write, Telstra’s (TLS) dividend yield is up in the stratosphere at close to 10% before franking credits, but then its share price has been well and truly hammered over recent years. Always remember that a tax-free income is comparable to a far higher pre-tax salary. In reality, once you have learned the rules of wealth creation, you are perhaps unlikely to realise your portfolio of assets at this stage to invest in income assets; you are more likely to continue growing your asset base.

         Often, it is assumed that the people who are rich are those who earn high salaries, with a big house and two expensive cars, but in fact they may be trapped in employment in order to repay the large debts associated with their lifestyle. Perhaps a better term than ‘rich’ would be ‘wealthy’. There is little point in acquiring material success if you do not have good health, happiness and fulfilling relationships. It is certainly the case that the truly important things in life – falling in love, your friends and family, watching the Sydney Roosters – do not cost a great deal in financial terms. Wealth to me also implies sustainability. You can be rich, but if the money passes through your fingers quickly, then you are not wealthy.

         To be truly wealthy, you also need the time to appreciate your wealth. Many highly paid executives work more than 60 hours per week, which doesn’t leave a lot of time for enjoying one’s money. Indeed, in more ways than one, time is our most important asset. Time can assist us to create wealth, and we need time to enjoy it.

         Why most people can’t quit work young and wealthy
      

         Many people believe that the way in which they will retire will be to build up a lump sum in a superannuation fund that they will withdraw when they are around 65 years of age. Hopefully, the amount they have built up will last longer than they live. Some of those who have the option to do so consider downsizing their place of residence or using a reverse mortgage to free up some capital.

         To me, this is a flawed thought process, and a very risky one for obvious reasons. The risk of the cash running out can be mitigated through selecting an appropriate annuity product, whereby actuarial percentages dictate the level of your annual income based upon your life expectancy. This mindset shows why most people are unable to be financially free at a young age. The numbers simply don’t stack up.

         If you want to retire at 65 the amount you will need as a lump sum is approximately 13 times (see below) your desired retirement income. Therefore, if you want to retire on $100,000 per annum, a lump sum of $1.3 million should be your goal for age 65. But what if you want to finish working full-time younger than that? Well, naturally, your life outside of the full-time workforce will run for a longer course, so the required multiple of your desired annual earnings increases.

         
            [image: ]Figure 1.2 – Multiples of desired income
      

            

         

         Source: Make your Fortune by 40, Paul Clitheroe

         So far, so good, for at least this gives us a target figure. The flaw in this idea, though, soon becomes clear. If you want to quit work entirely at the age of 40 with an annual income of $100,000, you will need a lump sum balance of around $2.5 million. This is fine in theory. The problem as I see it is that if you are a person who has the financial capability to build a balance that runs into the millions by age 40, you are highly unlikely to be satisfied with an annual income of $100,000.

         
            ‘This is why I believe that what you really need to achieve financial freedom at a young age is a significant balance of net realisable assets – but also a portfolio of assets that continues to grow in perpetuity.’
      

         

         This book aims to demonstrate that the goal of financial freedom is not nearly as difficult as most people believe. The problem for most of us starts when we are young, as the current school system barely educates us financially at all. When you consider that money and finances affect every single one of us, it is curious that the school curriculum fails to recognise the importance of personal finance.

         Never too late
      

         I would like to stress that it is never too late to change your financial habits or to increase your financial education. It is possible to reverse a lifetime of poor financial habits relatively quickly once you begin to believe that you can achieve your goals. I aim to demonstrate that you can make a huge difference to your finances in a relatively short period of time, and therefore this book is relevant to you whatever your age.

         SMART plans, SMART goals
      

         I intend to detail a plan with SMART goals, that is, goals that are:

         
            S - Specific
      

            M - Measurable
      

            A - Achievable
      

            R - Realistic
      

            T - Timely
      

         

         I remember reading this on a motivational poster in my younger backpacking years while working as a data-entry clerk at a multinational insurance company for around $8 an hour. As a general rule, I don’t like the insurance industry, and I was convinced I would get nothing from performing mindless data entry for this conglomerate, but as it turned out I learned a zippy acronym and developed RSI from all the typing, so in fact I was proven to be incorrect on two counts.

         Too many of us are not specific in our goals. We simply say things such as ‘I would like more money’ or ‘I would like a pay rise.’ We must set specific goals, because then we can devise a detailed plan to achieve those aims. One strategy is to write down a very specific list of how your ideal life would be: where you would live, what you would own and how your ideal day would pan out. Our brains are powerful machines – if we can picture our goals, we give ourselves visual stimuli, and we will then consciously and subconsciously begin to work towards our target.

         The aim of this book is to detail an effective plan to set you on the path to financial independence and beyond. It is specific to Australia and specific to now. I also wanted this book to be reasonably concise. It is not a bible of everything there is to know about wealth creation. If I was to record all of my thoughts on the subjects of personal finance and investment, the book would end up making War and Peace look like a pamphlet and few would take the time to read it. Instead, I aim to inspire you on the road to increasing your financial education by giving you a reasonably short but precise plan to escape the rat race.

         A short note on terminology
      

         As far as possible, I have tried to keep the language in this book simple and direct, and to avoid using too much meaningless jargon. However, a part of becoming a successful investor is understanding financial terminology and being able to express yourself clearly in financial terms. I have therefore provided a Glossary of Terms at the back of the book to assist you with terms you may not be familiar with.

         This book is written specifically for the Australian market, and unless otherwise specified, ‘$’ refers to Australian dollars. Some of the numbers may look inflated if you live in different parts of Australia, as I often refer to numbers that pertain to Sydney. Your salary and the value of your property, for example, are likely to be far different if you live in Beaudesert or Broken Hill than if you hail from Bondi Beach or Bellevue Hill. In all cases, the principle of the message is the important thing to grasp.

         As I am English by birth, I use English spelling in preference to American spelling (one of my pet hates was a boss who always wanted to change words like ‘colour’ to ‘color’ in stock exchange releases I wrote). Although there is an increasing, and frankly quite annoying, tendency for Australian investors to use US terminology, I have tried to stick to traditional Australian terminology where possible. In some instances, the US terminology has now become standardised, so there may be some crossover.

         Many times in this book I will use the word ‘I’ when often I mean ‘we’ for the simple reason that use of the phrase ‘my wife and I’ quickly becomes tiresome. My wife is a far shrewder investor than I am, and were it not for her I would not have been able to consider writing this book in the first place. Finally, on gender: on occasion I may use gender-specific terms such as ‘he’ or ‘him’ when of course I am referring to either sex. Indeed, as I will note, it has been shown in studies that often it is members of the female sex that are the more rational and superior investors (but that doesn’t mean that as men we shouldn’t try!).

         Take note of people’s qualifications
      

         One of the interesting outcomes of the development of the Internet is that it has given a voice to the masses. Read news articles online and you will find dozens of comments attached from armchair critics. In the case of finance and economics articles, the responses are often highly charged, for these are emotive subjects. If you believed everything you read, you would certainly be confused and would probably believe that the sky is falling. It is important to remember, though, that many of these Internet trolls are just bored, underpaid employees with little better to do with their time, and they often demonstrate an IQ that is barely above room temperature.

         The quality of finance journalism varies wildly, from excellent to utterly diabolical. Don’t take my word for it. Read some copies of some of the widely respected financial magazines from the middle of 2008. I don’t need to cite dozens of examples; take a read for yourself and check out some of the shares that were tipped as ‘hot stocks’, especially those of companies that were no longer in existence a matter of months later as the financial crisis hit. Those TV shows where punters phone in for advice on specific shares from chartists who have often never even heard of the companies they spout forth opinions on are equally bad. The clear lesson is that you must be very careful who you listen to.

         Below, I’ve listed my qualifications, so that you may decide for yourself whether you wish to follow my plan.

         Career
      

         I am a Chartered Accountant by profession. My last full-time role was as the Financial Controller of an ASX (Australian Securities Exchange)-listed mining company, and before that I held a number of roles as an auditor and accountant in London and in Sydney. Much of my employment history involved producing annual reports for listed companies, company tax compliance and writing company releases for the ASX. My main area of expertise is in International Financial Reporting Standards (IFRS) but while this is factually true, I wouldn’t necessarily mention it as a dinner-party icebreaker.

         As much of my past employment involved company secretarial duties, I completed a Diploma in Applied Corporate Governance (again, this wouldn’t score too highly on the dinner-party test), and I am an affiliated member of Chartered Secretaries Australia (CSA). In the time since I quit my full-time job, I have periodically worked as a contracting accountant whilst continuing to further my own investment activities.

         Shares
      

         Due to my employment experience in writing annual reports and my expertise in IFRS, I have a natural tendency towards a fundamental analysis approach to investing – that is, the detailed analysis of companies in order to find discrepancies between the price their shares trade at and the real or intrinsic value of the companies analysed. In recent years, though, I have come to realise that there is also much to be gained from a more technical approach to the trading of shares (the analysis of charts, trading volumes and trends, in order to identify the likely directional movement of share prices).

         I have long been an unashamed fan of index funds too, where the investor requires very little skill at all other than the ability to make regular contributions to the fund. My wife began investing in an ethical index fund in 1997 that we have continued to contribute to every single month for the past decade and a half, which is one of the simplest wealth-creation strategies there is.

         Property
      

         Property is a strangely unregulated industry, and I suppose because we all have some experience in property, even if it just through renting a place of residence, it is a domain that naturally seems to attract more than its fair share of know-it-alls, opportunists and spruikers. I have read virtually every property book there is to read and attended dozens of seminars on investing in property, but there is always more to learn.

         There are some property training courses and qualifications out there too, but in my view not all property investment skills can be learned from a textbook. I am qualified in property through my own investment experience, having built a multi-million-dollar portfolio over the years. Although I own property elsewhere in Australia, together with my wife I mainly buy residential investments in Sydney, and own properties in the Eastern Suburbs, in the inner west and on the Sydney harbourside. We have also owned properties for more than 15 years in the UK.

         We invest in property specifically for price appreciation, often referred to as capital growth. Of all the properties we own, none is further than 5 km from its respective Central Business District (CBD). However, we never buy in the Sydney CBD itself, for although the demand for property may sometimes be high, the lack of height restrictions on property developments in cities exposes you to a potential risk of over-supply, as has been seen recently in Melbourne and Brisbane.

         Depending upon where you live in Australia, building a property portfolio of somewhere between $3 million and $5 million in market value, if backed up by a solid portfolio of dividend-paying shares, equity funds and cash, should give you the confidence to take your focus away from working full-time.

         If, using the techniques I will show you in this book, you can attain an average capital growth of somewhere in the region of 7% per annum on your property portfolio, your net worth will then increase by somewhere between $200,000 and $350,000 each year, with you hardly having to lift a finger. Despite what the naysayers may try to tell you, investing in property takes up very little of an investor’s time. Better still, if you commit to never selling your properties (selling property foils the plans of so many investors), that figure is 100% capital gains tax deferred.

         You will then be able to borrow against your portfolio’s value to reinvest in other assets, or simply use (some of) the equity to pay for living expenses. One of the beauties of property investing is that once you have mastered the skills, you can repeat the process over and over again to build a massive portfolio.

         Personal finance
      

         As I am writing this book, it should be obvious that I have a developed an interest in personal finance, and to that end I have also completed a Diploma in Financial Planning. I should note, however, that while I have obtained this qualification, I do not work as a licensed financial advisor. Lord knows I suffered enough in my seven long years as an auditor.

         Not just theory
      

         This book contains intelligent discussion of the theories of investment and finance. However, if this book only supplies you with the theory and you fail to take action, then I will have failed in what I set out to achieve. My goal is for this book to set you on the path to financial freedom, and for this reason I have included a list of practical action points that you can undertake at the end of many of the chapters. Do not wait to take action – remember that procrastination is the killer of opportunity!

         Integrity and disclosure
      

         There are an awful lot of charlatans in the world of finance. Authors who write on the subject of property seem to be more full of it than most. Self-publishing US property author John T. Reed has created a useful and entertaining website on which he has detailed what he calls a ‘Real Estate BS Checklist’ in which he highlights some of the tactics and ruses used by property spruikers.

         It is always the case that you should check out an author’s qualifications before determining what value you will place on their opinions. Reed nominates Robert Kiyosaki as the biggest transgressor on his ‘BS checklist’
            10
         , and highlights various inconsistencies in his claims
            11
         . My main criticism of Kiyosaki would be that he makes a lot of generalisations, but, for what it’s worth, I genuinely enjoy reading Robert Kiyosaki’s books. His books introduce some interesting general ideas and concepts, and I would recommend reading Rich Dad Poor Dad for excellent explanations of how you should buy assets and not liabilities.

         One of Reed’s main gripes is that certain authors try to make themselves out to be far more successful than they really are. It is a simple fact that the best investors have made a lot of mistakes, and then gone on to learn from them, usually over a period of decades. Sometimes, property investors don’t disclose their portfolios because they aren’t as big as they would have you believe, or because they have lost some or all of their portfolios and are trying to rebuild.

         I should therefore note that I did not become a millionaire until my early thirties. I am an intelligent but fairly ordinary bloke who started with nothing at all except for my education; I just decided to take a different route from the expected norm of working full-time up to the age of 60 or beyond.

         Together, my wife and I have followed a simple financial plan with three key elements to it. We have continued to buy property after property in Australia and the UK over the last 15 years, and have never sold a single house or apartment. Every month since 1997 we have paid money into an index fund and never sold a single unit of that either. We have also built a portfolio of direct holdings in companies (also in Australia and the UK) through investment and trading. While the minutiae of investing may seem complex, it is true that the simplest strategies can be those that create the greatest wealth. By investing for the long term, you can build wealth in a tax-efficient manner and allow the power of compound growth to perform miracles so that you don’t have to.

         Referencing
      

         It is a matter of wonder to me how many finance authors do not provide any references in their texts, as though they have somehow magically discovered everything about the financial world themselves. It would never be allowed at a university, and would even be frowned upon at high-school level, and yet most of the finance books available provide no reference notes at all.

         I have provided references in a section at the end of the book, for there are not many totally new ideas in investment. Trends come and go, but the principles remain the same. I have also added a short list of recommended reading. I can guarantee that if you read all of the books referred to in the references and the recommended reading, you will have taken a significant step towards attaining your financial freedom.
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My background

It is said that much of your attitude and mindset towards personal finance, wealth creation and success is wired when you are young. I was born in the gritty Yorkshire city of Sheffield in northern England, once famous for steel, later for unemployment and the dark comedy of the movie the Full Monty (it is dark in that its comedy masks many painful truths).

My father was from a conservative background and grew up in the Midlands. His father, who was a shopkeeper, fought in the war, and his mother was a successful dentist. By the time my parents had met at the university in Sheffield, my father had developed a different world view to that of his parents. After he scraped through university (with the lowest possible degree, he proudly told me) he took a job with the Probation Service and came to run a hostel for young offenders in the roughest part of Sheffield, where I spent my early years. He wanted to change the world, and voted for the Labour Party at a time when only the coalminers and downtrodden trade unionists voted Labour. He even read The Guardian. He was a genuine ‘leftie’.

My mother, on the other hand, was left-wing from birth. Her mother was a lifelong socialist, and her father was a hard drinker who had a hardware business until it, and sadly his health, was ruined by the grog. In later life, due to having no money, he had to lie about his age to continue working as a clerk beyond the prescribed retirement age of 65, until he wasn’t well enough to do that either. His retirement was a very short one, but one that I definitely enjoyed. I used to love watching the snooker on TV with him as a youngster when he came to live with us the year before he passed away.

Mum was brought up in a Catholic family of nine, or perhaps ten – there were certainly a lot of them anyway – in post-war Liverpool in northern England. As an adult, Mum went to the anti-nuclear marches at Greenham Common and would sooner have committed third-degree murder than vote for Margaret Thatcher, who was busy closing the coal mines and ‘un-employing’ 3 million Brits with her controversial monetarism policies 12 . My mother read The Guardian too, and always thought that the top bracket of income tax should be ‘at least 90–95%’. Still does, come to think of it.

My parents’ attitude to money was simple, because the world was a simpler place then. My father’s job, like many of those in the public sector, offered a defined benefit pension scheme. In other words, if you worked until retirement you would be looked after in respect of your pension. For each year of service, he could add one-eightieth of his final salary to be drawn as a pension from retirement until death, and so that is what he did: he worked for 40 straight years in the Probation Service (rising to become the most senior person in the service and being presented with an OBE by the Queen for his commitment), and retired on forty-eightieths – or half – of his final salary. The trip to Buckingham Palace and the Queen’s Garden Party were both a huge amount of fun, incidentally.

My mother was a teacher, but quit her career early in order to have us five children, all of us boys. My parents never bought a share or an investment property, as they were fortunate and had my father’s defined benefit pension scheme to provide for them in their later years. This was typical of the time. Some people bought shares through the Tory (Conservative Party) privatisations of entities such as British Gas, for example, but most shareholders in those days had portfolios that consisted of shares in one or two privatised companies and nothing else 13 .

The defined benefit pension schemes were too good to last as life expectancy increased, and new defined benefit schemes are very rare these days. When the International Accounting Standards finally (and uncharacteristically) began to reflect common sense and forced companies to show the pension liabilities in their accounts (i.e. in the same way as any other liability), many of the big companies were hugely exposed and had vast holes blasted in their balance sheets. By way of an example, in 2003 it transpired that Rolls Royce had a pension deficit of some £2 billion, which was more than the entire company was valued at on the stock market 14 .

What was a sound financial plan for my parents 40 years ago is no longer good enough for the young people of today. In Australia now, we predominantly have defined contribution or accumulation superannuation funds. In layman’s terms, this means that the responsibility now lies with us as to whether our pension is substantial enough when we retire. If the accumulated fund is inadequate when we finish working, we will be forced to live on the state pension, which for most of us is an unedifying prospect. Job security appears to be something of a bygone era too.

It is difficult to say objectively what I learned from my upbringing. I remember Dad taking me around some of the giant blocks of council flats in Sheffield to see some of the ‘characters’ who were on probation (in America, they would call them ‘jail-swerves’) for offences. These flats were monstrous buildings, known as brutalist architecture 15 , and some of the grimmest accommodation developments known to the Western world. Did I get some motivation from that? Probably not. I was too young to understand burglaries, drug addiction, prostitution, suicide jumps from the rooftops and urine-soaked lifts. I was mainly just excited at the concept of living in a place with lifts, and with the common areas having the newfangled Space Invaders machines.

I do know that the biggest thing that my parents gave me was an appreciation of the value of education. I went to a general comprehensive school in Huddersfield in Yorkshire (also in northern England), and then later to a selective grammar school when we moved south for Dad’s job. My oldest brother was a precocious student who scored straight ‘A’ grades in his Year 11 results and went on to the famous Oxford University. I was never going to outdo such lofty academic achievements, and so devoted a higher percentage of my school years to more fulfilling and worthwhile pursuits, such as playing snooker and smoking.

I suppose that my brothers and I were encouraged to think in terms of a high salary as being important. My oldest brother went on to be a partner in a London law firm, and my second-oldest brother become a broker at Lloyds of London (which seemed from the outside at least to be an excellent job, mainly involving drinking copious amounts of lager and chortling with befuddled clients).

Soon after my oldest brother became a partner though, the firm he worked for was taken over by a US firm and he was made redundant during a recession. After some time, it eventually worked out well for him because he found a better employer outside of professional practice, but it did reinforce a view I had developed on the dangers of relying on your employer for your financial future. The days of a job for life seem to be long gone.

Career

I trained in London to be a Chartered Accountant (CA) with a mid-tier firm. The firm no longer exists, as much later it went under after the ‘Sir’ Allen Stanford Ponzi scheme debacle ran its gruesome course. On top of a university degree and a series of tough exams, the CA qualification required three years of experience in an accounting practice. As with many accountants, for me this involved auditing.

I wasn’t at all suited to auditing, but the end justified the means, and on the day I left, the audit managing partner told me I had been a model trainee. I think by then he must have forgotten about me booking a somewhat over-eager 22 days holiday in my second year instead of the prescribed 20, a transgression that earned me an almighty verbal roasting, and caused the audit department to reconfigure its holiday booking system.

After I qualified I went to work for one of the ‘Big Four’ accountancy firms, Deloitte, in Cambridge, about an hour from London. It was the original work hard/play hard environment, and at first I thrived on it. It is true that we all like to say that things were harder back in our day, but the hours were tough! Cambridge is a famous university city and the bio-tech capital of the UK, with dozens of small firms bursting with energy and ideas. Many of them eventually listed on the London Stock Exchange, and this created a lot of work for accountants and auditors.

Once a month, a spreadsheet was emailed around the office detailing how many billable hours each employee had accrued. The chart-toppers always had around 300 hours to their name. Three hundred! These were chargeable hours to clients, you understand – not hours travelling to work, having lunch or midmorning breaks reading The Cricketer magazine in the bathroom (none of which, I discovered to my disappointment, were chargeable activities).

I was putting in what I thought was a phenomenal amount of time, but as I still lived an hour from the office I could not put in the kinds of hours that some did, and I was never above the bottom of the second quartile in the chargeability charts. The only people below me were generally students who had exam commitments on top of their workload.

The partners had inadvertently created a competition that the managers ached to win. I once worked a 36-hour ‘day’ – right through the night and through the following day – but this was not unique. People pulled all-nighters fairly often, and some people even indicated a desire to do them, as they gave you a certain kudos in the firm. Employees who were low on the chargeability chart were sometimes derided by their peers. I remember a gentle giant of a South African who calmly turned off his computer at 6 pm every day to head home to his wife and was relentlessly chided. Finishing at 6 pm? Loser!

In retrospect, it was a benefit to the firm’s partners, who were receiving extra hours from each employee at no additional cost. One wag famously tried to prove that the casual nightshift staff stacking the shelves at the local Tesco supermarket earned a higher hourly rate than the audit managers. I’m not sure it was true, but it certainly made for a good story. It is little wonder there were and are so many divorces and office affairs – if you factor in eight hours per day for sleep and a couple more hours for travelling to and from work and for lunch, that doesn’t leave many hours for a whole lot else.

One day, one of the partners called an update meeting that all of the managers were required to attend. He announced that there was amazing news! We had achieved the highest number of chargeable hours per person out of all the offices in the UK. We were Premier League! We were Champions League! In fact, they had stopped making leagues, because nobody could beat us in the chargeable hour stakes.

The senior management sat at the front of the room as usual and nodded in agreement. They were not about to express contrarian opinions, or so I thought, but suddenly, one of the senior managers shot her hand up, signalling that she wished to speak. ‘Excuse me for asking, but why is that a good thing? Why are we supposed to be enthused that we have worked harder than other employees in the UK, while our home lives are virtually non-existent?’

You could probably have heard a pin drop. Actually, you would probably have heard me snorting coffee through my nostrils. I didn’t know her – she was a couple of years older than me and a lot more senior – but I had seen her around, and I knew she was hot; and clearly she was feisty too. I would never have guessed it then, but five years later, we were married on the beach in Kiama, New South Wales.

While I was in Cambridge, I won an unprecedented two Outstanding Contribution Awards in my first year, these being cash bonuses for exceptional project work (fairly small amounts, but a nice gesture). By the time I had completed two years though, my enthusiasm had waned somewhat. This was a pattern that was to repeat itself for me in future jobs before I understood that this is simply the way my brain works when it comes to paid employment. I can operate at high intensity for around a year, or even 18 months at a push, but then it seems that my brain needs a break. I no longer worry about this; I simply accept that we as people are all built differently, and some of us were not designed to work in stressful full-time professional jobs.

I stuck with the long hours for two years, and then handed in my notice to fulfil a long-held dream of returning to Australia. I had lived there while playing grade cricket in Sydney in my early twenties, but this time I would be going for the long term as a permanent resident. After around five more years of living in Australia, I finally became a proud Aussie citizen.

While I had been in Cambridge, I had started to realise the value of building assets instead of focussing on income. Although I was not in a relationship with her at the time, I could see that my now wife was the clearest example of how this can work. While I had a great salary, I had no assets. In fact, worse than this, I actually had a student loan debt to pay off that I had taken out to pay for my university tuition fees.

By contrast, my wife had bought her first property, a two-bedroom townhouse, when she was 21 for the princely sum of £72,000. It was a mortgage repossession, and friends and colleagues had said she was ‘crazy’ to pay so much for a terraced property. However, within eight years it had tripled in value and she had paid down an impressive chunk of the mortgage. She also paid herself first, by paying the mortgage and by directly paying a percentage of her salary into an ethical FTSE (Financial Times Stock Exchange – pronounced ‘Footsie’) tracker fund, a cash ISA (a tax-favoured Individual Savings Account) and a Sainsbury’s savings account that couldn’t be accessed. In comparison, I was absolutely nowhere.

When I arrived in Sydney, I again took up employment as an auditor at Deloitte, in the absence of any other particular plans. I still had not fully realised that earning a high salary is not the way to true wealth. Importantly, I still did not possess the requisite skillset for being a top auditor: detail-focussed, an introverted rather than an extroverted personality and infinite patience. Perhaps a passing interest in auditing might actually have been a small help too! After seven long years in the auditing wilderness, I finally learned the key lesson – work in a role that does not inspire you and for which you are not suited for long enough and eventually you will do it badly. What I lacked was congruence.

We all need to understand that each person is an individual, and we are all different. Not everybody is designed for stressful positions, or for managing large portfolios of clients. It’s a simple fact of life that we all have different strengths and weaknesses.

With the benefit of maturity on my side, I can now see that Deloitte is a fine employer and, in my biased opinion, the finest of the accounting firms. The problem was that I was performing a role that did not suit my personality type, any of my interests or my attention span. It is sometimes overlooked that the same person is unlikely to be equally skilled at performing all of the roles from the most junior graduate positions up to partner level. This is why, I suppose, some mediocre performers at graduate and analyst level confound their peers and go on to be the best partners. Ask any partner and I am sure that they will tell you that the required skills at partner level are totally different to those that they needed at other stages of their career. They need to be better salespeople for one thing.

It was around this time that my appalling diet, late-night lifestyle and accumulated stress began to catch up with me. The human body is a remarkable thing, but fail to listen to it for too long and eventually it will go into meltdown. I had been running ‘in the red’ for a couple of years – I practically survived on full English breakfasts, caffeine and junk food throughout the day and plenty of alcohol in the evening, followed by around five hours sleep before brewing another morning coffee. Throw into the mix a stressful manager position that I was in no way suited to, an ugly relationship break-up (not with my now wife, I should add) and a relocation to the other side of the world, it is little wonder I was destined for some kind of catastrophe.
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