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            This book is just like Pete: clear, organised and intelligent with an easygoing style. The valuable information within is actually a how-to manual or blueprint for how to escape the rat race and live a life of financial freedom… written by someone who’s actually managed it. What an achievement!
      

            Michael Yardney, #1 Amazon best-selling author and voted Australia’s leading property investment advisor.
      

            After thoroughly enjoying Pete’s first two books, I once again learned effective strategies to get ahead of the game. Pete conveys his messages in simple terms that are easy to understand and gives you the tools to create long term wealth. Another great read!
      

            Jonathan Giles, AFL player, Essendon Bombers.
      

            Congratulations on your decision to buy this book! If like me you’ve read Pete’s previous books, you’ll have high expectations… and you won’t be disappointed! Expect sensible, practical, and well-articulated strategies to follow all the way to financial freedom, from a man who has done it himself.
      

            The first time I met Pete, he told me very simply that ‘investing is fun’. Whether or not you agree, it shouldn’t be a mystery. And with this book in your hand, it no longer is. I’m excited for you. Big things lie ahead!
      

            Jacquii Alexander, four time elite fitness World Champion, and owner of a multi-million dollar property portfolio.
      

         

      
   


   
      
         
            Part
          One
      

            3 Golden Rules For Multiplying Results
      

         

      
   


  
   
    
     
      1
     

     
      What Do You Desire?
     

    

    
     1
    

    
     
      ‘Compound interest is the greatest mathematical discovery of all time.’ – Albert Einstein.
     

    

    
     The life of your dreams
    

    
     We all have a dream of the way we would like our life to be. All of us want to experience happiness and to lead a great quality of life. Yet for too many, dreams become watered down over time by the realities of everyday life or even forgotten about completely. Instead of trying to figure out ways to accomplish their dreams, people too often become side-tracked by trivialities and fail to recognise the bigger picture or put detailed plans in place to achieve their longer term goals.
    

    
     All of us would like to chase our dreams, but life just seems to get in the way. People do not seem to have enough time, money, enthusiasm or holidays. Jobs can be unfulfilling and instead of experiencing the true pleasure of living a life once dreamed of, people compare with envy the quality of their lives to that of their peers.
    

    
     
      There are 3 golden rules for multiplying your results.
     

    

    
     In order to maximise your awesome potential and multiply your results, you need to understand why this occurs and exactly how to action the changes you need to make in order to design the life that you once dreamed was possible. You need to raise your standards above the mediocre or humdrum, change the limiting beliefs that are holding you back from maximising results and implement specific new strategies that can help you to achieve your ultimate goals.
    

    
     There are three golden rules which you can use to multiply your results - not only when investing in property or shares, but also in business and indeed in all areas of your life. If you can master these three golden rules, what you can achieve may be almost limitless. These three golden rules are:
    

    
     
      	
       Golden Rule
       
        #1: The 80/20 Principle
        - most of your results will be derived from a handful or ‘vital few’ of your decisions and actions;
      

      	
       Golden Rule #2:
       
        Snowballing
        your results - understanding and then using compound growth; and
      

      	
       Golden Rule #3:
       
        The Pleasure-Pain Principle
        - what you link pleasure and pain to will determine the way in which you act and thus your results.
      

     

    

    
     In this book I will show you how you can first understand and then apply these three golden rules across all areas of your life in order to massively improve and then continue to multiply your results to a level above and beyond what you may have believed to be possible.
    

    
     Getting out of the rat race
    

    
     I am the author of two previous books on personal finance and investment, the co-founder of a property buying business with offices at Mayfair in London and Martin Place in Sydney, and an investment mentor. I built a significant net worth for myself from scratch, quit my career job when I was 33 and have been a business owner since that time. Over the years of mentoring and coaching my clients, if one question seems to be asked of me more than any other, it is this:
    

    
     
      ‘How quickly can I be financially free and retire?’
     

    

    
     Now here is the thing - I believe that the traditional concept of retirement is old fashioned and somewhat out of date. In decades now past folk typically worked from a young adult age until they hit 65, often in one career or even in only one job for one employer, and then retired on their pension for a short while before shuffling off this mortal coil.
    

    
     That is not really how it works any more, and nor should it be! It occurs to me frequently that if your goal in life is retiring as early as possible, then it is quite likely that you are working in the wrong career, or at the very least you are engaged in a job or role which does not genuinely inspire you. The part of your life which is your work should be something which gets you out of bed each morning excited, passionate and raring to go!
    

    
     
      How can you make your vacation your vocation?
     

    

    
     The true goal of this book therefore is to offer you a practical guide for how you can design the life you want to lead, how you can build and compound the wealth you require to take your focus away from a dependence on your full time job or pay cheque, and how you can then choose to make your vacation your vocation through turning your passion into your business. As Mark Twain once observed, the person who is able to make their vacation their vocation will never feel as though they have ‘worked’ a day in their life. In my experience that is absolutely true.
    

    
     As you will have gathered from the book title, there are three golden rules which you must be aware of and resolve to master if you are to multiply your results, and these three themes will be returned to throughout this book. This is a lot of ground for us to cover in a relatively short space, so let us get straight into it.
    

    
     A bit about this book
    

    
     I was originally a Chartered Accountant by profession, but this is not a book that will be filled overwhelmingly with numbers. Although the numbers
     
      80
     and
     
      20
      will feature prominently because of my belief in the colossal power and reach of the 80/20 Principle, I will not spend pages analysing figures which will make your eyes glaze over. Instead, I will show you some simple yet powerful principles which:
    

    
     
      	
       Help you to set huge, thrilling and inspiring goals
      

      	
       Show you how to get the power of compounding growth or ‘snowballing’ working in your favour in order to generate significant wealth throughout your lifetime
      

      	
       Understand the psychology of life success and how to achieve emotional mastery
      

      	
       Easily understand how to become a long-term successful share market investor
      

      	
       Create very substantial and sustainable wealth through real estate
      

      	
       Make your vacation your vocation by turning your passion into your business
      

      	
       Help you to escape the rat race to design and live the life you choose, rather than one which is dictated to you by your boss, your job or your mortgage.
      

     

    

    
     Yes, we will cover how to invest successfully in property and shares. But this book is so much more than that. It is also a motivational tool which will help you to set big goals, teach you how to transition from paid employment towards financial freedom (and if you so desire working for yourself in a line of business which gets you out of bed each morning, passionately excited and champing at the bit), and how to improve the quality of your life, health and relationships.
    

    
     And a bit about me…
    

    
     So why listen to what I have to say as opposed to all of the other motivational books out there? There are plenty of them on the shelves, to be sure! The problem I have with a lot of motivational books when it comes to building wealth and designing your ideal life is that they are very heavy on motivational content but light on the practicalities of so doing. That is not too surprising in some regards, as plenty of wealth creation and success books are written by those from a positive thinking background, such as personal trainers and the like.
    

    
     
      It all starts with getting your personal finances in shape.
     

    

    
     In contrast, my background is in finance. From the first day of my career when I trained as a Chartered Accountant in London, I have only ever worked in financial employment as well as being an investor in financial markets and the co-founder of a property investment advisory business based in London and Sydney. Simply put, investment, business and finance are what I do.
    

    
     In my late twenties, I was still working as a Chartered Accountant in Sydney with one of the Big Four accounting firms, but I knew something was not quite right in my life. I spent a great deal of time in the office or working with clients, and had very little free time. Perhaps the majority of my week was consumed by people who were a drain on me, rather than those who added vitality to my life or inspired me to be the best that I could be.
    

    
     My career paid well enough and I quite enjoyed most of it, but I was never genuinely passionate about it and therefore I was never likely to be an outstanding or inspirational performer myself. Thanks to a vital few smart investment decisions made with my wife (who incidentally is also a Chartered Accountant, and a much more diligent one than me) we became relatively well off at a young age. It is notable looking back that the great bulk of our net worth at that point in time was attributable to only a vital few smart decisions and successful property and shares investments that we had made, and very little was due to our salaries.
    

    
     
      Learn to harness the power of the 80/20 Principle.
     

    

    
     I was able to continue making radical improvements to my life once I began to fully comprehend the power of the 80/20 Principle. It eventually became more and more clear to me that tinkering around with my life at the margin was simply not going to fit the bill. Working harder and more efficiently as an accountant - as they used to advise us to do in training courses - would have had very little meaningful impact on my life.
    

    
     I had originally thought that being a Chartered Accountant was the ideal career for me. I was almost right, but not quite. I loved working with numbers and was hugely passionate about economics, finance and investment, but the daily travails of working in professional practice and then later working in the mining industry as a Financial Controller did not genuinely excite me.
    

    
     I worked for the one of the world’s largest accounting firms, but was not particularly well suited to working for a massive organisation, and I certainly never had a great deal of interest in office politics, appraisal reviews, efficiency drives or clambering my way up the career ladder. I ultimately resolved this by first establishing my own financial security as an investor and then subsequently founding a business around my passion which directly assists others in how to achieve the results that I have. Now
     
      that
      is something which excites me and gets me out of bed each morning raring to go! These days I cannot wait to wake up and start the day.
    

    
     
      Success in life is achieved by snowballing your assets and doubling down on your successes…growth upon growth.
     

    

    
     As I will show you in this book it is possible to use the power of focus and the 80/20 Principle to create a large and snowballing net worth which allows you to escape from the reliance on a career job or pay cheque and to understand how to create business income from a relatively small number of clients. I made these dramatic changes to my life through designing the life that I wanted to lead and then building a specific plan to transition away from the rat race of paid employment and towards a life following my passion.
    

    
     Living the 80/20 way does not mean only doing the important stuff which is getting you results and forgetting everything else. It is a far more empowering concept than that. Instead following the principles of 80/20 living requires you finding out which strategies are working best for you and
     
      doubling down
     on them. It means focusing on your passion, because what you are passionate about you will also excel at, and importantly, this will also bring vitality and happiness to your life.
    

    
     
      The 80/20 Principle dictates that you should recognise what is working and do more of it.
     

    

    
     Almost by definition therefore, when it comes to your personal finances and investing it may not be the smartest thing to do to take the financial advisor’s advice and invest a little bit in everything. That will at best lead to average or ordinary results. Instead, why not become an expert in one or two strategies and use them to invest as an expert? I will show you in this book that this can be relatively straightforward to do if you understand a few basic rules and seek professional advice where necessary. The 80/20 Principle holds that through the power of focus you can attain results far in excess of what you previously believed to be achievable.
    

    
     Your childhood dreams
    

    
     Think back to your childhood. Did you have dreams of how life might pan out? I suppose that you did. Has it turned out the way you expected? The problem for most of us is that over time, small piece by small piece childhood dreams are gradually chipped away or battered down by the realities of everyday life, and gradually people come to accept that life will be not be the way they dreamed it would in younger years.
    

    
     
      You can make a decision today to follow your dreams.
     

    

    
     You do not have to accept second best if you choose not to. You can choose to design the life you want to lead, and through applying the 80/20 Principle to identify how to achieve those results, you can live it too. One word of warning, however. You have to be able to commit to changing. As the old saying goes, if you keep doing what you have always done, then you can expect to keep getting what you always got.
    

    
     A short parable in the book
     
      Who Moved My Cheese?
      explains how important change is to us as individuals. Whether we like it or not, change happens in the world. The inescapable conclusion of this is that we need to be able to anticipate and monitor change, be adaptable to change ourselves, and further, to actually enjoy doing so. If you can be flexible enough to adjust to change you can flourish, but if you fail to adapt your life could become moribund or stagnate.
    

    
     In fact this parable is even more poignant than that – you need to adapt to change but you also need to embrace it and make it work for you. You need to become a
     
      master
      of change by taking back control. I can remember back in my career days daring to dream that I would be able to become a multi-millionaire and escape from my job as an accountant, and all the way through my journey, I heard one phrase, or a variation of it, continuously:
    

    
     
      ‘That is not possible. You can’t…’
     

    

    
     If there is one thing that is more or less certain in life, it is that if you believe you cannot do something you will fail to achieve it in any sustainable way. This is precisely why motivational books spend so much time considering mind-set and the psychology of success. Looking back, the people who said that my goals were not achievable have almost without exception not achieved remotely the level of success that they might have done in their careers, lives or personal finances. Their doubting inner voices became self-fulfilling and they have not always maximised their undoubtedly limitless potential.
    

    
     Who is to say that you cannot achieve financial freedom and choose to live the life you want? Of course you can do it. Other people continue to achieve it, so why not you? I suggest here that a very good starting point in achieving the success you want is to surround yourself with positive and like-minded people, and conversely gradually move away from people who light-heartedly take the rise out of you for daring to dream big. Think about it - why would true friends ever need to drag their peers down?
    

    
     Another key point to understand is that success is not a mountain to be scaled. You can start to live a happy, successful life now, right here today. It is true that one reason people do not achieve great long-term financial results is that they focus too much on short-cuts, short term plans and immediate outcomes. This is why it so important to understand the concept of compounding growth, a snowballing effect of your investment returns and life results. The ability to multiply your results through snowballing is the second golden rule which we will consider in more detail in chapter 3 and beyond.
    

    
     Make a genuine decision
    

    
     The first thing you must do if you want to escape from the rat race of dependence on a pay cheque and begin to live the life you truly want to lead is to make a genuine 
     
      decision
      to do so. What does it mean to make a real decision? The word is derived from the Latin
     
      decider
     , meaning to
     
      cut off
     . To make a real decision means that you have literally chosen to cut off all other alternatives. And that is how it is when it comes to building wealth and designing the life you want to lead. You need to make a decision to cut yourself away from the choice of failure.
    

    
     
      Making a decision to achieve a goal means cutting off all other alternatives.
     

    

    
     Why is this so vital? The reason is that in the life of every person there will necessarily be failures and setbacks. What separates the winners from the rest therefore, is a total and absolute commitment when things do not go as planned to resolve to get back on the horse and never, ever give up. The ultimate goal of this book is to guide you on how to get from where you are today to where you want to be, but whatever plans and strategies you implement you will of course always encounter obstacles to success. Only you can decide if you have the burning desire and commitment to overcome them.
    

    
     True wealth
    

    
     
      ‘I hate to be a failure. I hate and regret the failure of my marriages. I would gladly give all my millions for just one lasting marital success.’ – J. Paul Getty.
     

    

    
     For all of the above, it is important to recognise that happiness and success is rarely derived solely from material possessions. In previous years I spent a lot of my time living and working in East Timor, known to locals as Timor-Leste. Timor has had a challenging history having been through war, occupation, civil unrest, genocide and mass starvation. As a result, the country today remains one of the poorest on the planet. While it may be a
     
      cliché
     , one thing I learned as a result of living with the wonderful people of Timor is that material wealth and possessions are not in themselves what cause people to be happy or otherwise.
    

    
     This is one of those things that you hear people say regularly, and I can assure you it is absolutely true! In order to be happy, what we actually need are meaningful human relationships, our health and, importantly, a true purpose and meaning to our lives. So while this book in part shows you specifically how to build financial wealth and discusses the practical challenges of building a successful business, its true scope is much wider than that. As well as snowballing or compounding your wealth, I want to inspire you to compound your education, your quality of life, to widen your horizons and to find a real meaning for your life and a means of contribution.
    

    
     
      Wealth comes in many different forms.
     

    

    
     It has always been interesting to me how some people are quite content to stand still or meander through life doing more or less the same thing. Routine is comfortable to them, travel is not a significant draw-card and job security tends to be paramount. There is nothing inherently right or wrong with that, but I was simply not built that way. I have often felt that if I was not moving jobs or moving house every couple of years then I was somehow missing out on the opportunity to do something new, experience new horizons or learn new skills. Interestingly, I was always quite happy with repetitive work provided that I could see that my overall career was still progressing.
    

    
     
      Persistence pays.
     

    

    
     Too often today people lack persistence and are always looking for shortcuts or are not prepared to put in the hard yards. I have also come to realise that restlessness can be a hugely effective character trait when it is used and channelled in the right way and is utilised as a tool for constant improvement. The second golden rule of this book alongside the 80/20 Principle relates to the power of compounding, snowballing or growth upon growth. Compound growth is such a powerful force that it nearly always seems to defy logic.
    

    
     While my expertise is in the realm of personal finance and investment, I want you to consider not only building wealth for the sake of becoming rich, but also to understand how you can grow and compound the quality or your life. Think of all the areas of your life which impact the quality of your existence. Here are a few, in no particular order:
    

    
     
      	
       Friendships
      

      	
       Relationships
      

      	
       Your career or business
      

      	
       Your home and living environment
      

      	
       Family
      

      	
       Nutrition
      

      	
       Exercise
      

      	
       Physical and mental health
      

      	
       Spirituality
      

      	
       Financial wealth
      

      	
       Charitable giving or volunteering
      

     

    

    
     I have only scratched the surface here and naturally there are many other areas besides these. When you stop for a moment and consider all of these various parts of your life, do you think that it is drawing too long a bow to say that you could aim to improve the quality of your life by say, 5 percent each year, however that may be measured? Of course not! If you set yourself big and inspiring goals and then resolve to chase them like a dog with a bone, you can easily improve your life quality by 5 percent each and every year. In reality you can achieve much, much more than that.
    

    
     I have come to understand over the years that snowballing or compounding does not only create awesome and magical power in terms of your financial health. You can compound your wisdom, your self-worth and your sense of contribution. Small gains at first can become larger gains later through building upon past successes. In fact, you can compound the quality of your entire life. And if you start to do it now, imagine how different your life in the future could be from the alternative path of periodically taking two steps forward only to then take three steps back. And no, it does not matter if you are not 21 anymore. Resolve to start today!
    

    
     By committing to making constant small improvements to the way you live, work, save, invest, exercise and socialise each day and each week through your life, the snowballing effect can and will see the quality of your existence improve dramatically over time. At first the changes may seem to be marginal, but over time the impacts will begin to have far-reaching consequences that you may never have anticipated when you started out. So start today!
    

    
     Following your passion
    

    
     What if you could get out of bed each morning passionate and raring to go because you are doing what you really always wanted to do? Well, you can! And that is what this book is here to help you with, to help you design the life you want to lead, establish the financial base you need to allow you to follow your passion, and then to turn your passion into your business. This book comes in five short parts, as follows:
    

    
     In
     
      Part One
      of the book I will discuss how you can use the power of compounding in all areas of your life in order to achieve greater things than you may ever have believed possible. I will spend some time discussing the psychology of life success and how through setting huge and inspiring goals you can excite and infuse yourself with the energy required to take decisive and committed action daily.
    

    
     We will also take a look at the third golden rule for multiplying your results, the Pleasure-Pain Principle. The Pleasure-Pain Principle is vitally important because it can help you to understand human behaviour and the reason we behave in the way that we do. If you can become a master of this concept in concert with an understanding of the 80/20 Principle and the ability and understanding of how to compound or snowball your results, the potential of what you can achieve can be boundless.
    

    
     In
     
      Part Two
      we will then take a look at your personal finances and investments and specifically how you can go about building a portfolio of assets which will keep going out to work for you
     
      as long as you live
     , even
     
      beyond
      your own lifetime. Though acquiring quality, appreciating assets for the long term you can begin to build and snowball your net worth and gradually shift your focus away from a reliance on a pay cheque and towards following your life passion.
    

    
     In
     
      Part Three
      comes a closer look at the practicalities of investing and how you can deal with adversity and the inevitable false starts and setbacks, since in life there will always be such hurdles to negotiate. We will also take a look at how to re-prioritise your life, including moving away from the prevalent modern mind-set of mass consumption and towards one of contribution.
    

    
     In
     
      Part Four
      I will cover why and how you might consider making your vacation your vocation, in particular how you might choose to get started in business or self-employment from a small base, and the practical logistics of how this can be done. That is, to follow your passion so that you can wake up each morning thrilled with the excitement of being able to do what you are truly passionate about.
    

    
     Finally in
     
      Part Five
      we will look at living the life that you have designed for yourself and how this can be sustained in a meaningful way. Throughout the book I will refer to the three golden rules and how you can continue applying these and multiplying your results throughout your life. Remember these three golden rules which we will look at in turn are:
    

    
     
      	
       Golden Rule #1: The 80/20 Principle
      

      	
       Golden Rule #2: Snowballing your results
      

      	
       Golden Rule #3: The Pleasure-Pain Principle
      

     

    

    
     Let’s go!
    

    
     As with all my books, I have intentionally kept this book relatively succinct and to the point. It is not intended to be an encyclopaedia on everything there is to know about personal finance, investing, the psychology of success and setting up a small business. Rather it is a book which aims to show you the power of focus and just how much can be achieved if you focus intensely on the things in life which really make a difference. After all, that is what living the 80/20 way is all about. All set? Good, then let’s get going!
    

    
     
      Introduction
     

     
      » Most of the big results in life come from a vital few key decisions, and therefore you need to get the big decisions right
     

     
      » The 80/20 Principle holds that you should actively recognise the strategies that are working you, and resolve to replicate them
     

     
      » The most powerful force available for all us all to use is compound growth – growth upon growth
     

     
      » The snowballing effect can be utilised in and applied to most areas of your life
     

     
      » This is a book about designing the life you want to lead, and then living it
     

     
      » Through setting inspiring goals which excite you enough your persistence will naturally follow
     

     
      » Persistence pays off!
     

    

   
  

 
  
   
    
     
      2
     

     
      Golden Rule #1 Living The 80/20 Way
     

    

    
     2
    

    
     The Universe is unbalanced
    

    
     The Universe is not balanced. It’s out of whack. Although it is fashionable today to speak of the importance of balance or the twin concepts of
     
      yin
      and 
     
      yang
      from Chinese philosophy, successful people intuitively understand that in truth the dice in business, investment and in life are loaded.
    

    
     The first of the three golden rules to understand and then use to your advantage is the 80/20 Principle, a concept which was first written about more than a century ago. Way back in 1906 the Italian economist Vilfredo Pareto noted that 80 percent of the land in Italy was owned by only 20 percent of the population. It often also proves to be the case that more than 80 percent of the wealth of a nation is held by fewer than 20 percent of its inhabitants. The world we all inhabit is curiously, yet surprisingly consistently, unbalanced.
    

    
     
      A small number of inputs cause most of life’s outputs.
     

    

    
     Pareto went on to develop his principle by observing that 20 percent of the pea pods in his garden contained 80 percent of the peas, and the famous 
     
      Pareto Principle
      was born. Today, people often instead refer to the 80/20 Rule or the 80/20 Principle (or sometimes even the Law of the Vital Few), but the name you prefer to attach to this concept is of far less importance than how you choose to apply it to your own life.
    

    
     Consider the potentially huge implications of this simple rule! Most of your personal wealth will likely be derived from only a handful of your investment decisions. In business it is often the case that only 20 percent of customers account for 80 percent of revenues and profits. Meanwhile 80 percent of customer complaints are frequently derived from only 20 percent of the customers (and guess what – it is unlikely to be the same 20 percent of customers that are generating most of your turnover!). The examples go on and on.
    

    
     So what does the 80/20 Principle really mean for us as individuals? In short, nearly all of the genuinely significant results in your life will be derived only from a vital few of your actions. On the other hand, most of what you actually do achieves very little. The significance of this is that if you can harness the power of this simple concept and apply it across the way you live, work and invest, you can radically improve the quality of your life including your wealth, health, relationships, happiness and more.
    

    
     Better still, if you can make a few good decisions, observe very carefully what is working most effectively for you and then resolve to double down by doing 
     
      even more
      of it, your results can get better and better. The 80/20 Principle can be a phenomenally powerful tool when it is thoroughly understood and applied effectively, and it represents the first of the three golden rules which are recurrent themes throughout the course of this book.
    

    
     Getting it 80 percent right
    

    
     One of the reassuring things about the 80/20 Principle is that there can be plenty of headroom for mistakes. You do not have to get everything right all of the time. This is fortunate, because we are all human and we all make mistakes every day. I know for sure that I do!
    

    
     This is one of the important facets of the 80/20 Principle. You by no means have to be perfect, and nor should you necessarily even try to be. After all, to err is human. However, you do need to resolve to learn from genuine mistakes, ensure that you get the big decisions right and, above all, aim to be the best 
     
      you
      that you can be. The majority of your most important results will come from getting the basics right. The rest is just fine tuning!
    

    
     
      ‘Tell me and I forget, teach me and I may remember, involve me and I learn.’ – Benjamin Franklin.
     

    

    
     Remember, living the 80/20 way does not mean only taking the key actions which are getting you results and ignoring other parts of your life. The 80/20 Principle is a more empowering concept than that which requires that you study which of your strategies are achieving results and
     
      doubling down
      on them. The 80/20 Principle also implies that you should focus on your passion. This is in part because what you are passionate about you are likely to become a great expert in, and just as crucially, this is because doing what you are passionate about should also make you happy and fulfilled.
    

    
     Investment mentor
    

    
     Having invested heavily in real estate and stock markets over the years, I suddenly found myself in my early thirties in the happy position of being surprisingly wealthy. What is remarkable as an investor is how the small but satisfying gains which you generate in the early days can grow and compound until the gains become larger than you had ever anticipated or even dared to dream when you started out. I began mentoring others on how to replicate my successes and side-step the inevitable pitfalls which I encountered.
    

    
     
      ‘The most powerful force in the Universe is compound interest.’
     

     
      – Albert Einstein.
     

    

    
     This snowballing effect is the second of the three golden rules of this book which we will consider further in the next chapter and beyond. You can make huge strides as your life progresses far in excess of what you believed was possible at the beginning of your journey. The gains you make later in life can total more than the sum of all of your preceding results combined - your second million will be considerably easier to make than your first. A commitment to consistent and never-ending improvements can also start a chain reaction in to other areas of your life.
    

    
     Upon realising with relief that I no longer was compelled to work full time in my professional career as a Chartered Accountant in order to chase an everhigher salary - half of which was lost in taxes anyway - I went to travel the world for 18 months visiting more than 25 countries. This gave me an awful lot of time to think and reflect on what strategies had worked for me and which courses of action had been less effective.
    

    
     Thereafter, I gradually shifted via a period of part-time contract work, from employee to business owner. Today I am the co-owner of a property business with offices in London and Sydney. And in this book I will provide an indepth explanation of how you can achieve a similar goal of rotating out of the workforce in order to follow your passion and you can do so sooner than you might believe.
    

    
     
      Transitioning away from reliance on a pay cheque is challenging but achievable with patience, time and discipline.
     

    

    
     What became clear to me through my mentoring sessions with clients was that so many everyday people have the same - or at least very similar - questions about how to get started and how to be successful in investment. While the specifics of each question always differed a little, very similar themes cropped up over and over again. The years of mentoring my clients has given me a deeper understanding of the most common challenges and hurdles people face and how they can overcome them.
    

    
     
      ‘History doesn’t repeat itself…but it does rhyme.’ – Mark Twain.
     

    

    
     I therefore set out to present to you here a simple one-stop shop of how to first design and then live the life you dream of, using simple principles to master the share markets, how to become a substantially wealthy investor in real estate and how to turn your passion into your business to free you from the shackles of employment. In particular, I have looked at all times to cover off those key questions that seemed to keep being raised by my clients.
    

    
     ‘But I don’t have the time?’
    

    
     Have you ever heard of the concept of opportunity cost? Here is an example. When companies calculate their cost of their capital, they understand that it would be nonsensical to undertake projects which return less than the cost of financing them. A mining company might elect to invest one million dollars in a new piece of crushing equipment which could increase its throughput rates. Before it does so, however, the company will generally need to look at what that money might be doing for them instead.
    

    
     If that $1 million could alternatively be invested at a risk-free return of, say, 5 percent per annum, then it could be said that the crushing equipment has an opportunity cost of $50,000 in year 1. The crushing equipment should therefore be increasing throughput sufficiently to return additional cash flows more than the equivalent of an extra $50,000 each year over its useful economic life. Put another way, before you spend some money or invest it, it is first useful to know what you are foregoing or missing out on by so doing. Companies do this all the time when they analyse projects.
    

    
     
      Opportunity cost can be intuitive.
     

    

    
     Whether you realise it or not, opportunity cost applies to your personal finances. Each time you spend your hard-earned dollars on a treat or a luxury, there is a twin cost attached to it. Firstly, once you spend your dollars, you do not have that money in your pocket or bank account any longer. And secondly, those dollars spent could have been invested in assets which might earn you many more dollars in the future.
    

    
     What is perhaps slightly less obvious is that opportunity cost also applies to your time. It is truly amazing how often you hear people say that they do not have time to sort out their personal finances, get started in investing or attempt to chase the life of their dreams. The fact is that you have 24 hours in a day and 7 days in a week, just the same as I do. What is more, Richard Branson and Bill Gates have the same number of hours in a day that we have.
    

    
     Therefore it does not really make sense to say that we don’t have the time to do something, for by definition we all have the same amount of time as each other. What we are really talking about is how we prioritise our time. Remember that 80 percent of our results come from only 20 percent of the causes or inputs, so by focussing on what is important, we should all be able to free up some time to dedicate to investing.
    

    
     Donald Trump is an example of someone who takes the concept of opportunity cost to its ultimate extreme. He sees life as a competition as to who can be the richest and biggest businessman and therefore only sleeps for four hours each night. Sleep is seen as wasted time in the great competition of life. Clearly I do not recommend such an extreme approach but it seems to work for Trump as he confesses that he loves the competition aspect of life.
    

    
     While the concept of opportunity cost might be seen to induce stress, it need not. Whether or not we realise it, we all weigh up opportunity cost almost every time we make a decision. Each time you elect to work overtime instead of going to the pub, go to the football or go shopping, or choose a slice of cake instead of going to the gym, you are intuitively weighing up the costs and benefits of each decision.
    

    
     
      Opportunity cost can impact careers too.
     

    

    
     By way of a practical example, over recent years an increasingly tough choice has faced many youngsters. With the introduction of expensive university tuition fees, would-be students must balance up the benefits of a university education which may see them incur considerable debt against the long-term benefits of attaining a degree or higher education qualification.
    

    
     By the time a student has graduated with a debt burden, his or her schoolfriend who shunned higher education may have worked for three, four or even five years and saved a significant amount towards buying their first house. A graduate might earn a higher salary but they probably need to do so in order to pay off their student debts! Of course, these can seem to be impossibly difficult decisions to make at such a young age.
    

    
     When I was younger a colleague at the accounting firm I worked for, Deloitte, said to me that he couldn’t see the point in owning a large portfolio of properties and shares as I did, as it would be stressful and take up too much time. The irony of this is that working in professional practice can be such an all-consuming career itself, with employees often working 40, 50 or even 60 hours each week for one heavily-taxed income. There is very little leverage in that unless you are earning some serious dollars, and all of those hours of employment can have the greatest opportunity cost of all if you are missing out on living life.
    

    
     The internet age brings new opportunities
    

    
     It seems almost hard to imagine now, but not so long ago there was no internet and no email. People communicated face-to-face, over the phone or sometimes by fax. Imagine the difference that this technological revolution has made to the way in which we do business and the way, for example, in which people trade shares so much more frenetically. In my profession – accounting - bookkeeping was until relatively recently recorded in actual books. The ledgers were handwritten. When complex consolidated group accounts were prepared the auditors pored over seemingly endless worksheets which folded outwards and outwards…and outwards. Today the thousands of journal entries can easily be encompassed in a simple spreadsheet.
    

    
     
      Information moves ever more quickly today.
     

    

    
     There was a widespread assumption that the advent of electronic communication would make the accounting profession infinitely more efficient and free up more time for accountants to focus on other things. Some even felt that auditors would become obsolete, since everything would be recorded so efficiently and accurately that the human element would become surplus to requirements.
    

    
     It never happened, of course. Certainly ever more information and data got emailed or pinged around, and more and more data travels today with previously unthinkable velocity. In certain ways the world has become less efficient rather than more. A whole new mini-industry sprang up – ‘Time Management’ - which aimed to help middle managers utilise their time more effectively.
     
      Prioritise the key tasks
      was one of the key suggestions.
     
      Think marginally about your time
      was another. I can’t remember any others, but I am sure there were plenty of them which we learned about in lengthy training sessions that took up lots of valuable…well, time.
    

    
     For most professionals and employees today there seems to be less and less time in the week. Indeed, the modern world is seemingly becoming polarised between those who earn good money yet have little or no free time in which to enjoy it, and those who are under-employed and thus have all the time in the world to do stuff, but no money with which to do it!
    

    
     
      The internet can be used to leverage your time.
     

    

    
     It is important to understand that the internet and information age has also brought with it great benefits for those who understand how to leverage the new technology. Information is more freely available than ever before, should you choose to seek it out. The world and information moves more quickly, which can be a huge benefit to those who know how to utilise it and benefit from it. Better still, the internet age has made going into business or becoming self-employed far more accessible with lower overheads than has ever been the case before. Young internet entrepreneurs have built multi-million dollar and sometimes even billion dollar businesses from ideas they first conceived in their own bedrooms.
    

    
     What might you be able to achieve if you can identify in life what you are truly interested in and passionate about, what makes you happy and in what areas of life you have a natural advantage? What if you can double down and do even more of what you excel at and what excites you? Can this bring greater results and more happiness? We spend the majority of our time – perhaps as much as four-fifths of it - on matters which achieve very little of any importance and bring us little happiness. How can you instead grasp the 80/20 Principle and use it to your advantage? There is little point in tinkering around at the edges with the management of your time. Instead, you need to consider how and where you can achieve results and happiness and apply time to that field with gusto.
    

    
     
      To escape the drudgery of the rat race or dependence upon a pay cheque, you first need to build a portfolio of assets.
     

    

    
     To escape from a total reliance or dependence upon a pay cheque, paid employment or a career which you do not find inspiring, first you need to build a portfolio of quality income-producing and appreciating investments that will bring you income and capital growth in perpetuity - for as long as you live.
    

    
     I want you to learn how to invest in quality assets which you never have to sell because they will keep on going out to work for you in perpetuity. Then, for ongoing cash flow or income you can choose to make your vacation your vocation by turning your passion into your business. It is worth making the point here that although Part Four of this book goes into some detail about how to make your vacation your vocation by turning your passion into your business, there is equally no reason that you cannot fulfil the same goals by working in a paid job in your area of passion.
    

    
     Modelling the 80/20 way
    

    
     One of the most useful and effective tools in your entire armoury if your goal is improving your life is that of
     
      modelling
     . That is, to find someone who has achieved the goals that you want to achieve and to model what has worked for them - to learn from what has worked so effectively for them and what has not and apply the learnings from their experiences yourself.
    

    
     If your goal is to become the CEO of a large company or a Partner in a professional services firm, find CEOs or Partners who have achieved the success you want, and study how they became successful. If instead your ultimate goal is to found and then run a football coaching school, find someone who has achieved just that. Through modelling their most effective actions, strategies, performance and demeanour you can begin to achieve the same results, perhaps even more quickly and effectively than they did themselves. You can learn from them the potential traps and pitfalls too.
    

    
     Having established myself as a property investor in London and in Sydney, one of the key mentors I chose in order to take my property investing skills up to the elite level was the best-selling author and leading property expert and advisor Michael Yardney. Why did I choose him above all of the other possible real estate gurus? Mainly because he had a proven track record of achieving results over a period of forty years and was most certainly not a flash in the pan.
    

    
     
      Find mentors who have already achieved your goals.
     

    

    
     There were plenty of other real estate experts selling their wares, but many of them seemed to be relatively new to the property game or were claiming to have discovered some new angle or fad. That is definitely not what you want from an investment mentor. Instead you want someone who has been there and done it over a prolonged period of time, through the highs and the lows of many market cycles. The full gamut of their experiences, which have been gleaned through good times and bad, can be priceless. I do not even know whether he realises it himself or not, but I still learn something new from Michael every day.
    

    
     In the world of share markets and investing, I have read and learned from hundreds of books over the years and probably tried each and every approach to investing and trading at some point in time. And my word, there are lots of them! Eventually I came across one short book by top-selling author and investor Peter Thornhill which brought it all together and made share investing make perfect sense.
    

    
     I quickly realised that Thornhill must be a man worth seeking out, and having got to know him I learned more from his words of wisdom than from reading thousands of pages of moderately useful information elsewhere or watching the endless dozens of talking heads on the television. This is a superb example of the 80/20 Principle in action! What this book helped to clarify for me is that the share markets have become plagued by speculators, always wondering, hoping or praying that they know which way the market will dive next. His book puts into black and white what I had intuitively felt. Investing need not and
     
      should not
      be that hard.
    

    
     
      Invest in shares to compound your income as well as growth. Invest in properties to snowball your asset base and equity.
     

    

    
     Shares are an income asset. Great companies will pay you dividend income every year. If you can find an investment product which invests in a welldiversified range of great companies and has a proven track record over multiple decades of paying investors increasing dividends each and every year, then you can focus on the ever-increasing income stream and not on the day to day gyrations of the share price. Instead of spending each day or week worrying about what the stock market is up to, you can continue to receive your dividend cheques safe in the knowledge than when a company increases its dividends each and every year, over time, the share price will also take care of itself.
    

    
     
      The best time horizon for holding a quality investment is forever.
     

    

    
     What I learned from these true experts in their respective fields was that true power and peace of mind can be found in quality investments which can be held forever. Continuing to accumulate income-producing, appreciating investments is the simplest, most efficient and most effective method of becoming wealthy. This is an example of using shortcuts to success using the 80/20 rule.
    

    
     As I will consider in the next chapter, gains can grow and compound unimpeded by transaction costs or capital gains and your wealth can snowball while you sleep.
    

    
     Using experts
    

    
     One of the great things about you having picked up this book is that you have made a choice to educate yourself in how to become financially free, how to design the life you want to live and to escape from the daily grind of the rat race. Do not underestimate the power of taking this step!
    

    
     As I will note in more detail later in the book, one of the key reasons I was able to achieve my own financial freedom at the age of 33 is because I realised that this was a goal I wanted to achieve and I read prodigiously, some hundreds and hundreds of books in total. Granted, some books were considerably less useful than others, but over time having educated myself through huge amounts of reading I was able to choose a number of key mentors I could learn from to help me achieve my goals.
    

    
     
      ‘Not all readers are leaders, but all leaders are readers.’
     

     
      – Harry S. Truman.
     

    

    
     While it may not be feasible or even desirable to read hundreds of books, I do recommend that you attempt to read regularly and commit to learning new things. The world is ever-changing and evolving, and while the principles of success remain the same the specifics do shift subtly over time. It also sometimes makes sense to employ the use of an expert in investment.
    

    
     In fact, most employees actually already do so by paying for a fund manager to manage their pension fund. They may not physically pay the cash, but the fees are simply deducted from the fund each year, regardless of whether the fund managers have made money or lost money for the fund.
    

    
     Others, including myself, deem the value to be added by fund managers as unacceptably low and thus elect to self-manage our pension and invest in different share market products which do not attract hefty or punitive fees, as I will explain clearly and simply in chapter 10. When it comes to investing in the share markets, I believe there is a solid case for considering investment companies which incur only very low management and administrative costs, or simply investing in index funds.
    

    
     
      Experts can help in investment.
     

    

    
     Does that mean I would never pay for expert assistance in investment? Definitely not. In some instances, such as when investing in property, it absolutely makes sense to have a team of experts on your side: a property buying agent or expert investment advisor, a solicitor or conveyancer, a chartered surveyor, a building inspection professional, an accountant and a property manager, for example. While it is always admirable to take action and to determine to learn from your mistakes as you go, using leverage to buy real estate is too big a deal to get wrong.
    

    
     Statistics show that the overwhelmingly majority of property investors never progress beyond owning only one or two properties, which is certainly not enough to achieve financial success for most people. One of the salient reasons for this is that they simply do not get it right in the early days – through inexperience they do not carry out the right research in order to buy the right property. They become disillusioned and never create the equity they need to generate new deposits for investment in further properties and therefore snowball their wealth. The other main reason is that investors too frequently and mistakenly sell appreciating assets!
    

    
     If you make a successful property investment, however, the power of leverage can see you attain returns that can be leveraged relatively quickly into further investments through redrawing the equity created. That is why you simply must get it right and why I recommend that you should probably enlist the help of an expert to ensure that you do so.
    

    
     The principle reason that property investment is such a powerful tool when it is done well is that the leverage involved can be such that a relatively small number of investment properties can make a huge difference to your personal finances. What this does mean, however, is that if you are potentially only going to own half a dozen investment properties, you cannot afford to get those investment decisions wrong if you want to accelerate your results.
    

    
     
      Chapter 2 summary
     

     
      » The 80/20 rule holds that most of your results will come from a minority of your decisions – make a few great decisions and follow them with fervour!
     

     
      » Modelling is the strategy of finding someone who has achieved your goals and resolving to follow, or even improve upon, their path
     

     
      » Choose great mentors and make a decision to learn from them
     

     
      » Aim to build a portfolio of quality assets which will continue to work for you around the clock
     

     
      » The best assets to acquire are those which continue to build wealth for you
      
       forever
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      Golden Rule #2 The Snowball
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      ‘Compound interest is the eighth wonder of the world. He who understands it, earns it. He who doesn’t, pays it.’ – Albert Einstein.
     

    

    
     Get excited for a moment!
    

    
     Over the coming chapters I am going to spend some time looking at setting goals and the psychology of wealth creation. But first I want to get you excited about what you can really achieve when you fully understand the power of compounding and how to use it as an investor. Great results in life are achieved by setting huge, exciting and inspirational goals.
    

    
     If you set yourself inspiring goals then the motivation to put into practice the massive action required to reach those goals becomes so much easier to source. When we talk about compound growth, what do we really mean? Let us take a look at a short real-world example or two of compounding in action. Once you understand the principles you can use them to multiply your earnings and create potentially boundless wealth.
    

    
     Compounding like rabbits
    

    
     Thomas Austin was a rather gung-ho Englishman who enjoyed hunting rabbits for sport back in England in the mid-19th century. Upon his arrival Down Under in Australia, Mr. Austin mused that the introduction of a few wild rabbits could do little harm and in October 1959 he released just 24 wild bunny rabbits on his property near Winchelsea in Victoria, with the idea of using them for a quiet spot of hunting.
    

    
     It’s well known via colloquial expression that rabbits have a tendency towards breeding with a certain enthusiasm, yet it is nevertheless unlikely that anyone could have foreseen the sheer scale of the subsequent explosion of the rabbit population in Australia. Because the Antipodes did not play host to the freezing winters that were commonly experienced back in Blighty, those lucky few rabbits were able to breed all year round which only served to accelerate the outlandish growth in their numbers.
    

    
     Within a decade the Australian rabbit population had spread so voraciously that two million rabbits could be shot or trapped each year with no noticeable effect on the surviving population. It was the fastest recorded spread of any mammalian population anywhere in history. That, in short, is compound growth. Each pair of coupling rabbits could produce several more rabbits, and the 
     
      growth upon growth
     continued to escalate wildly.
    

    
     
      Compound growth outstrips linear growth, so it must only be used wisely.
     

    

    
     This short tale of short tails demonstrates two things rather neatly. Firstly, where growth is compounding in its nature rather than linear or arithmetic, its reach and impact can be beyond staggering. Secondly, while compounding growth can be an incredibly powerful force where it is used to your benefit, the unintended consequences from the misuse thereof or poor planning can also potentially be devastating. Despite the construction of three colossal rabbitproof fences, those seemingly-innocent bunnies continue to destroy millions of dollars of crop value every year. The compounding effect has seemingly taken on a life of its own.
    

    
     What I want you to take away from this is that it is entirely possible to get your dollars breeding for you if you know what you are doing in order to multiply your wealth. If you can resolve to invest your earnings rather than spending them on consumer goods, each and every dollar you earn and then save can be sent out to breed more dollars for you and keep bringing more money back to you…forever. You can achieve this if you learn to acquire the right assets.
    

    
     Once you understand this, it becomes easier to make the paradigm shift from an earn-and-spend mentality to an earn-save-and-invest lifestyle. Typically, for every 100 dollars you earn the taxman takes perhaps a third, and most (if not all) of the rest gets spent on necessities and luxuries. What if you could find a way to invest your income before the taxman gets his hands on it? What if you could grow and compound every dollar you earn in 
     
      perpetuity?
     
    

    
     A fair day’s pay
    

    
     While I was living in East Timor, I became great friends with a young local chap who owns a coffee plantation in the mountains. Coffee plantations are a tough industry to make profits in, and one day he asked me to come and try picking coffee for a day. Always game for a challenge I spent a weekend picking coffee on the plantation.
    

    
     It was tough work in the extremely humid dry season climate, and I was consistently amazed with the speed with which the locals could pick coffee. Even the elderly ladies could easily pick three times the volume of beans that I could. The owner of the plantation explained to me that locals could be paid around one US dollar for each day of work.
    

    
     This all reminded me of an old story – more of a fable really – wherein a young man goes to work on a farm, and the farmer offers him thirty dollars pay for thirty days of work. The young man smiled and instead offered the farmer that he would work for just one cent per day, providing that for each day of quality work he completed, the farmer would agree to double his pay.
    

    
     Sensing a potential bargain the farmer accepted the offer and in the first few days he was happy enough as the boy’s pay doubled to two cents on day two, then four cents on day three, and then eight cents for the fourth day. You may be able to guess where the story is heading. Had this been a true story rather than a fable, the farmer would have quickly been sent bankrupt and the boy would have become a very wealthy young man because by the thirtieth day the farmer would have been paying the boy more than 5 million dollars for only one day of work!
    

    
     This is an amusing little parable but the theme comes back to one of the most powerful forces in investment - compounding. Any number of examples could be given. If you come somehow fold a piece of paper a couple of dozen times it would be thick enough to reach the moon. If you placed one grain of rice on the first square of a chessboard, and two on the second, four on the third, and so on, by the time you had reached the final square all of the rice in India would not be enough to cover the number of grains
    

    
     
      Salary income is linear – it does not compound.
     

    

    
     These examples are important to the extent that they demonstrate the tremendous force that can be applied through a comprehensive understanding of compounding. The problem with a salary is that - unlike in the story above where the boy is able to double his pay each day simply by asking his boss – earned employment income tends to be linear. Each day starts afresh and you must start earning again the next
    

    
     As an employee you are paid for your time, and should you decide or are forced by circumstance to stop turning up for work you will quite quickly find that you are no longer getting paid. Since there are only so many hours in a year, salary income is capped at the level of your pay per hour multiplied by however many thousand hours you decide to commit to hard graft.
    

    
     Income from investment and business need not be linear. In fact, if you can understand how to use compound growth to your advantage in investment then you can generate wealth beyond what may presently be your wildest dreams. In the forthcoming chapters I am going to show you in some detail how you can compound your wealth using property and share investments, and also how you can also compound your education and your quality of life.
    

    
     The Snowball
    

    
     
      The Snowball
     is the title of a book by Alice Schroeder within which she wrote in great detail about the life of perhaps the greatest share market investor in history, Warren Buffett. Buffett is the perfect example of how compounding growth can work to create massive wealth, because he truly and comprehensively understood how continuing to own and invest in assets which create an income and grow in value over time can create stupendous returns. Here is a quote from Schroeder in her book: 
    

    
     
      ‘The most important thing to understand is the value of time - and this is something that has come from observing Buffett, learning his story and learning that time compounds. What you do when you are young (and as you use time over your life) can have an exponential effect so that if you are thoughtful about it, you can really have powerful results later, if you want
     
    

    
     
      Also, that is a reason to be hopeful, because compounding is something that happens pretty quickly. If you are 50 or 60, it is not too late. He said to me one time, if there is something you really want to do, don’t put it off until you are 70 years old…do it now. Don’t worry about how much it costs or things like that, because you are going to enjoy it now. You don’t even know what your health will be like then
     
    

    
     
      On the other hand, if you are investing in your education and you are learning, you should do that as early as you possibly can, because then it will have time to compound over the longest period. And that the things you do learn and invest in should be knowledge that is cumulative, so that the knowledge builds on itself.’
     
    

    
     Warren Buffett is an optimal example of an investor who understands the force of compounding. His company Berkshire Hathaway was able to produce 20 percent per annum returns over a period of decades from investments, and due to the compounding effect Buffett became a multi-billionaire as well as one of the wealthiest men and greatest ever charitable givers. 
    

    
     Buffett understood compounding so well that even as one of the wealthiest men to have ever lived he drove a second hand car. Of course, had Buffett felt that buying a new car would make him a happier person he would doubtless have gone out and bought one, but with a strong sense of opportunity cost and what he could achieve with that money instead, he opted for the value proposition. Once you understand the opportunity cost of money spent on luxury items, this should automatically help to curb your spending habits.
    

    
     The rule of 72
    

    
     I noted previously that although by profession I am a Chartered Accountant, I will resist the temptation to overwhelm you with numbers in this book. I will use a few numerical examples, of course, but the numbers will be relatively simple in nature.
    

    
     Compounding growth can occur where a return is generated on a growth investment for which ownership is retained, whether it is shares, property or your business. For example, if you had a bank account which had $10,000 in it and the bank was offering a return of 5 percent per annum, at the end of the first year and assuming no tax, you would have $10,500. If you added no additional funds to this account, but simply relied on the interest being paid by the bank, your $10,500 would then turn into $11,025 by the end of the second year.
    

    
     
      Savings can be eroded by inflation and taxes.
     

    

    
     Unfortunately interest income in a bank account is usually taxed and inflation tends to eat away at the purchasing power of the balance, so money in the bank is rarely an effectively tool for compounding your wealth. As you can see from the short example above, the rate of return and the time in which the money is invested determines how much money you are going to accumulate over the life of the investment. Crucially, note how if you can find investment whereby your unrealised gains are not taxed the compounding interest in year two will be higher than that in year one – the returns are very gradually starting to snowball.
    

    
     The simplest way to calculate how compounding will impact an investment is to use the Rule of 72. This rule uses a very simple formula which divides the number 72 by the compounding annual rate of return in order to calculate how quickly an investment will double in value.
    

    
     The below table gives an example of several different rates of return and how many years it would take to double the value of the investment based upon the Rule of 72. For example, if you bought a house which increased in value by 6 percent per annum, in just 12 years it would have doubled in value (72/6 = 12). Intuitively you might expect an asset which increased in value at 10 percent per annum to double in value in a decade. But in fact, due to the compounding effect – growth upon growth – in only 7.2 years the asset would have doubled in value (72/10 = 7.2).
    

    
     
      
       
        
         	
          
           Rate of return (percent)
          

         
         	
          
           Years for investment to double in value
          

         
        

       
       
        
         	
          
           5
          

         
         	
          
           14.4
          

         
        

        
         	
          
           6
          

         
         	
          
           12
          

         
        

        
         	
          
           7
          

         
         	
          
           10.2
          

         
        

        
         	
          
           8
          

         
         	
          
           9
          

         
        

        
         	
          
           9
          

         
         	
          
           8
          

         
        

        
         	
          
           10
          

         
         	
          
           7.2
          

         
        

        
         	
          
           15
          

         
         	
          
           4.8
          

         
        

        
         	
          
           20
          

         
         	
          
           3.6
          

         
        

       
      

      
       Figure 3.1 – How quickly an investment doubles in value
      

     

    

    
     The implications of this are very powerful. If you can learn the skills to invest in high value assets which appreciate at a rate of around 8 percent per annum, they will continue to double in value in every 9 years, and this can make you very wealthy.
    

    
     6 to 8 percent returns
    

    
     I am going to use an assumption through this book that you can learn the skills to attain returns of 6 to 8 percent from your investments. In share markets, historically it has been possible to attain average returns of a significantly higher figure than 8 percent, and it may be possible that you can continue to do so into the future. Over long periods of time, it has been possible to generate returns at double digit levels in percentage terms.
    

    
     However, generally speaking we have likely transitioned into an era of lower inflation, lower economic growth and lower gross returns, so to be conservative I will assume that an investment in a well-diversified equities product can generate returns of 8 percent – approximately 4 percent from dividends (which can be taken as income or reinvested in more shares to compound your wealth) and 4 percent from capital growth.
    

    
     The nature of stock markets is such that you will not see these returns every year. Some years will likely be amazing and others possibly quite dire, but over the course of a market cycle you should be able to compound returns by at least 8 percent per annum, with potentially a pleasant surprise to the upside.
    

    
     
      Investment returns can be volatile from year to year, but quality assets can compound over time.
     

    

    
     Returns from property investment are a hotly debated subject. I am going to assume in this book that you can learn the skills to generate 6 to 8 percent capital growth per annum from investment property. Now straight away people will leap in here and suggest that it is not possible for the price of property to outpace the growth of household incomes in perpetuity and therefore this figure is unrealistic.
    

    
     And in one sense, they would be exactly right. I wholeheartedly agree that is not possible for the price of all property to outpace incomes forever.
    

    
     
     
    

    
     
     

    

    
    

    
    

    
    

    
     
     

    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
     
     

    

    
    

    
    

    
    

    
    

    
    

    
    

    
     
     

    

    
    

    
    

    
    

    
    

    
     
     

    

    
     
     
    

    
    

    
    

    
    

    
     
     
    

    
    

    
    

    
    

    
     
     

    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
     
     

    

    
    

    
     
     
     
     
    

    
     
     

    

    
     
     
    

    
    

    
    

    
     
     

    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
     
     
    

    
     
     

    

    
     
     
    

    
    

    
    

    
    

    
    

    
    

    
    

    
     
     

    

    
    

    
    

    
    

    
    

    
    

    
    

    
     
     

     
     

     
     

     
     

     
     

    

   
  

 




    Vážení čtenáři, právě jste dočetli ukázku z knihy Take a Financial Leap: The 3 golden Rules for Financial Life Success.

    Pokud se Vám ukázka líbila, na našem webu si můžete zakoupit celou knihu.
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