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INTRODUCTION

So you feel like yow've started late?

What if I told you it’s not too late for you to finish rich? That even
if you're in your thirties, forties, fifties—even your sixties and
beyond—syou’ve still got an opportunity to put your life on the right
track financially and stop worrying about the future.

What if I told you it’s possible to “catch up” on saving for the future
without taking HUGE risks?

What if I told you that, even on an ordinary income, in less than a
few hours you could transform how you earn, how you save, and
how you invest—to the point where you really could start late and

finish rich?

What if I told you that there are simple strategies you can use to
make more money than you do now without quitting your job, so
that you can finish even richer than you would have if you had
started early?

Would you spend a few hours with me? Are you ready to start late
and finish rich?

—DaviD BACH
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IT’S ONLY TOO LATE IFYOU GIVE UP

I'll never forget the first time I met Harriet. She had come to me with a prob-
lem. The problem was that she was in her fifties, in debt, and hadn’t saved a
dime. She was losing sleep, depressed, and extremely worried about her future.

Her story changed my life.

My coaching changed hers.

Now it’s your turn. . . .

Harriet was in the audience at one of my FinishRich seminars in Wash-
ington, D.C. I was just finishing up when she raised her hand and blurted
out, “Can I ask you a really important question?” I could tell she had some-
thing serious on her mind. Her face had worry written all over it.

“Of course,” I replied. “What’s the question?”

She said, “David, 'm 52 years old and I've done everything wrong. I'm
divorced and recently remarried, and am now working 45 hours a week to
make ends meet. I've got literally nothing in savings, and I don’t know what
to do. Last year I went to a financial planner. I paid him $500 to run a
financial plan—and he came back and told me that in order to be able to
retire in my sixties, I needed to start saving over $2,700 a month. Consid-
ering that after taxes I only take home about $3,500, his plan was ridicu-
lous. You know what he said to me? He said, ‘Well, ’'m sorry, but that’s what
you have to do. I went home furious and then I got depressed.”

Harriet sighed deeply. “Now I don’t know what to do. I'm losing sleep
worrying that 'm going to wind up a bag lady someday. I don’t know how
I'm ever going to catch up on my savings.” She looked at me bleakly. “What
do you think? Is there any hope for me?”

IS THERE ANY HOPE FOR ME?

Looking back at Harriet, I could literally feel her pain. And I wasn’t the
only one. There was a strong sense of empathy in the room. My gut told me
that a lot of other people in the audience were just as scared, hurt, and
upset about their futures as Harriet was. With that in mind, I answered
Harriet as carefully as I could. “Of course there’s hope for you!” I said. “But
before we focus on why you can and should feel hopeful, first help me
understand your situation better. You had a meeting with a financial

- -
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planner, you paid for his advice, and then you went home mad. So after you
got home, what exactly did you do? Did you change anything about the
way you were handling your money? Did you follow through on any of
his advice?”

“DAVID,TO TELLYOU THE TRUTH,
| DID NOTHING”

Harriet shook her head. The appointment had been a year earlier, and the
planner’s advice had upset her so much that she hadn’t been able to bring
herself to do anything about her financial situation. She had come to my
seminar trying to get remotivated to do something, but she still felt stuck.
“It all just seems impossible,” she said.

IT’S NOT A SPRINT, IT’'S A MARATHON

I wasn’t surprised by how hopeless she felt. “Harriet,” I said, “if you'd never
run a mile and I told you to run a marathon today, that would seem impos-
sible, too, wouldn’t it? But you know how all long-distance runners start?
They start by running just a block or two their first day of training. Actu-
ally, most don’t run. They just jog. And some don’t even jog. They just sort
of walk fast. The point is, they start off going maybe two blocks, then three
blocks, then a half-mile, then a mile, then a couple of miles. And before
they know it, several months have passed and they’ve gone from being out
of shape to being able to run a marathon.”

I looked around the room. “What smart runners don’t do is go out and
try to sprint 26 miles the first day. They build up to it. Learning to save is a
lot like exercise. If you've never exercised and I send you to the gym for
three straight days and work you out for two hours a day, you're going to
fall apart and be sore. You need to build up gradually. It’s the same with
saving. You don’t go from saving nothing to saving $2,700 a month. That’s
absurd. You've got to start slowly. You need to keep it simple.”

“HARRIET, CANYOU SAVE $10 A DAY?”

I looked back at Harriet. “Do you understand what I'm trying to say with
this exercise metaphor?”
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She nodded slowly. “I think so.”

“Good,” I said. “So let me ask you the big question—the question that’s
at the bottom of all start-from-behind-and-finish-rich plans: Can you save
$10 a day?”

Harriet looked surprised. “I think I could,” she began, “but—"

I cut her off. “Come on, Harriet. Youre 52 and sitting here broke, right?
You think you can save $10 a day? Or you WILL save $10 a day?”

Harriet grinned in spite of herself. “I can,” she said with quiet confi-
dence. “Ten dollars a day is totally doable.”

“Great,” I said. “That’s $3,650 a year. Now, what about your husband?
Can you get him to save $10 a day?”

“Well, that’s a whole other story,” she replied, her grin widening. By now,
the class was laughing with Harriet. At the same time, however, you could
also feel the energy of hope stirring. Everyone in the room was rooting her
on, wanting her to succeed.

“Yes, I can get Bill to save $10 a day,” Harriet continued. “It won’t be easy,
but I'll make him.”

“Okay, that’s $7,300 a year.” I walked over to the chalkboard. “Let’s
assume you do this right. You pay yourself first, which I discussed earlier”
—and which we’ll discuss later in this book—“you do it automatically so it
doesn’t take discipline or a budget, and you put your money in a solid
diversified investment that earns a decent rate of return. Let’s see what that
would give you 20 years from now, when youre 72 ..

And I wrote on the chalkboard

$10 a day (both of you saving) =

$20 day x 365 = $7,300 (a year)

Ilooked at Harriet. “Let’s say you averaged a 10 percent return, which is
less than the stock market has averaged since 1926. It’s not guaranteed, but
I can show you how to put the odds in your favour to make it happen.
Putting in $7,300 a year, can you guess how much you'd have in 20 years?”

I'turned back to the chalkboard. “I happen to know this figure by heart,”
I'said as I scribbled down a number, “because it comes up more often than
youd think.”

Here’s what I wrote:

$461,947 (in 20 years)

AR R
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BUT WAIT, THERE’S MORE

I put down the chalk and looked at Harriet. She was staring at the chalk-
board, openmouthed.

“The trouble is,” I said to Harriet, “that the government will tax this
money unless you take steps to protect it from tax.”

“How do I do that?” Harriet said.

“Easy,” I said. “You and your husband put your $10 a day into a retire-
ment savings plan.”

I said I'd explain in a moment how such a plan works.

“Now let me ask you something else,” I said. “Do you and your husband
both work for companies that offer pension plans?”

Harriet nodded. “Yes,” she said.

“Do your employers have a policy of matching your contributions?”
Harriet nodded again. “I think so. If I remember correctly, they both offer
to match 50 percent of what each employee contributes.”

“Okay, then scratch the number I just wrote down. In twenty years, you
and your husband could have ...” I went back to the chalkboard and wrote:

$20 a day + 50% match =

$30 day x 365 = $10,950 (a year) =

“Okay;” I continued, “at a 10 percent annual return for 20 years, that

comes to ...
And I wrote:

$692,924 (in 20 years) A

At first, Harriet was shocked. Then she got mad. “Why didn’t the guy I
paid to give me a plan explain it this way?” she asked angrily. “I would have
done something a year ago. I mean, he made my situation seem impossi-
ble.” She was silent for a moment. “You know,” she said finally, “they should
teach this in school. My whole life would have been different if I'd known
this before.”

I nodded sympathetically. “You're right,” I said. “They should teach this
stuff to us in school, and I wish I knew why they didn’t. But the bottom line

o o q . PO A R U U
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haven’t done. You are where you are and it’s time to take action. So are you
ready to get going?”

Harriet’s response was simple and heartfelt. “Yes,” she said.

The very next day, with a little coaching from me, Harriet had a plan
in place.

IT REALLY CAN WORK—AND LYNN ON
THE OPRAH WINFREY SHOW PROVED IT

Fast-forward a few years from that moment with Harriet in Washington,
D.C. It’s January 2004 and I'm in a television studio in Chicago with Oprah
Winfrey, doing a show about my book The Automatic Millionaire. Oprah is
holding up a brokerage statement that shows an account worth $1.6 million.
The account belongs to a woman sitting in the front row, Oprah says, and she
invites the audience to guess which one.

A moment later, an unassuming woman in her sixties stands up and joins
us on stage. Her name is Lynn Hadley, and Oprah explains that she came to
my first “Smart Women Finish Rich” seminar when she was in her early fifties,
put a plan in place, and took action. Now here she is a decade or so later, hav-
ing retired a multimillionaire. Lynn is beaming with pride—as well she
should. Although she got a late start, she didn’t let that stop her from taking
action to catch up. She wasn’t poor when I met her, but she didn’t have a plan
in place to really finish rich. I told her as much during our first appointment.

“Lynn,” I said, “with what you have now, you won't starve during your
retirement. You'll be able to enjoy the early bird special. But you won’t be
traveling to Europe or taking any cruises. If you want to finish rich, you are
going to need a new plan of attack.”

I made it clear to her that this new plan wouldn’t involve anything par- -

ticularly fancy or complicated. It would all be based on common sense. The
thing was, she would have to apply what I taught her. Not just pay it lip
service, but actually do it.

“The choice is ultimately yours,” I told her. “If you want to retire rich, we
can work together to make it happen. I'll guide you, but you’ll need to fol-
low through. Otherwise, it won’t work.”

Lynn was up to the challenge. “Tell me what I need to do, David, and I’ll
do it,” she said.

Fewer than 10 years later, Lynn took early retirement—rich enough to

» - !
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wasn’t all that difficult. In fact, the hardest thing Lynn had to do was what
she did that first day we met: deciding—and then really believing—that it
wasn’t too late for her to be able to change her destiny.

HALF OF ALL CANADIANS FEEL
THEY ARE STARTING LATE

As of this writing, there are more than two million copies of my Finish-
Rich® books in print, translated into more than 10 languages. But for all
the positive impact my previous books have had, I keep hearing from
people who are afraid it is too late for them—people who didn’t start
saving and investing while they were young and now fear they will never be
able to get rich and realize their dreams.

A survey conducted in 2003 by Scotiabank and Ipsos Reid shows just
how worried Canadians are about their financial futures and how far they
still have to go to get there. What the survey revealed was truly disturbing:

« Saving for retirement is important to the majority of Canadians, but only

one-quarter of them believe they are very close to achieving their goal.

« Six in 10 Canadians wonder if they will ever achieve their financial goals.

« Two out of three Canadians don’t feel they’re even close to paying

down their debts.

No wonder most people feel they’re “starting late” when it comes to saving
for retirement. Indeed, a large number of Canadians say they are not saving for
retirement at all. As a result, they believe they will have to continue working
until they are at least 70, and some say they don’t expect to be able to retire.

Sadly, they have good reason for being so pessimistic.

A recent Statistics Canada survey shows that 33 percent of Canadian
families whose primary income earner is 45 to 64 years old appeared not to
have saved enough for retirement. And the more they earn now, the less
likely that they’ll be able to replace two-thirds of their income when they
retire: 41 percent of families who earn $75,000 or more may not have saved
enough for retirement.

The figures get even more alarming. According to StatsCan, the median
net worth of Canadians aged 25 to 34 is $9,100. Canadians between 35 and
44 have a median net worth of $25,500. And individuals between 45 and 64
have a median net worth of $35,600. Meanwhile, Canadians between the

ages of 55 and 64 owe an average of $1,612 on their credit cards. |
No wonder they worry about their financial future. . ‘e ‘
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Why do people owe so much and save so little? Roughly half of all the
people we polled said they were concerned about their current level of sav-
ings but didn’t feel they could contribute any more because the cost of
taking care of their families was too high and their incomes were too low.
If any of this sounds familiar, you've come to the right place.

DESPITE WHAT YOU MIGHT THINK,
IT’S NOTTOO LATE FORYOU

Please hear me: It is not too late for you!

I know it’s not.

It’s really very simple. Whether you know it or not, there is a way you
can spend less and save more—and if you do that, you can almost certainly
start late and finish rich. And if you spend less, save more, and EARN more,
you can definitely start late and finish rich—even richer than you might
have if you'd started early.

Easier said than done, you say? Absolutely. But trust me—if you do it
right, it’s not nearly as difficult as most people think. It’s certainly not
impossible. I've seen plenty of people do it. And I know you can do it too!

THE “FINISH RICH” PHILOSOPHY

In this book, I will teach you how to transform your dreams into reality
and fulfill your desire for financial freedom—in other words, everything it
takes to make up for your late start.
The “Start Late, Finish Rich” philosophy is based on the following beliefs:
* It’s not too late for you to become rich—if you start today.
* Even if you are buried in debt—there is still hope.
* You don’t have to make a lot of money to be rich.
* You don’t have to invest in stocks to get rich.
* You can get rich in real estate—by starting small.
* You can find your Latte Factor®—and turbocharge it to get rich.
* You can start a business on the side—while you keep your old job and
continue earning a paycheque.
* You can spend less, save more, and make more—and it doesn’t have
to hurt.
* You can and should reawaken your dreams—and go for them.

Introduction

YOU’LL GET THE “START LATE” SYSTEM OF
WEALTH-BUILDING TOOLS

I’'m giving you the “Start Late” System in this book. In my other national best-
sellers—The Automatic Millionaire, Smart Couples Finish Rich, Smart Women
Finish Rich, and The Finish Rich Workbook—1I covered basic financial planning,
helping readers to look at their values, dreams, and goals, and in the process
sharing with them a very simple and effective approach to becoming rich.
This book will be just as simple and straightforward as the others, but
because it is meant specifically for people who are starting late on the
journey to financial security and independence, it covers subjects I've
never covered before, among them:
* How to transform your debt into wealth;
* How to get rich in real estate on the weekends; -
* How to start a home-based business—and increase your income on
the side;
* How to use my simple “Perfect Pie Approach™” to wealth—so that
you catch up on getting rich without too much risk; and
+ Why your dreams don’t have deadlines.
What’s more, it includes dozens of stories of real people who started late
and are living rich now. If they can do it—you can too!

BOOKS DON’T CHANGE PEOPLE’S LIVES—
PEOPLE DO

This book is divided into five major parts, each covering an area of your
finances that you need to address in order to start late and finish rich.

Whether you read this book cover to cover or simply concentrate on the
areas that seem really critical to you right now, I promise you this: If you act
on what you learn, your life will change.

Books don’t change people’s lives. People change their own lives. The
fact that you are reading this book right now is not a coincidence. There are
literally millions of books out there right now that you could be reading.
This one ended up in your hands for a reason. The reason is that you are
ready to make some changes.

So let’s get started. The new you is about to encounter a world of new

and exciting possibilities. Let’s go have some fun together. In just a few

|
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hours I think you’ll be surprised by how far your thinking has come—and
how ready you are to take action!

ONE FINAL THOUGHT
BEFORE WE REALLY GET STARTED

I believe you were put here for a reason. I believe you are special. I believe
there is no one like you on this planet and that you were born with unique
gifts, talents, and dreams. I know from experience that you may never have
been told this—but that you feel it deep down inside of you. I promise you
what you feel is real—and that the most important thing this book can do
for you is help free you up to be who you really are meant to be.

You may think this book is only about money, but you will learn that it’s
really about a lot more. My mission is to free you to be who you were put
here to be—and my experience has taught me that what holds most people
back from their purpose in life are financial challenges. Break the financial
handcuffs of living paycheque to paycheque, worrying about debt, and los-
ing sleep over how you are going to survive financially in the future, and you
will be able to focus on what is really most important to you. You are already
rich inside—this book will help you reconnect with your born given gift.

This book may be called Start Late, Finish Rich, but I know that inside
you are already rich in spirit. All we need to do now is help you become
materially rich so you can live the life you were meant to live.

Let’s go—your future begins today.

All my books now come with free gifts. My goal is to give you much more

than you could ever ask for from a book. So included with your purchase
of this book is a complete audio program I've created called “The Five
Secret Questions to Start Late and Finish Rich.” These Five Questions are
designed to get you to take immediate action toward realizing your great-
est dreams—and saying good-bye to your greatest fears.

You'll find this audio program on my web site at www.finishrich.com.
It includes a new interview with me containing additional insights about
this book. Enjoy!

PART ONE

IT’STIME

TO GETIT




CHAPTER ONE

SOYOU STARTED LATE—
GIVEYOURSELF
A BREAKALREADY!

Of all the things people say to me after they’ve read my books, attended
one of my seminars, stopped me in an airport, or called in to my radio
show, there is one comment I hear more than all the others put together:

“If only I had started saving when I was younger.”

SOMETIMES LIFE THROWS YOU
A CURVEBALL

e

While some of you may blame yourselves for not having started earlier, I
also know that many of you are starting late not because you were short-
sighted or lazy or irresponsible, but because life threw you a curveball.
hear from people all the time who are starting late because of divorce,
death, illness, disability, bankruptcy, poor career choices, lack of educa-

tion—and on and on. Either way, it’s time to cut to the chase. What’s done

is done. You can’t go back and fix the past.
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THE PAST IS OVER

Oh, you say, if only I knew then what I know now, my whole life would be
different.

Of course it would. But guess what—you didn’t know. Or if you did,
you didn’t do what you knew you needed to be doing.

So it’s done. Finished. Settled.

Sometimes life is unfair.

But that’s okay.

You can move on.

You can get over it.

Stop asking yourself why you didn’t do what you should have done. The
real question is: What are you going to do about it now?

NO MORE SAYING, “IF ONLY”!

For a long time now, you've been beating yourself up about what you haven’t
done or should have done. Some of you have been beating yourselves up for
your mistakes for decades. It’s unreal how tough we can be on ourselves.

We all do this. 'm no exception. I can’t tell you how many times I’ve said
to myself, “Oh, if only I hadn’t sold that house in Danville, California.” That
house was the first house I ever owned. I bought it for $220,000 and sold it

nearly five years later for $225,000. (Not exactly a Donald Trump real estate

flip.) Today, that house is worth more than $700,000.

If only...

Or how about this one? If only I'd bought Dell stock when I bought my
first Dell computer. A $10,000 investment in Dell back in 1994 would have
been worth $963,000 at the end of 2003.

Ifonly...

I could go on and on. But none of it matters. What matters is that with all
the amazing mistakes I've made over the years, I still managed to become a
multimillionaire. That’s because rather than looking back, I focus on going
forward. And here’s the bottom line: If you are not yet as rich as you want to be,
stop focusing on what you haven’t done and start focusing on what you want to do.

And if you're not yet who you want to be, get over that, too. You can become
the person you really want to be. You start by letting go of all of the old stories
you keep replaying in your head like a broken record or scratched CD.

wamalai, o
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YOU CAN’T COULDA-WOULDA-SHOULDA
YOURSELF TO WEALTH OR HAPPINESS

You know what I'm talking about. So stop “shoulda-ing” all over yourself.
It’s messy and makes you unhappy. I know. I've been there.
Instead, decide today—right now—to let it go. We all make mistakes.
I’'ve made them. You’ve made them. Your parents and friends have made
them. We are all human. Mistakes hurt. But let’s not waste one more ounce
of your energy, spirit, or time thinking about them, because all that will
accomplish is hold you back.
Keep this in mind:

The past will continue to be your future
if you drag it along with you!

THE FASTESTWAY TO LET IT GO

Here’s an exercise I recommend you do. (Not this minute. Right now I
want you to keep reading. But try it when you finish reading this chapter.)

If you really want to get over something you regret, the fastest way to do
it is to acknowledge the regret—and then burn it up. Literally.

Here’s what you do. Get yourself a blank sheet of paper and write down
a list of as many of your personal “if only’s” as you can think of.

If only I had saved more money.

If only I hadn’t quit that job.

If only I hadn’t taken the job I have.

If only I'd had kids.

If only I’d not had kids.

If only I had bet on the Yankees.

If only I hadn’t bet on the Red Sox.

I’m serious about this. Really go to town with it. Free-flow. Let it all hang
out. Be honest with yourself. You've been beating yourself up over this stuff
for years, so you might as well get it down on paper.

When you’re finished making your list . . . set fire to it! ’'m serious. Light

a match and BURN IT UP. Let all those damn “if only’s” turn into ashes.
Have a “Goodbye If Only’s” party. Invite a friend over and do it together. 1

|
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Just make sure you burn your “if only’s” somewhere safe. We don’t want you
setting fire to your house. If burning them seems too extreme, then just tear
up your “if only”s into little pieces and toss them in the garbage can.

YOUR BRAIN IS HARDWIRED,
BUT IT CAN BE REPROGRAMMED

The fact is that your brain is hardwired. You wake up each day, and for the
most part you rethink 90 percent of what you thought about yesterday!
Now think about that! It’s really quite amazing. You use the same words, you
go through the same motions, and you often do the same things over and
over and over again. What’s ironic is that we do the same things over and
over and over again and then hope for a new result. This is called insanity!

Watch a fly try to fly through a window sometime. The fly is hardwired
to think that the harder it tries, the better its result will be. Well, you and I
both know that the fly is not going to get through that window because it
is imposstble to fly through glass!

YOU REALLY NEED TO
GIVE YOURSELF A BREAK

I'started off trying to convince you to give yourself a break because I know
you really need it.

The one thing I’ve learned from coaching so many people on their lives
and money is that we are just too brutal on ourselves. And what do we do
when we actually make some progress? We beat ourselves up for not doing
everything perfectly.

Take it from me. You've been way too hard on yourself over the years. If
a friend or relative ever said the things to you that you've been saying to
yourself, you'd stop talking to them. You'd end the relationship then and
there. You'd cut them out of your life. '

It’s a fact that no one will ever be as tough on you as you are on yourself.

So give yourself a break.

Really.

OK, now let’s focus on what really matters: how money can help you
buy your freedom.

CHAPTER TWO

IT'SABOUT
YOUR MONEY,
IT’'SABOUT
YOUR FREEDOM

If I could give you only one gift, it would be the gift of freedom. The gift to
be the person you were put here to be.

Why? Because you are a very special person. In fact, you're unique.
There is no one like you on the planet. You were put here for a reason, and
I promise you it wasn’t to struggle through life.

What does any of this have to do with achieving financial security and
independence? In a word, everything. If you are worried about money and
your future, it’s more than likely you're not living as free a life as you want.
And if you’re not living as free a life as you want, how can you be living the
life you were put here to live?

YOU EITHER GET IT ORYOU DON'T

It may not be politically correct to say so, but the brutal reality of life is that

in almost every case, if you sit down and get honest with yourself, you will |
find that 90 percent of your problems can be fixed with money. Yes, I know

. we're supposed to believe that money doesn’t make you happy. There are
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entire schools of philosophy built on that premise. Well, here’s what expe-
rience has taught me: Money may not make you happy, but LACK OF
MONEY can certainly make you miserable.

When all is said and done, the way you get your freedom is to buy it. You
don’t lease it. You don’t wish for it. You buy it and then you own it. If you
don’t believe me, listen to what affluent Canadians have to say:

« Affluent Canadians, according to an American Express survey,

earning $200,000 a year or more say that, although it took hard
work to achieve affluence, the rewards of financial security were
worth the sacrifices.

» Affluent Canadians also say that a healthy income and a positive

bank balance allow them to take care of their families and sleep easier
at night.

.

THE HANDWRITING IS ON THE WALL

Survey after survey show some amazing things about the attitudes and
experience of Canadians involving money.

Specifically:

* Canadians most often identified household economics as the most
important issue facing Canadian families.

* One-third of Canadian families whose primary income earner is 45
to 64 years old appeared not to have saved enough for retirement.

* One in five Canadians expect to save $100,000 or less for retirement,
while more than one-third intend to save $250,000 or less. Yet a
45-year-old Canadian with a current income of $50,000, who plans
to retire comfortably in 20 years, would need to save almost $400,000.

No wonder most Canadians want to get their financial lives together.

In fact, for many Canadians:

Personal finance and work are among the
least satisfying aspects of their lives.

Why? Because most of them have put off saving—and now that
they’re getting older (and living longer), they’re realizing that they face
a huge problem.

It’s About Your Money, It’s About Your Freedom

What’s the problem they face? Well, surveys show that:

* Nearly one-third of people in their late forties and fifties feel they
haven’t made adequate financial preparations to maintain their
standard of living after they leave their job.

In other words, 33 percent of us—old, young, and in between—DON’T
believe we’ll be able to achieve our financial goals. And while many of the
others may think they’ll achieve their goals, they could be wrong.

What makes this finding so shocking is that most boomers and younger
adults are confident about just about every other area of life. They believe
their lives are bound to improve over the next five years in terms of rela-
tions with family and friends, mental health, religious or spiritual con-
cerns, work or career, and physical health.

This is why it is so important for you to decide right now that even
though you are starting late, YOU ARE GOING TO FINISH RICH. The
race of your life is already on. You can continue to sit on the sidelines,
moaning about how you should have gotten started last year or 10 years
ago or 30 years ago. Or you can get up and start running.

NOW FORTHE GOOD NEWS

OK, are you ready to be motivated? Well, consider this: We are totally blessed
in Canada. As a society, Canada has achieved more financially over the last
century than most of the world has in all previous centuries combined. Our
standard of living is higher, our life expectancy is longer, and our educational
and recreational opportunities are greater today than they’ve ever been.
According to Statistics Canada, the median net worth of the average
Canadian family increased between 1984 and 1999, the latest date for which
comparisons are available, by 11 percent. For the wealthiest 20 percent of
families, the median net worth increased by 39 percent. And while many
people are broke and struggling, a whole lot of other people are LOADED.
Indeed, never before in our planet’s history have so many people been so
wealthy. According to the 2004 World Wealth Report prepared by Capgemini
and Merrill Lynch & Co., there were an estimated 7.7 million high-net-worth

individuals with financial assets of at least US$1 million, excluding home .

real estate, in the world at the end of 2003, up 7.5 percent or 500,000 people
compared with the previous year.
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The number of high-net-worth individuals in North America grew by
13.5 percent between 2002 and 2003, and their assets grew by a similar per-
centage. And World Wealth Report predicts the financial wealth of these
individuals will continue to grow.

And it’s not just the number of millionaires that has increased. House-
hold incomes in Canada rose 19.7 percent from 1995 to 2000, outstripping
shelter cost increases of 11.1 percent between 1996 and 2001. This acceler-
ation of incomes in relation to shelter costs was a major reason for the
improvement in the housing conditions of Canadian households.

WHICH LIFE WILLYOU CHOOSE?

When you contrast the bad news (the paycheque-to-paycheque struggle
that kills freedom) with the good news (the phenomenal wealth and
opportunity that is all around us), you begin to realize that life is not fair.

The fact is, you don’t get in life what you wish for. You get in life what
you go for.

People choose their lives.

People choose their actions.

People choose their outcomes.

Life is a cause set in motion.

And life is not over until you quit.

MEET SOME PEOPLE WHO
STARTED LATE AND FINISHED RICH

Before we get to the specifics of exactly how you can start late and still
finish rich, I want you to meet some remarkable people. What makes
them remarkable is not that they did something difficult. Rather, it’s that
they discovered how easy it is to do something that most people think is
difficult.

I hope their stories inspire you to really believe that it’s not too late for
you. Because it isn’t.

It’s About Your Money, It’s About Your Freedom

$10 MILLION IN REAL ESTATE
IN LESS THAN 20 YEARS!

After my first appearance on The Oprah Winfrey Show in 2004, I was bom-
barded with emails. In just one week, I received more than 5,000. As my staff
and I went through them trying to figure out which deserved an immediate
reply, the address line on one message caught my eye: “Bob Biondi, San
Francisco.”

Wow, I thought. I'd always wondered how things had worked out for Dr.
Biondi.

Dr. Biondi was my first client when I was selling and leasing commercial
office space back in the early 1990s. (This was before I became a financial
advisor.) His building in Pleasanton, California, was my very first listing,
and I’d always loved working with him and his wife.

I remember him telling me how he’d purchased a small duplex a few
years earlier and how that had led to him owning this nice little historic

%@5@ building in downtown Pleasanton. I'd always been grateful for the oppor-
[ tunity to list that little building, and I wondered how’d he done with that
investment over the years.

So I picked up the phone and called him. Hearing his voice on the other

’ end of the phone was like old times again.
' “David,” he said, “you were so great on Oprah. Mrs. Biondi and I are so
proud of you. We always knew you'd do well.”

“Well, thanks, Bob,” I replied, “but tell me about you guys. How have
you done? Did you retire? Do you still own that great little building in

Pleasanton?”

“Oh, we sold that building a while ago—and, yes, I did retire. You know,
David, real estate has been really great to us. In fact, today we have more
than $10 million worth of real estate.”

I was surprised in spite of myself. From a little duplex to $10 million
worth of real estate. It was nothing short of amazing.

“You know,” Dr. Biondi continued, “you were so right about the impor-
tance of planning my retirement. When we sold my medical practice, it was
worth less than a half million. A lifetime of work, and my real-estate invest-
ments ultimately ended up being worth 20 times more than my practice.

21
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Later on, in Chapter Nineteen, you'll learn how you can do what Dr.
Biondi did—namely, build a fortune in real estate on the weekends.

A SECOND MARRIAGE,A SECOND CAREER,
A SECOND LIFE

Gail and Richard came up to me at a book signing to tell me their story.
They had gotten married when they were both in their late thirties. Each
had two children from a previous marriage—and because of two tough
divorces, they came together with a lot of love but no assets. To make mat-
ters worse, Richard lost his job just two weeks after their wedding. For her
part, Gail hadn’t worked in more than 10 years.

Just when things should have been starting for the better, they seemed to
be growing steadily worse. Then Gail and Richard came across an inspira-
tional book called Think and Grow Rich by Napoleon Hill. Motivated to
start focusing on what they wanted out of life, they made an inventory of
their dreams, goals, and values. Together, they decided that they wanted to
start a business in which the whole family could participate.

At first, they got jobs at a local candle shop. They worked hard, and
eventually, Richard became the manager, while Gail opened a new store for
the owner in a nearby neighbourhood. Their kids also worked at the shops
and also held down other jobs (like paper routes). As a result, within seven
years the family had saved enough money to be able to “go for it”—which,
for them, meant buying their own candle shop franchise.

They all continued to work hard, and a decade later, they owned five
candle shop franchises. A few years later, Gail and Richard sold the busi-
nesses, walking away with more than $3 million. At the ages of 55 and 58,
respectively, they were able to retire to Florida as multimillionaires.

As Gail and Richard told me, it didn’t happen overnight, but it did hap-
pen. “We never lost sight of our American Dream to control our own des-
tiny by being in business for ourselves,” said Gail. “Most important, we feel
we’ve raiséd our kids to be hard workers. Two of them are already in busi-
ness for themselves.”

If Gail and Richard’s story excites you, you'll appreciate Chapter Eigh-
teen, which explains how you can go about selecting and buying a fran-
chise business.
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EVEN GRANDMAS CAN FINISH RICH

Like Lynn Hadley, Dr. Biondi, and Gail and Richard, you too can start late
and finish rich. It doesn’t have to be or seem impossible.

Even grandmas can start late and finish rich.

Over the years, I've shared a lot of stories about my Grandma Rose Bach.
An amazing woman, she helped me make my first investment at the age of
seven. (I bought one share of stock in my favourite restaurant, McDonald’s.)

On her thirtieth birthday, Grandma Bach made a decision that would
change the destiny of my family for generations. The decision she made
was that she wanted to be rich.

Why was that a big decision? Because Grandma Bach was poor! Really
poor. Renting a modest apartment, living paycheque to paycheque, always
struggling to make ends meet. It wasn’t an easy road, but she was deter-
mined and smart. Her desire to be rich led her to listen and learn when it
came to money, and over the next several decades, Grandma Bach became
a millionaire—a self-made millionaire. Later, she taught my father, my sis-
ter, and me how to look out for investment opportunities. Following her
practice of keeping alert to the opportunities that were all around us, we
would each become millionaires in our own right (my sister and I while we
were still in our thirties).

HOW A GAME OF BRIDGE LED GRANDMA
TO A SIX-FIGURE WINDFALL

My grandma was always on the lookout for investments. The big joke in
our family was that Grandma Bach could find the silver lining in any prob-
lem—and also figure out a way to invest in it.

Not all of grandma’s investments worked out, but then one day she
came across a big one. She was playing bridge with her bridge club—and
bragging about my dad (her son, the stockbroker)—when her friend Molly
started talking about her son’s new business, a hardware store that the
friend said was growing like crazy.

That night, my grandma called my father to discuss investing in this new
hardware store. My father wasn’t impressed. “There’s nothing exciting
about hardware,” he said. “I don’t think you should invest.”
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Fortunately, my grandma didn’t listen to her wise son. Instead, she
bought a bunch of shares in her friend’s son’s hardware company. I say for-
tunately because the company turned out to be a little outfit called Home
Depot. (Molly’s son was Arthur Blank, the founder.) Within a decade, the
shares my grandma bought were worth more than $500,000.

The next time Grandma Bach called my dad to discuss a potential
investment, it involved a little company that sold office supplies. This time
my dad listened and invested along with her. A good thing, too: The com-
pany was called Office Depot.

Later in this book, I'll cover how to play bridge with the right group of
grandmas and make a fortune.

Just kidding. (I wanted to see if you were paying attention.) But I do
promise you that by the time you finish this book, you’ll be thinking dif-
ferently about making money and building wealth—and that like my
Grandma Bach, you’ll always be open to and on the lookout for the next
great opportunity.

BECOMING RICH IS A MATTER OF
DECIDING TO BE RICH—AND ACTING!

Over the course of this book, you will meet lots of real people like Lynn
Hadley, Dr. Biondi, Gail and Richard, and my Grandma Bach—people
who started late with ordinary incomes but nonetheless finished rich.

How? By deciding to be rich—and then doing something about it.

I’ll share with you how to go from wanting to be rich to actually being
rich like these people. At the same time, this book will show you a proven
system to regain control of your life—so you can start having more of one.

The interesting thing about finishing rich is that ultimately it’s not
about the money. What it’s about is the feeling of freedom that comes from
knowing you are doing something about your worries and fears—that
you’re in control of your destiny, and not at the mercy of forces beyond
your control. It’s about the satisfaction that comes with “buying back your
life” from living paycheque to paycheque. It’s about having the security and
independence to focus on LIVING MORE instead of just having more.

Having traveled the country and met tens of thousands of people at my
seminars over the last few years, I’ve seen firsthand that what’s missing in
most people’s lives today is not things—not money or stuff—but a life. Too

It’s About Your Money, It’s About Your Freedom

many people (maybe you’re one of them) are working so hard to pay their
bills and get ahead that their lives have gone missing. It’s time to change
this. They—and you—deserve better.

Most people wish for a better life. Smart people learn, plan, and take
action to get a better life.

PRINCIPLE PLUS ACTION EQUALS RESULTS

From here on out, each chapter will end with a summary of the key princi-
ples we’ve just covered, followed by a checklist of specific actions you
should take to implement what you've just learned. I've organized the book
this way because Start Late, Finish Rich isn’t just about learning—it’s about
learning and doing!

You want results. That’s why you spent your hard-earned money on this
book. Well, to be perfectly honest, I can’t give you results. All I can do is
coach you. You're the one who must take action.

So read the summary of the key principles below and then act on what
you've learned. Particularly if you're starting late, the only way you can live
and finish rich is if you begin making it happen. The time to start is today.

KEY “START LATE” PRINCIPLES IN
CHAPTERS ONE AND TWO

* Give yourself a break: everyone makes mistakes—smart people learn
from them.

* The fastest way to get rid of regrets is acknowledge them . ..and
“burn them up.”

* It’s not about the money—it’s about living the life you were meant to
live.

* Money buys you freedom.
* It’s never too late to start.
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PART TWO

Reviewing the principles we discussed in Chapters One and Two,
here is what you should be doing right now so you can Start Late
and Finish Rich. Check off each step as you accomplish it.

O Recognize that what matters is not what you “should have done” g S P E N D L E S S

but what you now do.

Q Do the “If Only . . .” challenge described on page 15. Make your '
list of “if only’s,” burn it, or shred it and let it go. If possible, do L
this challenge with a close friend or someone you love. Sharing
the process will help someone else, bring you closer together,
and motivate you both to support each other
in the future.




CHAPTER THREE

FIND YOUR
DOUBLE
LATTE FACTOR™

The reality of life is that just about everyone in Canada makes enough
money to be wealthy. That’s right. You read it correctly. Just about everyone
makes enough money to be wealthy. Including people who are starting late.
Including you.

IT’S NOT HOW MUCH WE EARN,
IT°'S HOW MUCH WE SPEND!

Over their lifetimes, most working people will more than likely earn more
than a million dollars—maybe much more. So why aren’t we all rich? Why
aren’t you rich? It’s simple, really. The problem isn’t our income; it’s what
we do with our money once we get it. _

If there is one key concept on which everything else I have to say about

finishing rich is built, it is this: how much you earn has almost no bearing
on whether or not you can and will build wealth.
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YOU’VE BEEN PROGRAMMED
TO SPEND WHAT YOU EARN ... AND MORE

I'know it sounds far-fetched—especially if you're someone who is starting
late on the journey to financial security and independence. But trust me,
it’s true. The reason you feel behind the financial curve—the reason you
haven’t been able to start saving and investing for your future the way you
know you should be doing—is not that your income is too small. It’s that
your outgo is too big.

Are you rolling your eyes? I know—most people are convinced all their
problems would disappear if; say, their income suddenly doubled. Chances
are, you believe that, too. But if you do, you’re hurting yourself.

WELCOME TO THE
“NEVER GET AHEAD RACE”

What happens when your income jumps? Tell the truth. Haven’t you
already seen your income go up only to find you're still living paycheque to
paycheque? If you are at all normal, when your income jumps, so does your
spending. It’s just a fact. We earn more and then we spend more. Then we
need to earn even more and then we end up spending even more.

This is what I call the “Never Get Ahead Race.” Take the case of Nancy,
who described herself as a typical middle-class mother of two when I met
and worked with her on a television show. We were discussing how she
wound up owing $29,000 on her credit cards, and she told the audience:
“We always think that the next raise that my husband receives is going to
ease the pressure. But we watch each raise come and go without a notice-
able difference.”

That’s the way it is: The more we make, the more we spend. And if we’re
not careful, the more we owe.

INTRODUCING THE LATTE FACTOR

Maybe you've heard of the Latte Factor. It’s a concept I created based on the
simple idea that all you need to do to finish rich is look at the small things
on which you spend your money every day and see whether you could

Find Your Double Latte Factor™

redirect that spending to yourself—putting five dollars a day away for your
future, for example, rather than spending it on a fancy cup of coffee.

For most of us, there is no faster or more effective way to take control of

your financial destiny than to find out exactly how much potential wealth
you are squandering as a result of unnecessary spending on things like
mocha lattes from Starbucks every morning on your way to work.

But if you're starting late, it may not be enough simply to cut out a cou-
ple of hundred dollars a month in wasteful spending. You may need to cut
your spending by $1,000 a month or more, and that’s not likely to be pos-
sible if you focus solely on daily expenditures.

What you've got to do is turbocharge your Latte Factor. You've got to
look at more than just the daily extravagances that drain your resources
and consider as well the weekly, monthly, and even annual extravagances
that you could easily live without—things like premium cable channels,
extra-fancy cell phones, new wardrobes every season, and overly lavish
Christmas presents.

Take the case of Sharon, whom I also met on The Oprah Winfrey Show. 1
did a couple of shows with Oprah, in which we had real people come on
and share their Latte Factors. Sharon was a sharp 37-year-old who earned
$60,000 a year and had very little to show for it except for a big pile of bills.

What we discovered when we looked into her finances was that her Latte
Factor came to nearly $1,100 a month. About $250 of that was for mani-
cures and massages, and I suggested to Sharon that she consider reducing
the number of manicures and massages she had by half. “You don’t have to
give them up entirely,” I said. “Just cut down a bit.”

LOOK HOW MUCH MONEY
YOU WOULD HAVE

At that point, Oprah told Sharon she was going to show her how much she
would have in 30 years if she followed my advice and took $125 of her
manicure-and-massage money each month and, instead of spending it at
the salon, invested it in a retirement account. As Sharon looked on open-
mouthed, they wheeled out a cart stacked high with real, hard cash—more
than $282,000 in all!

“This is how much money you'd have,” Oprah announced with a wide
grin.
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“Oh, my God,” Sharon said, blinking in disbelief. She was completely
blown away.

But we were only getting started. After showing Sharon how much she
could amass simply by cutting back a little, we showed her how rich she
could finish if she turbocharged her Latte Factor. Say if, instead of wasting
$1,100 a month on unnecessary things (like premium cable channels and
eating out several times a week and wine-and-cheese parties), she put it all
in a retirement account.

Do you have any idea how much saving $1,100 a month for 30 years can
get you? If you invest it properly, you'd wind up with nearly $2.7 million.

That’s right: all that “small stuff”—Sharon’s Latte Factor—was actu-
ally costing her $2.7 million! Not very small when you think about it,
is it?

Dear David,
| I'd heard about spending big money on the little things, but until you laid it
out like this, | never realized how much money I've been wasting. Take

today for example:

I was running late to work, so | had no time for breakfast at home
(something that happens at least three times a week). | bought a bagel with
cream cheese, coffee, and water bottle for the day.

Total for breakfast: $5.65

For the same reason as above, | bought the lunch “special” at work,
which included a drink.

Total for lunch: $7.50

Now, I'm sitting here eating it, and imagining if I'd brown-bagged it. |
would have saved over $13 SO FAR TODAY!!! That’s at least $10 that |
could have put into a retirement plan. Waking up a few minutes earlier in the
morning is definitely worth a million dollars down the road.

Thanks,

Nancy Ocampo

Find Your Double Latte Factor™

MAKE A MILLION, SPEND A MILLION—
AT THE END,YOU’RE STILL BROKE

The Latte Factor is not just about people who are getting started saving. It
applies equally to poor, middle-class, and RICH people. We've all got a Latte
Factor. Not long ago, in New York, I was invited to speak about my last book,
The Automatic Millionaire, to an organization of very successful young
entrepreneurs. To get into this group, you had to be under the age of 40—
and you had to have started a company that was earning at least $1 million a
year in gross revenues. The average was actually upward of $9 million a year.

While I was honoured to be asked to address such a successful group, I
was also concerned that my message might not resonate with them. Consid-
ering how rich they all had to be, could they really relate to the Latte Factor?

I mentioned my worries to a close friend of mine, and he laughed.
“David,” he said, “many of these guys and gals aren’t actually rich.”

I must have looked surprised, because my friend started laughing again.
“Seriously,” he said, “of the hundred people who are going to be in the
room, how many of them do you actually think really are millionaires? Do
you think any of them are like that couple you described in The Automatic
Millionaire?” He was referring to Jim and Sue McIntyre, who managed to
become genuine multimillionaires without ever earning much more than
$50,000 a year their entire lives.

My first thought was that my friend was simply wrong. At least half of
this group had to be millionaires. But then I thought about it some more,
and the more I thought about it, the more I wondered. “New York City is a
really easy city to have a really big Latte Factor, isn’t it?” I asked my friend.

“The world capital,” he replied.

NEW YORK CITY,
HOME OF THE $21.50 LATTE

With that in mind, I started my speech to the young entrepreneurs by dis-
cussing the Latte Factor and how in New York City you could easily spend
$21.50 on your daily latte. They all laughed at that, of course. But then I got
serious. “No kidding now,” I said to them, “how many of you here have ever
paid $17.50 for a martini?
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Ninety percent of the people in the room raised their hands.
“And how many of you eat out five nights a week?” I continued.
Eighty percent of the hands went up.

“How many of you rent your apartment?”

Seventy percent raised their hands.

NOW THE BIG QUESTION!

“Okay, now here’s the big question,” I said, “and for this one I don’t want
you to raise your hands. Just write your answer on the blank card we left on
your plates. Excluding the value of your business and your home, are you
worth at least $1 million?”

A small murmur went through the room.

“That’s right,” I said. “I'm asking how many of you have assets of more
than $1 million—which is to say, how many of you are really liquid mil-
lionaires.”

The answer, when we tabulated it, surprised me. Here we were, in a
room of very confident and successful company founders and CEOs, but
when you measured how much they were worth (as opposed to how much
their businesses might be worth), fewer than 20%, or one in five, were
millionaires.

IT’S GOT NOTHING TO DO WITH
HOW MUCH YOU EARN

I'm telling you this story because I've seen this sort of thing time and time
again. I've worked with people earning $50,000 a year who swore they
would definitely start to save when their incomes reached $100,000—only

to reach that level and not be able to save because by then they were spend-

ing more than ever. I've seen that kind of person swear to change every
year—only to wind up in middle age earning more than $500,000 a year
yet still unable to make ends meet. I’ve also worked with successful busi-
ness owners who never saved any money because they assumed that some-
day they’d be able to sell their business for a fortune—only to see their
business collapse, and along with it, their financial security.

But then there are people like Jim and Sue MclIntyre, whom I featured in
The Automatic Millionaire. They earned a totally average income, never

Find Your Double Latte Factor™

Dear David,
Every morning | should be taking the train to work, but instead | wake up
late (an average of three to four days a week), and | end up taking a cab. So
| took the $8 (cab ride) x three days a week—this equals $24 a week of
wasted money. That equals $96 a month.That equals $1,152 a year. And
that equals $11,520.00 a decade!!

| took the train this morning!!

Patricia Pillot

much more than $50,000 a year, but they made a point of watching where
their money went. Instead of wasting it on “small stuff,” they saved it—and
as a result, they became financially independent. They retired as multimil-
lionaires, able to do what they want when they want to do it. Which is what
I want for you.

Actually, I want to do more for you. I want to show you how to save
more and how to grow your income, because the combination will make
you unstoppable.

We'll get to how you can increase your income later on, in Step Four. Right
now let’s focus on how to use the Latte Factor to help you save more. What
you want to keep in mind at this point is that making more money isn’t the
answer. At least not by itself. For this section of the book, the goal is simple:

CONTROL YOUR SPENDING AND
EVERYTHING BECOMES EASIER

The point of the Latte Factor is not to get you to stop ordering grande
mocha lattes at Starbucks. I happen to like Starbucks, and I've been
known to order the occasional fancy coffee myself. The point of the Latte
Factor is to make you aware of how much money you are wasting on lit-
tle extravagances—and how rich you could become if, instead of wasting
all those dollars, you put them to more productive uses. It doesn’t matter
if you earn what you think of as a small paycheque. Regardless of how big
or small your income may be, the Latte Factor can make a real difference
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in your life. And for people who are starting late, it is nothing short
of essential.

So what exactly is the Latte Factor?

When People magazine wrote about the Latte Factor a couple of years
ago, they summed it up this way:

“A latte spurned is a fortune earned.”

As T've recounted in my earlier books, I originally got the idea a little
over 10 years ago when a young woman in an investment course I was
teaching challenged my suggestion that all anyone needed to finish rich
was to put aside $5 to $10 a day. Her name was Kim, and her point was sim-
ple. For people who live paycheque to paycheque, she told me, saving $5 to
$10 a day simply wasn’t possible.

I knew Kim was sincere, but I also knew she was wrong, and to prove it,
I asked her to take me through her expenses for a typical day. As it turned
out, we didn’t even have to go past 10 a.m. to find plenty of potential sav-
ings. Her morning routine was something like this:

- Befare work (Starbucks):

= Nonfat muffin

£ 10 a.m. coffee break: j

Fruit smdothie

“So, Kim,” I told her, “we’re not even at lunch yet and you’ve spent more
than $10. And truth be told, you haven’t really had anything to eat yet!”

Even Kim was willing to admit this was pretty ridiculous. But she was
really shocked when I showed her how much these small luxuries were
actually costing her.

“Let’s say, for the sake of argument, that today, this very day, you started
to save money,” I said. “I'm not saying you cut out all your spending—just

Find Your Double Latte Factor™

that you reduce it a little. Let’s say you realized you could save $5 a day. Can
we try that? Just five a day, okay?”

Kim nodded.

“Now you are . .. how old?”

“Twenty-three,” Kim said. ‘

I pulled out my calculator and punched in some numbers. Figuring a 10
percent annual return, which is what the stock market has averaged over
the last 50 years, I worked out that if, instead of buying her latte and muf-
fin every morning, Kim put $5 a day into a retirement plan, by the time she
was 65 her nest egg would be worth nearly $1.2 million.

“And that’s actually a lowball estimate,” I told her. “As I recall, you work
for a company that matches employee contributions to a group RRSP.
That’s right, isn’t it?”

Kim nodded.

| am a teacher and as | was reading your book, The Automatic Millionaire,
| started doing the math for what | was spending each morning. EVERY
morning, five days a week, | spent $1.10 on coffee plus $.99 on a pack of
Hostess donuts, and another $.99 on Peanut M&M’s for a little snack later
on in the day.The first thing | realized was that | eat a lot of junk ... NOT
GOOD! Second thing is that | was spending $3.08 EVERY DAY ... that’s
$15.40 a week, which is $61.60 a month, which is $616 during our school
year (10 months). | was, and still am, absolutely sick that I've wasted that
much money on coffee and snacks when | could’ve invested that money
instead. At $616 a year, that would've been $15,400 over the next
25 years! And that’s only if the prices stayed the same over time, which of
course, they will only be going up in the future. | go back to work tomor-
row to start another school year and you can be sure that | won’t be going
for coffee and snacks anymore. The Latte Factor has opened my eyes ...
that money | used to spend on goodies is now going into a retirement
account for my future!
Tara Richards
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“Well, if your company matched just 50 percent of what you put in,
youd actually be saving close to $3,000 a year. And by the time you’re 65
that would add up to”—I punched some more figures into my calculator—
“roughly $1,742,467!”

At this point, I could see the imaginary lightbulb go off over Kim’s head.

“David,” she said finally, “are you trying to tell me that MY LATTES ARE
COSTING ME NEARLY TWO MILLION DOLLARS!”

And so the Latte Factor was born.

BUT | DON’T DRINK LATTES,
AND I’'M NOT 23

Kim was lucky. She learned about the Latte Factor when she was young
enough to make it work for her with virtually no impact on her lifestyle.

But what if her spending habits weren’t so easy to rein in? What if, say,
she wasn’t the kind of person who went to Starbucks every morning? And
what if she hadn’t been 23 when she turned up in my investment course?

What if she had been 33? Or 43? Would the Latte Factor have been of
any use to her then?

Let’s take the question about Kim’s age first. There’s no getting around
it: It’s a lot easier to finish rich when you start early. But just because
you're starting late does NOT mean you’re doomed to fail. All it means
is that you are going to have to work harder at saving and investing. Kim
can look forward to piling up millions merely by putting aside $5 a day,
or $150 a month, because she’s got 40 years or more before she reaches
retirement age—plenty of time for the miracle of compound interest to
work its magic. If youre in your thirties or forties or fifties and you're
just getting started saving and investing, there will be less time for
compound interest to grow your nest egg for you. So you'll need to sock
away a lot more cash than Kim. You'll need to turbocharge your Latte
Factor.

How much more will you need to put aside? The following table should
give you an idea.

There’s good news and bad news here—though, to my way of think-
ing, the good news far outweighs the bad. The bad news is that if you're,
say, 40, you’'ll have to put away roughly four times as much money as an
early starter like Kim in about half the time to wind up with a nest egg

e e s < 5 e
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(Assumes 10% Annual Rate of Return)

Daily Monthly 10 20 30 40 50
Investment Investment  Years Years Years Years Years
$5 $150 $30,727  $113,905 $339,073  $948,612  $2,598,659
$10 $300 $61,453  $227.811| $678,146 $1,897,224  $5,197,317
$15 $450 $92,180  $341,716 $1,017,220 $2,845,836 $7,795,976
$20 $600 $122,907  $455,621  $1,356,293 $3,794,448 $10,394,634
$30 $900 $184,360  $683,432 $2,034439 $5,691,672 $15,591,952
$40 $1,200 $245,814  $911,243  $2,712,586 $7,588,895 $20,789,269

$50 $1,500 $307,267 $1,139,053  $3,390,732 $9.486,119 $25,986,586

comparable to hers. The good news is that even if you’re starting very
late, you can still amass quite a respectable amount of money.

Say youre 50 and married, and both you and your spouse are
employed. If each of you were to decide today to start investing an extra
$15 a day in your respective retirement plans at work, that would amount
to an additional investment of $900 a month. Multiply that by 12, and we
are now talking about a yearly increase in savings of $10,800. If you con-
tinue putting money away at that rate for 20 years, the results could be
truly phenomenal.

Let’s assume you invest the extra money in a growth-and-income port-
folio consisting of 75 percent stock-based mutual funds and 25 percent
short-term bonds. (I'll explain exactly how you do this sort of thing later
on in the book.) With this sort of mix, it’s not unreasonable to expect to
earn an annual return of around 10 percent. (It’s not guaranteed, but that’s
what these investments have averaged over the last 25 years or so.) By the
time you and your spouse reach 70, your extra savings should total nearly
$700,000. And if your employers have a policy of matching, say, 50 percent
of your retirement plan contributions (which some companies today do),
your total would be roughly $1,025,148. Any way you cut it, this represents
a significant extra cushion for retirement.

The fact is, most people overestimate what they can do financially in
a year—and underestimate what they can achieve financially in just a

decade or two. |
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INTRODUCING
THE DOUBLE LATTE FACTOR

Big deal, you say. I don’t waste 5 or 10 bucks a day at Starbucks—let alone
30 or 40—and by the looks of that chart, unless I can start saving more
than $1,000 a month, ’'m not going to make it. Where am I going to get

that kind of money?

Dear David: v
| found my Latte Factor. It is lottery tickets. | spend $9 twice a week, that’s
$72 a month and $864 a year, and I've been doing this over 10 years—at
least $8,640.
And how much have | won back? Probably under $200.
Diane Jodzio-Willson

A woman named Audrey made exactly that point at a recent seminar I
gave. “I love all those cute ideas for eliminating wasteful little luxuries,” she
said, “but I'm 50 and cutting out muffins and lattes only goes so far. I mean,
sure, it can help, but your Latte Factor just isn’t going to be enough.”

At which point a man across the room yelled out, “Well, lady, if the Latte
Factor isn’t enough, maybe you should try a Double Latte Factor!”

Everyone laughed, including Audrey, but the point was a good one.

Let’s face it. If you are really starting late, you're not going to be able to
catch up just by cutting out regular lattes. You're going to need to double
up on your savings—and that means digging deeper into your spending.
You’re going to have to attack your Double Latte Factor™.

THE DOUBLE LATTE FACTOR™

What’s the Double Latte Factor? It’s all those fixed, recurring expenses we
incur as a result of buying or signing up for all those modern conveniences
and services now considered absolutely essential that everyone somehow
survived perfectly well without until maybe five or 10 years ago—things

Find Your Double Latte Factor™

After reading The Automatic Millionaire, | realized that | have my own Latte
Factor. Four days a week | would eat at McDonald’s on my lunch break. My
meal cost me $4.76 every day.That turned out to be over $19 per week,

$76 per month, and $913 per year. So | have now cut that out of my life

and | am packing my lunch. | am taking my newly founded $913 per year

and I'm investing it into my retirement account. | am 23 years old and my

outlook on money has completely changed after reading this book.
Brian Lowe

like satellite TV, cell phones, DVD subscriptions, health club memberships,
giant pickup trucks (when you live in the suburbs!), bottled water deliver-
ies, two cars when you only need one, that sort of thing.

Nancy and George, a wonderful couple with two kids I met doing a
financial makeover on television, were a great example of the Double Latte
Factor. Though they earned a decent living, Nancy and George were drown-
ing in credit card debt.

In our discussion about how they could get out from under that burden,
I introduced them to the Latte Factor. Nancy wasn’t impressed. “We aren’t
latte people,” she told me. “We don’t get a coffee every day. We don’t get a
muffin every day.”

That was true. But that didn’t mean there wasn’t some fat in their spending.

As we worked it out, beyond the basic necessities like rent and groceries,
Nancy and George were spending $500 a month on dinners out, $272 on
lunches out, $80 on satellite TV, $80 for a cell phone, $45 on a high-speed
Internet connection, and $150 in other phone charges. Right there, you
had $1,127 going to things they didn’t really need—nearly $40 a day in
nonessential spending. :

Many of these expenditures were for things they really liked and didn’t
want to have to give up. But when they saw this spending for what it was—
an extravagance that was red-lining their financial lives and causing them
sleepless nights, they reconsidered their attitude that they weren’t “Latte
Factor” people and they agreed to cut back on some of the extras.
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aDay  MonthThat 10 20 30 40 50
Costs Comes to Years Years Years Years Years
$7 $210 $43,017 $159,467 $474,702 $1,328,057 $3.638,122
Mﬁ-._—...._._ “._‘ o T o I o o
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Maybe you're a smoker. In New York, where I live, a pack of cigarettes costs
$7.You do the math.

Actually, P've already done it. It came up during another television
money makeover I did for a couple named Melissa and Bill who were
$92,000 in debt. Looking for nonessentials we could cut from their spend-
ing, Bill volunteered that he smoked a pack a day. “Well, just from the
money you're currently spending on cigarettes,” I told him, “you could
probably build yourself a nest egg worth more than $500,000. Not to men-
tion the fact that if you quit, you'd stand a much better chance of actually
being alive to enjoy your money when you retire.”

My husband and | recently came to a harsh reality. We realized that our
family had been struggling with an expensive addiction ... going out to eat.
Last year we spent $6,100.27 dining out. That's $508.33 per month! If we
saved $6,100 a year, we would wind up with $244,000 in 40 years! If we
invested this money, we would earn significantly more.

This year to date, we have already spent $3,110.97 on dining out.That
is $444 per month.We have not gone out to eat since we began reading
your book! We are excited now about saving instead of wasting.

Susanna and Todd Hanrath

Here’s how it works. If you've got a pack-a-day habit, that’s $2,555 a year
literally going up in smoke. If you're 35 and, instead of spending that money
on cigarettes, you start putting it into investments that earn 10 percent a year,
you'd have nearly $475,000 by the time you reached 65—more than $712,000
if you get that 50 percent match from your employer. In other words, kicking
the habit will not only help you live longer, it could also make you rich.

(Assumes 10% Annual Rate of Return)

A Pack Over a

Find Your Double Latte Factor™

DO YOU REMEMBER WHERE
YOU USED TO GET YOUR WATER?

Bottled water has to be the funniest Latte Factor of all, because it wasn’t too
long ago that just about all of us were very happy getting our water for free
from a tap. In fact—we still can! Yet Americans currently spend more than
$6.5 billion a year on the stuff. In fact, bottled water costs you a lot more
than that. Just look at the following table:

(Assumes 10% Annual Rate of Return)

Ave. Daily Overa

Water  Month That 10 20 30 40 50
Purchase = Comes to Years Years Years Years Years
$1 $30 $6,145 $22,781 $67.815 $189,722 $519,732

BOTTOM LINE: IT’S NO JOKE

Whether we’re talking about lattes, cigarettes, bottled water, or any other
unnecessary extravagance, a few dollars a day really can add up to a for-
tune. It may not seem like much. Hey, it’s only a few dollars, right? Well,
multiply a few dollars a day by 365 days a year. Before you know it, you're
talking about real money. And the truth is, we all do this. I mean, really stop
for a second and be honest with yourself.

The sooner you figure out your Latte Factor—that is, identify those unnec-
essary expenditures—the sooner you can start eliminating them. The sooner
you do that, the more extra money you’ll be able to put aside. And the more
extra money you can put aside, the better your chances of finishing rich.

SAVE EVEN FASTER BY FINDING YOUR
DOUBLE LATTE FACTOR

By the same token, you can transform your finances by eliminating all your

nonessential fixed expenses, like the gym membership you don’t really use

and the extra cable boxes you insist on having even though you only watch
TV in the living room—in other words, your Double Latte Factor. You may
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cell phones, can literally put thousands of dollars back in your pocket over
the next 12 months. And as we’ll soon see, the impact of doing that on your

life and your future can be awesome.

I’'m really not trying to be a Scrooge here. I know you may not be
ready to cut out your cell phone or your cable television. But just
consider the possibility that your current Latte Factor expenses
could be reduced. You may love Starbucks coffee. I certainly do, but I 3
buy my Starbucks coffee by the pound at the grocery store and brew

it myself at home. A $10 bag will last me nearly three weeks. This eas-
ily saves me $3 a day. That’s $100 a month, or nearly $1,200 a year.

You can also save money on your cell phone without having to give
it up. As I was researching this chapter, I called my phone-service sup-
plier to check on my cellular plan. In five minutes, I cut the fixed cost
of my phone bill by $50 a month—and increased my allowance of
minutes by 500. That’s a savings of at least another $500 a year.

Michelle and I also called the local phone company and found
a better deal for our home phones that will save us $35 a month,
or another $420 a year. In 30 minutes, I saved nearly $1,000 a year
with two phone calls.

What about you? Just think about it—and then try it. You may

be shocked to see how much money you can save in minutes!

NO PAIN, NO GAIN

I’'m a positive thinker. I have a term for negative people who seem to enjoy

raining on other people’s parades. I call them “dream stealers,” and I try to

avoid them. All the same, there is nothing to be gained trying to pretend

some things are easier than they really are. So let’s be honest. Starting late

makes it harder to finish rich. That’s a fact. ‘
But here is another fact:

Starting late does NOT mean you’re
doomed to a scary, uncertain future.

Find Your Double Latte Factor™

To put it positively, even though you're starting late, you still can finish
rich. But you’ve got to be serious about it. You've got to be willing to take a
clear, hard look at the way you live and then make some changes—changes
that will probably involve giving up some things you enjoy, like going out
to dinner a few times a week or subscribing to a picture-phone service
from your cellular provider.

But face it—anything worthwhile is worth a few sacrifices. And what
could be more worthwhile than giving yourself a future of financial secu-
rity and independence?

DOCUMENTING YOUR LATTE FACTOR

So how much money are you wasting every day? Or to put it another way,
what’s your Latte Factor?

You can make a rough guess, but my experience is that it’s much more
effective to actually document how much cash you squander on nonessen-
tials. There is something about seeing it written down in cold, clear figures
that can motivate you to make changes in the way you spend that you
wouldn’t normally make.

So here’s what I suggest: Make a copy of the Double Latte Factor Chal-

lenge™ form on page 47 and track your expenses for one day. Take the -

form with you everywhere you go tomorrow and write down every penny
you spend throughout the day.

And when I say everything, I mean everything: every purchase you
make in cash, with a credit card, or by writing a cheque. If you put a lunch
on your Visa card, write it down. If you pay a $3 toll to drive along High-
way 407, write it down. If you use your debit card to pay for your groceries
at the supermarket, write it down. If you give 53 cents to a homeless per-
son in the street, write it down. I promise you, it is truly stunning to see in
black and white just how much you spend—and on what—over the
course of a single day.

Once you've done this, add to the form all your fixed monthly expenses
that could either be reduced or cut out entirely. The idea, of course, is to
find out how much of the total isn’t absolutely essential. This should be a
little easier than documenting your regular Latte Factor, since you proba-
bly get bills for most of your fixed expenses (like rent or mortgage, car pay-
ments, Internet service, cell phones, and cable or satellite TV). Just make
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sure you're honest with yourself about this. Really look at your chequing
account and credit card bills, and find out who’s attached themselves to
your monthly income. I think you may be shocked to realize how many
people are on your household payroll.

If you can bring your Double Latte Factor under control in the next few
weeks, you're going to find some serious extra money in your pocket that
you never knew you had.

Calculating your Double Latte Factor means looking not just at your
daily expenses, but at your weekly, monthly, seasonal, and annual expenses
to find items and services big and small that can be eliminated or reduced
for big savings.

You can win a free Latte Factor mug (perfect for drinking your home-
brewed coffee) by sharing your Double Latte Factor experience with me.
Visit my website at www.finishrich.com and click on Start Late Finish

Rich.Fill out the form telling me what happened to you when you took the
challenge. How much money did you find? What did you learn? Every day
a winner will be selected!

Since making a similar offer in The Automatic Millionaire, I've received
thousands of success stories from readers around the world. It’s a simple
idea that is really working. | urge you to visit my website at www.
finishrich.com and read how the Latte Factor is changing the lives of
people just like you. Maybe their stories will inspire you. Maybe your story
will wind up inspiring someone else!

IS THIS TRIP NECESSARY?

I remember my Grandma Bach telling me about how, during World War II
when they had gasoline rationing, there was a billboard slogan you'd see
everywhere: “Is This Trip Necessary?” The idea was to remind people not to
waste fuel.

I'd suggest a similar question you should always ask yourself if you're
starting late on the road to finishing rich: “Is This Purchase Necessary?”
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THE DOUBLE LATTE FACTOR CHALLENGE

Calculating your Double Latte Factor means looking not just at your daily expenses, but
at your weekly, monthly, seasonal, and annual expenses to find items and services big and
small that can be eliminated or reduced for big savings.

Name: Day: Date:
Item or Service | Cost ‘Wasted Money? Amount Amount ' —1
Saved Saved Monthly

What | bought or buy | How much |/ ifthiscan |/ if this can | I con'save X
Ispentor  |be eliminated | be reduced! amount by

spend . doingY!
ftem Bagel with cream v $2 per day by $60
Example { cheese and small coffee | $3.50 eating at home
Service: | Two cell phones for $200/mo v $50/mo by $50
Example-| myself and Michelle including all changing service

extra fees plans
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Unless you can answer that question with an absolute, unequivocal
“Yes,” DON’T BUY IT! Whatever it is. If you can live without it, try to live
without it . . . or at least try to cut back on it. This is what I mean by tur-

CHAPTER FOUR

bocharging your Latte Factor.

KEY “START LATE” PRINCIPLES IN
CHAPTER THREE

HOWTO
TRANSFORM
YOUR DEBT
INTOWEALTH

* The secret to finishing rich is not earning more; it’s spending less.

How much you earn has almost no bearing on whether or not you
can and will build wealth.

* “Small” expenditures can add up very quickly into some amazingly
large amounts.

« If you're starting late, you need to turbocharge your Latte Factor.
* Most people underestimate what they can achieve financially in a
decade or two; you'd be amazed how big a nest egg you can create

saving just $10 or $20 a day.

Reviewing the principles we discussed in Chapter Three, here is ¥
what you should be doing right now so you can Start Late and Fin-
ish Rich. Check off each step as you accomplish it.

A big part of starting late and finishing rich is learning how to deal with
debt in a smart way. Unfortunately, many of you who are starting late aren’t
just starting from zero. You're starting from less than zero.

If this sounds like your situation, don’t feel bad. You are not alone. Most

U Recognize that what matters is not how much you earn but how

much you spend. people owe money on their credit cards—and a huge number don’t pay

much more than the minimum due when their bills arrive each month.
U Study the table on page 39 or use the Latte Factor Calculator at This can create a truly hopeless feeling.

www.finishrich.com to see how much saving a few dollars a day ‘ : How do I know this? Because every year I hear from literally thousands
can transform your future—even if you are starting late. A 3

of you who are struggling with just this problem. In fact, it’s the number-

one reason people tell me they are behind on their savings plans. In all,

U Take the Double Latte Factor Challenge. For just one day, take a
copy of the form on page 47 everywhere you go and use it to
track everything you spend. Then add all your fixed monthly
expenses that could either be reduced or cut out entirely.

76 percent of Canadians over the age of 18 have at least one credit card; on
average, these Canadians have three cards. Canadian cardholders owe an
average of $1,269 to credit-card companies, and only half of them pay their
credit-card bills on time. The typical couple I've worked with on TV
money makeovers owed more than $25,000 on their credit cards. Many of

them had outstanding balances of more than $35,000. |
So if you're in debt, welcome to the club. : \ : l

Q Decide right now that you can live on a little less and start to
save right now.
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The fact is that Canada has been on a spending spree—using credit
cards to party—for most of the last 15 years. Outstanding consumer credit
in Canada rose by 48 percent between 1990 and 2003. The average Cana-
dian household carries more than $16,500 in consumer debt, most of it
racked up on credit cards and car loans. That’s up from about $11,000 in
1989. And the spree shows no signs of letting up. If anything, it’s getting
worse, not better.

But that’s the country as a whole. It doesn’t have to be your reality.

THE GOOD NEWS ABOUT
DEALING WITH DEBT

Dealing with debt doesn’t mean putting the rest of your life on hold. If you
do it properly, you can actually make dramatic progress on three key finan-
cial fronts at the same time:

* You can start paying down your credit-card balances . . . immediately.

* You can start contributing to your long-overdue savings plan. ..

immediately.

* You can start saving to buy your own home . . . immediately.

Over the next 100 or so pages, I'm going to lay out exactly how you do
all this. We’ll deal first with your credit-card debt, then with savings, and
then with buying a home. But don’t get the wrong idea. Just because that’s
the order in which I'm explaining it doesn’t mean that’s the order in which
you do it. It’s not that you pay off your debt and then start saving and then
buy a home. The point is that you can—and should—do all of it right now.

This advice is the OPPOSITE of what most experts will tell you, which
is to get out of debt first and then save. If you are starting late, this is a
recipe for financial failure, and I'll explain why in a few pages. In the mean-
time, keep reading, because you are about to learn one of the most impor-
tant lessons there is about getting ahead financially.

ITS NOT THE CREDIT-CARD DEBT
THAT’S KILLING US—IT’S THE INTEREST

I’m starting with credit card-debt because it’s the single biggest thing hold-
ing most people back financially.
The reason most people find it impossible to fight their way out of

credit-card debt is that they’re focused on the wrong enemy. Take Terry
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and Tammy, a debt-challenged couple I counseled who owed around
$30,000 on their credit cards—a burden they couldn’t seem to reduce no
matter how hard they tried.

“What’s killing you,” I told them, “isn’t the $30,000 you spent on stuff
you couldn’t afford. It’s the interest you're paying on that debt.”

Terry and Tammy’s debt was spread over five different credit-card

accounts, which were charging them an average interest rate of 19.98 per-
cent (a pretty typical rate for people in their situation). Their monthly
minimum payment, which they could barely afford to make, totaled about
$750. Most of that represented interest.

“You guys are getting hit with more than $500 a month in interest
charges,” I explained to them. “That’s more than $6,000 a year. Do you real-
ize that you've got to earn $10,000 each year just to pay the interest?”

“You mean because of the taxes?” Terry asked.

“That’s right,” I said. “You’ve got to earn $10,000 to take home $6,000.
So here’s the thing. We’ve got to do something about those interest rates
you're being charged.”

CUT THE INTEREST RATE AND
THE DEBT BECOMES MANAGEABLE

Tammy shook her head impatiently. “David, I'm not worried about inter-

est rates. What we need to do is find some more money. I've already figured-

out how we can reduce our spending by nearly $400 a month. If you can
help me find another few hundred dollars, I think we can start to make a
dent in what we owe.”

“Tammy, you're not listening to me,” I said. “If you can reduce the interest
rate you're being charged, you can start paying down your debt faster. Right
now you are wasting nearly $6,000 a year on interest payments. You can’t
make progress on your debt because the money you're sending the bank each
month isn’t going to pay down your debt. It’s going to pay the interest, so all
that happens is that the bank gets richer while you and Terry stay in the hole.

“So forget about the spending issue. What we need to do right now is get
your interest rate lowered. If we can take you from 19.98 percent to zero
percent, you'll be able to pay off at least a fifth of your debt this year while
making the same monthly payments. And if we can get you to up your pay-
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HOW TO SWAP HIGH INTEREST CHARGES
FOR ZERO INTEREST CHARGES

“Zero interest?” Terry asked. “I thought charging interest is how credit-
card companies make money. Why on earth would they agree to charge us
zero interest?”

“Two reasons,” I said. “First, they’re desperate for customers. The credit-
card market is completely saturated, and the competition between compa-
nies is cutthroat. So they make a no-interest introductory offer to hook you.
Second, interest charges aren’t the only way credit-card companies make
money. They make a ton of money from late fees, and they’re betting that
you can’t go 10 months without being late on a payment. You do that and the
fine print kicks in. All of a sudden, instead of zero interest, they’re charging
you 20 percent. You're late a second time, and the rate jumps to 26 percent.”

“So why take chances?” Tammy asked.

“Because if you make every payment on time—and you will make every
payment on time, won’t you?—you can reduce your debt by 25 percent
before the introductory period ends.”

Tammy still looked skeptical. “And then what do we do?”

“We’ll address that next year,” I said. “By then, you'll have less debt—and
it’s more than likely that some other credit-card company will be running a
low-interest-rate promotion. Of course, because of the excellent on-time
payment record you’ll have compiled, you'll be able to move your debt again
or negotiate with your new credit-card company to keep your rates low.”

THE CREDIT CARD INDUSTRY HAS
A SECRET YOU NEED TO KNOW

In order to fully understand the secret the credit card companies don’t
want you to know, you need to understand a little about the credit-card
industry and its history. So let’s take a look.

HOW THE CREDIT CARD CAME TO BE

Back in the 1950s, when the modern credit-card industry began, things
were different. The pioneering credit-card companies like Diners Club and
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American Express expected customers to pay off their balances in full
within 30 to 60 days, and because of that only people with excellent credit
(like successful businessmen) could get a Diners or Amex card. As a result,
in those days, having a credit card was a major status symbol. If you had a
credit card, you were cool! .

By 1960, banks had begun offering what were known as revolving credit
cards, which permitted users to stretch out the payments if they wished. In
Canada, the first credit card was introduced in 1969. It was called a
Chargex card, promoted by the slogan, “Will that be cash or Chargex?”
Suddenly, even the average Canadian had $300 of instant credit.

In 1973, MasterCharge came on the scene to compete with Chargex. It
was still cool to have a credit card, but it wasn’t as special as it used to be.

In 1977, with the credit-card business growing ever more global,
Chargex changed its name to Visa and MasterCharge renamed itself Mas-
terCard. But the real change in the business went much deeper than just a
bunch of new names. Whereas Diners, Amex, and the other oldline card
companies made most of their money from membership fees and sales
commissions, the newer bank cards generated most of their revenue from
interest charges. Since banks were now running the business, this wasn’t
really surprising. Charging interest on borrowed money is how banks
make money. So why should their credit-card business be any different?

This change in the business had huge implications for consumers. For
one thing, credit cards suddenly became incredibly easy to get. Having a
credit card no longer made you cool anymore (unless, of course, you had a
gold card, later replaced by the platinum card). Students could get them,
kids could get them—even dead people and pets occasionally wound up
getting them.

But the change had another, much more important impact on con-
sumers. Suddenly, the credit-card companies began doing everything they
could to encourage customers to carry balances. Minimum payments were
lowered, incentives were offered, grace periods were shortened.

What accounted for this shift? Unlike the old-style companies, which get
very annoyed if you don’t pay off your bill each month, the banks that issue
Visa and MasterCard credit cards don’t mind if you take your time. In fact,
the longer you take, the more interest you must pay, and the more money
the bank makes. They make even more money if you're late with a payment,
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HERE’S THE CREDIT-CARD INDUSTRY’S SECRET

Banks in Canada encourage their customers to pay off their credit-card
debt, but they don’t really have to do this. After all, their profits go up if you
make only minimum payments. And they know that, if they ratchet the
minimum payment down low enough, you’ll keep spending money and
they’ll keep making money.

Still, you should follow the bank’s advice and keep your credit-card bal-

ances to a minimum. Why? Well, think about this: Let’s say you borrow -

$10,000 on your credit cards and pay only the minimum payment with an
interest rate of 19.98 percent. It will take you more than 37 years to get out
of debt—and before you do, you will have forked over nearly $19,000 in
interest charges.

-

HERE’S ANOTHER
CREDIT-CARD SECRET

Credit-card companies don’t mind if you pay late, because there’s big
money in collecting late fees. Not only can they charge you penalties as
high as $39 a month if you’re even one day late, they can also hike your
interest rate.

One woman I recently helped with a money makeover was hit with $295
in late fees in just one month—and her average interest rate was raised to
29 percent! Her credit-card companies love her! And she’s more typical
than you'd think.

No wonder credit-card companies want you to carry their cards, and the
more, the better. That’s why the number of credit cards in circulation in
Canada rises by more than 1 million a year and why there are now more
than 74 million cards in circulation in this country.

AND NOW THE RETAILERS
WANT IN ON THE GAME

Of course, it’s not just the banks and the credit-card companies. These
days most big retail chains offer charge cards as well. Why does a store like
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Canadian Tire or Sears push you so hard to get one of their credit cards?
You thought these guys were in business to sell car batteries and vacuum
cleaners, didn’t you? Well, if they can get you to buy your auto equipment
on credit—and if you don’t pay off your balance right away—they can
make a lot more money.

See if this sounds familiar to you:

You’ve gone shopping at the local outlet of a national clothing chain and
you've picked out $1,100 worth of new clothing. (I know this sounds like a
lot of money. 'm just using it as an example to make the math easier.)
You're at the register, about to write a cheque for your purchase, when the
cashier, a nice, chipper, good-looking young person, smiles at you and asks,
“Wouldn’t you like to save 10 percent on your purchase today? You know,
instead of writing that cheque, you could save $110 by opening one of our
charge accounts. It will only take a minute.”

A typical shopper, trying to be smart, will think, “Good deal—I save
$110! Let’s do it!”

Cut to a month later, when the bill arrives. “Total balance,” it says,”$990.”
“Oh, man,” you say to yourself, “I totally forgot about that.” But then you
see a much smaller figure next to it. “Minimum payment due: $24.75.”

“Now, that’s more like it!” you think—and instead of paying off that
painful $990 balance, you make the painless $24.75 minimum payment.

That’s exactly what the store hopes will happen. And it’s in fact what
nearly half of all Canadians do each month when they get their credit
card bills.

YOU CAN’T GET OUT OF DEBT
PAYING THE MINIMUMS

What’s so bad, you ask, about paying less rather than more? The answer is
nothing. But if you're trying to deal with your credit-card bills by paying
the minimum amount due, you're not paying less. You're paying more—a
lot more. If your interest rate is a typical 18 percent and you make only the
minimum payment each month on a $990 charge, it will take you 152 pay-
ments—or nearly 13 years—to pay off the balance due. By then, the clothes
you bought will be long gone—and because of all the interest you've had to

pay, your $1,000 purchase will have cost you more than $2,100. |
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Not such a good deal, is it? Well, not for you. For the store, it’s a great deal.

Again, $1,000 might sound like a ton of clothes. Don’t get hung up on
that. 'm just using clothing as an example. You could just as easily go to the
local big-box hardware retailer right now and finance a new lawn mower or
dishwasher or large-screen television. It’s all the same game—and in most
cases, you lose and they win when you take out a new credit card.

BORROW MONEY TO MAKE MONEY,
NOT TO LOSE IT

As I mentioned earlier, the average Canadian household carries outstanding
consumer debt of more than $12,000. If you pay just the minimum due each
month on a $12,000 credit balance, you will wind up having to make 400
monthly payments before it goes to zero. That’s 33 years and four months’
worth of payments. And that’s assuming you never charge another dime on
the card, never get hit with a late charge, and are never billed for an annual
service fee.

Take a guess how much it will end up costing you to pay off that $12,000
balance on a credit card that charges 18 percent interest if you pay only the
minimum each month.

The answer is $29,616! And that’s for a card that charges 18 percent annual
interest. Many cards charge much higher rates—some as high as 29 percent.

The conclusion this should lead you to is simple: You can’t finish rich
if yow’re carrying credit-card debt.

Think of debt as a trap that forces you to work longer than you should have
to. What puts you into debt are bad habits like running up big balances on
your credit cards and then paying them down slowly, if at all. You can be hurt
and held down by habits like these, or you can take action to break them.

Here’s a simple rule to follow: The only time borrowing makes sense is when
you do it to buy something that can go up in value, like a house—and even
then, you want to pay off the loan as soon as possible.

IFYOU CAN’T PAY FOR IT IN CASH,
DON’T BUY IT

There’s an old commonsense saying: “If you don’t have cash, don’t buy it.”
Hello! That’s a pretty darn simple saying that works really well. You only
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want to borrow to get rich. You don’t want to borrow to look rich! You
don’t want to lease your lifestyle. If you are borrowing to look rich, you are
guaranteed to stay poor. Really. No joke.

Think about what you bought with your credit cards recently. Was it a
need or a want? Be honest. In order for us to get you out of debt (assuming
you’re in debt), we have to get you to STOP. ‘

IFYOU’RE IN A HOLE, STOP DIGGING

One more bit of preaching and then we’ll jump into the technical “how to”
part of getting out of debt. Here it is: If you are in a hole, stop digging.

It’s time to cool it with the credit cards.

If this means putting a spending limit on yourself, do it. If it means vowing
never to spend more than $100 at any store on anything that you didn’t go in
already intending to buy, do that. If it means forcing yourself to take a 48-
hour cooling-oft period before you spend $100 on an impulse purchase, do
that! (This 48-hour time-out is an approach I discuss in Smart Women Finish
Rich. Tt helped me stop being a compulsive shopper, because it forced me to
go home and ask myself, “Do I really need this?” Once I really thought about
it, I almost never went back to the store and purchased whatever it happened
to be. Eventually, I stopped spending all my time shopping because it got to be
boring!)

The fact is, it simply makes no sense these days to run up credit-card debt.
It’s not only too expensive; it’s also too dangerous. Do what I do now. Don’t
run up any bills you can’t pay in full every month. Refuse to pay 18 percent
interest for items that are perishable. As those figures I cited earlier make clear,
carrying a credit-card balance is not a smart investment.

Better yet, pay cash for all your purchases. If you come across an item that
is too expensive for you to pay for in cash, don’t buy it. If you spend only cash,
chances are you'll spend less. Spending $200 on clothes seems like a much big-
ger deal when you're handing over a stack of $20 bills, as opposed to just sign-
ing a charge slip.

So now we know what we don’t want to do with our credit cards. With that
in mind, let’s take a look at what we do want to do with them.
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KEY “START LATE” PRINCIPLES IN
CHAPTER FOUR

* Dealing with debt doesn’t mean putting the rest of your life on hold.

* Your real enemy isn’t the debt; it’s the interest.

*You can’t finish rich if you're carrying credit-card debt, and you’ll
never get out of credit-card debt if you make only the minimum
payment.

* The easiest and most effective way to pay off your credit-card balance
is to get your credit-card company to lower the interest rate it
charges you.

« Don’t run up any bills you can’t pay in full every month.

-

Reviewing the principles we discussed in Chapter Four, here is
what you should be doing right now so you can Start Late and Fin-

ish Rich. Check off each step as you accomplish it.

O Decide to stop using credit cards to buy things you can’t afford
to pay off in full the same month you purchase them.

U Commit to making more than the minimum payment due.

U Commit to always paying your credit-card bill on time, every
time, so you don’t get hit with late fees.

CHAPTER FIVE

MANIPULATETHE
CREDIT-CARD
COMPANIES—
LEGALLY

When I was a kid in school, the teachers always used to tell me, “David, stop
talking.” Maybe you got that growing up, too? Well, when it comes to credit-
card debt and starting late and finishing rich, it’s time to start talking.

The reality is that if you know what to say and how to say it, you can lit-
erally get the credit-card companies to lower your interest rates and waive
your annual fees or late fees.

How is this possible? Because the credit-card companies need you! The
credit-card industry can’t operate without your business. The industry
today is all about recruitment. It’s like the military, except instead of saying,
“Join Us—Be All You Can Be!,” as the U.S. Army does, their message is . . .

JOIN US—SPEND ALL YOU CAN SPEND

In order to recruit you, the credit-card industry is doing everything it can
to make you believe that credit-card companies exist to help you. They are

|
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your friends, and to prove it they offer all kinds of perks, bonus reward ]
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points, frequent-flyer points, college account rebate programs, and on
and on.

Unfortunately, for people who are trying to start late and finish rich,
credit-card companies can be false friends. While their services can make
your life easier and more convenient, if you don’t use them responsibly,
you will end up getting deeper and deeper in debt at higher and higher
interest rates.

Even the name of their product—the “credit card”—can mislead you.
Credit is such a positive word. Here’s what you find when you look it up in
The Canadian Oxford Dictionary.

cred-it (kred’it), n.é#v. 1. a source of honour, pride, etc. 2. the
acknowledgement of merit. 3. a good reputation. 4. an acknowledge-
ment of competence (give me some credit!). b something believable

or trustworthy (this statement has credit) . ..

The dictionary goes on in this vein for a while. Credit means confidence,
trust, praise, approval, good name—all terrific things. It’s not until you get
all the way down into the fine print of the definition that the dictionary
mentions that credit can also imply financial obligations and “one’s ability
to meet payments when due.”

The point is that, when we hear the word “credit,” most of us tend to
think of good things, not obligations. And so, we think, a credit card must
also be something good—a kind of ticket to the good life.

THEY SHOULD CALL THEM
LIABILITY CARDS

If they wanted to be honest with us, the credit-card industry would call its
cards something else. I think labeling them liability cards would be much
more accurate. After all, what does a credit card do every time we use it? It
incurs liabilities—that is, debts—that we have to finance and eventually
pay off.

To be fair, credit-card companies are no different from any other com-
pany in our capitalist system. They’ve been created to make money for their
owners. In their case, they do this by providing credit to consumers like you
and me. We pay for this credit in the form of interest charges. So obviously
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the more credit the credit-card companies can persuade us to take on—and
the higher the interest they can charge us—the more money they make.

As Canadian banks try to tell their customers, credit cards can be a great
convenience if you use them responsibly. That’s the challenge—and the big
“if” What you need to know now is how to fix the problem that your
“if”’may have created.

YOU ARE NOT AT THE CREDIT-CARD
COMPANIES’ MERCY

Fortunately, we are not totally at the mercy of the credit-card companies.
As I mentioned earlier, they have spent a fortune to get you as a customer.

To keep adding a million credit cards to the total number outstanding
every year, the credit-card industry sends out hundreds of thousands of
applications. That’s a lot of direct mail, which costs the industry a lot
of money. With this in mind, it makes much more economic sense for
companies to do what they can to keep you happy than to lose you to
a competitor that’s offering a lower rate or a better deal. You just have to
know how to negotiate with them.

CREDIT-CARD COMPANIES
WANT YOUR BUSINESS

As we discussed in Chapter Four, the credit-card business is extremely
competitive. It is also highly regulated by the government. What this means
is that, rather than you being at their mercy, credit-card companies can be
at your mercy—if you know what you’re doing. The thing to keep in mind
is that, unless you’re a total deadbeat, the credit-card companies want and
need your business.

This fact—and it is a fact—should serve as the basis for all your dealings
with credit-card companies. As long as you operate on the assumption that
they need you at least as much as you need them—and that, if they don’t
treat you right, you’ll take your business elsewhere—you will do just fine.

You’d be amazed at how accommodating they can be when you remind
them of this (politely, of course!).

The key thing is never to let them intimidate you. Yes, you owe them

6l

money. And, yes, you are both legally and morally obligated to pay off your
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debts. But that doesn’t mean they are ever entitled to treat you badly, take
you for granted, or charge you an unfair rate.

YOU CAN TALKYOUR WAY OUT OF DEBT

The fastest way to save money on your credit-card debt is to talk down the
costs—that is, to get your credit-card company to lower the interest rate it
charges you.

Here’s how you go about doing this:

1. Find out how much interest you are currently paying.

Pull out your latest credit-card statement and read the fine print. Generally
speaking, the interest rate you are currently paying is listed on the bottom
of the very last page in a table called something like “Finance Charges” or
“Rate Summary.” Don’t blame yourself if you find it difficult to figure this
out. These tables can be very confusing, with one rate for purchases,
another for cash advances, and a third for special promotions. On top of
that, they list both a daily rate (which is usually a tiny fraction of 1 percent)
and an “APR,” which stands for Annual Percentage Rate.

If you're having trouble telling what your interest rate is, call the com-
pany and ask exactly how much your debt is costing you. By law they have
to answer truthfully. Don’t be confused if they quote a rate “over prime”—
as in, “Your rate is only 9 percent over prime.” This doesn’t mean your rate
is 9 percent; it means your rate is 9 percent plus whatever the so-called
prime lending rate happens to be. As of this writing, the prime is around 4
percent—which would make your annual rate 13 percent.

2. Find out what the competition is offering.

Once you know your rate, you need to find out how much better you
might be able to do elsewhere. This doesn’t mean you should start apply-
ing for other credit cards—not yet, at least. All you should do at this point
is go online to one of the many websites that specialize in consumer
finance information and see what the prevailing rates are as well as
what kind of introductory offers you can find. Among the better ones
are www.canadiancreditcenter.com, www. bankrate.com/can, and www.
eyeoncredit.com/canada. On these websites, you'll find credit-card offers
as well as introductory teaser rates.
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In addition to researching rates on the Internet, go through your junk
mail and keep all the credit-card solicitations you get over the course of a
month. Then open them all at once and see what kind of rates they’re
offering. You’ll be able to use the figures to negotiate better with your cur-
rent credit-card company. This week alone, I received seven “pre-approved”
credit-card applications. -

The average offer was for nine months of zero-percent interest.

3. Talk to someone who can make a difference.
Having armed yourself with some specific information about both the rate
you’re currently paying and the kind of rates other banks are offering, find
the Customer Service phone number on your latest credit-card statement,
then call your credit-card company and ask to speak with a supervisor. Do
not—I repeat, do not—ever try to negotiate a lower rate with the first person
who answers the phone. The people who answer the phones generally don’t
have the authority to approve changes, so you'd just be wasting your time.

When you are connected to the supervisor, tell him or her that a com-
peting bank is offering you a much lower interest rate than the one you’re
currently paying—and that unless the credit-card company can match or
beat the competitor’s rate, you intend to transfer your balance to that
competitor. Don’t be vague: Tell the supervisor the name of the competing
bank and the actual interest rate it is offering. Chances are that the super-
visor will agree to lower your rate on the spot.

I've worked with people who were being charged rates as high as 29 per-
cent, and with one phone call we were able to get it lowered to below 14 per-
cent. I've also worked with people who were paying 14 percent and were
able to reduce the rates to below 6 percent. And in some cases, I've had lis-
teners to my radio shows get their rates lowered to zero percent for a year.
One woman who went through my FinishRich Coaching Program told me
that, by following my advice, in less than two hours she was able to get her
rates on five credit cards (on which she was carrying a total of $20,000 in
debt) lowered from an average of 19 percent to an average of 4 percent.

By the way, you should be aware that there are often many levels of supervi-
sors. The departments that handle these calls have on average two to five levels
of management. So if the supervisor you get the first time around doesn’t give
you what you want, ask to speak to that supervisor’s manager. And if you don’t
like what he or she tells you, ask to speak to his or her superior.
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One other thing: Make sure you write down the names of everyone you
talk to. If you're told company policy forbids giving out last names, ask for
an identification number. Not only will this enable you to keep track of all
the different supervisors and managers you're bound to wind up dealing
with, it will also make the customer-service people wary of offending you.
Generally speaking, as long as you are polite and reasonable, they will
probably try their best to satisfy your request, because ultimately they want
to keep your business.

If you don’t get what you want, apply for an account with a company

offering better rates and then transfer your balance to that card.

“l bought The Automatic Millionaire after seeing you-on The Oprah Winfrey

Show. The first thing | did was call my credit-card company and ask for a

rate decrease. | let them know that | had compared rates on bankrate.com

and they decreased my APR by more than HALF! Thank you, thank you. |

am plowing through the rest of my to do’s now and can’t wait to get them

all rolling. Thank you for sharing this great information with everyone.”
Jane Reeder

4. Get the fees waived.

You can get credit-card companies to waive both late fees and annual fees.
How? Exactly the same way as you got your interest rate lowered—by call-
ing and negotiating,

In fact, it’s often easier for the person on the phone to cancel your late
fees than to lower your interest rate. The best time to get a late fee waived
is the minute you see it on a bill. Call the company immediately and ask,
“Can you please waive this late fee? ’'m not normally late and I would really
appreciate it.” I’ve never—NOT ONCE—had a late fee not credited back to
me. Late fees can cost you as much as $39 a pop. If you get hit with multi-

ple late fees, you can be out hundreds of dollars before you know it. This is
your money we’re talking about—so if all it takes to get it back is making a
few phone calls, why not make the effort? I can’t guarantee this will work,
but you’ll never know unless you try.
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Don't make one phone call and bumble along uncertainly—mumbling
something like, “Uh, can you, umm, waive my fees? Oh, you can’t? Okay."—
and then decide this advice doesn’t work.You have to be prepared to try
multiple times—and speak with multiple people.This is a game we're talk-
ing about.You have to play to win.And like any game, the more you play,

the better you'll get at it. Before you know it, you'll be in the driver’s seat.

CONSOLIDATING YOUR DEBT

If you have several credit cards, a really effective way to make it easier to get
out of debt is to consolidate all your balances on just one card. If nothing
else, it means less paperwork for you, since now you have only one credit
card company to deal with (and write cheques to), making it that much
easier to focus on getting debt free.

Again, to get what you want, you really don’t need to do much more
than “just ask.” When you’re negotiating with the credit-card companies
to lower your interest rate, make a point of telling them that you’re pre-
pared to move all your outstanding credit-card balances to the company
that offers you the lowest rate. You should have a pretty good idea of what
prevailing rates are from your research online. (If you don’t have Internet
access, check the business section of your local newspaper.) See what the
national average is for credit-card rates—and ask for half of that.

Even better, ask the credit-card company or your local bank what kind
of rate it is offering to customers like you who are willing to consolidate
their debt. Let them try to sell you!

As I told Tammy and Terry, you may find that in order to get all of your
business, one of your credit-card companies will offer to waive all interest
charges for 6 or 10 or even 12 months. If so, be careful—ask them what the
rate will be when the introductory offer expires, and remember it! It may
jump to 25 percent, in which case you will need to move once again to a
new card company.
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WATCH OUT FOR RETROACTIVE PENALTIES!

Also make sure you understand the penalties they will impose if you are
late on even one payment. Many of these zero-interest-rate offers have very
specific disclaimers—in tiny print—to the effect that if you are late paying
by even one day, your zero-percent interest rate will be increased to 19.98
percent retroactively; if you're late twice, your interest rate will jump to
24.95 percent, and so on. As a rule, the moment you fall behind, you forfeit
your zero- or low-interest deal and can wind up getting socked with a hefty
interest charge back-dated to when you first opened the account.

And pay attention to the due dates. As I mentioned before, the banks
have been shortening what’s known as the grace period—the time you
have to pay a bill before they start charging interest. Back in 1993, grace
periods averaged about 28 days,; by 2003, the average had shrunk to
around 21 days. Of course, the companies are legally required to inform
cardholders of changes like this, but the notices are usually so filled with
legal gobbledygook that they’re easy to miss.

Consolidating your credit-card balances—and reducing the interest
charges they generate—are both important. But let’s not forget that the
real goal is to eliminate them. In the next chapter, I'll share with you a
proven system that will enable you to get rid of your credit-card debt
entirely—and do so far more easily and quickly than you probably thought
was possible.

KEY “START LATE” PRINCIPLES IN
CHAPTER FIVE

* If you know what to say and how to say it, you can get the credit-card
companies to lower your interest rates and waive your fees.

* The credit-card industry is brutally competitive. Credit-card compa-
nies need you as much as—if not more than—you need them.

* The easiest and most effective way to pay off your credit-card balance
is to get your credit-card company to lower the interest rate it
charges you.

* Don’t run up any bills you can’t pay in full every month.

Manipulate the Credit-Card Companies—Legally

Reviewing the principles we discussed in Chapter Five, here is
what you should be doing right now so you can Start Late and
Finish Rich. Check off each step as you accomplish it.

Q Find out how much interest you're currently paying.
O Find out what the competition is offering.

Q Call your credit-card companies and negotiate lower rates and

no fees.
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CHAPTER SIX

DOLP°YOUR
DEBT

OUT OF
EXISTENCE '

DOLP® stands for “dead on last payment,” and the goal is to eliminate your
credit-card debt. Sounds simple enough, doesn’t it? Well, not if you happen
to be faced with several good-sized credit-card balances on the one hand
and a not-huge income on the other. If you're in that position, it can seem
impossible. It can seem like it’s too late for you. But it’s truly not. The good
news is that if you organize things properly, paying off your credit-card
debt can be a lot easier than you think.

Ideally, you should begin the process by consolidating all your balances on
one card, as I described in the last chapter—putting everything on a card with
as low a rate as possible (ideally, zero). The new consolidated balance may
look kind of scary (at least at first), but if you're like most people, you'll find it
easier and less anxiety-provoking to deal with one big debt than a whole
bunch of medium-sized ones. You'll also appreciate the fact that, with fewer
separate bills to pay, it’s less likely that you’ll miss any payment due dates.

Once you've consolidated all your balances into one account, the next
question is obvious: how much of your resources should you devote to

DOLP®Your Debt Out of Existence

paying it off? Of course, you're going to make more than the minimum
payment. But how much more?

PAYING DOWN YOUR DEBT FIRST
DOESN’T ALWAYS MAKE SENSE

An awful lot of experts will tell you the same thing: If you owe credit-card
debt, paying it off should be your top priority. Once you’ve done that, then
you can start saving.

While I know this advice is given with good intentions, I happen to
think it represents the single biggest mistake people make when it comes to
dealing with credit-card debt.

Devoting all your resources to paying off your credit cards means not
having anything left over to Pay Yourself First (something we'll cover later
on). It also virtually guarantees you will stay in debt and never start saving.

Here’s why it doesn’t add up from an economic point of view. Because
they don’t know the system you’re about to learn, it takes people roughly 10
years to pay off their credit-card debt. They focus their energy on their
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debt, they don’t save, and before they know it another decade has gone by -

and they haven’t made any progress toward financial freedom. (Sound
familiar?) When people are polled on why they put off saving for the
future, paying off debt is always a top factor.

WHAT BAD ADVICE LIKE THIS
CAN COSTYOU

Let me give you a real-life example. I did a financial makeover show with a
couple named Kim and Victor who owed $25,000 in credit-card debt. They
had seen a television show on which an expert had said, “You must pay
down your debt before you do anything else with your money. If you don’t,
you'll never be responsible, and if youre not responsible with your debt,
money will be repelled from you.”

This shook up Karen and Victor. So they did what they thought they
should do. They kept paying down their debt and put off trying to save.
Unfortunately, they were paying only a little more than the minimum.
Specifically, although they owed $25,000 on their credit cards, they were
barely paying $500 a month.
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One of the first things I did when I met Karen and Victor was to explain
to them that, at that rate, it would take them more than 35 years to pay off
their credit-card debt. Then I showed them what would happen if they
increased their debt payment by just $10 a day—and at the same time
started adding $10 a day to their savings.

Since they were both in their early thirties, the numbers were great to look
at. Putting an extra $10 a day toward their credit-card debt would get them
out of debt in less than three years. More important, the $10 a day extra con-
tribution to savings would yield them nearly $700,000 at retirement.

As 1 told them, the benefit of this approach is that you get out of debt
and start building your financial freedom at the same time!

BUT WHERE DO WE FIND $20 A DAY?

Karen and Victor were earning about $75,000 a yeafr, so coming up with an
extra $20 a day (or $600 a month) wasn’t easy. We went through their
expenses, including both their Latte Factor™ and their Double Latte Fac-
tor™, and the only way we could make this work was to cut it to the bone.
No one ever said getting out of debt and finishing rich would be easy. All 1
said was that it was doable! And what mattered to Kim and Victor was that
they now had a real plan to DO IT.

If you just focused on slowly paying off your credit-card debt—and it
wound up taking 10 years before you could start to save—do you know
what would it cost you?

Let’s say you had $300 a month you could either save or use to pay down
credit-card debt—or both. Assuming a 10 percent annual return on your
money, if you used it all to pay down credit-card debt for 10 years and then,
once the debt was paid off, started saving the full $300 a month for the next
20 years, you'd wind up with a nest egg worth $227,811. On the other hand,
if you allocated just $150 a month to paying down your debt and at the
same time started saving $150 a month, after 30 years you'd have no debt
and $339,073. In other words, waiting 10 years to start saving would reduce
the size of your potential nest egg by NEARLY A THIRD! It’s even worse
when the time spans are shorter (which is generally the case when you’re
older). For example, if you saved $600 a month for 10 years, you'd wind up
with $122,907, which is only about half of the $227,811 you’d have if you
saved $300 a month for 20 years.

Financially speaking, putting off saving in order to pay off your credit-

DOLP®Your Debt Out of Existence

LOOK AT HOW CORPORATIONS
HANDLE DEBT

Think about how corporations handle debt. Most companies borrow
money—huge amounts of it—in order to finance their growth. Now, once
a company incurs a debt, does it devote all its income to paying it off? Of
course not. Any company that did so would see its stock price get crushed—
and would more than likely go out of business. What smart companies do is
allocate a portion of their resources to debt reduction while at the same
time devoting other portions to developing new products, exploring new
markets, and generally expanding their business.

What businesses do is grow themselves out of debt. They pay down
their debt and invest money in their future at the same time. And that’s
exactly what you want to do. You want to pay down your debt and save at
the same time.

IT’S NOT JUST FINANCIAL—
IT’S PSYCHOLOGICAL

There is also an important emotional/psychological reason to save for the
future at the same time as you're paying off your debt. By doing both of
these things at the same time, you will feel your progress. You'll see money
being saved and debt being reduced.

As 1 said before, if you were to direct all of your available cash flow to
debt reduction, with the idea that you wouldn’t begin to save until all your
credit-card bills were paid off, it might be years before you could begin sav-
ing for the future. In addition to the phenomenal economic cost of doing
this, from an emotional point of view this is way too negative—so negative,
in fact, that many people who follow this path get discouraged, give up
early, and never get to the saving part. For someone who is starting late,
this can be catastrophic.

AND DON’T WAIT TO BUY A HOME, EITHER

Saving is not the only thing you shouldn’t put off while you pay down your
credit-card debt. You shouldn’t put off buying a home, either. We’ll get into
the details of why you need to own your own home—and how you can go
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about becoming a homeowner—in Chapter Eleven. Right now consider
the story of a good friend of mine named Christopher who moved to Man-
hattan four years ago.

Christopher arrived in the Big Apple with about $15,000 in credit-card
debt and just a few thousand in savings. When he told me he was planning
to rent an apartment for about $1,200 a month, I suggested to him that,
instead of renting, he should buy a home.

“Come on, David,” he said. “I have $15,000 in credit-card debt. No one
is going to give me a mortgage. And, anyway, you're supposed to pay off
your debts before you take on an obligation like a house.”

I told Christopher he was wrong on both counts. To make a long story
short, Christopher listened to me and bought a home (using the tech-

niques you'll learn in Chapter Eleven) with a 95 percent mortgage—mean-

ing he had to put only 5 percent down—for which he was able to qualify
even though he had credit-card debt. He purchased a studio apartment in
Manhattan for $125,000—and four years later sold it for $365,000!

As a result, Christopher has been able to pay off his credit-card debt
completely and still pocket more than $225,000 tax-free! Had he waited to
pay off his credit cards first and then buy a home, he’d more than likely still
be in debt and still be renting.

The point is that if you’re starting late, you can’t simply accept the con-
ventional wisdom that’s been out there for decades. You need to think dif-
ferently and act differently.

BURY THE PAST AND
JUMP TO THE FUTURE

The bottom line here is that, while you want to get rid of your credit-card
debt as quickly as possible, you also need to start building a nest egg for
your future as quickly as possible. I call this approach “Bury the past and
jump to the future.”

We'll deal with the nuts and bolts of “jumping to the future”—that is,
how to turbocharge your saving—in Step Three. Right now, let’s focus on
how you bury the past—specifically, how much of your money should be
directed to debt repayment. Basically, the most effective way to make sure
you'll finish rich, especially if you are starting late, is to divide your
resources equally. In other words, you take all the extra Latte Factor
money you've carved out of your spending and split it 50-50, with half

ment—or DOLP, for short.

DOLP®Your Debt Out of Existence

going to your nest egg and half to paying off your credit-card bill.

For example, let’s say that by determining your Latte Factor, you've
managed to cut $15 a day from your normal spending habits. That’s $450
a month. What I'm saying is that you take half of that—or $225—and put
it toward debt reduction. : :

THE MAGIC FORMULA FOR
PAYING OFF CREDIT CARD DEBT

As I hope I've already made clear, the key to getting out of credit-card debt
is to pay more than the minimum due each month. How much more? The
magic formula for figuring this out is really quite simple. You should aim
to pay at least $10 a day more than the minimum payment. If you do that,
you can be out of debt in less than five years.

Say, for example, you owe $10,000 on your credit cards, with an average
interest rate of 20 percent. The standard minimum payment for a $10,000
balance is $250. As I noted earlier, if that’s all you pay each month, it will be
37 years (and more than $19,000 in interest charges) before your balance is
paid off. On the other hand, if you up that monthly payment by $10 a day
(or $300 a month) to $550, you will be out of debt in just 22 months—Iless
than two years! And you'll have paid only about $2,000 in interest.

Need I say more?

DOLP® YOUR DEBT OUT OF EXISTENCE

The process I just described depends on your being able to consolidate
all your credit-card balances in one account. But what do you do if, for
some reason (say, you owe so much that no company will give you a suffi-
cient credit limit), you can’t consolidate your debt?

The answer is to DOLP® your way out of debt.

I first described the DOLP system in The FinishRich Workbook. The
basic idea is to rid yourself of credit-card debt once and for all by paying
off all your balances and then closing all your credit-card accounts.

DOLP STANDS FOR “DEAD ON LAST PAYMENT”

In other words, your credit cards are all going to be Dead On Last Pay-
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Of course, when you have a lot of credit cards, figuring out how to pay
them all off can be pretty daunting. Do you pay a little on all of them at
once? Or should you concentrate on one card one at a time? And if so,
which one goes first?

This is where the DOLP system comes in.

Here’s what you do. :

1. Make a list of the current outstanding balances on each of your

credit-card accounts.

2. Divide each balance by the minimum payment that particular

card company wants from you. The result is that account’s

DOLP number. For example, say your outstanding Visa balance is
$500 and the minimum payment due is $50. Dividing the total
debt ($500) by the minimum payment ($50) gives you a DOLP
number of 10.

3. Once you've figured out the DOLP number for each account,
rank them in reverse order, putting the account with the lowest
DOLP number first, the one with the second lowest number
second, and so on. The table below shows what your list should
look like.

Visa
MasterCard $775 $65 12 2
Sears Card $1,150 $35 39 3

You now know the most efficient order in which you should pay off your
various credit-card balances. Take half your Latte Factor savings and apply
them to the card with the lowest DOLP ranking.

For each of your other cards, you make only the minimum payment.

In the example above, the card with the lowest DOLP ranking is Visa. So
each month, you’d devote half your Latte Factor savings to reducing your
Visa balance, while making the minimum payments on the other cards.
Once you’ve DOLPed your Visa account (that is, paid it off entirely), you'd

DOLP®Your Debt Out of Existence

close it down and turn your attention to the card with the next-lowest
DOLP ranking—in this case, MasterCard.

You should continue doing this until you’'ve DOLPed your way to being
debt free.

Here’s a blank table you can fill in to create your own DOLP list.

DOLP DOESN’T HELP IFYOU DON’T
CHANGE YOUR HABITS

There’s not much point in DOLPing your way out of credit-card debt only
to fall right back in. And that’s really easy to do unless you change your
habits.

I know because I did just that in my early twenties. I got out of debt only
to tumble back in deeper than ever within two years. What finally saved me
was a complete change in attitude. While I still use credit cards, I don’t allow
myself to carry any credit-card debt—which is to say I only charge items I
know I can (and will) pay off in full as soon as the bill arrives. I do this
because I consider my credit cards a convenience, NOT A LOAN. That’s
how I suggest you look at them from now on.

Now let’s look at what you can do if you've really, really buried yourself
in debt . .. to the point where you need professional financial help. Even if
your situation isn’t that bad, you probably should read this chapter anyway,
because (1) you may have a friend who needs this kind of help, and (2) you
never know when it may come in handy for yourself.
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CHAPTER SEVEN

KEY “START LATE” PRINCIPLES IN
CHAPTER SIX

» Devoting all your resources to paying off your credit cards virtually
guarantees you will stay in debt and never start saving.
+ Putting off saving in order to pay off your credit-card debt can cost -

BEWARE OF THE
“NONPROFIT”
PROMISE OF

DEBT COUNSELORS

you big time in savings down the road.

* You want to pay down your debt and save at the same time. Whatever
you can put aside should be split equally between paying off your
debt and paying yourself.

Reviewing the principles we discussed in Chapter Six, here is what
you should be doing right now so you can Start Late and Finish
Rich. Check off each step as you accomplish it.

U Consolidate your credit-card debt.

Q If consolidating isn’t possible, start DOLPing your credit-card

accounts. If you are starting late with massive amounts of debt, you may need pro-

fessional help. Why? Because serious debt problems are the worst. They can
(2 As you pay off each balance, close down the account.

cripple your spirit, break your courage, threaten your marriage, and even

ruin your health. The good news is that, for people who feel overwhelmed,
there are places called credit-counseling agencies you can turn to for help.

The bad news is there are a growing number of companies that try to
take advantage of people with debt problems. Not a day goes by that my
email inbox doesn’t fill up with bogus “get out of debt” or “fix your credit”
offers. This chapter is designed to help you better understand whom
credit-counseling agencies can really assist and what they can do to help
you or hurt you.

Legitimate credit counseling agencies like Credit Counselling Canada
(www.creditcounsellingcanada.ca) basically do two things. They help you
sort out your current problems by negotiating with your creditors to get you
lower interest rates and more bearable payment plans. And they try to prevent \ |

future problems by teaching you some basic financial management skills.
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Depending on your situation, a good credit-counseling agency should
be able to offer you everything from simple advice about handling your
money to (in the worst case) suggesting that maybe you need to talk to a
bankruptcy lawyer. One service virtually all of them offer is something
called a “debt-management plan,” or DMP.

DMPs can be lifesavers when your situation is dire—say, you're inca-
pable of making even your minimum payments or you're unable to rene-
gotiate your interest rates. Under a DMP, the agency works out a payment
plan with all your creditors, in the process often getting late fees waived
and interest rates lowered. Once the DMP has been set up, you simply
make one consolidated monthly payment to the agency, which then parcels
out the money to all your creditors.

3

THE PROBLEM WITH.
DEBT MANAGEMENT PLANS

DMPs can be great things for debt-strapped consumers . . . if they’re used
appropriately and run properly. Unfortunately, the new breed of rip-off
artist that has flooded into the credit-counseling industry over the last
decade rarely does either. To the scammers, DMPs are just another way to
separate unwary consumers from their hard-earned dollars.

Legitimate credit-counseling agencies cover their expenses by charging
clients small fees to set up and administer DMPs. (These fees shouldn’t run
much more than $50 up front and $25 a month after that.) They also
receive what are called “fair share” payments from your creditors, who pay
them a percentage of the money the agency collects from you and passes
along to them—the idea being that, if the agency hadn’t set up the DMP
for you, your creditor might not be getting anything.*

Unfortunately, because DMPs can generate revenue, unscrupulous
credit-counseling agencies try to pressure everyone who comes through
their doors into enrolling in one—whether it makes sense for them or not.
They also charge unconscionably high fees, pressure clients into making

*For many years, credit-card companies paid the counseling agencies 15 percent of
the debt payments they passed along from consumers. But lately they’ve cut back to
8 percent—1largely in response to the influx of bad apples who not only ripped off
unwaiy debtors but also took advantage of the banks by offering their services to
people who weren’t behind in their payments but simply wanted lower interest rates.

Beware of the “Nonprofit” Promise of Debt Counselors

voluntary donations, and even deduct money from consumers’ payments
without letting them know.

Some of the deceptive and illegal practices typical of corrupt credit-

counseling agencies include:

* Misrepresenting fees or “voluntary contributions.” Some agencies
charge excessive fees that are automatically deducted from DMP pay-
ments without the client’s knowledge. Others trick clients into making
a “donation” by hiding in the fine print of their contracts a line that
states, “I voluntarily agree to contribute one month’s payment ...

+ Promising results that cannot be delivered. Some agencies market
themselves and their DMPs by insisting they can get creditors to
lower interest rates, monthly payments, or overall debt by ridicu-
lously large amounts. They also claim (falsely) that they can eliminate
accurate negative information from your credit report, and they
exaggerate how much money you will save by signing up for a DMP.

* “One size fits all” counseling. Some agencies say they provide
money-management advice and education to consumers, when in
fact they enroll all clients indiscriminately in DMPs without any
actual counseling.

+ Failure to pay creditors quickly—or at all. The worst agencies take -
their time forwarding your money to creditors, making money on
the “float” (the interest that accrues while your dollars sit in their
account). The absolute worst simply pocket your money and disap-
pear. Since you're still responsible for your debts even after you enroll
in a DMP, the late fees, interest penalties, and possible defaults that
result from this kind of conduct can destroy your already shaky
finances, not to mention your credit record.

BEWARE OF THE “QUICK FIX”

You need to be extremely careful when picking a credit-counseling agency.
The thing to remember is that you've got to be realistic about credit-card
debt. You are not going to be able to solve your problems overnight. It
probably took a long time to get into trouble with credit-card debt. And
chances are it will take you a long time to get out of it.

With this in mind, you should be suspicious of “experts” who claim they
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Companies that say they can repair your credit rating are bending the
truth. They can’t do anything more than you can do, at no cost. If your
credit report shows valid bad debts, they’ll remain there for up to seven
years. Nothing and no one can remove them.

You should watch out for the following red flags when you’re consider-
ing signing on with a credit-counseling agency:

* High fees. If an agency charges more than $50 up front and $25 a
month to set up and maintain a debt-management plan, they’re
probably ripping you off. An equally bad sign is if they’re vague or
reluctant to talk about specific fees.

* The hard sell. The counselor who answers the phone should not be
reading from a script. If he or she aggressively pushes the idea of debt
savings or the possibility of a future consolidation loan, hang up.

* Commission-paid employees. The best credit counseling agencies
are nonprofit organizations whose only motivation is supposed to be
what’s best for you. Employees who earn commissions for signing up
clients are likely to care more about their own paycheques than your
debt problems.

* The 20-minute test. Whether you do it in person or over the phone,
an effective credit counseling session generally takes a fair amount of
time—at least 30 minutes, and often as much as an hour and a half.
An agency that offers you a debt-management plan after a consulta-
tion of just 20 minutes or less can’t possibly know enough about you
and your situation to be making an informed recommendation.

* Aggressive ads. Don’t be fooled by hard-sell pitches on television or
the Internet that promise to solve all your debt problems. Before you
sign up with any credit-counseling agency, get referrals from friends
or family and check with consumer groups like the Better Business
Bureau to see if they’ve had any complaints lodged against them.

HOW TO FIND A CREDIT COUNSELOR
YOU CAN TRUST

Consumers looking for a counselor to help them solve their debt problems
face a real challenge. By looking at a TV ad or making a quick phone call to
a number listed in the phone book, they can’t tell the honest, caring agen-
cies from the rip-off artists. So how do you find a good one?

By far, the best way to find a trustworthy credit-counseling agency is

Beware of the “Nonprofit” Promise of Debt Counselors

through a referral. As I noted above, if you know any friends or relatives
who'’ve used a credit-counseling agency, ask them how they fared. Nothing
beats personal experience, and a satisfied client is a pretty strong recom-
mendation. (All the same, you should still double-check with the Better
Business Bureau before you sign up with anyone.)

If you don’t know anyone who’s used a credit-counseling agency—or if
the people you know who did had a bad experience—you should try a
referral service. :

There are some reputable non-profit groups in Canada that can advise
you on how to clear up a bad credit report or straighten out an inaccurate
one. One of the best is Credit Counselling Canada (CCC), reachable at one
of dozens of local offices across Canada (check your phone book) or on-
line at www.creditcounsellingcanada.ca.

When you contact one of these agencies, your first goal should be to find
out as much as you can about what they can and can’t do to help you. One
important question to ask is whether using their services will hurt your
credit rating. And before you sign on with anyone, check with the local
chapter of the Better Business Bureau to see if they have any complaints
logged against them.

Though CCC is extremely reliable, that doesn’t mean you shouldn’t do
some research of your own. Among other things, you should:

« Carefully read through any written agreement that an agency asks
you to sign. The agreement should describe in detail what services
will be performed, how much you will have to pay for these services,
how long it will take to achieve results, the exact nature of any guar-
antees that may be offered, and the organization’s legal business name
and address.

« Make sure your creditors are willing to work with the agency. If they
are, follow up with them regularly to make sure your debt is being
paid off.

* Check with provincial agencies and the local Better Business Bureau
to find out about the agency’s record. In addition, as the CEO of
Bankrate.com, a leading financial information website, pointed out, “it’s
a good idea to go and visit the agency to make sure it actually exists.”

Finally, if you think you’ve been victimized by a fraudulent or unethical

credit counseling agency, you can file a complaint with your provincial con- : |
sumer affairs department, listed on the Strategis website (strategis.ic.gc.ca).
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KEY “START LATE” PRINCIPLES IN
CHAPTER SEVEN

+ While legitimate credit counseling agencies can be enormously help-
ful, the industry has been invaded by a new breed of scam artists.

* Debt-management plans can be lifesavers, but they are not necessarily
the right solution for everyone.

* Beware of so-called experts who claim they can solve all your credit
problems with some quick fix.

* The best way to find a trustworthy credit counseling agency is
through a referral, whether from someone you know or Credit Coun-
selling Canada.

« Always check with the Better Business Bureau and your provincial

consumer affairs department before you sign up with any agency.

Reviewing the principles we discussed in Chapter Seven, here is
what you should be doing right now so you can Start Late and
Finish Rich. Check off each step as you accomplish it.

Q If you decide to use a credit counseling agency, watch out for the
red flags described on page 80.

U Ask friends and relatives for a referral.

Q Check out an agency’s record with the Better Business Bureau.

NOW LET’S GET YOUR START-LATE
SAVINGS PLAN GOING

You’ve come a long way. Congratulations! At this point, your Latte Factor™
should be truly turbocharged—which means you've taken control of your
spending and are in the process of transforming your past debts into future
wealth. With this as a rock-solid foundation, it’s time to learn how to tur-
bocharge your saving by learning how to Pay Yourself First . . . Fast.

PART THREE

SAVE MORE




CHAPTER EIGHT

PAY YOURSELF
FIRST ...
FASTER!

When it comes down to it, finishing rich is simple. All you have to do is
make a decision to do something that most people don’t do—to Pay Your-
self First. And if you're starting late, you have to Pay Yourself First . . . Faster!

It really is that simple. The catch is that you have to know what Pay
Yourself First means and then you have to do it. And if you're not where
you'd like to be financially at this point in your life, chances are you don’t

and you’re not.

The idea that you should Pay Yourself First is not new. I've been teach-
ing and writing about it for years, and it had already been around for a long
time when I started. So I don’t expect this is the first time you’ve heard of
it. But hearing about a concept and using it to change your life are two dif-
ferent things. '

Paying yourself first is one of those concepts like the Latte Factor that
most of us think we know but few of us actually put into practice. Every-
one says they have heard of Pay Yourself First and yet most Canadians are
not doing it. Most Canadians—and maybe you’re one of them—actually
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pay everyone else first when they get their paycheques. For starters, most of
us pay the government first through taxes. Do that—pay your taxes before
you put some of your earnings into savings—and you’ve pretty much
guaranteed yourself a hard time starting late and finishing rich.

HOW TO GET OUT OF
PAYING THE GOVERNMENT FIRST

There is a perfectly legal way to avoid paying the government first.
You do it by funding a PRETAX retirement plan. They’re called Regis-
tered Retirement Savings Plans, and we’ll cover them in detail later on.
All you need to know right now is that a pretax retirement plan is TAX-
DEDUCTIBLE—meaning it’s the only legal way for most of us to get out
of having to pay the government its federal and provincial taxes before
we pay ourselves.

This is a crucially important benefit for working people who want to
finish rich—especially those who've started late. Unfortunately, too many
of us are not taking advantage of it. Only about 40 percent of Canadians
who are eligible to invest within an RRSP even bother to do so, and of
those, only 25 percent contribute the maximum eligible amount.

The fact is, when most of us earn a dollar, the first place it goes isn’t to
us. It’s to the government. Even before that dollar makes it onto our pay-
cheque, the government grabs something like 27 cents in federal income
withholding taxes (often more). On top of that, local governments may
grab another five cents. (Exactly how much depends on where you live and
how much you earn.) And then there are Canada Pension Plan payments
and Employment Insurance.

IF YOU PAY THE GOVERNMENT FIRST,
YOU CANNOT START LATE AND FINISH RICH

When all is said and done, most of us wind up losing 30 to 40 cents out of
every dollar we make before we ever have a chance to spend—or invest—a
penny of it.

Under the best of circumstances, this can make life tough. For people
who are starting late—in other words, people who have a lot of catching up
to do on saving and investing—it makes it impossible.

Pay Yourself First ... Faster!

I’m going to be blunt here. There is absolutely no way to start late and
finish rich if you let the government get its mitts on your paycheque before
you do. And unless you’re putting as much of your income as you possibly
can into a tax-deferred retirement plan, that’s exactly what you’re allowing
the government to do.

YOU’VE GOT TO GET YOUR MONEY
BEFORE OTTAWA DOES

The reason you need to get to your money before the government gets to it
isn’t just so you can reduce your tax bill. It’s also so you can grow your nest
egg as fast as you possibly can. And if you're starting late, believe me, that’s
what you need to do. ,

Fortunately, there is a way—and it’s amazingly easy. All you have to do
is open a Registered Retirement Savings Plan and start putting a portion of
your salary into it. Every dollar of your income that you deposit (up to cer-
tain limits that we’ll discuss later), as long as it stays in the account, is not
subject to any taxes. And neither is any of the interest (or capital gains) that
you earn on it. Plus you get to deduct the amount of your contribution
from your taxable income. So your taxes go down too.

I know what the skeptics are thinking. Big deal. So the money is tax-free
as long as it stays in the account. All you’re doing is deferring the taxes. Once
you take the money out, don’t you have to pay taxes on it then? What good
is that?

JUST LOOK AT HOW
SIMPLE THE MATH IS

The answer is that it’s huge. For one thing, because you're not sharing your
hard-earned dollars with the government, you can invest more of them in
your retirement plan to begin with. For another, because you don’t have to
pay taxes each year on whatever returns your investment happens to
achieve, your nest egg can grow much, much faster.

The table on the next page shows just how this works. It compares two
investments that offer the same 10 percent annual return—in a tax-
deferred account versus a regular one.
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Gross income $1.00 $1.00
Taxes deducted -0 -30 percent
Amount available to invest $1.00 $0.70
Annual return +10 percent +10 percent
Balance after one year $1.10 $0.77
Are gains taxable? No ‘ Yes

The tax-deferred advantage is clear. At the end of a year, the tax-deferred
investment is worth nearly 43 percent more than the regular one. And if

you happen to work for a company that matches a percentage of employee
RRSP contributions, you could do even better. The table below shows the
kind of return you get if your employer offers a 25 percent match.

Gross income $1.00 $1.00
Taxes deducted -0 —30 percent
Amount available to invest $1.00 : $0.70
Typical Employer match + 25 percent 0
Amount invested $1.25 $0.70
Annual return + 10 percent + 10 percent
Balance after one year $1.38 $0.77
Are gains taxable? No Yes

Amazing, isn’t it? After just one year, youre 100 percent ahead with a
pretax retirement account! And that’s just the beginning. The advantage
only gets wider over time.

Just to give you an idea of how much this can mean if you do it over time
with real money, say you put $100,000 in an investment that generates an
annual return of 10 percent. If it’s a regular taxable investment and you're
in the 35 percent tax bracket, after 30 years your nest egg will have grown
to a little over $661,000.

Not too shabby, you say. Well, maybe not, but consider how much the
same investment would be worth after 30 years if it were tax-deferred. The
answer is nearly three times as much—more than $1.7 million!

To put it simply, if you pay the government first, you're trying to finish
rich with one hand tied behind your back.

Well, now you're going to untie that hand.

N o

Pay Yourself First ... Faster!

WHAT “PAY YOURSELF FIRST” REALLY MEANS

When people tell me they know all about Pay Yourself First, I generally ask
them four questions. Based on their answers, I can immediately tell if they
have a realistic plan to become rich. Most people don’t.

These are the questions:

* Do you know how much you should Pay Yourself First?

* Do you know where to put the money you Pay Yourself First?

* Are you actually doing it?

+ Is your Pay Yourself First plan automatic?

Anyone who can answer all these questions with an unequivocal “yes”
deserves congratulations. That’s because they are doing more than most
people ever will to attain financial freedom.

But most people aren’t in that position. Most people don’t pay them-
selves first, nor do they have an automatic plan. In fact, most people don’t
have any kind of plan at all. That’s why most people don’t finish rich.

You know, the good things in life don’t just happen to people. Sure, peo-
ple occasionally get lucky. They win the lottery or inherit a bundle from a
rich uncle they never knew they had. But those are the exceptions—the
rare exceptions. As a rule, the good things in life happen to people only
when they make them happen.

Maybe you used to believe that something good would just happen in
your life and your future would all of a sudden be taken care of. By now,
you've probably realized that life doesn’t work like that. (Perhaps that is
why you bought this book.) If you want a future of security and independ-
ence, you've got to build it for yourself. And whether you're talking about a
future or a family room, you can’t expect to build anything worthwhile
without a plan. '

So let’s get started on your plan.

YOU’VE GOT TO SAVE AT LEAST
AN HOUR A DAY OF YOUR INCOME

The question I’'m asked most often about Pay Yourself First is, “How
much?” I've always believed that to be fair to yourself and your future, you

should Pay Yourself First at least one hour’s worth of income every day.

89
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(Another way to put that is to say you should Pay Yourself First 12% per-
cent of your gross income; but an hour a day is easier to remember.)

Say you make $50,000 a year. That works out to roughly $1,000 a week
(figuring 50 working weeks a year), or $25 an hour (figuring a 40-hour
workweek). So paying yourself first an hour’s worth of income every day
means saving $25 per workday, or $125 a week, or $6,250 a year.

Paying yourself first this much makes a lot of sense if you start relatively
young. Begin putting $6,250 a year into a tax-deferred retirement account
when you’re 25 or 30, and you’'ll be a multimillionaire by the time you're
65. In case you're wondering, if you were to begin at 25 and got a 10 per-
cent average annual return on your money, by the time you reached retire-
ment age, your nest egg would be worth nearly $3.3 million. Begin at 30,
and you'd end up with just under $2 million.

BUT WHAT IF ’M STARTING LATE?

The picture is a bit less rosy, however, for people in their forties or fifties
who are just getting started. If youre over 40 and looking to retire at 65,
paying yourself first just one hour’s worth of income every day isn’t going
to be enough. Of course, it’s quite possible you’ll choose to put off your
retirement past 65, and later on in Step Four we’ll talk about the many
alternatives available to people who may want (or need) to keep earning
money into their seventies and beyond. But if your plan is to stop working
in your mid-sixties, and you're already past 40, there’s no getting around it:

You’re going to have to Pay Yourself First . . . Faster!

While you can do fine working the first hour of every working day for
yourself if you start in your twenties, as a late starter your goal should be to
work the first and the last hour for yourself. In other words, you should
strive to Pay Yourself First two hours’ worth of income every day.

Now, I know what you'’re going to say. “Two hours! Are you crazy? That’s
a quarter of my gross income! How can I possibly save that much?”

Hey, don’t shoot the messenger. Nobody said starting late would be easy.
And I'm not saying that you should start out trying to pay yourself first
that much. But in a perfect world, that is where you'd like to end up.

The sad fact is that most people don’t even come close to saving that
much. The average Canadian saves about 4.5 percent of his or her disposable
income. Twenty years ago, it was 19 percent. In other words, most of us work
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Pay Yourself First ... Faster!

about 25 minutes a day for ourselves. And a lot of Canadian workers don’t
put in any time at all for themselves—meaning they don’t save anything.

SO LET’S GET STARTED!

In general, I find this truly sad. Why should you get out of bed, leave your
family, spend most of your waking hours taking care of business for some-
one else, and NOT work at least one hour (and, ideally, two) for yourself? As
a late starter, you know that in order to retire comfortably, youre going to
need more money than you have right now—probably a lot more. So for you
there should only be one question: Where is that money going to come from?

As of right now, today, this very minute, your goal should be to get to the
point where you are working the first and last hours of every day for yourself
(especially if youre over 50 and are just starting to save). This means paying
yourself first by saving 25 percent of your gross income and putting as much
as you can—up to your maximum allowable contribution limit—into a retire-
ment savings plan to shelter it from tax.* I know this probably seems like an
impossibly ambitious goal, but remember what I told Harriet, the woman I
talked about in the Introduction who was shocked when a financial planner
ordered her to start saving $2,700 a month: You don’t prepare for a marathon
by trying to run 26 miles the first day of training. You build up to it gradually.

Same thing here. While your goal should be to Pay Yourself First two
hours’ worth of income a day, 'm a realist. You may want to start by pay-
ing yourself first just 30 minutes a day of your income (that’s about 6 per-
cent). Then, in six months, go to one hour a day of your income (around
12 percent). Then, six months after that, to an hour and a half of your
income—and so on until you get to the point where you are saving two
hours a day. I’ve also coached people to gradually increase their savings by
1 percent a month for two years (at which point they are saving more than
25 percent of their income).

Here is all you need to do right now (details on how to do this follow in
the next two chapters):

+ Decide to Pay Yourself First . .. Faster! for your future.

* Open a Registered Retirement Savings Plan.

*The maximum amount you can contribute to an RRSP is 18 percent of your
income to a limit of $16, 500.
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« Start funding it with at least one hour’s worth of your income (12%.

percent) of your gross income.

* Make it automatic.

Now, when I say it’s time to get started, I really mean it. You can regard
this book as interesting reading or you can use the ideas I'm coaching you
on to change your life. The difference is your willingness to act. You can
take a few days to think about whether you really need to start paying your-
self first automatically, and wind up never quite getting around to it. Or
you can make the commitment now to begin—today—to guarantee your-
self the future you want and deserve. So please don’t hesitate. This really
should be a no-brainer. Decide TODAY to do something, save something,
save more than you think you can save.

IT MAY SEEM IMPOSSIBLE,
BUT PEOPLE DO IT EVERY DAY!

I’'ve had people who never saved a dime go through my coaching programs,
and in a matter of weeks they were saving 25 percent of their income,
maxxing out their RRSP contribution room in the process. How did they do
it? They decided to do it. They simply acted on our advice and got going.

Trust me—it may not be easy, but once you start you'll find it’s easier
than you think.

Let’s say you make $50,000 a year and you started having 12V2 percent of
your gross income automatically taken out of your paycheque and put into
an RRSP. (Don’t worry how; we’ll get to that soon enough.) An annual
income of $50,000 amounts to roughly $4,167 a month before taxes—and
12¥% percent of that comes to a little more than $520. So that’s what you'd
be paying into your retirement account each month: $520.

Are your eyes rolling now? “Put aside $520 a month! Are you nuts?
There’s no way I could save $520 a month”

Don’t worry. This is a perfectly normal reaction. It just happens to be
totally wrong.

IT'S ACTUALLY EASIER TO SAVE
WHEN YOU PAY YOURSELF FIRST

For one thing, don’t forget the Latte Factor. There is a lot more give in your
monthly spending habits than you’re willing to admit.

Pay Yourself First ... Faster!

Hey David,

| saw you on television and wanted to share our story. About three years
ago, | heard about your phrase “Pay Yourself First” My husband and | were
contributing to our retirement plans, but not as much as we could have

been.

Our first step was to increase my husband’s contributions to his group
RRSP to the maximum his company allowed. As a small business owner, |
also started my own RRSP.

Then came the Latte Factor™. Mine was a little different—it was aWal-
Mart factor!! | would walk out of Wal-Mart with $200 worth of junk—
things | certainly didn’t need.You know, a box of candles here, a fake plant
there. So | started to go shopping with a list. That went for the grocery
store as well.

| absolutely could not believe how much money | had left over at the
end of the month. | opened a high-interest savings account account and,
within six months, | had so much money just sitting there that my financial
advisor advised me to purchase stocks and bonds. Three years later my

Our RRSPs keep growing as well. Now, | must admit this has almost
become an obsession. | am addicted to saving!!! | actually write my savings
cheque first and go grocery shopping with the money that’s left over!!

As a result, our retirement plans have changed. My husband is 43 and
| am 40, and we thought we'd both have to work until we were 65, but
now we've bumped that down to 55!!! If | keep going at this rate, we might
actually retire even earlier.

The best feeling in the world is when my husband tells me how proud
he is of me and how well | have handled our money. (He wants to retire
ASAP)

Thanks for all the wonderful advice!

Lisa Gros

i » you before you ever see it. You can’t spend what you don’t have, right?

For another, keep in mind that, when you Pay Yourself First correctly,
the money is taken out of your paycheque and automatically invested for
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But most important of all, you should be aware that saving $520 a
month in a tax-deferred retirement plan does NOT reduce your take-home
pay by $520 a month. Try $336.

HERE’S HOW IT WORKS

If you earn an annual salary of $50,000, your overall tax rate is probably
around 30 percent, which means that, after withholding, you take home
something like $35,000 a year—or roughly $2,917 a month. Now, you may
think that paying yourself first $520 a month will reduce your monthly
take-home by $520, from $2,917 to $2,397. In fact, it doesn’t. Remember,
youre paying yourself first—before you pay the government. In other
words, the $520 you're putting into your retirement account comes off the
top. What gets reduced is your gross taxable income, which will drop from
$4,167 a month to $3,647.

Now let’s do the math: $3,647 taxed at 30 percent leaves you with a take-
home income of $2,553. Before, you were taking home $2,917 a month. Now
you're taking home $2,553. The difference is $364 a month. NOT $520.

In other words, you put $520 a month into your retirement account,
but your take-home pay goes down by only $364.

This is what we call a good deal.

A GOOD DEAL GETS EVEN BETTER

So how much is this $520 a month—which actually costs you only $364 a
month—worth to you in the long run?

The answer is quite a lot—even if you're starting late.

Let’s say you're 40 and you start putting $520 a month into a tax-
deferred retirement plan that earns an average annual return of 10 percent.
Do you know how much you’d have in the account by the time you were
65¢ Keep in mind that over the course of 25 years, your total contributions
would have cost you just over $100,000 in terms of reduced take-home pay.

The exact figure is $689,953.

That’s right. Even though you didn’t get started until you were 40, you
would effectively wind up with nearly seven times as much money as you
put in.

This is more than just a good deal. This is a phenomenal deal.
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KEY “START LATE” PRINCIPLES IN
CHAPTER EIGHT

* You can’t start late and finish rich unless you Pay Yourself First . ..
Faster! :

» There is a perfectly legal—and amazingly easy—way to get to your
money before the government does: Put a portion of your salary into
a pretax retirement plan.

* Because you're not sharing your gains with the government, money
in a tax-deferred plan can grow much faster than money in a regular
account.

« The good things in life don’t just happen. You have to make them
happen.

» As a late starter, your goal should be to work the first and the last
hour of every workday for yourself.

* Because the money is taken out of your paycheque before you see it—
and because tax-deferred dollars go farther than regular dollars—it’s
actually easier to save when you Pay Yourself First.

Reviewing the principles we discussed in Chapter Eight, here is
what you should be doing right now so you can Start Late and
Finish Rich. Check off each step as you accomplish it.

Q Calculate how much paying yourself first two hours’ worth of
income every day would actually reduce your take-home pay.

Q Commit to paying yourself first at least one hour’s worth of
income every day, with an ultimate goal of two hours’ worth
of income.

You are doing great. Give yourself a pat on the back for getting this
far. Remember, youwll hardly miss the money that is deducted from your
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paycheque. And think how exciting it will be to watch the balance in CHAPTER NINE

your retirement account climb.

With this in mind, let’s look at some specifics. In the next two chapters,
we’ll tackle exactly how you Pay Yourself First . . . Fast and what exactly you
will do with the money you’re saving.

TOSS OUT

¥  THE BUDGET
' ; AND MAKE IT
F

AUTOMATIC

You can’t start late and finish rich by budgeting. Why? The fact is, budgets
simply don’t work—at least not in the real world.

Wait a minute. Did David just say, “Don’t budget™?

Yes—that’s exactly what I'm saying.

Think about it. Do you know anyone who budgets? I don’t. The few
people I know who tried couldn’t stick to it. If you're starting late and you
begin your catch-up process with a budget, you may never get truly started.

If budgeting worked, then everyone would be doing it and we’d all be
rich. This advice has been around forever. And the problem with it is sim-
ple—budgeting takes time, requires discipline, and pretty much goes
against human nature, not to mention the 3,000 marketing messages we’re

bombarded with every day urging us to spend our money.

So forget about budgets. Not only are they enormously time consuming
(which is why most people never do them), but they can also be counterpro-
ductive. Think about all the people you’ve known who've tried to lose weight
by going on some strict diet. In the end, don’t most of them get tired of count-
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SETTING UP AN AUTOMATIC INVESTMENT PLAN

OPTION ONE: PAYROLL DEDUCTION

The best way to set up this sort of plan is to get your employer to do what
is known as a payroll deduction, in which money is automatically taken
out of your paycheque and transferred directly to your RRSP. Not all
employers are set up to do this. If yours is, they will give you a form to fill
out that asks you to provide the account information they will need to be
able to make the transfer (meaning you will need to open an RRSP and
provide your employer with the account number and routing informa-
tion). Most banks and brokerage firms will handle all this for you, contact-
ing your employer’s payroll department on your behalf and dealing with
all the paperwork. ]

OPTION TWO: DEDUCTING FROM
YOUR CHEQUING ACCOUNT

If your employer doesn’t offer payroll deduction, ask them if they provide
automatic direct deposit (the answer will almost always be yes). This
means they will directly deposit your paycheque into your chequing
account. If so, you can work with the bank or brokerage you hire to have
the money automatically moved from your chequing account to your
retirement account. I suggest you arrange to have this done every time
you’re paid—ideally, the day after your paycheque clears.

Virtually every bank or brokerage that offers RRSPs is equipped to make
these arrangements for you. Many will even call your employer for you and
help you complete the paperwork for automatic payroll deduction. All
you've got to do is ask. And once it’s done, you don’t have to think about it
anymore. What’s more, your decision is not set in stone. You can usually
change the arrangement with a simple phone call or written request. And
don’t forget that many banks now offer free online bill payment, which

allows you to “autopay” a cheque to whomever you designate. This can
make automating your investment plan a one-time five-minute job.

Toss Out the Budget and Make It Automatic

ANOTHER INCREDIBLY SIMPLE WAY
TO AUTOMATE EVERYTHING

Today’s Internet technology makes it unbelievably simple to set up what is
called “online bill pay.” As the name suggests, online bill pay allows you to
pay all of your bills online. Once you open an online bill pay account, your
bills go directly to the company providing the service, usually a financial
institution, which scans them and then presents them to you online. All
you have to do to pay them is click a button. The funds to cover each bill
are automatically taken out of your bank account. What’s nice about
online bill payment is that you can use it to send money automatically to
wherever you like. Say you want to fund your retirement account with $50
a week. Online bill pay can do this for you every week without you doing
anything other than setting it up. The cost to open an online bill payment
service should run you about $12.95 a month (usually for 30 bills or
cheques) or $4.95 a month plus 50 cents for each bill. I've used this type of
service for two years for both my personal and business bills, and I think
it’s great.

You can arrange for online bill pay services through any of Canada’s
major banks. You can also arrange to pay bills from more than 65 compa-
nies online through Canada Post’s epost service at 1-877-376-1212 or

www.epost.ca.

HOW MUCH SHOULD | SAVE?

Ideally, you should save the maximum amount that the government allows
you to invest tax free. After all, money doesn’t grow on trees, and the gov-
ernment doesn’t give you many tax breaks. When it hands you a golden
opportunity to save pre-tax money and then watch it grow tax free, the
least you can do is accept the government’s offer.

Regardless of the type of plan, or even if your employer has no pen-
sion plan at all, the combined contributions of the employer and
employee to a registered pension plan or RRSP are tax deductible up to a

specified amount.
Federal legislation that governs pension contributions is aimed at pro-
viding a fair and equal opportunity for all working Canadians, as they save

1ot
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for their retirement, to enjoy the same tax advantages. That means that an
employee who belongs to a defined-benefit plan should not be able to
make a larger tax-free contribution to his or her pension than a person
who belongs to a defined-contribution plan or a self-employed individual
administering his or her own pension.

As a rule of thumb, individuals in Canada in 2004 can contribute up to
18 per cent of their income to a maximum of $15,500 tax free to their pen-
sion plans. This limit will rise to $16,500 in 2005 and $18,000 in 2006.

You can easily figure out how much you can contribute to your RRSP.
The amount is specified on your tax statement that you receive every year
from the Canada Revenue Agency.

AIM TO “MAX IT OUT”

Whatever your maximum allowable RRSP contribution happens to be,
that’s the amount you should be putting in. This is called “maxing out”
your retirement plan, and it is by far the single most important thing you
can do to create a secure financial future. There is nothing I know of that is
better at transforming otherwise ordinary Canadians into financially
secure individuals than the simple act of each month putting as much of
their paycheque as they are allowed directly into an RRSP.

As I mentioned in the last chapter, only about 40 percent of Canadians
who are eligible to invest within an RRSP even bother to do so, and of
those, only 25 percent contribute the maximum eligible amount. If these
people only knew what they were missing out on—how they were cheating
themselves out of a secure and comfortable future—hardly anyone would
fail to take full advantage of their RRSP. 8

BUT CAN | REALLY GET RICH SAVING
A COUPLE OF THOUSAND DOLLARS AYEAR?

Putting aside $4,000 a year (or $333 a month) may not sound like much,
but don’t forget the power of compound interest, especially when your
money grows tax deferred. Even if you waited until you were 40 to get
started, if you put $333 a month into an RRSP that earned an annual
return of 10 percent, by the time you were 65, you'd have a nest egg worth
nearly $442,000.

Toss Out the Budget and Make It Automatic

WHERE TO GO TO OPEN AN RRSP

There are literally hundreds of banks, credit unions, trust companies,
insurance companies, brokerage firms, and mutual fund companies you
can choose from to help you open an RRSP. The websites of Canada’s five
major banks, for example, make the process really easy. They combine
online services with phone support, and all can help you automate the
process in minutes. The websites all offer investment advice and calcula-
tors that you can use as you determine how much and where to invest your
money within your RRSP. Canada’s major banks also operate full-service
brokerage firms, accessible through their websites. And several of the for-
eign banks operating in Canada are competing actively for your business,
as well. Here’s where you can get more information:

Bank of Montreal
www.bmo.com

CiBC
www.cibc.com

Scotiabank
www.scotiabank.com

TD Canada Trust
www.tdcanadatrust.com

Royal Bank
www.royalbank.com

HSBC
www.hsbc.ca

Citizens Bank
www.citizensbank.ca
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Another website where you can open an RRSP online is:

eTrade
www.canada.etrade.com

You can locate the names, addresses, phone numbers, and websites of all
the individual mutual fund companies in Canada and find an enormous
amount of information about RRSPs at several financial websites, including:

The Globe and Mail
www.globefund.com

Investcom:
www.investcom.com

The Fund Library
www.fundlibrary.com

IT’S EVEN BETTER IF YOU’RE SELF-EMPLOYED

First, let me say congratulations! I say this because I admire entrepreneurs
and because, as a business owner, you are eligible for the best retirement
accounts around. Second, let me urge you to avoid a mistake that too many
business owners make—deciding that setting up a retirement plan is too
much of a bother.

Remember, you are in business to build a financially secure future for
yourself and your family—and how can you do that unless you pay your-
self first? As a business owner, the best way to pay yourself first is by setting
up an RRSP.

If you are among the fortunate few small-business owners who earn
more than $100,000 a year, you should consider setting up an Individual
Pension Plan (IPP). These are more complex than an RRSP, but they permit
higher tax-deductible contributions, so you can save more for retirement.

Toss Out the Budget and Make It Automatic {05

KEY “START LATE” PRINCIPLES IN
CHAPTER NINE

* Budgeting doesn’t work; the simplest and most effective way to Pay
Yourself First . . . Faster is to imitate the government and automate
the process.

» The simplest way to do this is to open a self-directed RRSP.

+ Ideally, you should get your employer to take money automatically
out of your paycheque and transfer it directly to your RRSP.

* Your goal should be to “max out the plan”—that is, to make the max-
imum contribution allowed.

Reviewing the principles we discussed in Chapter Nine, here is
what you should be doing right now so you can Start Late and
Finish Rich. Check off each step as you accomplish it.

0 Depending on your employment status, make sure you're signed
up for a self-directed Registered Retirement Saving Plan (RRSP).

Q Arrange to fund your RRSP with contributions automatically
deducted from your paycheque.

So now you know how to Pay Yourself First and Make It Automatic. So
what are you going to do with all this money that will soon be pouring
into your retirement account? We’ll answer this key question in the next
chapter, as we detail exactly how and where you should invest your new-

found savings.




il oL o

CHAPTER TEN

YOUR LIFE SHOULD
BE INTERESTING—
YOUR INVESTMENTS
SHOULD BE BORING

Many people think the secret to starting late and finishing rich is obvious.
“I've got to really be smart in the stock market and ‘Buy low, sell high.”

WEell, not exactly—at least not in the real world.

There is a widespread notion that the way to do well as an investor is
to buy when the market is low and sell when it is high—what’s known as
timing the market. It would be great if there really were a system you
could use to make this work. Unfortunately, no one seems to have found
1t yet.

TIMING THE MARKET RARELY WORKS

Between 1992 and 2002, the Canadian stock market produced an average
annual return of 9.52 percent. This period began with one of the most
roaring bull markets in memory—and then ended with one of the most
brutal busts in half a century. And yet, for all the turmoil, stock prices still
managed to grow by an average of nearly 10 percent a year—which means
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that if you put money in the market in 1992 and then just let it ride, your |

investments would have more than doubled in value by 2002.
What if you had tried to time the market? Consider this:

THE DANGERS OF TRYING TO TIME THE MARKET

Study after study show that investors who try to time the market do not
achieve the full benefit of rising stock values. From March 1990 to Decem-
ber 1999, for example, the TSE 300 Composite Index returned 11.53 per-
cent a year (including reinvested dividends). Yet investors earned real
returns of only 7.15 percent a year, according to a study by the Investment
Funds Institute of Canada.

Investor returns fell short the index return because investors, like surfers
on a rising tide, tried to catch each successive big wave. But they always
jumped aboard too late. They switched into an investment when they
should have been moving out, and moved out when they should have
stayed put. In other words, they were trying to time the market. If they’d
stuck with their choices for the entire period, they would have added more
than 4 percent to their average annual return.

In trying to time the market, you not only have to know when to get
in, you also have to know when to get out. That’s easier said than done.
As the IFIC report says, “What counts is your time in the market, not
market timing.”

BUY HIGH, SELL LOW!

Yes, I know. It’s supposed to be the other way around.

The thing is, in the real world almost no one actually manages to buy
low and sell high. At least not consistently.

So why don’t more experts talk about the fact that investors can’t time
the market? Because timing the market is an industry unto itself. Imagine
that you publish a magazine about financial planning and investing. What
exciting new strategies are you going to promote on the cover of your next
issue? If you were honest, your cover line would read something like this:
“Nothing new to suggest this month—just keep investing in a well-
diversified portfolio and over time you’ll do fine!”

Not very sexy, is it? I mean, who’d buy that?
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BEWARE OF FINANCIAL PORNOGRAPHY

Whether you're looking at newspapers, magazines, newsletters, or radio
and TV news programs, one fact is inescapable—a huge part of the media’s
approach to financial news is about scaring you. Why? Because fear makes
you pay attention. Scaring you sells.

Unfortunately, scaring you can also cause you to make rash decisions
about when to invest and when not to invest. One minute you’re investing
for the long tem. Then the daily news turns bad and before you know it
you're convinced that the world really is falling apart and you'd be best off
doing nothing with your money until sanity returns. But when will that be?

HISTORY PROVES IT—
THE WORLD IS NEVER SANE

Look back at U.S. history. Before the Iraq War there were the Clinton scan-
dals. And before the Clinton scandals there was the first Gulf War. And
before the first Gulf War there was Iran-Contra. And before Iran-Contra
there was the Carter inflation. And before the Carter inflation there was the
Energy Crisis. And before the Energy Crisis there was Watergate. And
before Watergate there was Vietnam. And on and on all the way back to the
Panic of 1839.

You could do the same for Canadian history: The Bre-X scandal blew up
in 1997. Constitutional crises afflicted the country in the 1980s and 1990s.
Joe Clark’s Conservative government was defeated in a Commons non-
confidence vote in 1979. Martial law was declared during the 1970 October
crisis. And so it goes . . .

Take a look at the table on the following page, which puts history and
the stock market in context. One thing you'll notice is that following a his-
torical crisis, the market recovers—and recovers fast.

Your Life Should Be Interesting ...

If you look closely at this chart you will notice that history is filled with times of trou-
ble. Following difficult times the markets drop—only to often recover quickly. While no
one can predict that the future will mirror the past, this chart shows that over 88 years,
stock markets have rallied within months of a disaster. The moral—don’t panic next
time something terrible happens. Regardless of what happens, things tend to improve.

Event

Stock Exchange Closed
(World War [}

Bombing at JP Morgan Office

Fall of France

Pearl Harbor

Korean War

Suez Canal Crisis
Sputnik

Cuban Missile Crisis

JFK Assassination

Martin Luther King Assassination
United States Bombs Cambodia
Arab Oil Embargo

Nixon Resigns

Iranian Hostage Crisis

U.S.S.R. in Afghanistan

United States Invades Grenada

Stock Market Crash of 1987
Invasion of Panama

Iraq Invades Kuwait

Persian Gulf War

Gorbachev Coup

World Trade Center Bombing
Oklahoma City Bombing
Asian Stock Market Crisis

United States Embassy Bombings
in Africa

Sept. 1 | Terrorist Attacks

Enron Testifies Before Congress

Median

Reaction Dates

07/22/14-12/24/14
09/15/20-09/30/20
05/09/40-06/22/40
12/06/41—12/10/41

06/23/50-07/13/50
10/30/56—10/31/56
10/03/57-10/22/57
10/19/62—-10/27/62

11/21/63-11/22/63
04/03/68-04/05/68
04/29/70-05/26/70
10/18/73-12/05/73

08/09/74-08/29/74
11/02/79-11/07/79
12/24/79-01/03/80
10/24/83-11/ 07/83

10/02/87—-10/19/87
12/15/89-12/20/89
08/02/90-08/23/90
01/16/91-01/17/91

08/16/91-08/19/91
02/26/93-02/27/93
04/19/95-04/20/95
10/07/97-10/27/97

08/07/98-08/10/98
09/11/01-09/21/01
01/31/02-02/07/02

Source: Ned Davis Research Inc. + AlM Investment

%
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-10.2%
=55

-17.1
6.5

-12.0
-4
-9.9

L1

-29
04
~14.4
-185

-17.6
-2.7
2.2
-27

-34.2
-1.9
-13.3
4.6

24
03

12

-124

0.0
-14.3
-3.0

-3.0

22
Days
Later

10.0%
24

-0.5
38

9.1
03

55

121

72
53
9.9
9.3

-7.9
47
6.7
39

1.5
-2.7

0.1
1.8

44
2.4
3.9
88

-11.2
13.4
10.5

5.3

63

Days
Later

6.6%

-14.9
8.4
-29

15.3
0.6

6.7
17.1

12.4

6.4
20.3
10.2

=57
1.1
-4.0
-2.8

11.4
03
2.3

143

1.6
5.1
9.7
10.5

47
21.2
43

6.6

126
Days
Later

21.2%

-9.5
7.0

-9.6

19.2
34
72

242

15.1
9.3
20.7
7.2

12.5
23
6.8

-3.2

15.0

8.0
16.3
15.0

11.3

85
12.9
25.0

6.5
248
-9.5

9.3

109




1o

Start Late, Finish Rich i

GOOD NEWS USUALLY FOLLOWS BAD NEWS

If you look closely at the table on page 109, you'll notice that uncertainty
often affects the judgment of investors—leading many to sell low in a panic.
There has never been a time where things were fine. Things are always a lit-
tle crazy. So knowing that you live in an insane world, what should you do
with your money?

The answer is simple. If the world is complicated and crazy, you create
an investment plan that is simple and sane. In short, you create an
INCREDIBLY BORING INVESTMENT PLAN.

THE PERFECT PIE APPROACH

I created the Perfect Pie Approach™ years ago to make managing money
simple. I've taught this approach to thousands of people, and now I'm

going to share it with you.

Imagine I'm in a classroom with you right now, coaching you one on
one. In front of us is a chalkboard. Here’s my boring approach:

I step up to the chalkboard and draw a circle. Then I divide the circle
into three equal slices. One slice is labeled “Stocks,” one slice is labeled
“Bonds,” and one slice is labeled “Real Estate.”

Look closely at this picture. I call it my “Perfect Pie” investment plan.

Real Estate

Your Life Should Be Interesting ...

COULD IT BE ANY SIMPLER?

There is one old saying about investing that happens to be true: Don’t put
all your eggs in one basket. In other words, youw've got to diversify—which
means that, instead of investing all of your money in just one or two places,
you spread it around. Now, spreading your money around does not mean
opening up a lot of different retirement accounts in different places. If you
do that and then make the same kinds of investments with each of them,
all you've done is complicate your life. Spreading your money around
means making a variety of different investments. Many people make this
complicated. It doesn’t need to be.

HOW IT WORKS

Let’s stay with my concept of keeping it simple.
Your money gets divided up into three equal parts:
* Real Estate
» Stocks
* Bonds

WHY THIS IS THE COMPLETE “START LATE”
SOLUTION TO INVESTING

Here’s why the Perfect Pie Approach is perfect:
* You get complete diversification.
* You won’t be overinvested in the stock market—and be forced to buy
and pray. '
* You won’t have too much money in bonds and be too conservative.
* You will be exposed to the real estate market beyond the investment
you make in your own home.

+ It’s amazingly inexpensive.
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HERE’S EXACTLY HOW TO DO IT

STEP |
BUY REAL ESTATE

One-third of your assets should be in real estate. If you own your home, the
equity you have in it IS INCLUDED in this piece of the pie. So if your
house is worth, say, $250,000 and your mortgage balance currently totals
$150,000, then you already have $100,000 in the real estate slice of your pie.

Now, if that happens to represent more than one-third of your total
assets, don’t think you need to rush off and sell your house. All it means is
that you don’t need to invest any more money in the real estate piece of the
pie just now.

If you don’t own a home—or the equity in your home doesn’t equal
one-third of your total assets—then you need to have real estate added to
your portfolio.

HOW TO ADD REAL ESTATE TO YOUR PORTFOLIO
IN 5 MINUTES!

The single easiest way to add real estate to your portfolio is to invest in
REITs. To be technical about it, a REIT (or Real Estate Investment Trust) is
a company that happens to be in the business of owning and operating real
estate. First developed in Canada in 1993, REITs are generally publicly
traded (though some are privately held) and they usually own income-
producing properties such as office buildings, stores, hotels, apartment
buildings, and shopping centres. There are also REITS that own hospitals
and nursing care facilities, and some even own real estate loan portfolios.
While there are more than 200 REITs in the United States, there are only
about 20 REITs currently operating in Canada.

REITS HAVE OUTPERFORMED STOCKS FOR 25 YEARS!

The great thing about REITs from an investment point of view is their yield
or cash distribution. The average REIT offers an annual distribution of 7 to
13 percent—often higher. And that’s apart from any appreciation you may
enjoy in the price of your shares.

Your Life Should Be Interesting ...

Why do REITs pay such generous cash distributions? That’s a direct
result of the trust indenture under which they operate, which stipulates
that REITs must pay 75 percent to 95 percent of their income to investors
in the form of tax-advantaged cash distributions. Meanwhile, the REIT
itself pays little or no tax. These rules not only made REITs very attractive
to run, it also made them a great investment.

How great an investment? How about the perfect Start Late investment!

Consider the following:

« REITs provide steady income, usually higher than stocks or bonds,

and the possibility that your investment will grow in value, as well.

* REITs outperform other investments not just in terms of annual

returns but also in terms of correlation with other investments
and risk.

THE PERFECT WAY TO BUY REITS

I don’t recommend that you buy individual REITS, because it’s too easy to
pick the wrong one. For example, you might invest in a REIT that focuses
on buying apartment buildings (or retail real estate or whatever), only to
see that sector turn cold.

START WITH A REIT INDEX FUND

The solution is simple: You should buy an index fund of REITs. (An index
fund is a mutual fund that is designed to mirror the performance of a par-
ticular market indicator such as the S&P/TSX 60.)

In Canada, Barclay’s Global Investors offers an ETF called the iUnits
S&P/TSX REIT ETE. (ETFs are amazing investment vehicles; I'll describe
what they are and their many advantages a bit later in this chapter.) This
REIT fund can be purchased through any brokerage and put into your
RRSP; details are available at www.iunits.com or at 1-877-Go-iUnit,.

YOU CAN ALSO BUY REITS BY
INVESTING IN A REAL ESTATE FUND

You can also participate in the REIT market through a real estate mutual
fund, although you won’t get the same benefit from one of these funds as
youd get by investing in the ETE That’s because real estate funds,
in addition to investing in REITs, also invest in equities and other securities
of Canadian companies that are involved in owning or managing real estate.

13
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STEP 2
BUY STOCKS

One-third of your assets are going to be in stocks. But rather than investing in
individual stocks or bonds, you probably should invest in mutual funds.
There are a lot of good reasons for this, which I'll list in a minute. But
before I do, it probably would be a good idea to explain just what we’re
talking about here.

WHAT EXACTLY IS A MUTUAL FUND?

One of the more frightening discoveries I've made over the years is that
there are a lot of people who invest in mutual funds without having any
idea what they are. For the record, a mutual fund is an investment vehicle
that sells units to a large group of investors (often tens or even hundreds of
thousands of people). The fund then pools the investors’ money and uses
it to buy various securities (such as stocks or bonds).

The nature of the various securities determines the character of the
fund—for example, whether it’s considered a growth fund (which takes
chances for the sake of high returns) or an income fund (which earns more
modest returns but is much less risky). The combined performance of all
the various securities that are in the fund’s portfolio determines how much
units in the fund are worth.

The advantage of a mutual fund is that investors who own shares in one
automatically achieve the benefit of a diversified portfolio without having
to buy individual investments themselves.

DO MUTUAL FUNDS STILL MAKE SENSE
AFTERTHE SCANDALS?

Every day, people ask me if I still think mutual funds make sense, given the
mutual fund scandals of the last few years. My answer is yes. The trading
abuse scandals in Canada—in which some mutual fund companies engaged
in rapid trading in and out of fund units—gave the industry a black eye, but
at the end of the day the financial impact on the average investor was small.
Even the Ontario Securities Commission, which has been investigating
Canadian mutual funds, says investors have nothing to worry about.
Unfortunately, some Canadian investors might confuse the behaviour

of Canadian mutual funds—which wasn’t illegal, by the way—with the -

g i
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behaviour of U.S. mutual funds, some of which broke the law by engaging
in late trading and other shenanigans and are now paying the penalty.

More important for investors is that the mutual fund scandal has forced
mutual fund companies to pay more attention to unitholders and focus
their attention on the job at hand, which is to select investments that will
provide unitholders with a decent return on their money.

At the same time, the traditional fund industry is facing increasing com-
petition from ETFs, and that is also forcing fees down.

If that’s not enough to convince you that mutual funds are still worth
selecting over individual investments, here are five more reasons.

FIVE REASONS MUTUAL FUNDS
STILL MAKE SENSE FORYOU

1. Instant diversification. Even though you may be putting in only a
few hundred dollars a month to start, you immediately enjoy a stake
in a portfolio that could include hundreds of stocks and bonds.

. Professional money management. Do you feel equipped to analyze
the countless number of stocks and bonds that are available on the
market today and decide which make the most sense for you? Me
neither. The people who run mutual funds are full-time profession-
als who bring incredible expertise and experience to the job. This
includes professional research and trading execution.

. Efficiency. You can usually make more money investing in the stocks
and bonds through a mutual fund than you would if you bought the
same ones separately by yourself. The average internal mutual fund
management fee in Canada is about 2.5 percent of the assets man-
aged. If you invest in an ETF, you can get the fees down to as low as
0.08 percent. In either case, this is almost certainly a lot less than
you would pay in brokers’ fees managing a portfolio of individual
stocks and bonds on your own.

. Liquidity. You can buy and sell units in most mutual funds as easily
as you can in most stocks and bonds. And as with stocks and bonds,
you can look up the price of your mutual fund units every day in
the newspaper.

. Lack of excitement. Because they are so diversified, mutual funds
don’t fluctuate in price as much as individual stocks or bonds. Many
people consider this lack of volatility boring. Of course, we know
that boring is good.
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THE PROOF IS IN THE RETURNS—
WHO SAYS YOU CAN'T EARN 10 PERCENT AYEAR?

Throughout this book, I've based all the calculations we’ve done to show
you what your savings could be worth in the future on the assumption that
your investments will generate an average return of 10 percent a year. This
assumption is based on the average annual return generated by the stock
market since 1926.

Despite this 80-year track record, many people say, “No way
you simply can’t earn 10 percent a year anymore from your investments.

I say, “Really? Who says you can’t?”

Take a look at the table below, compiled by Morningstar.ca. This is only
a partial list of funds that have produced annualized returns of more than
10 percent over the last 10 years. I'm not recommending any of these funds
specifically, but I want you to see that there are a lot of great mutual funds
out there that continue to turn in really strong performances, even after the
2000-2002 downturn in the stock market.

One of the most basic rules of investing is that before you put any
money in a fund, you should always read the prospectus. And every invest-
ment prospectus contains some variation of the same warning: Past per-
formance does not guarantee future results. Still, a consistent track record

'”

They insist

over a relatively long period of time is nothing to sneeze at. So take a look
at some of these funds in the table; they may be able to help you start late
and finish rich.

TOP 10 MUTUAL FUNDS BY 10-YEAR RAT,

Fund Name IMth 3Mth IYr 3Yr S5Yr 10Yr
Sceptre Equity Growth -34 -5.3 16.2 26.1 15.4 13.8
Resolute Growth 7.6 103 246 24.| 345 218
RBC Precious Metals 6.9 -35 6.8 535 332 16.2
PH & N Dividend Income Series A 04 1.7 14.9 9.0 153 16.8
Optima Strategy Cdn Equity Value Pool 0.8 1.5 13.7 14.4 153 15.6
Northwest Specialty Equity 2.1 1.8 247 30.9 16.4 14.2
National Bank Small Capitalization -1.5 -24 18.4 12.7 15.8 12.8
Mawer New Canada 0.0 42 27.7 238 18.7 14.2
Mavrix Dividend & Income 0.1 28 152 16.6 17.0 10.3
Front Street Special Opportunities Cdn B 27 4.1 398 45.3 298 16.9
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FOUR GREAT INDEX FUNDS TO START WITH

Many people have given up trying to select mutual funds. While the list
above is a good place to start, you may NOT want to invest in an actively
managed mutual fund, which tries to pick stocks that are likely to go up in
value (a relatively risky endeavour). Instead, you may prefer an index fund,
which is designed to match the performance of some broad market indica-
tor (a much easier goal). If I were building a portfolio from scratch and
implementing the Perfect Pie Approach, this is what I'd do. Specifically, 'd
recommend that you fill your stock slice with equal amounts of the follow-
ing four exchange-traded index funds:

« Barclays Global Investors iUnits S&P/TSE 60 Capped Index Fund
[T.XIC]. This ETF tracks the S&P/TSE 60 index, which consists of 60
of the largest stocks in Canada, with industry group representation
similar in proportion to the major indices, but limits any single hold-
ing to 10 percent of the total.

¢ The TD Select Canadian Growth Index Fund aims for long-term
growth of capital by replicating the performance of the Dow Jones
Canada TopCap Growth Index.

* Barclays Global Investors The iUnits S&P/TSE Canadian MidCap
Index Fund [T.XMD)] is based on the S&P/TSE Mid-Cap Index and
includes 60 companies with market caps between $200 million and
$7 billion.

* Barclays also offers four sector funds focusing on energy, information
technology, gold and financial institutions. By investing in one of
these funds, you can take advantage of growth in a particular sector.

You will find that nearly every bank, brokerage, or discount broker makes

it easy to purchase shares in a wide variety of index funds. (If youre con-
fused, don’t worry. In a few pages, I'll share an approach to managing your
retirement account that involves making only one simple investment.)

" STEP 3
BUY BONDS

And, finally, one-third of your assets are going to be in bonds. As with stocks,
I would recommend constructing your bond portfolio out of bond mutual
funds—specifically, equal amounts of the following two exchange-traded

"7
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bond index funds (keeping in mind that regular bond index funds will do
nearly as well, but with a higher management fee).
* Barclays iUnits Government of Canada 5-Year Bond Fund [T.XGV],
based on the five-year Government of Canada bond, and
* Barclays iUnits Government of Canada 10-Year Bond Fund [T.XGX],
which gives an investor a 10-year Canada bond yield.

WHAT IS AN EXCHANGE-TRADED FUND?

In the last few pages I've been referring to Exchange-Traded Funds, or

ETFs for short. Exchange-Traded Funds have been around for about a
decade. I started recommending them back in 2001 in Smart Women Fin-
ish Rich. Today, they are becoming increasingly popular. A new class of
index fund, the ETF is basically a mutual fund designed to mirror a partic-
ular market index. ETFs have two major advantages over traditional
mutual funds. First, they trade like individual stocks—which means that
unlike traditional mutual funds, they can be traded during market hours.
Second, since they are not actively managed, their expense ratios are much
lower than those of traditional mutual funds.

As a result, the market for these funds is exploding. As of this writing,
there are 16 ETFs although they account for only 2 percent of the
$468.1-billion mutual fund market in Canada.

AN APPROACH SO SIMPLE
IT’S MIND BOGGLING

If you bought all the real estate, stock, and bond funds I just listed, you
would be incredibly well diversified. Your money would be invested in the
major mid-sized and large industrial companies listed on the TSX and in a
broad range of the real estate and bond markets—all by purchasing shares
in fewer than a dozen funds.

What’s the downside? Well, that’s still 10 or so funds to buy and track.

And if you're starting off with very small amounts of money, the commis-

sions youw'd have to pay on so many separate purchases could offset one of
the benefits of ETFs, which are their low expenses.

That said, I have to tell you that this is about as easy as it gets when it
comes to doing your own asset allocation. You don’t need to do any
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research, the cost is unbelievably low, the funds are tax efficient—and, basi-
cally, they require zero management, because every fund I’ve recommended
aims to do nothing more or less than match the performances of the broad
market indexes they’re named after.

You now have an investment portfolio that, based on historical averages,
should double in value every seven to 10 years. Does that work for you?

THE ONE-STOP SOLUTION TO INVESTING

Actually, there is one even simpler alternative.

For people who like to keep things really simple, there is a truly one-stop
solution that makes investing within an RRSP really easy. It involves using
either a Balanced Fund or an Asset-Allocation Fund, a strategy I talk about
in The Automatic Millionaire. I like these funds a lot, because they make the
complicated both simple and automatic.

WHAT ASSET-ALLOCATION AND
BALANCED FUNDS DO

Asset-allocation funds or balanced funds essentially do all of the work of
diversification for you by offering an appropriate mix of stocks, bonds, and
cash in one fund. More and more of these funds are available these days for
the most basic of reasons: The investing public really likes their simplified
approach. Among their advantages:

« They provide professional diversification among mutual funds and

asset classes.

* They provide automatic rebalancing of investments.

* They can be conservative, moderate, or aggressive.

* They are easy to invest in monthly.

* They are easy to select.

* They can be boring.

* They can work.

MANY NAMES, ONE CONCEPT

Who says you can’t get rich being boring? The boring investments listed on
page 120 have all generated returns of more than 8.5 percent a year for five
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years! Some of them have returned more than 10 percent a year for 10 years.
Not bad for a boring balanced fund. Again, so much for the naysayers who
claim you can’t earn 10 percent a year anymore. Maybe, maybe not!

There are now hundreds of asset-allocation funds, and they go by a vari-
ety of names. Depending on the particular plan, it might be called an
“asset-allocation fund” or a “growth and income fund” or a “diversified
fund” The particular mix of bonds and stocks in one of these funds
depends on whether that date is near term or a long way off.

When you participate in a group RRSP or in many defined-contribution
plans, your plan will probably offer you a laundry list of investment
choices. Look for an asset-allocation fund or something similar if you like
the idea of one-stop shopping for mutual funds. Same thing if your main
investment vehicle is your own RRSP. Just tell your bank or brokerage that
you'd like to look at asset-allocation fund or balanced-fund options.

Below is a partiallist of companies that offer these types of funds. The com-
panies listed below offer no-load funds, meaning you can buy them yourself
directly without working through a financial advisor and paying a commission.

You can also purchase this type of fund through a professional financial
advisor at any major brokerage firm. If you contact a full-service brokerage
firm or bank, simply tell them you are interested in looking at mutual
funds—specifically, asset-allocation funds and balanced funds—and they
will be able to assist you.

Here is a list of some of the top-performing asset-allocation and bal-

anced funds over the past 10 years:

Fund Name | Mth 3 Mth 1Yr 3Yr 5Yr 10Yr
Vertex Balanced Fund A Class -1.7 -1.3 8.1 9.8 12.1 —
Trimark Income Growth SC 0.0 0.1 12.6 8.7 9.9 9.4
TD Monthly Income - | 0.7 3.0 125 12.5 10.7 —
Saxon Balanced -0.5 0.2 10.3 8.9 10.5 1.0
RBC Monthly Income 08 28 1.3 87 9.8 —
Fidelity Canadian Balanced Sr A 0.1 0.6 8.8 5.5 8.9 —
Dynamic Value Balanced 0.9 39 12.8 6.8 8.8 88
Dynamic Focus + Guaranteed Balanced 0.5 -1.2 5.1 82 87 —
Dynamic Focus + Balanced 1.3 0.9 9.9 1.3 10.7 —
CIBC Monthly Income 0.0 2.4 9.0 83 9.5 -
Acuity Pooled High Income 0.1 0.9 16.8 8.1’ 16.0 13.4
Acuity Pooled Conservative Asset Alloc 0.0 2.2 16.6 16.3 14.6 10.0
Acuity Pooled Canadian Balanced -1.3 -2.5 10.3 13.9 9.6
Acuity High Income 0.0 0.5 13.9 14.9 12.9
ABC Fully-Managed -0.1 0.5 203 12.2 1.2
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THE DO-IT-YOURSELF OPTION

Great-West Life Assurance Company

800-665-5758

www.gwl.ca

Ask about the Great West Life Growth and Income Fund or the Great West
Life Income Fund.

McLean Budden Limited
416-862-9800
www.mcleanbudden.com

Ask about the McLean Budden Balanced Growth Fund.

Acuity Funds Ltd.

800-461-4570

www.acuityfunds.com

Ask about the Acuity Pooled Conservative Asset Allocation, High Income
or Canadian Balanced Funds. Each of them has generated an average
return of 10 percent or more over the last 10 years.

I.A. Michael Investment Counsel Ltd.

888-OPENABC

www.abcfunds.com

Irwin Michael is one of Canada’s best known and consistent value man-
agers. Ask about the ABC Fully Managed Fund.

Howson Tattersall Investment Counsel
888-287-2966
www.htic.ca

Another of Canada’s better fund managers. Ask about the Saxon Bal-
anced Fund.
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IT REALLY IS THIS SIMPLE

Investing your retirement money in a single fund may strike some people
as incredibly risky. Others may think it’s too easy or too simple to be a good
idea. In fact, investing your stocks slice and your bonds slice in one fund is
neither risky nor dumb. What it is, is boring.

Here’s the bottom line. If you pick one good asset-allocation fund—and

automate your purchases—you’ll have the best kind of financial life there

is: a boring one. Your portfolio will be totally diversified, as well as profes-

sionally balanced and managed, and you will be paying yourself first—all

with absolutely no effort on your part.

That’s not to say you shouldn’t try to educate yourself as much as possi-
ble about the financial decisions youre making. The Internet is a great
resource. Here are some sites you should check out.

SOME GREAT WEBSITES FOR
RESEARCHING MUTUAL FUNDS AND
GENERAL FINANCIAL PLANNING

www.morningstar.ca

Morningstar is the company that really started it all in terms of ranking
mutual funds, and its website is probably the best one of its type around.
The Morningstar site not only allows you to review your portfolio and find
top funds quickly and easily, it also provides general descriptions of the
funds, along with an in-depth analysis that is nothing short of incredible.
One of the things I like best about this site is a page called Fund Quickrank,
which allows you to screen funds quickly based on their performance, their
Morningstar ratings, or their volatility. To find Fund Quickrank, simply go
to the Morningstar home page and look on the left side of the page, under
“Funds.” There you'll see a link to Fund Quickrank. Click over to the page
and it will take you through the process in three easy steps. You can also
screen for stocks on this site.

www.canadianmoneysaver.ca
This website provides practical investment advice researched, used, and
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described by more than five dozen financial practitioners, including finan-
cial planners, tax experts, portfolio managers, lawyers, and successful
investors from across Canada. For less than $25 a year, you can subscribe to
the entire range of services, which include expert advice, an investment
library and money tips.

www.globeinvestor.com

Administered by The Globe and Mail, this site delivers a wealth of financial
and investment information. Among the useful features, you can build
your own portfolio of mutual funds and stocks and follow their perform-
ance from month to month and year to year.

http://ca.finance.yahoo.com

Yahoo Finance is probably the most popular financial site on the web, and
for good reason. This is a true full-service financial portal, offering stock
analysis, portfolio tracking, message boards, research, and online bill-
paying. To get detailed information on mutual funds, click on the link
labeled “Mutual Funds.” It will take you to a list of all the different types of
fund categories. From there, you can quickly run a search. Once you've
found a fund that interests you, a click on the “Profile” link next to the
fund’s symbol will summon up a quick analysis courtesy of Morningstar.

www.financenter.com

This site offers the best collection of financial tools anywhere on the Inter-
net. There are calculators for just about everything you could imagine—
from how long it will take you to pay down your credit-card debt to how
much will it cost you to retire. Wondering if you should lease a car vs. buy
one? Want to figure out how much of a house you can afford? One of
Financenter’s calculators will tell you. When you need to crunch numbers,
this is the place to go.

www.intuit.com

Quicken gets it. It’s that simple. This company makes the best retirement
and expense-tracking software in the world, and its website is equally phe-
nomenal. It’s both easy-to-use and well-integrated . . . not only with
Quicken’s personal-finance software, but with just about everyone else’s as
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well. If there’s a mutual fund you want to analyze, click on the “Fund” but-
ton and follow the queues.

WHO WANTS TO GO TO A COCKTAIL PARTY
WITH A BORING INVESTMENT PLAN?

If investing can be as simple and straightforward as constructing a Perfect
Pie or investing in an asset-allocation fund, why doesn’t everyone do it?
The answer is because it’s boring.

Something tells me you probably have never been to a cocktail party
where someone came up to you and said, “You should see my well-
balanced portfolio. It’s got some real estate, some bonds, and some index
funds. It’s very stable and I rebalance it regularly”

On the other hand, I'll bet you have had someone grab you by the arm
and tell you something like this: “You really gotta buy shares in this com-
pany I heard about, because this baby is a cinch to go up. It’s hot insider
information—don’t tell anyone.”

This always gets a big laugh out of the audiences at my seminars. That’s
because people know it’s true. Somehow we’ve become programmed to think
investing should be interesting—even sexy. I totally disagree. Your life should
be interesting. Your investment plan should be boring. Drop-dead boring.

Set up a rock-solid, drop-dead-boring investment plan, put it on auto-
matic pilot by contributing to it automatically every time you get paid—
and you’ll be able to live an exciting life. Doesn’t that make more sense?

THERE’S ALWAYS A SKEPTIC IN THE ROOM

It never fails. Every time I publish a new book, give a lecture, appear at a
book signing, or conduct a seminar, there’s a skeptic in the room who
knows why my plan won’t work. This person is one of those “yeah-butters.”

Yeah, but . . . the stock market won’t always go up.

Yeah, but . . . the real estate market is a bubble that’s about to pop.

Yeah, but . . . a million dollars won’t be worth anything in 30 years when
you account for inflation.

Yeah, but . .. I can’t save any money.

One of my favourite examples of this kind of “yeah-butting” was a
response I got to a speech I gave in Philadelphia. I was speaking about the
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importance of having a boring investment plan when I noticed a guy in his
forties sitting there with his arms folded across his chest and a pretty darn
serious “yeah but” look on his face. Finally, he raised his hand and said,
“David, I like how you teach—it’s entertaining and all—but I really think
your ideas are so outdated. We're looking at baby boomers retiring, global
warming, terrorism, inflation—you name it. Facing a future like that, you
can’t seriously believe that your simple ideas can still work. I mean, let’s be
honest—Ilife is no longer simple.”

LIFE MAY NOT BE SIMPLE, BUT THAT DOESN’T
MEAN YOU HAVE TO MAKE IT COMPLICATED

I took what he said seriously, and I answered him with what I know for a
fact—which is that every decade people say the same thing. I pointed out
to him that many of my clients had lived through World War I, the Depres-
sion, World War I, the Korean War, Vietnam, the Cold War—and that like
him they saw the world as a confused and confusing place. Nonetheless,
they still managed to achieve some sense of security. How? By maintaining
arock-solid financial foundation. “And the way you get that,” I told him, “is
by taking a boring, disciplined approach to savings.”

The skeptic wasn’t buying it. He shook his head and kept his arms
crossed. I think I heard him mutter, “Whatever.”

After I finished my speech, I went to the back of the room where a table
had been set up so I could sign copies of my book. The skeptic’s comments
had led to many interesting conversations. The most memorable involved
an elderly couple in their early eighties named Nicholas and Victoria.

They appeared at the signing table carrying half a dozen copies of my
book, which they wanted me to sign for their kids. As I started scribbling my
name, Nicholas leaned over and said in a low voice that was almost a whisper,
“You were right with that guy. My wife and I put together a really boring port-
folio that was almost exactly like the one you described. We own a few homes.
We've got money in municipal bonds that we don’t have to pay taxes on. And
we’ve got shares in a few really big mutual funds that have been around for 50
years. I started investing years ago with just $10 a month, we always saved 10
percent of our income—and today we are multimillionaires.”

I put down the pen and looked him in the eye. “That’s an amazing
story,” I said. ‘
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Nicholas shook his head. “Not really. Looking back, it actually wasn’t
that hard. We put our kids through school, and we even recently helped
our daughter and her husband with a down payment on their first home.”

He paused and sighed. “You know,” he said as I handed him back the Reviewing the principles we discussed in Chapter Ten, here is what
books he had bought, “I always thought if we could do it, anyone could, you should be doing right now so you can Start Late and Finish
but as we watch our kids, we see how much they struggle financially. We At Rich. Check off each step as you accomplish it.
also see how they never go without anything. It’s always got to be a new
car or a new computer or a new television set. Meanwhile, they don’t save
anything, and our other kids still rent.” He gestured at my book. “We hope
this will get them on the right track, because Lord knows they didn’t pick
up our habits.”

As Nicholas gathered up the books, Victoria smiled at me and shook my
hand. “You are really doing something important, David,” she said. “The

Q Take the money in your retirement plan and invest one-third in
stock-market index funds, one-third in bond funds, and one-
third in real estate. Alternatively, put it into an asset-allocation
or balanced fund.

Q Educate yourself about the financial decisions you’re making by
visiting financial information websites on the Internet.

young people need your ‘boring’ advice, as you call it. It really does work,

and we are living proof.” By now, you should be well on your way to overcoming your late start.
2 You're spending less, saving more, and investing intelligently. But there’s

KEY “START LATE” PRINCIPLES IN more to finishing rich than that. In the next two chapters, you're going to
CHAPTER TEN ; learn how to swing the single most important investment you'll ever make:

buying your own home.
* Trying to “time the market” almost never works; you’re much better

off making long-term investments in a well-diversified portfolio.

* In a complicated and crazy world, you need a boring investment plan:
According to the Perfect Pie Approach, one-third of your assets
should be in stocks, one-third in bonds, and one-third in real estate.

* Rather than trying to pick individual stocks, bonds, or real estate
investments, you should invest in index funds that track the stock,

bond, and real estate markets as a whole.
* A simpler alternative to the Perfect Pie Approach is to invest your
retirement money in an asset-allocation or balanced fund.




CHAPTER ELEVEN

WHY  TENANTS
STAY POORAND
HOMEOWNERS
GET RICH -

Bottom line: You can’t finish rich if you don’t own your own home. And if
you started late, you need to own someone else’s home, too!

It’s not simply that real estate is one of the best investments you can
make. It’s also that the alternative to homeowning—renting the place
where you live—is one of the most financially self-destructive things you
can do. So first let’s look at why you should own your own home and how
you can make it happen. Later on in the book, we’ll cover buying other
people’s homes—that is, investing in rental properties.

ISN'T IT TOO LATE TO GET IN ON
THE REAL ESTATE BOOM?

Is buying a home still a good investment? Home prices have recently sky-
rocketed. In many areas of the country, homes have literally doubled in
value in the last three years. Some people have seen their homes go up in
value tenfold in a decade.
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Why Tenants Stay Poor and Homeowners Get Rich

So where does that leave you? If you are still renting, you may be won-
dering, “Is it too late for me? Did I once again miss the boat? Is the real
estate bubble about to pop?”

While no one can answer these questions definitively, what we know
from history is that there has really never been a national real estate bub-
ble. We also know you definitely can’t get rich renting!

WHY TENANTS STAY POOR

You cannot get rich being a tenant. And you certainly can’t start late and
finish rich renting. How do we know this? The facts pretty much speak for
themselves. Across the board in North America, tenants are poorer and
homeowners are wealthier. According to a University of Toronto study
conducted in 2001, the average wealth of Canadian tenants dropped from
$4,000 in 1984 to $2,000 in 1999. By contrast, the income and wealth of
Canada’s homeowners increased from 29 times to 70 times that of tenants.
In other words, homeowners were more than 70 times richer than tenants!

Given this, it’s obvious that a major part of how you start late and finish
rich is to buy a home. And as you'll see, once you do buy a home, you
should strive to pay it off early.

IF YOU’RE RENTING, DON’T GET MAD—
JUST DO SOMETHING

People who rent really hate this part of my presentation. It hurts tenants to
hear that as long as they keep living that way, they’ll probably never be rich.

If that’s how you're feeling right now, as I said before, please don’t shoot
the messenger. ’'m here to be your coach. I care what happens to you, and I
know that if you keep renting, your chances of starting late and finishing rich
are slim. You really have to buy a home. It has to be your goal—that and pay-
ing it off as early as you can (which is something we’ll get into shortly). The
good news is that buying your first home may be a lot easier than you think.

THE SEVEN THINGS YOU NEED TO
KNOW ABOUT HOMEOWNERSHIP

1. You can’t afford not to buy.
2. Buying can be cheaper than renting.
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3. Homes make great investments.

4. The government wants you to become a homeowner.

5. You don’t need a huge down payment to buy a house.

6. You don’t need perfect credit or a big income to get a mortgage.
7. It’s never too late.

YOU CAN’T AFFORD NOT TO BUY

Why is it so important to own the place you live in? Well, to begin with,,

there are the intangibles—the feeling of pride and control you get from
being a homeowner. When you own, you have the security that comes
from knowing you are building equity and living in a place that belongs
to you. This is your castle. You can paint it whatever colour you like, put
up shelves, knock down a wall, plant a tree, or install a hot tub. You're
not at the mercy of a landlord who can raise your rent, impose rules, or
evict you.

From a financial point of view, the argument for homeownership is
equally strong. Here’s the bottom line: You can’t get rich renting.

YOU CAN EASILY WASTE A HALF MILLION
ON RENT IN YOUR LIFETIME

Think about it. As a tenant, you can easily spend half a million dollars or
more on rent over the years ($1,500 a month for 30 years comes to
$540,000), and in the end wind up just where you started—owning
nothing. Or you can buy a house and spend the same amount paying
down a mortgage, and in the end wind up owning your own home free
and clear!

IN FACT, BUYING CAN COST YOU
LESS THAN RENTING

What puts off most people about buying a home is that they get hung up on
the big six-figure price tags that most houses carry these days. (According to
Statistics Canada, the median sale price of existing single-family homes in
Canada reached $191,300 in the second quarter of 2004.) Without even
thinking about it, they assume they could never afford the monthly payments.
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What they don’t realize is that if they can afford to pay their rent, they proba-
bly can afford to carry a reasonable-sized mortgage.

As of this writing (in mid-2004), interest rates are around 8.4 percent
for a 5-year fixed-rate mortgage with a 25-year amortization. They may be
higher by the time you read this, but let’s use the math we have at the
moment. To put it simply, for every $800 you pay in monthly rent, you
could support roughly $100,000 worth of mortgage. In other words, if
your rent is currently $1,600 a month, you could afford to make payments
on a $200,000 mortgage amortized over 25 years. In most parts of the
country, that would buy you a lot of home!

And that’s only half the story. With the built-in stability of fixed mort-
gage payments it can actually be cheaper to buy than to rent.

Remember, your mortgage payment is fixed for the term of your mort-
gage. It’s going to be $1,600 a month (or whatever you decide to pay) for
the next 5 years. When you renew after 5 years, your payment will depend
on interest rates at that time. If they’ve gone up, you can still arrange to
keep paying $1,600 a month by re-calculating the proportion of interest
and principal to your payment. If they go down, you can increase the
principal and still pay $1,600 a month, which will allow you to pay off your
mortgage sooner. Your rent, on the other hand, goes up every year.

If your rent was rising at an average rate of 5 percent a year, here’s how
your cost of renting would compare with the cost of buying over the next

seven years:
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Monthly

Year Rent Mortgage Difference
I 1,600 2,000 —400
2 1,680 2,000 -320
3 1,764 2,000 236
4 1,852 2,000 -148
5 1,944 2,000 -56
6 2,042 2000 42
7 2044 2000 +l44




132 Start Late, Finish Rich

What’s amazing about these numbers is that based solely on the fact that
your rent would go up while your mortgage payments would remain sta-
ble, owning becomes cheaper than renting within just six years.

Now, to be fair, these figures do not include some of the extra costs you
would incur as a homeowner, such as property taxes, insurance, and
upkeep. But given the quickly widening spread between the after-tax cost
of paying a mortgage versus paying rent, you're still bound to come out
comfortably ahead.

Talk about your no-brainers. This is why it’s fair to say that you aren’t
really in the game of building wealth until you own some real estate. The
first landlord you should become is your own!

S0, believe me—if you want to finish rich and you are currently renting,
buying a home (whether it’s a house or a condo) needs to be a priority.

BUT WHAT ABOUT THE DOV;IN PAYMENT?

The number-one reason people put off buying a home is that they think
they can’t afford it. More often than not, they are wrong.

In particular, would-be homebuyers are scared off by the down pay-
ment. People often think they need to come up with thousands if not tens
of thousands of dollars in cash in order to get a mortgage. This is simply
not true. There are all sorts of programs sponsored by developers, lenders,
and even the government that can enable first-time homebuyers to finance
as much as 95 percent of the purchase price. (I'll tell you about them
shortly.) While borrowing so much can be risky (if you can’t afford the
monthly payments), this is another fact of homeownership that may seem
too good to be true but in fact is the real deal.

YOU CAN BUY A HOUSE
EVEN IF YOUR CREDIT IS BAD

I'was talking one day with my friends Brigitte and Travis about how easy it
is to buy a home. In the middle of the conversation, they exchanged a
glance and started asking me questions.

“Umm, David, do you think it’s possible to buy a home if your credit is
screwed up?”

“How bad is your credit?”
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“Umm, it’s not us. It’s these friends of ours. They’ve been late on some
bills and their credit scores are really bad.”

“Well, I'd tell these friends that they should go into a few local banks and
discuss their situation. Do they have jobs?”

“Oh, yes, they both work.”

“That’s good. If they are both working and they bring in proof of their
income—like pay stubs, bank statements, and tax returns—my guess is
they could get a loan even with bad credit. They’ll probably get charged a
higher interest rate, but they should be able to get a loan. In fact, if they are
first-time homebuyers, they might even be able to get a special loan to buy
a home with little or no money down.”

Needless to say, Brigitte and Travis turned out to be the “friends” they
were describing. And after shopping around for a while and getting turned
down by a couple of banks, they did ultimately get a no-money-down
mortgage.

Because their credit scores were bad, the interest rate was high—around
9 percent—but they got 95 percent financed. The mortgage even covered
their closing costs.

As a result, they were able to buy a home for $525,000. That was in 2000.
Three years later, they sold the house for $850,000. After commissions, they
pocketed more than $250,000 tax free. How’s that for a deal!

THE GOVERNMENT WANTS YOU
TO BE A HOMEOWNER

Even if you can’t scrape together 25 percent of the cost of the house or con-
dominium that you want to buy, you might still qualify for a high-ratio
mortgage, insured by the Canada Mortgage and Housing Agency (CMHC),
a crown corporation, or the GE Capital Mortgage Insurance Company of
Canada, a private company.

These lenders will let you borrow as much as 95 percent of the purchase
price, depending on the price of the house, whether you’ve bought another
home within the last five years, and other conditions.
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MILLIONS OF DOLLARS ARE AVAILABLE
TO HELP YOU BUY

With interest rates at all-time lows, more Canadians than ever are lining up
to buy a house or condominium. Most of them need a mortgage to make
the purchase. Where do you start looking for a mortgage?

If you're like most Canadians, you'll turn to your bank. Banks provide
more than 80 percent of the mortgage loans in Canada. But there are other
sources that you might consider, as well. These include:

* Trust companies.

* Insurance companies.

* Credit unions.

« Canada Mortgage and Housing Corporation (CMHC).

* The seller of the home.

+ Family and friends.

* Mortgage brokers.

MORTGAGE BROKERS

More than 2,500 mortgage brokers operate in Canada. In the good old
days, people used a mortgage broker if they couldn’t get a loan from a con-
ventional lender on their own. More recently, people have gone to mort-
gage brokers to help them find the best mortgage on the best terms without
the hassle of negotiating directly with lenders. In fact, a good mortgage
broker should have enough clout in today’s competitive market to get you
the mortgage you want at a rate that’s as much as 1 percent lower than
youd pay on your own.

Mortgage brokers can sometimes find money in unconventional places
like pension funds. They also may have access to private individuals who
want to lend their money to home buyers. Remember, very few people
default on their mortgage, so it’s a safe investment. .

In most cases, you don’t even have to pay a mortgage broker to find you
a conventional mortgage. That’s because mortgage brokers usually get paid
by the lender, not the borrower. If you don’t qualify for a conventional
mortgage, you'll likely have to pay the broker a fee of 1 percent to 2 percent
of the mortgage.
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You can find a mortgage broker close to you by checking the website of
the Canadian Institute of Mortgage Brokers and Lenders, at www.cimbl.ca,
or calling 1-888-442-4625.

MORTGAGES ON THE INTERNET

Banks: The websites of Canada’s major banks are great sources of informa-
tion about mortgages. In addition to answering all your questions, these
sites provide calculators that tell you how much you can borrow, the dif-
ferent ways that you can structure your mortgage, and how much you’ll
have to earn to cover the payments. These tools are located at the banks’
websites:

Bank of Montreal (www.bmo.ca)

Bank of Nova Scotia (www.scotiabank.com)
CIBC (www.cibc.com)

National Bank of Canada (www.nbc.ca)
Royal Bank (www.royalbank.com)

TD (www.tdcanadatrust.com)

Once you've checked out the website and calculated your mortgage eli-
gibility, maximum affordable payment and other variables, you can apply
for a mortgage on the spot. It will take you about 45 minutes to complete
the application. You can then send it to the bank by e-mail or fax, and the
bank will respond within two days. You can also take a hard copy of your
application to the nearest bank branch and get an immediate response.

Canada Mortgage and Housing Corporation: The Canada Mortgage and
Housing Corporation website (www.cmhc-schl.gc.ca) goes into great
detail about CMHC’s products, including its mortgage loan insurance pro-
grams. (I'll deal with these in a moment.) You can also get lots of good
information about what to look for when you go house-hunting.

The Mortgage Centre: At a website called The Mortgage Centre (Www.
mortgagecentre.com), you can get competitive bids on your mortgage from
more than 25 mortgage lenders, including banks like CIBC and Bank of
Montreal, insurance companies like Equitable Life and specialty lenders like
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Maple Trust and Xceed Mortgage Corporation. To get the deal done, you

have to work with a mortgage specialist, who receives the lenders’ bids and
then advises you how to proceed. The Mortgage Centre’s website lists the
names and contact information of mortgage specialists in your area.

Invis: At Invis (www.themortgage.com), you can compare rates on mort-
gages of all shapes and sizes from a number of mortgage lenders including

Bank of Montreal, Scotiabank, FirstLine Mortgages, HSBC Bank Canada,

MCAP Mortgage Corporation, President’s Choice Financial and Sun Life
Trust.

Royal LePage Limited.: The real estate brokerage Royal LePage Limited.
(www.royallepage.ca) operates a mortgage service through its website that lets

you apply for a pre-approved mortgage from President’s Choice Financial.

In fact, mortgage-related websites seem to appear almost daily. You can
locate more than 75 of them through Google (www.google.ca).

USING YOUR RRSP TO BUY A HOME

If this is the first time you’ve ever bought a home, you can borrow money
from your own RRSP for a down payment—as much as $20,000—and take
as long as 15 years to pay it back. Your partner can borrow the same
amount, which gives you a combined maximum of $40,000 for a down
payment. You qualify as a first-time buyer if you haven’t owned a house for

1

at least five years. And you don’t have to start repaying the money for the

first two years after you borrow it.
The CMHC’s website (www.cmhc-schl.ge.ca) describes this program in
more detail.

HOW MUCH HOME CAN YOU AFFORD?

This is the big question. The answer is probably more than you think. How
much exactly? There are a number of ways to figure out how much you can
afford to spend on a home. One is to use the free calculators you’ll find on
www.canadamortgage.com, a really useful financial information website.

Why Tenants Stay Poor and Homeowners Get Rich

Another way is to apply the banks’ rule of thumb, which is that most
people can afford to spend 29 percent of their gross income on housing
expenses; as much as 41 percent if they have no debt. The following table
should give you a good idea of the kind of price range your income would

justify.

WHAT PRICE RANGE IS RIGHT FORYOW?

Annual Gross Income Monthly Gross 29% of Gross 41% of Gross
$20,000 $1.667 $483 $683
$30,000 $2,500 $725 $1,025
$40,000 $3,333 $967 $1,367
$50,000 $4,176 $1,208 $1,712
$60,000 $5,000 $1,450 $2,050
$70,000 $5,833 $1,692 $2,391
$80,000 $6,667 $1,933 $2,733
$90,000 $7,500 $2,175 $3,075

$100,000 $8,333 $2,417 $3,417

As the table indicates, if you earn $50,000 a year, you should be able to
afford to spend at least $1,208 a month on housing—whether in the form
of rent or mortgage payments.

IT’S ONLY TOO LATE IF YOU NEVER START

By now you should not only know why you need to be a homeowner, you
should also know that owning your own home will probably cost you less
in the long run than continuing to rent, and that you won’t need to make a
huge down payment. This leaves us with only the final (and perhaps most
important part) of the process to consider: What kind of mortgage should
you get and how can you pay it off automatically?

Before we turn to this key question, however, I want to put to rest any
remaining doubts you may have about the practicality of what we’re
talking about here—the fact that becoming a homeowner isn’t simply
something you should do, it’s also something you can do. Let me tell you
about John, one of my oldest friends who went from renting to owning
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a home in a few short years—and is now nearly half a million dollars
richer as a result.

FROM NO DOWN PAYMENT TO
A HALF-MILLION DOLLARS IN EQUITY
IN FIVE YEARS

Talking to John at dinner was like experiencing déja vu. I was explaining to
him why he had to get out of the rent trap—and he was telling me for the
tenth time why he couldn’t afford to buy. “David, it’s easy for you to say
‘buy’ because you're doing so well. I mean, I know Susan and I need to stop
renting and buy something. But it’s just too hard. We don’t have any sav-
ings, Susan’s pregnant and wants to stop working, and we’ve got credit-
card debt. We're never going to get out of this hole. It’s too late for us.”

Finally, one night, I'd heard enough. “John, we’ve been close friends for
along time so you know I love you. But I gotta tell you—you got a bad case
of the ‘woe is me’ blues. Youre always saying why you can’t do something.
Why not change the question? What if instead of focusing on why you can’t
get a down payment, you focused on how you could get a down payment
saved. Instead of asking, ‘Why me?, why not try a better question?”

“Like what?” John asked, a bit defensively.

“Well, for instance, what if you asked yourself, ‘How would I buy a home
in the next 18 months if my life depended on it?””

John thought that sounded a bit extreme. I agreed it did, but then again
it was meant to get him thinking differently. “Just play along,” I said. “Really
think about it. If your life depended on your buying a home in 18 months,
how would you do it?”

John gave me that “are you done yet?” look. I wasn’t. “I’m serious,” I con-
tinued. “If you had to buy a house, what would you do?”

John was silent for a moment, thinking. “Well,” he finally said, “I guess
Susan and I could move in with her dad, so we could stop paying rent and
really focus on saving money. But can you imagine us doing that? We’d
have a baby and be living with her father. It would be brutal. I'd feel like a
complete loser”

He paused for a moment, then brightened. “Of course, if we did do it,
could probably have us out of debt in six months, and then we really could
start saving some money and maybe in a year actually buy a place of our

— m——— — ———— —

Why Tenants Stay Poor and Homeowners Get Rich

own. And the truth is that her dad’s a great guy and he’s more or less
offered to help us numerous times.”

Suddenly, there was a gleam in his eye that I hadn’t seen before when he
talked about his finances.

Fast-forward four years. John and Susan had a baby boy named Nathan.
They lived with Susan’s dad for almost two years, paid off their credit-card
debt, saved every penny they could, and pulled together a small down pay-
ment for a starter home in Long Beach, California.

It wasn’t their dream home and the neighbourhood wasn’t exactly hot,
but the place was cute, with three bedrooms and two baths, and it cost only
$220,000. Sure, it needed work—Dbut they were more than willing to put in
their share of sweat equity.

Today, John and Susan’s home is worth more than $650,000. As a result
of the appreciation, John has been able to refinance his mortgage, pulling
out $150,000 in cash, which he’s using to finance his lifelong dream of
starting his own business. (He’s just bought a master franchise—a concept
we will cover in Step Four.) On paper, he’s halfway to being a millionaire,
and I'd be willing to bet he’s a multimillionaire by the time he reaches 50.
Most important, he loves his home, his neighbourhood (which now is
“hot”), and his newfound net worth.

Now, John was only in his mid-thirties when he and I had the talk that
wound up changing his life. To some of you, that may not sound like a late
start at all. But John felt like it was already too late for him, and that’s all
that counts. ’

Over the years, I’ve had as many people in their thirties come to me
complaining it’s too late for them as I’ve had people in their forties and
fifties. The point is, if you are convinced it’s too late for you, it doesn’t mat-
ter how old you are. Whether you’re 30 or 60, you're correct.

On the other hand, if you start asking the right kind of questions and get
going on the road mapped out in this book, you will be able to finish
rich—even if your thirties are only a distant memory. As I like to say—and
this is true of finishing rich in general and becoming a homeowner in par-
ticular—it’s only too late if you never start.

With this in mind, let’s turn to the question of picking the right mort-
gage and setting up a system to pay it off automatically.
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KEY “START LATE” PRINCIPLES IN
CHAPTER ELEVEN f

CHAPTER TWELVE

* You can’t finish rich unless you own your own home.
* Buying a home can be easier and cheaper than you think—and over s
the long term, it usually costs you less than continuing to rent. |

« It’s not only that real estate is a good investment; it’s also that renting s '~

drains your resources without giving you anything to show for it. \ A '
* The government wants you to be a homeowner. l H o To
* Because of this, you don’t need a huge down payment, perfect credit, ;
or a big income to get a mortgage. » B UY A H o M E 9

PAY IT OFF EARLY—
AND SAVE $46,000

Reviewing the principles we discussed in Chapter Eleven, here is
what you should be doing right now so you can Start Late and
Finish Rich. Check off each step as you accomplish it.

Q Use the table on page 137 to figure out how much you can afford
to spend on a home.

U Use the website resources on pages 135-6 to figure out what the
monthly mortgage payment on such a home would be. Compare
this to what you're currently paying in rent.

We’ve now come to the most important part of the home-buying process:
how to pay off your home and become debt free automatically. There are
an endless array of choices to make once you decide to become a home-
owner: what kind of house you want, where you want it to be, how much
you can afford—the list goes on and on. But while all these issues are
i important and must be decided carefully, from a financial point of view
nothing is more important than getting the right kind of mortgage.

There are many types of mortgages: 10-year fixed rates (not so com-
mon), 7-year fixed rates, 5-year fixed rates, short-term adjustable rates,
intermediate adjustable rates, and on and on. Each type has its advantages
and disadvantages.

As a rule, I generally recommend a 5-year fixed-rate mortgage amor-
tized over 25 years. For one thing, they are easy to understand and manage.
For another, when interest rates are low—that is, when they are below
9 percent, as they’ve been since the late 1990s—they’re a great deal, since
they lock in that low rate at least for the next five years. (That’s because the

Q Commit to buying your own home and paying off your mort-
gage as quickly as you can.
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term of the loan extends over only five years or less. The interest rate may
change when the term ends.)

WHO WANTS TO BE MAKING MORTGAGE
PAYMENTS FOR 25 YEARS?

That said, there is one obvious drawback to a mortgage amortized over 25
years. For someone who is starting late, the idea of committing yourself to
a loan that will take you 25 years to pay off can sound pretty scary. And it
should. I mean, who wants to be paying off a debt for 25 years? The fact is
that you don’t actually want to pay for your home over 25 years. Why?
Because if you do, you'll be wasting hundreds of thousands of dollars.

Say you buy a home for $200,000. If you get a typical mortgage with a
25-year amortization period for $150,000 at 8.25 percent, your mortgage
payments over the 25 years will wind up totaling more than $350,000. You
bought a $200,000 home, paid $50,000 of your own money off the top,
borrowed the other $150,000, and then paid back $350,000. So that
$200,000 house cost you $400,000! Where did the extra $200,000 go? It
went to pay the interest on your mortgage—which is to say it went into the
bank’s pocket, not into your house.

Under the best of circumstances, that’s a terrible deal. For someone who
is starting late, it’s a recipe for disaster.

TURNING A GOOD DEAL FOR THE BANK
INTO A GOOD DEAL FOR YOU

In the early years of a 25-year amortization period, you're not building

equity. You're just making the mortgage lender rich. That’s because under .

most amortization schedules, less than 10 percent of the money you send in
during the first decade is applied to paying down your principal. What hap-
pens to the other 90 percent? It disappears into the lender’s pockets in the
form of interest. That’s great for the lender, but worse than useless for you.

So why do I recornmend that you take out a mortgage amortized over
25 years? It’s simple. Twenty-five-year amortization periods are great for
the lender only if you follow the lender’s payment schedule. But if you fol-
low a different schedule—namely, the one I'm about to share with you—a
25-year amortization can be great for you.

How to Buy a Home, Pay It Off Early—and Save $46,000

MY SECRET SYSTEM FOR DEBT-FREE
HOMEOWNERSHIP

In The Automatic Millionaire, 11aid out a simple system that any homeowner
can use to pay off a 25-year amortized mortgage as much as 10 years early ...
automatically. 1 called it my secret biweekly mortgage payment plan, and
while it’s really not a secret, it’s truly automatic and it truly works. '

Here’s how. All you do is take the normal 25-year amortization period
you have and instead of making the monthly payment the way you nor-
mally do, you split it down the middle and pay half every two weeks.

Say your mortgage payment is $2,000 a month. Under my biweekly
plan, instead of sending a $2,000 cheque to your mortgage lender once
every month, you would send $1,000 every two weeks. At the beginning,
paying $1,000 every two weeks probably won’t feel any different than pay-
ing $2,000 once a month. But as anyone who’s ever looked at a calendar
could tell you, it’s hardly the same thing. A month, after all, is a little
longer than four weeks. And so what happens as a result of switching to a
biweekly payment plan is that over the course of a year you gradually get
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further and further ahead in your payments, until by the end of the year

you have paid the equivalent of not 12 but 13 monthly payments.

The math is actually quite simple. A monthly mortgage payment of
$2,000 amounts to $24,000 a year. But when you make a half payment
every two weeks instead of a full one once a month, you end up making 26
half payments over the course of a year. That’s 26 payments of $1,000—for
a total of $26,000, or one extra month’s worth of payments.

WHAT COULD YOU DO WITH AN EXTRA $46,000?

The impact of that extra month’s payment is awesome. Depending on your
interest rate, you will end up paying off your mortgage somewhere
between five and seven years early! And that can save you tens of thousands
of dollars in interest payments over the life of your mortgage.

Remember, interest rates may change from term to term. If you lock in
to a 5-year fixed-rate mortgage, for example, interest rates may have risen
or fallen when the 5-year period ends. But your amortization period
remains the same unless you negotiate a new one. For simplicity, let’s say
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interest rates stay at 7 percent for the entire period of your mortgage. On’
a biweekly basis, the same mortgage will cost you a total of just $174,300
in interest. In other words, switching to the biweekly plan will save you
almost $46,000.

Principal = $200,000 Interest Rate = 7.00%

Term = 25 years

Payment Schedule ~ $/Payment Total Interest Interest Savings Payoff period
monthly $1,400 $220,240 none 25 years
biweekly $700 $174,300 $45,940 20.57 years

weekly $350 $173,760 $46,480 20.53 years

To find a calculator that will help you calculate the costs of the various

mortgage options available by plugging in your own numbers (for free), go
online and visit www.mortgage-calculator.bz. You can quickly run the
numbers for your own mortgage and see in black and white why it makes
sense to switch to a biweekly payment plan.

HOW TO SET UP YOUR OWN
BIWEEKLY PAYMENT PLAN

To set up a biweekly payment plan, all you need to do is call your lender.
Tell them that starting next Friday you want to start paying your mortgage
on a biweekly basis and so you want to know if they offer a biweekly mort-
gage payment plan. Remember, this does not mean that you are refinanc-
ing or changing your mortgage. All it means is that you are interested in
signing up to pay off your mortgage in a slightly different manner—
namely, one that will allow you to make your mortgage payments on a bi-
weekly basis. There’s a good chance your bank or the company that holds
your loan offers just such a program.

Here are some of the powerful benefits of an automatic biweekly mort-
gage payment plan;

+ It saves you thousands of dollars in interest payments (maybe

hundreds of thousands).
« It puts you on a forced savings system.

How to Buy a Home, Pay It Off Early—and Save $46,000

+ It makes your cash flow easier (because you pay your mortgage every
time you get paid). '

* You'll never have to worry about paying your mortgage late because
it’s automated.

« It cuts years off your mortgage!

Dear David:
The first time we saw you on television talking about biweekly mortgage

payments, we thought, “Gosh, we should do what he recommends.” Well,
we didn’t! Then the show was repeated, so Debbie called our mortgage
company to change our payments from once a month to every two weeks.
Well, we didn’t have the correct information they needed to set this up at
that time. Now here it is a few months down the road and finally TODAY
we did it!!! WOW! We were told we would save $34,000 and shave six
years off our 25-year loan. David Bach, THANK YOU!

It’s amazing how pain-LESS this is.

Much appreciation,

Mike & Debbie Riebe

ALL IT TAKES IS FIVE MINUTES

Setting up one of these programs yourself is pretty darn easy. If your mort-
gage is with one of the Big Six banks, you may have to pay a one-time set-
up fee, but the bank will totally automate the process for you.

WHY CAN’T I JUST DO THIS MYSELF?

Logic would tell you that you should be able to set up a program like this
yourself. Unfortunately, you can’t. If you split your monthly mortgage pay-
ment in half and send it in every two weeks, the bank will just send it back
to you because they won’t know what to do with it. Just to be sure, you can
call your bank and ask, but my experience is they’ll say, “Nope.”

145



146 Start Late, Finish Rich

Dear David,
| saw you on television a few weeks ago and immediately bought your

book. | bought a second home three years ago and because of your book,

I switched to a bi-weekly mortgage automatic payment system this week
3 that will shave off seven years of payments and save me over $100,000.
Thank you for your wonderful advice.

Bruce Miller

WHAT YOU COULD DO FOR FREE

With some types of mortgage, you could add 10 percent to your regular

mortgage cheque each month and have the morey applied toward the

principal. Or you could make one extra payment at the end of the year and
again have it go toward your principal. But note that word “could.” Let’s
face it—some things are much easier said than done. Just like most people
won’t save if they don’t make it automatic—in the real world, most people
won’t make extra mortgage payments unless they make it automatic.

NO GOLDEN YEARS IF YOU HAVE DEBT

In the old days, it was every homeowner’s goal to pay off his or her mort-
gage. What was nice about this simple goal was that when you reached it,
you could stop working and enjoy your golden years without debt. I have
no idea why this commonsense approach has lately been thrown to the
winds. What I do know is that many seniors are finding themselves at
retirement age with bigger mortgages and bigger payments.

In Canada, more than 10 percent of homeowners over the age of 65 still
have a mortgage, according to Health Canada. And these senior home-
owners tend to spend a large percentage of their income toward their
mortgage, leaving them vulnerable if theyre faced with unexpected
expenses. Among the senior homeowners who have mortgages, 19.4 per-
cent pay 50 percent or more of their income to their mortgage.

My choice for you is to become debt free—sooner versus later. In my
experience, people who have no mortgage have less stress. Just remember
this. Money may not make you happy, but debt can make you miserable . ..
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especially when you get older. On the other, think how relaxed and pleas-
ant your golden years will be when you're living in a house that you own
free and clear.

IMPORTANT NOTE: If you are starting really late (say, you are over the
age of 50 and still renting), YOU SHOULD STILL BUY A HOME. The
home may appreciate so much by the time you reach 70 that you could sell
it and retire on the appreciation. My grandmother bought a place when she
was in her eighties—and guess what? It went up in value. And even if your
place doesn’t appreciate dramatically, would you rather still be renting
when you’re in your seventies? Remember, you have to live somewhere—so
regardless of your age, it makes sense to own.

KEY “START LATE” PRINCIPLES IN
CHAPTER TWELVE

» By making your mortgage payments biweekly instead of once a
month, you can get out of debt years earlier and save tens of thou-

: sands of dollars in interest costs.
| « Most mortgage lenders offer programs designed to enable you to do
this automatically.

Reviewing the principles we discussed in Chapter Twelve, here is
what you should be doing right now so you can Start Late and
Finish Rich. Check off each step as you accomplish it.

Q Follow the instructions on page 144 to find an online calculator
that will show you how much you can save by making your
mortgage payments biweekly.

O Contact your mortgage lender and arrange to set up an auto-
matic biweekly mortgage payment plan.

Congratulations! You're now past the halfway mark on the road to fin-
ishing rich. Now that you've learned how to turbocharge your savings, let’s
look at how you can do the same thing to your income.



PART FOUR

MAKE MORE




CHAPTER THIRTEEN

WHO SAYS
YOU CAN’T
MAKE MORRE?

You've just completed the most important lesson this book has to offer—
how to save more. In the process, you've learned the crucial secret that rich
people know and poor people don’t. Simply put, it’s this: “If you pay your-
self first automatically and buy a home, you’ve got a really solid chance of
being rich.”

This may be the most important secret to becoming rich, but it’s not the
only one.

Here’s another secret that rich people know.

If you can turbocharge your earning power at the same time you’re tur-
bocharging your savings ability, your chances of being able to Start Late
and Finish Rich will go up exponentially.

A ROAD MAP TO JUMP-STARTING YOUR INCOME

Nothing helps people who are starting late catch up faster than increasing
their earnings at the same time they are paying themselves first. So now



L

152 | Start Late, Finish Rich

that we’ve jump-started your savings by channeling a significant chunk of
your income directly to you, it’s time to focus on jump-starting your
income. Doing these two things together—growing both your savings and
your earnings—will give you the one-two punch you need to revolutionize
your financial life.

IN THIS SECTION OF THIS BOOK,
YOU WILL FIND A ROAD MAP THAT EXPLAINS:

* How extra income can turbocharge your financial freedom plan.

* How unlimited wealth can be yours—and why one good idea can be
worth more than a lifetime of work.

* How to create more income by getting a raise.

* How to become a millionaire by investing in real estate on the
weekends.

* How to grow your income by starting a business—without having to
quit your current job.

THE MATHEMATICS OF CATCHING UP

Most people never succeed in creating additional income because they think
of it as a really big thing to do. It’s just too hard. It’s just too much trouble.

In fact, it can be amazingly simple. To begin with, let’s just focus on the
math of catching up.

If you can increase your income by a few hundred dollars a month—
and save all of it for your future—what do you think would happen? As
you can see on the next page, increasing your income by just a few hundred
dollars a month and then saving it all can yield major-league results. So
here’s the question. Would it really be that hard for you to grow your
income by somewhere between $100 and $1,000 a month? .

Your answer should be a resounding no . . . if you DECIDE TODAY to
focus on it.

Now, there’s nothing that says you can’t try to increase your income by
more than $1,000 a month. But let’s stick to that range. Let’s say over the
next 12 months you were able to grow your income by $500 a month and
you saved 100 percent of it. Do you have any idea how much extra wealth
youw'd have in just 20 years?

Assuming you averaged an annual return of 10 percent on your money;,
the answer is $379,685!

e people’s ideas and businesses.
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EARN AND SAVE A LITTLE MORE,END UPWITH A LOT MORE

(Assumes 10% Annual Rate of Return)
Monthly Your Extra
Increase Wealth
in Earnings in 10Years  In I5Years In 20 Years In 25 Years In 30 Years
$100 $20,484 $41,447 $75,937 $132,683 $226,049
$200 $40,969 $82,894 $151,874 $265,367 $452,098
$300 $61,453 $124,341 $227.811 $398,049 $678,147
$400 $81,938 $165,788 $303,748 $530,734 $904,196
$500 $102,420 $207,235 $379,685 $663,415 $1,139,245
$600 $122,907 $248,682 $455,622 $796,101 $1,356,294
$700 $143,388 $290,129 $531,559 $928,781 $1,582,343
$800 $163,876 $331,576 $607,496 $1,061,468 $1,808,392
$900 $187,632 $373,023 $683,433 $1,194,147 $2,034,441
$1,000 $202,840 $414,470 $759,370 $1,326,830 $2,260,490

UNLIMITED WEALTH IS OUT THERE FOR THE TAKING

You may not believe this, but it’s true—the amount of opportunity out
there for you to make money is positively mind boggling. We live in a
world of literally unlimited wealth. And for those of us lucky enough to live
in a free, prosperous country like Canada, there is no ceiling to what we can
and should achieve.

THERE IS ALWAYS MONEY
AVAILABLE FOR GOOD IDEAS

The secret to Canada’s prosperity is that if you have a good idea, you can
almost always find someone to help you fund it and make it happen. It's
not easy, but it’s doable—and people do it all the time.

A program administered by the TSX called the Capital Pool Company
(CPC) program, for example, has enabled more than 1,100 small and mid-
sized businesses to list on the TSX-Venture Exchange. More than 150 for-
mer CPCs have graduated to senior stock exchanges, and former CPCs
have gone on to raise more than $3 billion since the program’s inception.

In essence, these companies have raised money simply to invest in other
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This sort of thing is going on all around the world. As I write this, a
friend of mine is in Asia executing a private version of this concept. He’s in
the midst of raising $1 billion to fund a clever little idea he got regarding
the buying and selling of a group of companies. I'll spare you the intricate
details. Suffice it to say that in less than 90 days he’s already received com-
mitments for $400 million and he expects to raise the remaining $600 mil-
lion over the next 60 days. v

Once my friend has the billion dollars he needs, he expects to be able to
buy enough companies and assets to make himself another billion dollars
in just a few years. To put this in perspective, keep in mind that according
to the most recent Statistics Canada statistics, the median household
income in Canada is around $47,000 a year. From this one deal my friend
is putting together, he hopes to make more than 23,000 times what a typi-
cal Canadian family makes in a year.

Now, my friend is a hard worker. But is he working 23,000 times harder
on this deal than the average Canadian? I don’t think so. The point is that
he’s not working harder; he’s working smarter.

And that’s how you make the real money. Not by straining your muscles,
but by using your brain. You get rich by exploiting your ideas.

REAL MONEY ISN’T EARNED BY THE HOUR,
IT’S MADE WITH IDEAS

Getting rich with other people’s money is the name of the game, if you can
learn to pull it off. One of the easiest places to do this is in real estate (which
we’ll cover later in this part of the book). Just two weeks before I started
writing this chapter, I spent some time with an old friend who came to
New York to visit me. Actually, he didn’t come to New York to visit me,
although we did get together for dinner. He came to raise $100 million for
a major real estate deal he was putting together in Las Vegas.

What he was selling wasn’t bricks and mortar but an idea that he dreamed
up in his head and then translated onto paper. During two days of “road
shows,” he presented his vision to the bankers, who were soon falling all over
themselves to lend him the money it will take to turn his idea into reality.

By the time you read this, my friend’s deal will probably have been
funded and construction will more than likely be under way. As a result, he
hopes to see his net worth increase over the next few years by somewhere
around $20 million—maybe more.
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Not a bad return for nothing more than an idea, a little dog-and-pony
show for the bankers, and some flawless execution.

AND THEN THERE’S DONALD TRUMP

If ever there was an example of someone who knows how to make a for-
tune with ideas, it’s Donald Trump. Most people think Trump is rich
because of real estate. Not so. He is rich because of the ideas he has. Real
estate is simply the vehicle he uses to execute his ideas. It’s the tool he uses
to make his ideas real—and himself rich.

Take 40 Wall Street, a 72-story building in downtown Manhattan that
was built in 1929.When Trump bought it in 1995, the building was empty
and in need of renovation. As a result, Trump was able to acquire it for a
down payment of only $1 million. What Trump saw that others didn’t was
that the rundown building could be transformed into a showplace.

Today 40 Wall Street is filled with class-A tenants, and as of this writing
is reportedly worth more than $400 million. Says Trump, who may now
sell the building for 400 times what he originally put into it: “It was the best
deal I ever made in real estate.”

WHY NOT YOW?

I admit it. These examples of people who have made fortunes with their
ideas are VERY extreme. But 'm sharing them with you for a reason.

When most people hear stories like these—or when they read about
famous people like Donald Trump—they ask themselves, “Why not me?”
And then their brain goes to a place that says, “Well, they got lucky” or “I
could never do what they do.” What’s sad is that they don’t let their brain
go to a place that asks, “I wonder how I could do what they do?”

YOU HAVE TO ASK THE QUESTION
TO GET THE ANSWER

Look, you may never raise $100 million or buy a building with a million-
dollar down payment and then watch its value skyrocket to $400 million.
But if “they can do that,” why can’t you get a raise of 5 percent? Or maybe
buy your first home? Or figure out how to retire comfortably with enough

income to enjoy your life?
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And really—how hard would it be to maybe earn an extra $500 to
$1,000 a month with your own business?

If people can create multimillion-dollar fortunes out of thin air, who
says you aren’t special enough to do at least some of what I just suggested.
So let me put the question to you: Why not you? Who says you can’t earn
more? Who says you can’t make a fortune?

I know what you're thinking. You're saying to yourself, “There’s no way
I can make more money right now.” You know what? You’re wrong. Later
on in Step Four, I'm going to share with you a bunch of ideas that range
from how to raise your salary by at least 10 percent in just four weeks to
how to start your own business and earn a few thousand extra dollars a
month to how you can buy a few homes over the next five or 10 years and
multiply your net worth. Now, if you have no experience in achieving suc-
cess, it is normal to simply shut down mentally when you hear this sort of
thing—to say, “Forget it. It can’t be done. That just won’t work for me.”

YOU HAVE NO IDEA—RIGHT NOW—
WHAT YOU CAN DO

Well, think again. Allow me to suggest that as long as you base your expec-
tations on your experience, you actually have no idea what will work for you
in the future. Your experience has taken you to where you are today. All you
know is just enough to be who you are and where you are at this moment.
To get to the next level, you need to acquire new knowledge and to take
new action.

Unless you really believe you can get rich scrimping and coupon-clipping
and taking advantage of the early-bird special, I seriously suggest you give
yourself a break and just try to see what would happen if you really absorbed
what’s in this chapter and followed through on what it recommends.

READ THIS SECTION
EVERY MONTH FOR A YEAR

Here’s a challenge. I want you to reread this section on turbocharging your
income once a month for a year. As your money coach, I truly believe that
if you do this, by the end of the year you’ll be earning at least 10 percent
more income. Even better, if you act on the ideas I’'m going to give you,
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your income will grow by as much as 25 percent. And if you go hard-
core—pedal to the metal, as they say—you could double your income.

This may seem far-fetched, but the honest-to-goodness truth is you’ll
never know unless you try it.

YOU CAN THINK POOR OR THINK RICH—
THE CHOICE IS YOURS

For most people, money is very tangible. A job pays a set number of dollars
an hour. It’s a straightforward amount that people can see and understand.
You may be living this kind of life.

According to Statistics Canada, the average wage earner in Canada
makes around $34,000 a year, or about $16 an hour. For these people, life is
not easy. Perhaps you're one of them, which is why you bought this book.
You want a better life. You want to earn more.

LET’S START WITH YOUR CURRENT INCOME—
DO YOU WANT MORE?

So let’s get started. Let’s begin by looking at your current income and see-
ing if we can get you a raise. This may not seem very dramatic, but if the
only thing you did was to get yourself a 10 percent raise in the next 30
days—and you saved all that newfound money—your entire financial
future would MASSIVELY improve.

You think I’'m exaggerating? Let’s take the average working person I just
mentioned, the one who makes $34,000 a year. That’s $2,800 a month, so a
10 percent raise would amount to $280 more a month. Put the entire
amount into a tax-deferred retirement account and what does that get you?
Well, according to the table on page 153, if youre 35 and you start banking
an extra $300 a month, by the time you’re 65, you'll have an extra $678,147
to live on.

Is that massive enough for you?
With that in mind, let’s start with what you have. After that, we can look
at what to do next.

157




' 158 ‘ Start Late, Finish Rich

WOULD YOU HIRE YOWU?

Before I get into the specifics of my system for getting a raise, let me ask
you something: “If you were running a company, would you hire you? And
if you would, would you pay you what you’re currently being paid?”

I ask these questions in my seminars and they almost always get a big
laugh. Why? Because people always laugh at truths—particularly uncom-
fortable ones. And people seem to think the idea of hiring themselves is
REALLY FUNNY.

And, in truth, it often is.

HAVE YOU SEEN THE
SMOKING-BREAK CREW?

Traveling around the world as I do to speak and coach, I get to see all kinds
of workers. The ones who really amaze me are what I call “the smoking-
break crew.”

You know whom I'm talking about. Every few hours, they gather at the
loading dock or on the sidewalk just next to the building entrance for a cig-
arette. Now, I know smoking is an addiction. But that’s beside the point. I
mean, drinking can be an addiction, too, but you don’t see people having a
cocktail hour at work two or three times a day. So why is it okay to go out-
side for a smoking break every few hours?

Nonetheless, that’s just what millions of people do every day. They stop
working every two or three hours, get up from their desks, and go outside
to grab a cigarette and enjoy a little wind-down time, chit-chatting with
their friends at the smokers’ pit. "

If you are you one of them, be honest and calculate how much of your
time—which your employer is paying you for—is wasted smoking. Such
calculations are actually done all the time, and I can tell you that not
counting the medical and health insurance costs associated with smoking,
the working time it wastes is enormous.

Let’s say you waste just 30 minutes a day smoking. That’s probably a
conservative estimate, if you include the time you prepare for your smok-
ing break—finding a friend to go with you—and then actually smoking,
then getting back to your desk or workstation. That’s 10 hours a month
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wasted. More than 120 hours—or 15 full workdays—a year, all paid for
and wasted. And your employer knows that you and your fellow smokers
actually waste more than 30 minutes a day.

So if you are that smoker, be honest. Would you really want to have
someone like you as an employee?

By the way, I'm not trying to pick on smokers. I just want you to see the
math and understand the cost associated with it, so you can ask yourself, “Is
this helping me make more money?” The chances are the answer is “no”—not
to mention how much the cost of a pack of cigarettes a day can add up to.

DRIVING THE BOSS CRAZY

The first thing you need to consider before you ask for a raise is what your
boss thinks of you. Obviously, if he regards you as a mediocre employee, he
or she probably won’t react well to your request. Unfortunately, many
employees are surprisingly in the dark about what their bosses think of
them. They don’t even know what bothers bosses in general.

Well, as it happens, I have some unique insight here. That’s because I
run my own company and employ a number of people—all of whom are
great (I swear I'm not picking on anyone at my company). It’s also because
I’m around entrepreneurs every day. Most of my friends own their own
businesses, and I get to hear from them just how difficult their employee
issues are.

So based on my experience and what I've heard from others, here’s a list
of the kind of things that people do at work that keep their bosses up at
night, worried on the weekends, and generally drive them crazy.

WHY BOSSES OFTEN HATE THEIR EMPLOYEES

* They don’t do their job.

* They don’t do what they say they will do.

* They come to work late.

* They come to work with personal problems.
* They wait to be told what to do.

+ They punch the clock.
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+ They gossip.

« They never say “thank you.”

* They have bad attitudes.

* They smoke—and take smoking breaks.

« They surf the Internet, check personal emails, and spend time instant
messaging their friends.

* They lie.

* They steal.

+ They do good work, not great work.

WHY GOOD EMPLOYEES DOING
GOOD WORK DOESN’T WORK

I saved the “good work, not great work” issue for last because it’s the single
biggest problem that all bosses face. When you talk to truly successful busi-
ness owners, they will tell you that it’s not the bad employees who concern
them, because those people ultimately will quit or get fired. No, what really
bugs them are the good employees, the ones who do what it takes to be
okay, but never enough to be great. Bosses don’t hate these good employ-
ees, but they don’t love them either.

Why should you care? It’s simple. 'm sharing these gripes with you not to
make you feel sorry for your boss but because they are so common across all
industries that if you were to use them as a checklist of all the things NOT to
do at work, you'd become one of those great employees whom bosses treasure.
And that would put you in the driver’s seat when it comes to asking for a raise.

The number-one challenge facing virtually every employer and boss in
Canada is finding great employees. Employers will pay twice as much for a
great employee as they pay for a good employee. Why? Because a great
employee is worth more than twice as much as a good employee—and
maybe four to five times as much as a bad employee. An entire team of great
employees can transform a business . . . and possibly change the world.

FROM GOOD TO GREAT

There’s a classic book on this subject called Good to Great by Jim Collins.
It’s become a kind of business bible for both smart business owners and
smart employees. Collins spent years identifying a set of elite companies
that had made the leap from good to great and then continued to perform
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at the same high level for at least 15 years. What he found was that these
great companies produced cumulative stock returns that outperformed
the overall market by a factor of seven!

Having studied these companies in detail, Collins was able in his book
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to explain in layman’s terms how to take a company from good to great.
Every single business owner I know has a copy of this book, which is prob-

ably why it’s sold over a million copies.

The interesting thing about Collins’s findings is that virtually everyone I
know who's read the book says the same thing when I ask them what they
think is its most valuable lesson. They all point to what he has to say about
the importance of hiring great employees.

TO BE A GREAT COMPANY,
YOU NEED GREAT PEOPLE

As Collins sees it, it’s not the direction of the company that matters most. Nor
is it corporate strategy or the vision thing. What you need to do, he says, is to
think of a company as a bus. And before you worry about where the bus is
going, you need to focus on who’s on the bus. Don’t worry about which seats
they are sitting in (that is, job titles or job duties). Just get the right people on
the bus. Once you have the right people, you can figure out everything else.

Think about it. Thousands of business owners are reading this book and
focusing on trying to “get the right people on the bus.” This should tell you
something breathtaking about the way business works in Canada today.

Basically, companies are figuring out that achieving greatness is not so
much about visionary, charismatic leaders as it is about assembling a group
of GREAT EMPLOYEES.

As an employee—and possibly a future business owner yourself—you
should regard this as truly priceless knowledge.

Now, armed with this newfound knowledge, let’s look at how you can
use it to increase your income.

KEY “START LATE” PRINCIPLES IN
CHAPTER THIRTEEN

« Turbocharging your earning power at the same time you’re paying
yourself first gives you the one-two punch you really need to start late
and finish rich.
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« It’s easier than you think to grow your income—the amount of CHAPTER FOURTEEN
opportunity out there for you to make money is positively mind
boggling.

* You don’t get rich by working hard; you get rich by working smart.

» Nothing will increase your income faster than getting a raise. If this

were the only thing you did—and you saved all your additional
income—your entire financial future would MASSIVELY improve.

* Because it takes great employees to make great companies, most | | A F 0 U R-WE E K
bosses will pay great employees great wages. .
ACTION PLAN
TO GET A RAISE

Reviewing the principles we discussed in Chapter Thirteen, here is
what you should be doing right now so you can Start Late and Fin-
ish Rich. Check off each step as you accomplish it.

U Use the table on page 153 to see how big a difference a small \
increase in your income can make. 5

O Commit to becoming not just a good employee but a great

employee. . ‘ . ' .
Nothing will increase your income faster than getting a raise. Nothing.

U Commit to asking for a raise. . You walk into your employer’s office and you say, “I want a raise.”

Your employer says, “Okay.”

You walk out of the office and you are now richer.

If you earn $50,000 a year and you get a 10 percent raise, you've imme-
diately increased your annual income by $5,000. Now, it’s true that getting
a raise isn’t the only way you could come up with an additional $5,000 a
year. You could also try to cut your expenses by that much. But how hard
would that be? If you're already on top of your Latte Factor (and I know
you are), the answer probably is “pretty darn hard.”

Alternatively, you could try to generate an additional $5,000 a year from
interest on your savings. Of course, with money market rates running
around 1 percent, you'd need to save roughly half a million dollars to gen-
erate $5,000 a year in interest income. That’s a little worrisome, right? That |
could take a while. Then again, in a matter of minutes you could go get a ‘ J‘

raise and be earning more money on your next paycheque.
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WHY GETTING A RAISE
IS NOT IMPOSSIBLE

Does this sound impossible? It shouldn’t. People get raises every single day.
Right now, as you read this, someone somewhere is asking for and getting
a raise. Why isn’t this person you?

Are you self-employed? Well, that’s fine—but it’s not an excuse for not
being able to get a raise. If you run your own business, the way you get a
raise is by increasing your prices. “No way,” you say. “My customers
wouldn’t stand for it” Really? Why wouldn’t they? Right now, someone
somewhere is raising the price he charges for some combination of goods
and services. Why not you?

Consider, if you will, what I’'ve done with my own business. The fee I
charge to give a speech has increased tenfold in less than five years. Why
did my fee go up so much? Because I kept stretching my comfort level and
raising it.

Now, it’s true that ’m better known than I used to be because I've pub-
lished best-selling books. And I draw bigger crowds now and have become
a better speaker than I was five years ago. But the bottom-line real reason
I’'m able to charge 10 times more today for virtually the exact same speech
I gave five years ago is simply that I decided to charge more.

To be honest, in the beginning I was very uncomfortable raising my fees.
Then I realized that no one was going to offer me more money out of the
blue. If I wanted to be paid more (and I did), I'd have to ask for it. And, yes,
it’s true that sometimes when you ask for more, the answer is “No.” Not
everyone agrees to pay me 10 times my old fee, but enough groups do so
that I now earn more speaking only 30 days a year than I used to earn
speaking 150 days a year.

I work less and earn more. That’s the idea, right? So why not you? As I
write this, my agent says (and has proven to me) that I'm not raising my

- fees fast enough. I recently spoke at an event with Dr. Phil in front of

5,000 people, after which I found out that many of the other speakers
were getting two to three times what I was charging! Meanwhile, my
reviews at this huge event were off the charts. My agent says it’s time to
double my fee—again. That would amount to a twenty-fold increase in
five vears.

A Four-Week Action Plan to Get a Raise

THE MARKET DOESN’T PAY YOU
WHAT YOU’RE WORTH—IT PAYS YOU
WHAT IT HAS TO ... AND WHAT
YOU’RE WILLING TO ACCEPT!

The reason I’'m sharing my situation with you is not to brag but to coach.
Whether you are an employee or an entrepreneur, the bottom line in life is
that you only get what you go for.

I've often illustrated this point with the story of my dry cleaner. He
increases his prices by 5 percent every six months. So one day you go into
his store and the shirt that used to cost $1.50 to clean now costs $1.57.

Guess what? Virtually no customers storm out and take their business
elsewhere.Why not? Because my dry cleaner does great work and a seven-
cent increase doesn’t seem like a big deal.

Then, six months later, the cost of cleaning that same shirt goes up to
$1.65. Again, no one leaves his establishment. And every year my dry
cleaner’s income increases by more than 20 percent because of com-
pounded growth and new customers. As a result, he’s a millionaire many
times over.

WHAT KIND OF BRAND
ARE YOWU?
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What you need to understand is that nothing determines your value in the

marketplace more than how you position yourself. To get people to think
of you in a certain way—say, as a valuable asset who deserves to be com-
pensated handsomely—you’ve got to present yourself in a certain way. The
current buzzword for this is “branding.” But whatever you call it—whether
it’s branding or presentation or self-promotion—the fact is that it doesn’t
just happen. You’ve got to make it happen.

So what’s your brand at work?

What follows is a list of questions that should help you figure out what
kind of brand you’re projecting to your boss. Keep in mind that there’s no
point in not answering these questions honestly. If you fudge, you're only
fooling yourself. And don’t say, “I don’t know the answer.” Instead, say, “If I

did know the answer, what might it be?”
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THE PERSONAL BRAND QUESTIONS
YOU NEED TO ASK YOURSELF

* As an employee, do you stand out or blend in?

« If you left your company, would it be hurt or helped?

* Do you come to work on time, early, or late?

* Do you have a written plan for your career that describes how you
add value at work, or do you wing it?

* Do you have a relationship with the person who determines whether
you should get a raise? Do you know anything about his or her fam-
ily? Does he or she know anything about yours?

* Do you really care about the company you work for, or is it just a job?

* Do you spend any time, money, and/or effort learning new job skills
so you can add greater value to your company?

* Do you have a vision of where you want to be with your employer in
three to five years?

* Does your employer know you have a vision?

HMM ... SOMETHING TO THINK ABOUT?

These questions are meant to get you thinking. And don’t worry if you
don’t like your answers. The fact is that you can totally turn around your
career in 90 days. How do I know this? Because I've seen people do it.

I’ve seen people go from being on the verge of being fired to doubling
their income in six months by getting their act together.

All it takes is turning around the impression people have of you.

Notice that I said “impression.” It’s not enough just to do great work.
Your bosses have to be aware of what you're doing. If no one notices, it’s
really not going to do you much good, is it?

A FOUR-WEEK ACTION PLAN TO GET A RAISE

Let’s cut to the chase. Decide today you want a raise. Decide today you

deserve a raise. Decide today you will go and get a raise.

A Four-Week Action Plan to Get a Raise

WEEK ONE
 DECIDE WHAT YOU WANT

The reason most people are “stuck” in life is that they don’t know what they
want. This sounds simple because it is simple. You have to decide what you
want, put it in writing, and then move forward toward it. Doing this
doesn’t mean you are guaranteed to achieve your goal, but it will give you
direction. And direction is crucial. You will never get anywhere in life with-
out it.

Direction starts with specific action. So now move toward your specific
action. As a first step, write down EXACTLY what you want to achieve, how
you're going to do it, and when.

Since you're going for a raise, list the following on a sheet of paper: your
name, how much you’re currently earning, how much of a raise you're
looking for, what percentage it represents, what your new annual salary
will total, when you’re going to start trying to make it happen, and what
your deadline is for making it happen.

In addition, you should include the name of the supervisor you need to
ask and when you intend to meet with him or her.

The sheet should look something like this:
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My name is
My current salary is $ a year.

I want (and deserve) a § raise, which amounts to

an increase of ____%.
I am going to start trying to make it happen no later than
[insert date], and I intend to get it by
[insert date].
The supervisor whose approval I will need to get is
, and I will meet with him or her to make
[insert date].

my request no later than

Signed:
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Don’t worry right now about whether this is doable. Simply write it out
and get specific.

WHY THIS IS NECESSARY

Some people are skeptical about the need to write down their intentions.
But believe me—it works. Just talking and thinking about your goals isn’t
enough. If you are serious about wanting to achieve them, you've got to be
specific and concrete, complete with details and deadlines. And there is no
better way I know of to do that than to write them down.

BUT MY COMPANY DOESN’T GIVE MERIT RAISES

Many people work for employers who award pay increases based solely on
length of service. Others are at companies with a strict policy of doing per-
formance reviews only once a year. If this describes your situation, you may
be tempted to give up hope. )

Don’t. Over the years, I've seen government workers, people with tightly
regulated union jobs, and employees of huge bureaucratic corporations
swear up and down that there’s no way they could get a raise on their own
schedule—only to try this approach and receive one.

Consider this story.

FROM $15 AN HOUR TO $80,000 A YEAR

After waiting patiently for nearly an hour, a woman came up to me at a
book signing I was doing in Ottawa. Her name was Katrina, and by the
time she reached me she was almost in tears.

“David,” she said, “I know you hear this every day, but I have to thank
you from the bottom of my heart.”

“Well, you're welcome,” I replied. “But what for?”

“For telling me to go for it. I was earning around $15 an hour at a cloth-
ing store when I first read your book Smart Women Finish Rich. 1 hadn’t
completed my education and I didn’t really believe I had much of a future.
Then I decided to try your step-by-step plan to get a raise.

“At first, my boss said no—no one was getting raises that year. But I was
relentless. I knew that if I added more value at work, they’d have to give me
a raise. So I went out of my way to help the customers. Whatever they
needed, I was there with a smile and a helping hand. I came to work early
and I always stayed late, looking for ways to improve what we did.
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“Then one day a new customer saw me interacting with one of our reg-

ulars. She saw that I knew the customer’s name and that I had a real rap-

port with her. When I finished with that customer, she approached me and
asked if I was happy at my job. I told her I was, but I added that I was also
looking to do and be more—and that I wanted to make more. She told me
she owned a clothing store downtown and asked if I’d be interested in vis-
iting her store to discuss a job. I said, ‘Sure.

“I met with her later that day and got a job offer for $20 an hour plus
commission! Within 90 days, I was the highest-paid person in the store. By
the end of the year, I was the store manager—earning more than $35 an
hour. Today I manage three stores, I earn more than $80,000 a year plus
bonuses, I've got more than $20,000 in savings, and last year I bought a
home!

“And that’s not even the best part. Just this week, another woman
approached me and asked if I had any interest in owning my own business.
I told her I'd always dreamed of having my own store, and she said she was
planning to open one and was looking for a partner. All this happened in
less than three years—simply because I went for it!”

So just because your employer’s rules or policy don’t allow for merit
raises, don’t throw in the towel. Once you start the ball rolling, you never
can tell where it—and you—will end up.

THE FIRST PERSON YOU NEED TO QUESTION
IS YOURSELF

When I say you need to go for it, I don’t mean you should just go charging
into your boss’s office without first thinking long and hard about how
you’re going to present your request for a raise. While it’s true that you only
get what you ask for, just asking doesn’t by itself do the job. You've got to
give your boss a reason to say yes. So now that you’re definitely committed
to asking for your raise, let’s start the process of figuring out why you
deserve it.

The first person you need to question is yourself. If you work for an
employer who does give performance-based raises or bonuses, think about
the last time you got one (assuming you ever have). Did you proactively do
something to get this raise or did you simply wait passively to be rewarded?
Did you do or say something to make sure your job performance was
noticed by a supervisor or did you simply wait for your regularly scheduled
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annual review? Did you draft a written explanation of why you deserved a
raise or did you simply go through your company’s normal performance
review process “reactively”?

Be honest. Your answers to these questions should tell you a lot about
why you are earning what you earn right now. If you are self-employed or
run your own business, ask yourself the following: When was the last time
you raised your rates? Did you do so because your costs went up or because
you felt you were adding more value in the marketplace and knew your
customers would be willing to pay for it? Do you have a consistent system
for raising your rates or do you do it more or less randomly? Your answers
will tell you a lot about how you are running your business right now.

At this point, whether you work for yourself or for someone else, you
should be beginning to have an idea of the strengths and weaknesses of

your case for a raise.

" ASKYOURSELF THE SEVEN MAGIC QUESTIONS

What exactly do you do at work that makes you so valuable that people are
actually willing to pay you for your time and effort? I've talked about this
for years with my clients. You can go to work and be busy all day long
“doing things.” But are these “things” really connected to the kind of pro-
ductive, result-oriented work that makes you money?

Too many people spend their lifetimes essentially pushing paper and
forwarding emails. Either that or they devote themselves to what I call
“rearranging the deck chairs on the Titanic.” Are you one of these people?

Here’s what it comes down to: Are you productive or do you spend most
of your time doing what basically amounts to busywork?

A good way to find out is to put yourself in your boss’s shoes (or, if
you're self-employed, one of your customers’ shoes) and try to imagine
how he or she would answer what I call the Seven Magic Questions.

THE SEVEN MAGIC QUESTIONS

1. What is the most important thing I do for my boss?
2. What does my boss think 'm uniquely talented at?
3. What would my boss be afraid to tell me about my job or how I do it?
4. What would my boss say I could do to add more value to my job?
5. What could I do to be my boss’s “dream team” employee?
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6. Knowing what he or she has learned about me in all the time I’ve

worked here, would my boss hire me today?

7. What would my boss say it would take for me to get a raise in the

next six months?

Why do I think it’s a better idea to try to imagine your boss’s answers
than to ask him the questions directly? Because they are incredibly search-
ing questions that could open a Pandora’s box. Look at question No. 6
again: Knowing what you know about me, would you hire me today? This
question says it all. And the answer will be immediately obvious in your
boss’s body language. If he or she squirms, can’tlook you in the eye, doesn’t
quickly and strongly answer “Yes”—you’ve got a problem.

Do you really want to find this out? Actually, you do. The alternative is
to wait to be fired—or worse, continue to work at a job, maybe for years,
with no real potential for growth. But it’s better to acquire this knowledge
on your own—so you can do something about it BEFORE you bring it to
your boss’s (or customer’s) attention.

THE BRUTAL TRUTH

If you are not prepared to be completely, painfully honest with yourself, you
shouldn’t bother going through this exercise. Because chances are that if
you did ask your boss these questions, a lot of his or her answers wouldn’t
be entirely pleasant. In fact, some of them are likely to be downright awful.
But don’t shy away from recognizing this. The sad, brutal truth is that we are
all guilty of wasting valuable time putting energy into relationships and jobs
that offer us no real potential for gain. And as unpleasant as it may be to
hear the truth, the sooner you face up to it, the better off you will be.

Once you've answered all the questions, start thinking about what
changes you'd have to make in your work habits to transform all the negative
answers into positive ones. In other words, what specifically would you have
to do to become not just a good but a great employee? On this basis, begin
working up an action plan designed to maximize your value as an employee.

WEEK THREE
LEARN THE 20/60/20 RULE™

If you are an employee, you can come to work and just do your job and get
what you get. Alternatively, you can come to work with an action plan and
create your future for yourself. It’s pretty much one or the other.
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Over the years, I've noticed the same thing at just about every workplace
I've seen. Employees always seem to break down into three basic groups:
about 20 percent fall into the bottom group, about 60 percent fall into the
middle group, and about 20 percent are in the top group. I call this my
20/60/20 Rule™.,

Here’s how I define these groups.

BOTTOM 20 PERCENT
_HAVENOCLUE =

e

The people in this group barely manage to get to work on time. They are
really employed or in business in spite of themselves. You run into these
people every day. You work next to them. They are literally everywhere. You
see them in restaurants and stores and at the airport. They are teaching
your children, working for the phone company, sorting the mail. Office
buildings are filled with them.

MIDDLE 60 PERCENT
WANT A CLUE

i
Most workers are basically good people. They want to do well. They may be
frustrated at times, but for the most part they are honest, hardworking
folks doing what they think they are supposed to do. They went to school,
got a job—and now they are working. They also work as teachers, letter
carriers, waitresses, salesclerks—and in the cubicle next to you or the office
down the hall. Although they try hard, for them life never seems easy.

TOP 20 PERCENT

The top 20 percent get it. They know that you get only what you go for.
They come to work with specific career and income goals. They manage
their direction in life. They know how to make friends and influence peo-
ple, as the saying goes. They are winners. You can see it in how they dress,
talk, act, and live. Their lives have purpose and meaning. They are what are
called “specifically intentioned” individuals.
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HE CHOSEN FEW: OWN THE C

Within that top 20 percent is a very small group of people who go one
step further. They go beyond simply having a clue to owning the clue. In

addition to deciding for themselves how their day is going to go, these
people also stay focused on moving forward toward the outcome of their
desires. As a result, they tend to run things. They fire the bottom 20 per-
cent; they manage, hire, and give raises to the middle 60 percent;and they
lead the top 20 percent.They are what | call “Clue Creators.”

YOU KNOW WHERE YOU FIT IN

Now let me suggest something that may get you mad at me. You already
know exactly which of these categories you belong to. Your friends and
family also know. So do your co-workers as well as your boss or customers.
And if this makes you furious, it’s probably because you don’t like the per-
son you happen to be right now.

Please don’t shoot the messenger. If you don’t like the image of yourself
that you see, then change. In this context, feeling uncomfortable is good.
Your life starts to change the moment you feel uncomfortable.

I’ve personally lived in all three categories. I can tell you for a fact that the
air is better in the top 20 percent—and it's MUCH, MUCH better in the
“Chosen Few” category, where the “clue is created.” The people in this cate-
gory live more, do more, and are more. It’s a fun place to be. It’s not always
easy, but neither is life in the bottom 20 percent or the middle 60 percent.

NOW WRITE YOUR ACTION PLAN

It should be clear by now that you don’t move into that top 20 percent—and
certainly not into the “Chosen Few” category—simply by wishing and hoping.
You've got to make a plan and then act on it. The same goes for getting a raise.

So where do you start? It’s simple, really. Back in Week Two, we raised
the question of how much of what you do is productive and how much is
busywork. What you need to do now is maximize the productive effort and
minimize the rest.
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THE PARETO PRINCIPLE

I've written before about something called the Pareto Principle. Back in
1906, an Italian economist named Vilfredo Pareto noticed that 20 percent
of the Italian people owned 80 percent of Italy’s total wealth. In the century
since then, Pareto’s observation has come to be known as the 80-20 rule,
which basically says that a small number of causes is responsible for a large
percentage of the effect—or, to put it crudely, 20 percent of what you do
accounts for 80 percent of your results. In other words, 80 percent of your
effort really doesn’t matter all that much.

What does this have to do with asking for a raise? Well, if you’re going to
make yourself more valuable to your employer, you need to figure out
which of your efforts account for most of the value you add on the job.
That is, you need to identify the 20 percent of what you do that produces
the 80 percent of your results. Once you've done that, you can write an
action plan designed to maximize your most productive activities—and
minimize the useless busywork that takes up the bulk of your time without
producing anything worthwhile.

LISTEN AND YOU WILL LEARN

To be perfectly honest, after having thought deeply about what your boss or
your customer would likely have to say about where and how you add value
(and where and how you don’t), it shouldn’t be hard to figure out where your
effort belongs and where you're wasting your time. The plain truth is that it
should already be clear to you. So take note of it. And then take action.

WEEK FOUR
ASK FORTHE RAISE

By now, you should be feeling pretty confident. Why? Because you know
exactly why you are entitled to be paid more for your time and effort. And
as they say, knowledge is power.

You've already asked yourself the Seven Magic Questions—an exercise
that showed you where you stand. You've also figured out how to maximize
your value to the people who pay you by identifying your most productive
activities and focusing on them, and you’ve written down your conclusions
in a succinct action plan.
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So now it’s time to approach your boss and ask for the raise. Or if you're
self-employed, it’s time to raise your prices.

People being what they are, some friends or family members may try to dis-
suade you from taking such a bold step. Ignore them. Believe me, there is no
downside to what you are about to do. The worst thing that could happen is that
your request is turned down—in which case you've learned something impor-
tant (namely, that it may be time to start looking for a new job or perhaps a new
career, or maybe that you need to focus harder on how to add more value).

If you have a boss, make an appointment with him or her. Know exactly
how much you want to ask for, and consider putting it in percentage terms.
A humble request for a 5 percent raise starting in the next 90 days may be
easier for your boss to handle than a demand for a $2,500 raise—even if
both amount to the same thing. .

Similarly, ask for a raise in monthly or biweekly amounts. For instance,
instead of saying, “I want an increase of $2,500 a year,” you might say, “I'm
looking for you to increase my compensation by $50 a week” [or “$10 a day™].

WHAT WOULD IT TAKE FOR ME TO GET A RAISE
IN THE NEXT SIX MONTHS?

Another approach is simply to ask, “What would it take for me to get a raise
in the next six months?” Pose the question and then be quiet—let your
boss lay out what you’ll need to do to get that raise. Write down what he
says, do it, and then follow up with your boss once you've done: what he
asked of you. You may even want to ask for a 90-day review meetl‘ng to see
if you are progressing toward your six-month goal of getting a raise. .

What if you're self-employed? Again, if you are self-employed, you sim-
ply need to raise your rates. Though some businesses send out an explana-
tory letter or announcement when they raise prices, there is no law that
says you have to say anything to anyone. .

Not saying anything is exactly what the new owners did at my favor.lte
neighborhood burrito place, which was recently bought out by a ma].or‘
company that plans to expand it. One day my “Border Burrito” (thth
jalapefios and sour cream) was $5.95—and a day later it was $6.95.. No sign,
no explanation—and they raised the price a buck! Guess what? I ﬂmched -
and paid the new price. What I am going to do? Find a new favorite burr.lto
place? 'm telling you—this is “real-world advice” that people are using
around you and on you all the time!
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KEY “START LATE” PRINCIPLES IN
CHAPTER FOURTEEN

* You only get what you go for; to get a raise, you have to ask for it.

* By changing the impression people have of you, you can totally turn
around your career.

» According to the 80-20 Rule, 20 percent of what you do accounts for
80 percent of your results. In order to transform yourself into a great
worker who adds so much value that your bosses or customers will be
happy to pay you more, you need to figure out which of your efforts
account for most of the value you add.

When you take charge of your career, I want to hear about it. Visit
my website at www.finishrich.com. Each month I’ll hold a compe-
tition for the best story—and the winner will receive our updated
complete FinishRich Educational Package (worth $399) as our gift
to you! So get going and let us know how you do—your success
may inspire someone else to take action.

Congratulations! You're ready to shift your earning power into high gear
by maximizing your value to your current employer (or customers). But
this is only the first part of turbocharging your income. Now it’s time to
really put the pedal to the metal—and learn how to develop an entirely
new income stream . . . without having to leave your current job.
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Reviewing the principles we discussed in Chapter Fourteen, here
is what you should be doing right now so you can Start Late and
Finish Rich. Check off each step as you accomplish it.

1

U Identify your personal brand by asking yourself the questions on
page 166.

O Write down exactly how much of a raise you will ask for, whom
you will need to ask, and when you will ask.

U Figure out what your boss thinks of you by asking yourself the
Seven Magic Questions.

U Based on your answers, draw up an action plan designed to
maximize your most productive activities while minimizing the
useless busywork.

U Bring your action plan to your boss and ask for the raise.
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CHAPTER FIFTEEN

BECOMING

YOUR OWN BOSS—
WITHOUT QUITTING
YOUR DAY JOB -

If ’'m going to bet on a business—let me be the one who owns it.
—David Bach

Let’s get straight to the point—creating a second stream of income can
change your life. As I said before, if all you did was spend less and save more,
you could probably start late and finish rich. But if you spend less, save
more, and MAKE more, nothing will stop you from achieving your goal of
financial freedom. And if you ALSO develop a second income stream, you
can finish even richer than you might have if you'd started early.

WEALTH IS ALL AROUND YOU

Part of finishing rich is understanding that wealth is all around us. Every-
where! Every day, people who are not as smart as you are making money in
every kind of business you can think of. Look around. Just about every-
thing you can see right now is the result of a business that someone owns.

Becoming Your Own Boss—Without Quitting Your Day Job

Just about everything you use, consume, or enjoy someone’s business cre-
ated it, manufactured it, sold it, shipped it, or serviced it. And these days,
what with the Internet and corporate downsizing and jobs being shipped
overseas, it is both crucial and smart to consider starting your own busi-
ness . . . while you still have a job that provides you with a paycheque.

THE NEXT WAVE OF MILLIONAIRES
IS BEING CREATED AT HOME

The aspiration of many Canadians of owning their own business is hap-
pening. In 2003, there were 2.4 million self-employed Canadians, and the
majority were between 35 and 54 years old. About one in three self-
employed Canadians works from home. According to Statistics Canada, 45
percent of the self-employed earn about $20,000 but the related tax advan-
tages and savings created by eliminating commuting, dressing up, buying
lunch and other workplace expenses make those dollars go further. At the
top of the heap, 4 percent of self-employed workers earn over $100,000.

NOW IT’S YOUR TURN TO JOIN THEM

I’'m not suggesting here that you quit your day job (not yet, anyway). After
all, while it might not make you rich in the long run, your day job BRINGS
YOU INCOME. What I want to do in this chapter is introduce you to a
number of different approaches to creating a business you can run on the
side while you keep your day job. As you will see, becoming your own boss
is not easy. But it’s not impossible.

Depending on your interests and abilities, there are all sorts of things
you can do to develop an additional source of income. You can perform a
service (like painting houses or editing résumés) or you can make some-
thing and market it (like cookies or jewelry) or you can buy something and
resell it. You can take a skill you use at your regular job (like word process-
ing or graphic design) and offer it on a freelance basis—on your own time,
of course! Or you can turn a hobby into a side business (like cooking into
catering or sewing into tailoring). Finally, instead of your working for extra
money, you can put your money to work for you by investing in real estate.

In this chapter and the five that follow, we will look at:

* The six myths about starting your own business.

» Why the government wants you to start a business.
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* Free resources that can help you.

* How to start a home-based business.

* How to make money in real estate.

* How to start a business on eBay.

* How to make money in direct selling.

* How to make money in franchising.

In this section of the book, I'm not just going to be your coach. I'm also
going to be a tour guide, exposing you to a variety of different ways to build
a second stream of income. You may decide to do more than one, only
one—or none. But whatever the outcome, it’s worth at least taking a look
at what some of the possibilities are.

Ready?

THE MYTH ABOUT BEING
IN BUSINESS FOR YOURSELF

To begin with, let’s consider some of the many myths that discourage peo-
ple from even considering going into business for themselves. Separating
the facts from the fictions can totally transform your attitude—and make
the difference between never getting started and finishing rich.

 MYTH NO. 1
YOU NEED A LOT OF MONEY TO START

A

The reality of most small businesses is that starting them takes less money
than you think. Many entrepreneurs in Canada started with $5,000 or less.

In fact, some started with less than $1,000. (Later, I'll share a great example.

of this: A business started by a woman with an initial investment of $3,000
that she eventually sold for nearly $1 billion!)

MYTH NO. 2
YOU NEED TO HAVE EXPERIENCE

Friends and relatives may warn that you need to have experience in busi-
ness in order to be able to start one. Don’t let these people steal your
dreams. While experience certainly helps, action beats inaction any day of
the week. Besides, you don’t have to go for it alone. These days, it’s easy to
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be in business for yourself but not by yourself. As youw’ll discover in this
chapter, there are so many resources out there to help you build a home-
based business and second stream of income that you may wonder why
you waited so long to do this. There are countless companies in the busi-
ness of helping you get your business off the ground with training and
mentoring systems designed to help you succeed. In addition, the govern-
ment now offers training and there are many volunteer organizations
staffed by veteran entrepreneurs whose experience you can tap.

" MYTH NO. 3

=
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minute they find out you’re planning to start a business on the side—
will insist you don’t have the time to start a business. “You're too busy!”
they’ll argue. You have a job, kids, household chores—whatever. The
bottom line is this: In most cases, you need no more than one to two
hours a day to get a business going on the side—which is why I say you
not only should but also can do it without quitting your day job. If you
commit two hours a day to a new venture, that’s 60 hours a month, or
roughly 720 hours a year. If you put that kind of effort into starting a busi-
ness on the side over the next five years, I promise you—you’ll succeed.
What would you have to give up? Television and maybe a little sleep. Wake
up an hour a day early and skip the TV at night, and you'll have the time.
If you can’t commit to an hour or two a day to start a business, youre not

ready to do this.

MYTH NO. 4
NINE OUT OF TEN NEW BUSINESSES FAIL

The biggest myth about starting your own business is that you have a 90-
percent chance of failing within one year. This much-heralded statistic
doesn’t match up with what we see in the real world. About two-thirds of
all new businesses survive at least two years, and about half survive at least
four, according to Canadian studies.
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MYTH NO. 5

The idea that you need a business plan and business cards and stationery
and a phone line and an office and so on and so forth to start your business
simply is not true. The only things you absolutely need to start a business
are passion, commitment, desire, and a willingness to take action. I know
this from experience. I started and ran FinishRich, Inc., to the point where
it was bringing in $1 million in annual revenue, without having an office, a
business plan, business cards, or stationery. What I did have was passion

and commitment.

YOU HAVETO BE PASSIONATE ABOUTTHE
PARTICULAR BUSINESS YOU CHOOSE

=

|
I'm a big believer in the idea that if you do what you love, the money will
follow. But I also recognize that this cliché has held many people back from
starting their own businesses. Why? Because they don’t know “what they
love”—or because they believe that “what they love” can’t make money. If
your goal is to earn an extra $500 a month, that in and of itself can be
enough of a reason to start your own business! People become successful in
business all the time even though they aren’t really turned on by the actual
product or service they happen to produce or sell. What they’re passionate
about is being an entrepreneur and being their own boss. If you really want
to be your own boss and are dedicated and willing to work hard, then you
have what it takes to start your own business.

WHY THE GOVERNMENT WANTS YOU
TO START YOUR OWN BUSINESS

The government wants you to start your own business because small busi-
nesses are the fuel that drives our economy. According to Statistics Canada,
there were about two million small businesses in Canada in 2003, provid-
ing employment for more than five million workers—which is to say
roughly half the jobs in the country.
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Even more important, small businesses are responsible for creating a
large number of new jobs in Canada. Throughout the 1990s, they generated
between one-third and one-half of new jobs in Canada, and in 2002 (the
most recent year for which data is available) they accounted for 60 percent
of the new net jobs in Canada. The government knows that a business being
started today in your garage, kitchen, or even dorm room could be a future
FP 500 company that someday will employ thousands of people.

HOW THE GOVERNMENT
HELPS YOU BECOME RICH

In order to encourage people to start their own business, the government
has created a wide variety of tax breaks for business owners.

The most obvious and immediately useful of these are the benefits you
get from deducting business expenses, from rent and utilities to office sup-
plies and raw materials, from the taxable income of your business.

If you incorporate your business, you pay tax at a lower rate on the first
$200,000 of income than you would if you were an employee.

There are many more tax advantages, along with small-business lending
programs, grants, mentoring, and training initiatives available through
federal, provincial, and municipal governments.

FREE RESOURCES THAT CAN
HELP YOU GET STARTED

Every government in Canada provides support and resources to small
businesses. Provincial governments also operate programs to stimulate
specific aspects of the economy, such as employment, training, or technol-
ogy transfer. If your business qualifies, a government program may pay
some or all of your costs of developing a new technology or training new
employees, for example.

You can locate these government resources by looking in the blue pages
of your phone book or by visiting the website of each government.

Canada’s banks also provide a vast amount of information on every-
thing from financing to marketing for small businesses. This information
is available in booklets as well as on the banks’ websites. You should check
the website of the Canadian Bankers’ Association, as well.
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GOVERNMENT LOANS

Federal, provincial, and municipal governments support small businesses
with a variety of loan programs, including:

THE SMALL BUSINESSES LOANS ACT (SBLA)

Under the Small Businesses Loans Act, the federal government will guaran-
tee 85 percent of a loan extended by a bank to a qualified small business,
eliminating most of the risk to the bank that actually processes and
administers the loan. The maximum SBLA loan is $250,000, and it carries
an interest rate that’s 1.75 percent over prime. The program can be used
by startup companies and established for-profit enterprises with annual
revenues of less than $5 million. Companies can use an SBLA loan to
cover up to 90 percent of the cost of purchasing land or new or used
equipment and to purchase, renovate, or improve the company’s facilities.
To secure the loan, a bank can take a charge against property or equip-
ment. Personal guaranteesare limited to 25 percent of the original loan.

THE BUSINESS DEVELOPMENT
BANK OF CANADA (BDC)

Under its federal mandate, the Business Development Bank of Canada
focuses specifically on helping small businesses. In this capacity, it lends
money to companies that need to increase their working capital and to
companies that want to buy fixed assets such as buildings.

In addition to financing, the BDC also helps entrepreneurs with prepar-

ing a business plan, cash flow forecasting, and budgeting, and provides

management consulting to entrepreneurs.

PROVINCIAL PROGRAMS

Because they have a political mandate, provincial government programs
tend to accommodate specific aspects of a small business with the aim of
stimulating employment, for example, or encouraging economic develop-
ment in a particular region or industry. Some governments also cover
expenses incurred in developing export markets, enhancing your com-
pany’s technological expertise and hiring young people through college
and university co-op programs.
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To qualify for these programs, you may have to cut through a few kilo-
metres of red tape, so you should check with your fellow entrepreneurs or
with your local board of trade to find out more about a program before
you set off in pursuit of funding.

RESOURCES FOR WOMEN ENTREPRENEURS

Anybody who still thinks of business as a man’s world is living in the wrong

century. The fact is, by a wide margin, most entrepreneurs these days are

women. Indeed, when it comes to starting new businesses in Canada,

women currently outnumber men by 2 to 1.

Reflecting this, there is no end of resources aimed at smoothing the path
for women entrepreneurs. I've listed a few of them below.

» Canadian Women’s Business Network (www.cdnbizwomen.com)
provides information for women in business, including finance
advice, links to business services, Web marketing tips, and inspiring
success stories.

» Women Entrepreneurs of Canada (WEC) (www.wec.ca) encourages
and fosters the growth, development, and success of women
entrepreneurs in Canada. WEC provides a dynamic environment,
high-quality programming, and opportunities for women entrepre-
neurs to enrich and enhance their personal and professional lives.

* Canadian Association of Women Executives & Entrepreneurs
(www.cawee.net/index.html) is a networking and social alliance of
innovative entrepreneurs, successful small business owners, and busi-
ness leaders from some of Canada’s most influential organizations.

» Women Inventors Project (www.womenip.com) supports the inno-
vative and scientific endeavours of Canadian women through pro-
grams that educate and heighten public awareness.

* Business Development Bank of Canada (www.bdc.ca) has increased
the availability of financing for fast-growing, women-owned firms in
Canada and provides women entrepreneurs with the necessary
resources to expand their businesses and seek new market opportuni-
ties outside Canada.

+ The Women Entrepreneurs Line (1-888-300-9308) is staffed by
knowledgeable information officers who can respond to business-
related enquiries between 8:30 a.m. and 5:00 p.m. Monday to Friday.
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« Women Entrepreneurs (www.royalbank.com/sme/women) provides
an online community for sharing news, contacts, experiences, and
resources for Canadian women interested in growing their businesses.

+ Ontario Women in International Trade—Toronto (www.wito.ca)
seeks to enhance the status and interests of women in the field of
international trade through the establishment of a global network of
business contacts.

SO LET’S GET STARTED

Most home-based businesses never get off the ground because most peo-
ple get mired in minutia. They don’t realize there are really only three rules
to follow to start a home-based business:

1. Ready.

2. Aim.

3. Fire.

Okay, I'm kidding. There are actually four rules you need to follow.

ULE NO.
MAKE A DECISION

Nothing happens in your life until you make a decision.

So make one. Decide you are ready to start a business at home. Find a
spot in your house. Pick a day on your calendar and get started.

Your first day in business can be spent reading books on how to start a
business. In fact, you probably should spend a lot more than just your first
day doing research. At the very least, you should check out all the websites
listed in this chapter. Since you are not going to quit your day job to do this,
we're realistically talking about a few weeks of Internet browsing at night
or in the morning before you leave for work.

But get started. A cause set in motion creates action that begets results.

" RULE NO. 2
PICK A FIELD

M ;.
I have no idea what kind of business you should start—and maybe right
now neither do you. That’s okay. Just don’t spend a decade deciding.

D ladaaiag
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One of my best friends has spent 15 years trying to find the “right busi-
ness” for himself. That’s 15 years of waiting. Meanwhile, he hasn’t started a
single business. Don’t worry if you don’t get it right the first go-around.
You’re not signing up for life. Just pick something that gets you excited and
get going. It’s all about making a decision. I had one friend, Gary, who paid
his way through college painting dorm rooms. When he lost his corporate
job, I suggested that he start a painting business. He reacted as if I'd
insulted him. “I didn’t go to college to start a painting business!” he huffed.

“So what did you go to college for?” I asked him.

He said to make money, to which I replied, “Well, how much are you
making right now?”

Two weeks later, he had posted flyers all over town announcing, “I paint
houses cheap!” He’s been working steadily ever since, and within 12
months was earning four times what he made in his corporate cubicle job.

Today, he employs a crew of ten—and more important, he’s happy!

GET HELP

Considering how many resources there are out there to help you, it’s silly to
try to go it alone. So make a point of exploring all the websites and resources
I list in this chapter. You're not even close to being the first person to start a
new business at home in your spare time. More than 2 million other Cana-
dians have gone before you—so take advantage of their experience.

RULE NO. 4
MAKE IT LEGAL

Even though I said earlier that you don’t need a lot of “stuff” to start a busi-
ness, you do need to be legal. After all, you don’t want the Canada Revenue
Agency (CRA) showing up at your doorstep. To keep them off your back—
and your enterprise on the right side of the law—you will need to set up a
legal structure for your business. For the kind of thing we’re talking about,
there are basically three structures to choose from: sole proprietorship,
partnership, and corporation.

For more information on this subject, go to the CRA website at
www.cra-arc.gc.ca and request The Guide for Small Businesses.
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The Government of Ontario’s website (www.gov.on.ca) has a terrific
primer on everything you need to know about the legal aspects of starting

a business, as well as a vast amount of other useful information.
Now that we’ve got the general principles behind us, let’s look at some

Reviewing the principles we discussed in Chapter Fifteen, here is
what you should be doing right now so you can Start Late and
Finish Rich. Check off each step as you accomplish it.

specific businesses tailor-made for people looking to create a second,
potentially life-changing stream of income for themselves: buying and sell-

ing on eBay, direct selling, and investing in real estate on the weekends. In .
Q Visit one of the federal or provincial governments’ websites to

sample the huge amount of free services, information, and
advice available to people who are thinking of starting their own
businesses.

addition, we’ll look at a new full-time line of work you might want to con-
sider if you're currently unemployed, retired, or ready to leave your current
job: franchising.

KEY “START LATE” PRINCIPLES IN
CHAPTER FIFTEEN

Q) Visit the major Canadian banks’ websites to see the kind of help
you can get from them.

+ If—in addition to spending less, saving more, and increasing your U Commit to starting your awn business.

current salary—you ALSO develop a second income stream, nothing Q Follow the four rules on pa g cs 186-87

will stop you from starting late and finishing rich.

« The next wave of millionaires is likely to be dominated by small-
business entrepreneurs, especially those with home-based businesses.

« You don’t need a lot of money, time, experience, or “stuff” to start
your own business.

» The federal and provincial governments want you to start your own
business—and they offer numerous programs and tax breaks to make
doing so easier and more attractive. '

+ All you really need to do to get started is to make up your mind, and
pick a field. Then take advantage of all the free resources available to
you, and create a legal structure.




CHAPTER SIXTEEN

MAKE MORE ...
ON eBAY

The hugely popular online auction site eBay may well provide the simplest
way there is to start a business at home without quitting your day job.
That’s because it’s become not just a place where millions of people buy
stuff but also a serious place to sell stuff—which means you can use it to
create a home-based business (and a second income source) on the side.

Three things made me decide I had to include eBay in this section on
starting a business.

The first involved my father. Just a few years ago, he didn’t know how to
click a mouse. So you can imagine how shocked I was when I went over to
his house one day not too long ago and discovered him bidding on cars on
eBay. Little did I know that my conservative dad had a longing to own a red
Cadillac convertible! Since then, he has bought two Cadillacs on eBay—
one of which he turned around and sold (again, using eBay) for a nice lit-
tle profit. If my dad can make money on eBay, anyone can.

Then I found out that one of my friends, Mary, had made $2,500 in less
than a month selling clothes on eBay. “I can’t believe how easy it is,” she
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told me. “The truth is, I could make a business out of this if I wanted to.”
With her second child on the way, and a desire to work from home, who
knows—maybe she will.

Finally, I read about Kim from Kansas in BusinessWeek. Kim started sell-
ing antiques for fun on eBay in 1998. Today, her eBay-based antiques busi-
ness grosses more than $100,000 a month (that’s a million dollars—plus a
year)—and she still runs it from her home, where she’s taking care of her
two kids, aged four and 10.

Kim’s story pushed me over the edge. It was time for me to check out
eBay for myself and find out what the fuss was all about. Could eBay really
be as great as everyone says it is? And more important, could it be a reliable
and effective tool that you can use to make more money?

Having done the research, I've come to the conclusion that the answers
are “Yes!” and “Yes!”

THE ENTREPRENEURIAL DREAM FINDS
A HOME ON THE INTERNET

eBay pretty much epitomizes today’s home-based businesses. Certainly, it’s
the ultimate example of what can happen when you combine the old-
fashioned desire to run a business at home with 21st-century Internet
technology. '

Started as an online auction site in 1995 by Pierre M. Omidyar, eBay
has truly become “the World’s Online Marketplace” (which is how it
describes itself) for all sorts of goods and services. eBay claims that people
spend more time on eBay than on any other website, and I can believe it.
As of April 2004, eBay boasted more than 100 million registered users—
nearly half of whom had bid for, bought, or listed something in the previ-
ous 12 months.

This vast crowd of buyers and sellers comprises an unbelievable mar-
ketplace for anyone who dreams of starting their own business. In fact, like
Kim from Kansas, many eBay users have taken advantage of eBay’s amaz-
ing breadth and scope to do just that. Some started out with no other goal
than simply to see if they could get some money for all that junk cluttering
up their garage. Others were more strategic, recognizing eBay as perhaps
the most potent sales tool the world has ever seen, and deciding to use it to
grow their own empires.
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THE GOLD MINE AT EBAY

In 2003, nearly $24 billion worth of merchandise changed hands on eBay.
That amounts to more than $65 million in sales every day. With the busi-
ness growing at a phenomenal rate (between 2001 and 2003, gross rev-
enues nearly tripled), eBay’s sales volume these days is probably
somewhere around $100 million a day—and, believe me, not all of it is
generated by people who are simply cleaning out their garages or attics. In
fact, according to published reports, eBay provides a marketing platform
for an estimated 430,000 Internet entrepreneurs who individually gross
anywhere from $100 to one million dollars a month.

How do they do it? It’s simple, really. Although there are thousands of
variations, you can make money on eBay in basically two ways.

You can use eBay as a low-cost (i.e., virtually frée) way to offer some
product or service you already have to millions of potential buyers.

Or you can use it to find some undervalued commodity that you can
resell for a higher price—either because you know how to add value (say,
by refurbishing it) or because you have some sort of special expertise (like
a knowledge of antiques or cars or rare coins) that enables you to spot a
bargain where others might not see it.

CHECK OUT THESE EBAY
SUCCESS STORIES

LAURIE THE BOX LADY

Laurie is a stylish, semiretired real estate agent who uses eBay to sell boxes
from Tiffany & Co., Neiman Marcus, and other fancy retailers to status-
conscious gift-givers who like the idea of wrapping their presents in
upscale packaging. Like most eBay entrepreneurs, she developed her busi-
ness by accident. In an effort to get rid of a bunch of boxes she’d accumu-
lated as a result of her own purchases at posh stores, she posted a listing on
eBay and was stunned by the response. Now something of a “box wran-
gler,” Laurie sells around 60 image-boosting boxes a month on eBay at an
average price of $5 each. Her out-of-pocket? A little sweat equity and a few
dollars’ worth of gas. Her profit? Virtually 100 percent.
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GETTING OFF THE ROAD—
AND ON THE INTERNET

Michael is a southern California entrepreneur who has made a fortune
trolling on eBay for battered, often virtually unrecognizable antiques—
everything from rusty old butcher’s scales to semi-destroyed chaise
lounges—which he then restores and resells for very hefty profits. Before
eBay, Michael used to have to travel around the country constantly, both to
find disintegrated treasures and to attend collectors’ fairs where he could
sell his restored masterpieces. Now he is able to find all the “junk” he can
use without ever leaving home, courtesy of eBay, which he also uses as a
no-cost sales force. “Now, if I miss one of these collectors’ conventions, it’s
not the end of the world,” he says happily. In effect, he’s transformed what
had been a very time-intensive road show into a low-overhead, home-
based operation—in the process, doubling his profit margin.

A HOBBY BECOMES A THRIVING BUSINESS

When Jenny lost her job as an assistant at an insurance company, it
occurred to her that she might be able to make a little money selling some
of the fanciful “junk jewelry” she made as a hobby. She didn’t know much
about the Internet, but when a friend suggested eBay, she decided to give it
a try. The decision changed her life. A few quick sales followed by even
more requests for her low-cost designer jewelry turned Jenny into an
overnight entrepreneur. Suddenly, she was making, marketing, and selling
far greater quantities of her pieces than she had ever imagined possible.
Before long, she was earning more than $6,000 a month and literally
couldn’t produce enough jewelry to keep up with demand. Now, two years
later, she has a thriving business with a staff of four who do nothing but
put together jewelry pieces based on her designs. Her monthly net has
nearly tripled, and now she’s discussing an exclusive contract with a major
retail chain.

HOW EBAY HELPS YOU
GROW YOUR BUSINESS

One of the things that makes the world of online auctions such a sensible
alternative for people who are looking to develop a new income stream is

gl
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that eBay makes it easy for newbies to get started. The eBay website (at
www.ebay.com) is chock-full of chat rooms, services, tutorials, and
tools—many of them free—designed to get you up and running as
quickly as possible.

Probably the best route for beginners is to click on the “Services” link on
the eBay home page, then click on the button at the top of the Services page
that says, “New to eBay? Start here.” This takes you to the eBay Learning
Center, where you will find free tutorials that cover the basics of buying
and selling on eBay. The Learning Center also contains links to an impres-
sive array of tools and services, including eBay University, where for $20
you can take an excellent online course that covers all the basics of setting
up an eBay-related business. The “university” also offers more advanced
one-day classroom seminars in various locations around the country for
$39 each.

One of the greatest resources eBay has to offer is the eBay Community,
a vast collection of message boards, chat rooms, answer centres, and com-

munity groups that attract everyone from first-time fun shoppers to senior.

managers of Fortune 500 companies. What all these people have in com-
mon is a desire to learn more about how to do business on eBay. As a result,
the Community sponsors countless workshops and events on a variety of
practical topics (ranging from “How to Buy a Vehicle on eBay” to “Selling
to Canadians”). A complete schedule can be accessed on the eBay website’s
“Community” page.

~ For many people, the best thing about eBay is that it enables you to do’
business all over the world and interact with countless other people with-

out ever leaving home. Such is the magic of the Internet.

Then again, there are many people who like to leave home and who like
to interact with others face to face. If youre one of these, eBay may not be
for you. Instead, you might want to consider the subject of the next chap-
ter—direct selling.

KEY “START LATE” PRINCIPLES IN
CHAPTER SIXTEEN

* eBay may be the ultimate example of what happens when you com-
bine the old-fashioned desire to start a home-based business with
21st-century Internet technology.
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* You can use eBay to offer some product or service you already have to
millions of potential customers.

* Or you can use it to find some undervalued commodity that you can
resell for a higher price.

* One of eBay’s great advantages is that it offers countless services,
tutorials, and tools designed to make it easy for novices to get started.

Reviewing the principles we discussed in Chapter Sixteen, here is
what you should be doing right now so you can Start Late and
Finish Rich. Check off each step as you accomplish it.

U Visit the eBay website (at www.ebay.com) to see what it’s like—
and whether or not it’s for you.




CHAPTER SEVENTEEN

MAKE MORE ...
IN DIRECT SELLING

Chances are, the concept of direct selling (or, as it’s also called, network
marketing, multilevel marketing, party plan marketing, and one-to-one
marketing) rings a bell. You may be familiar with it from the likes of a local
Avon lady or Mary Kay specialist who may have once rung your doorbell,
or from a neighbourhood Tupperware party you attended a few years ago.
Perhaps you've purchased something from a friend who at some point
went into direct selling as a side career.

It’s also possible that at some point this kind of business turned you off.
If you're like me, maybe someone you know—probably a relative, friend,
or coworker—once came up to you and asked, “Can you do me a favour
and come to this meeting with me? I'm looking at a new business oppor-
tunity, and I want to share it with you and see what you think.”

Because you're a good guy or gal, you said okay—only to find that your
friend had suckered you into an “opportunity meeting” for a new multi-
level marketing business.
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DOES THIS SOUND FAMILIAR?

After being harangued for an hour or so about how you can make a for-
tune—with overly enthusiastic people delivering emotional testimonials
about how much money they were supposedly making and a bunch of
group cheers where everyone had to get up and yell, “Whoopee!”—the
meeting broke up into smaller groups where your friend and a bunch of
other people tried to sign you up.

Maybe you did sign—and, as a result, ended up with $4,000 worth of
water filters sitting in your garage. Or several hundred boxes of some
super-deluxe nutritional products that supposedly allow you to eat cheese-
burgers and watch TV and still lose weight. Or a special water ball that goes
in your washing machine and does your laundry for a hundred years. Or
amazing knives that cut through telephone books.

It’s not surprising that your memories of the experience aren’t fond
ones. This practice of pressuring people into buying a “distributorship”
and, along with it, a ton of stuff they don’t need and will never be able to
sell, is known as front-loading—and it’s illegal, as is most of what the
authorities call “pyramid schemes.” The good news is that pyramid
schemes are NOT what this section is about. So please keep reading.

THE DIRECT-SELLING INDUSTRY—
AN OBJECTIVE LOOK

I've started this section talking about the negative side of direct selling
because if you’ve been exposed to it before (as I've been), then like me you
may think this entire industry is a sham. Truth be told, I felt this way for
nearly two decades (ever since the first bad meeting I was roped into
attending). Whenever someone would try to talk to me about the industry,
I would turn and head the other way.

All the same, I don’t think you (or I) should dismiss direct selling out
of hand. The fact is, the industry has changed enough in recent years to
be worth a second look. What used to be a fly-by-night business of scam-
mers now boasts a fair share of publicly traded multinational giants and
well-established privately held companies with revenues in the billions.
As a result, I’ve come to believe that direct selling now deserves serious
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consideration as a possible way to create a second, home-based income
stream for yourself.

WHEN WARREN BUFFETT TAKES NOTICE,
IT’S NOTICEABLE

To be honest, what got me to reconsider my negative attitude about
direct selling was Warren Buffett. When I read in Fortune magazine that
Warren Buffett, the billionaire investor and one of the world’s richest
men, was investing in a direct-selling company, I decided maybe I was
missing something.

For those of you who are not familiar with Warren Buffett, he’s a widely
admired, Nebraska-based financial guru (known popularly as “The Oracle
of Omaha”) who’s built a fortune estimated at more than $40 billion. He’s
done this mainly by making long-term investments in boring, cash-cow
industries like insurance and consumer products and soft drinks. So for
him to invest in a direct-selling company meant something in that indus-
try must have changed.

DIRECT SELLING—OVER $80 BILLION
A YEAR AND GROWING

What may have attracted Mr. Buffett’s attention to direct selling is the fact
that the industry is really booming. According to the Direct Sellers Associa-
tion of Canada (www.dsa.ca), almost one million Canadians were involved
in direct selling in 2002, generating total revenues of just under $1.3 bil-
lion. Worldwide, some 47 million participants racked up sales of $88 bil-
lion. Even more interesting, more than 75 percent of Canadian direct
sellers operate from their homes.

WHAT EXACTLY IS DIRECT SELLING?

Direct selling, network marketing, multilevel marketing, party-plan mar-
keting, and one-to-one marketing are all variations on the same theme. As
the DSA defines it, “Direct selling is the sale of a consumer product or serv-
ice, person to person away from a fixed retail location.” Generally speaking,
the person doing the selling is an independent contractor—usually called
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a distributor or independent sales consultant—who basically contracts
with the manufacturer to sell products ranging from nutritional supple-
ments to makeup to rubber stamps. The sales typically take place through
in-home product demonstrations, parties (think Tupperware), meetings,
or one-on-one interactions (“Avon calling!”).

In addition to selling your product, you also recruit others to sell prod—
ucts for you. These so-called “downstream” distributors pay you a percent-
age of their sales—just as you pay a percentage of your sales upstream to
the person who recruited you. The idea is to recruit so many people that an
increasing amount of your income comes from their efforts, not your own.
Indeed, in network and multilevel marketing, recruiting others is often a
primary point of the business.

The reason you recruit others is so you can earn passive income from
their sales and obtain new customers for your products or services. In
truth, the best passive income in direct selling or network marketing comes
from satisfied customers reordering products or services you previously
sold to them. If the entire business is focused on the recruitment of more
sales representatives—and not on the selling or consumption of services or
products—something is amiss.

WHAT DIRECT SELLING IS NOT!

« It’s not about getting you to buy a ton of products up front—which,
as I noted above, is considered pyramiding and is illegal.

+ It’s not a get-rich-quick business. Any company that presents it as
such should be avoided.

» It’s not expensive to get into. In most cases, you can get started with
an investment of less than $300, and often under $100—but you may
need to spend a few thousand to really get it off the ground.

« It’s not for the lazy. This business will not make you money while
you're sleeping or sitting on the sofa watching TV.

« It’s not necessarily about roping in your family and friends. If your
supplier seems to focus more on getting you to recruit buddies and
relatives rather than on selling and introducing the quality products
or services it is providing, you're with the wrong company.
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WHY CONSIDER DIRECT SELLING AS A
HOME-BASED BUSINESS OPPORTUNITY?

I know I'm going out on a limb here by recommending direct selling as a
business to consider. I'm doing this because it really can be an excellent
source of additional income. To me, what many people see as a downside
to direct selling is actually an upside. The fact that most people don’t get
rich in this industry but instead only make an extra $500 to a $1,000 a
month is exactly what excites me.

As I noted earlier, the average wage earner in Canada makes around
$34,000 a year. If you're in that range, earning an extra $500 to $1,000 a
month amounts to an increase in your income of anywhere from 16 per-
cent to 33 percent! Saving just a quarter of that could represent the differ-
ence between being able to retire and having to work until you drop. And
if youre lucky enough to be earning more than the average, the extra
income could be what winds up buying you your financial freedom.

13 REASONS TO CONSIDER DIRECT SELLING

REASON NO. |
THE MOMENT YOU JOIN A DIRECTSELLING COMPANY,
| YOU ARE IN BUSINESS

Generally, when you start a new business, the first weeks and months
(sometimes years) are spent developing relationships, finding reliable sup-

pliers, testing marketing plans, and the like. Not so in direct selling. Once

you find a company that’s right for you, it’s all there, ready to go—suppli-
ers, marketing plans, training, you name it. You can start going after cus-
tomers from day one.

REASON NO. 2 ;
YOU DON'T HAVE TO REINVENT THE WHEEL

The hardest part of becoming your own boss is figuring out what business
you're in. What are you selling? Who are your customers? What’s the best
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sales approach? Will it even be profitable? A direct-selling company that’s
been in business for a while and has a proven track record (which is the
only kind to join) has long since figured all this out.

S e o S e P
REASON NO. 3
YOU DON’T HAVETO DO IT ALLYOURSELF

Trust me as an entrepreneur who’s created a business from scratch and is
now creating a new industry (financial lifestyle education that works)—it’s
hard! I spend tons of time and lots of money going to coaching programs,
attending entrepreneur clinics, and taking marketing courses. I’ve had to
go out and find all of this support on my own. When you join a top-notch
direct-selling company, they provide you with an entire training system
that usually includes “learning in a box” (e.g., at-home study courses as
well as extensive audio, video, and book resources) along with regular
training and motivational seminars.

My only warning about this aspect of direct selling is to be careful that
you don’t become a professional “training junkie.” Unfortunately, some
people get so hooked on the courses and the workshops that they forget
why they signed up in the first place. All the training and motivation in the
world is useless if you don’t actually go out and sell some product.

REASON NO. 4
YOU WILL BE FORCED “TO STRETCHYOURSELF

Let’s be totally honest here—you’re not going to start a business (any busi-
ness) at home in your extra hours without massive effort. And you’re not
going to succeed at direct selling without really working hard.

There are occasionally a few exceptions—and, believe me, if you join
this industry, you will hear about people who supposedly made tons of
money without lifting a finger. But they are the exceptions! Anyone who
gets involved in direct selling is going to have some really bad days.

Remember, you are going to be presenting a product or service to people,
and some of them (maybe a lot of them) are going to REJECT YOU! At that
point, you will either quit or stretch yourself. All personal growth—and,
along with it, income growth—comes after that stretch, not before.
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"~ REASON NO.5
YOU WILL FIND MENTOR

i

While small-business groups and programs can help, the fact is that when
you start a business, it’s often hard to find experienced mentors with the
time and inclination to help guide you to success. This problem does not
exist in direct selling. Since the person who introduces you to the business
gets paid only if you succeed, he or she has a vested interest in seeing that
you succeed. This means you should be very careful about the person you
allow to sign you up, since he or she will become your mentor.

YOU CAN CREATE PASSIVE INCOME

The hardest dollar you will ever earn is the one you are paid in exchange for
your time. Whether you earn $5.15 an hour minimum wage or $500 an
hour like my trademark attorney, people who get paid by the hour are trad-
ing time for money—and there are only so many hours in a day. The key to
being rich, therefore, is getting money to come to you 24 hours a day with-
out your having to be working all the time. In direct selling, as you build a
customer base, you not only earn money from your own efforts but, as you
get other people to start their own businesses, you begin earning money
from their efforts as well. This idea of earning money from others people’s

efforts—or what is known as passive income—is not unethical, by the way.

It’s called being a “business owner.”

REASON NO.7
_ YOU MAY MAKE A NEW CIRCLE OF FRIENDS

Here’s something you may not realize: A lot of the people you hang out
with today are really about your past. You may have a ton of friends you
made 5, 10, maybe 20 years ago who have no desire to do or be more than
they are right now. And the moment you tell them what you are doing,
whether it’s going into direct selling, buying a house, paying yourself first,
or simply learning about all of this, they are going to put you down and tell
you you're being stupid.

This will hurt and upset you, and you will find yourself tempted to

Make More ... in Direct Selling

throw in the towel in an effort not to alienate your old friends. After all, the
only alternative is to make new friends. And when you are older, making
new friends is not easy. .

The beauty of direct selling is that you join a team of people who have
similar interests and dreams to do and be more. As a result, you may find
yourself building a whole new world of new friends.

REASON NO. 8
YOU DON'T HAVETO RETIRE

In Chapter Twenty-Two, you'll learn why I think retirement is a myth. The
beauty of a direct-selling business is that if you are successful and enjoy it,
no one can force you to retire from it. You won’t get downsized or out-
sourced into retirement. Many retirees find that direct selling is a nice way
to supplement their Canada Pension Plan cheques or fixed income while
staying active and socially involved.

REASON NO. 9
YOU GET TO HELP OTHER PEOPLE

Direct selling may be the ultimate “people” business. It’s all about helping
and being helped by the people you work with—not only your customers
but your colleagues, whom you mentor and who mentor you. Not every
line of work gives you the opportunity to do this and to make a good living
at the same time.

This aspect of direct selling is one of its great strengths. Whether you get
involved in direct selling or some other business, what will make you suc-
cessful is your desire to help other people. If you work from that place with
integrity and honest intentions, you will lead a life of significance—and you
will be a better person at the end of the day. You will also earn more money.

REASON NO. 10
YOU MAKE YOUR OWN HOURS

Direct selling tends to attract women, couples, and families looking for a
way to balance their lives with their need for additional income. Because
you decide how hard you want to work and how much you want to earn,
you can create the life you desire in this business. No one is out there insist-

s
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ing, “You have to do this full-time!” While some direct-selling people do
work 60 or more hours a week, the choice is theirs—and yours. (Indeed,
according to the DSA, more than 85 percent of direct salespeople work
fewer than 30 hours a week.)

The best advice I can give you along these lines is “don’t quit your day
job”—or even think about it—until your direct-selling income outstrips
your regular income. (This applies to any new business you may start.)

REASON NO. |1
TAX INCENTIVES

As I noted earlier, the tax advantages of owning your own business are
huge. In addition to paying a lower rate of tax, you can at least partially
deduct any daily activities—such as travel, telephone conversations, enter-
tainment, and the like—as legitimate business expenses. One of the great
things about direct selling is that the business is so intertwined in your life
that many normal activities become business-related—and, hence,
deductible. (For details on what constitutes a legal tax write-off, consult
your tax adviser or visit www.cra-arc.gc.ca) '

REASON NO. 12
DIRECT SELLING IS LESS EXPENSIVETO GET
~ INTOTHAN MANY OTHER BUSINESSES

As I noted earlier, some direct-selling companies sell start-up kits as low as
$200; some are even $10—or free! There are not many other businesses
where you can get started on such a small initial investment—especially
when you consider that you'll be associating yourself with an established
company that will more than likely provide you with a completely auto-
mated accounting and billing system as well as introductory training,
access to professional marketing materials, and business and personal

development resources.

REASON NO. 13
IT’S A FAMILY BUSINESS

While working with your spouse and children might not be tops on your
list, a direct-selling business is an excellent way for you and your family to
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spend time together. Meeting new friends together, sharing products you
love with others, and taking the incentive trips many companies use to
reward distributors are just some of the opportunities. And that doesn’t
include the extra time you can spend with your family once your business
has been established. There is no boss to tell you when you have to work.

Often, children can help you in certain aspects of your business, giving
you an excellent environment to teach them self-reliance and responsibil-
ity. Lastly, many direct-selling companies allow children to either inherit
the business you have built or start a business under you, giving them mul-
tiple options as they plan their own lives and careers.

FIVE MAJOR DOWNSIDES OF DIRECT SELLING

Okay, we’ve looked at the major reasons you should consider direct selling
as a possible home-based business you could run. But that doesn’t mean
you should run blindly to the first direct-selling company you can find and
sign up. There are some risks involved in this industry, and it’s important
that you weigh them before you make any commitments.

First, despite the presence of a growing number of respectable players
and various federal and provincial laws designed to protect home-based
business owners, the nature of direct selling creates a fertile environment
for con artists—and many direct-selling companies that appear legitimate
or seem to be growing quickly are really making only their owners rich. In
my view, the single biggest problem in the industry is the high percentage
of businesses that pop up and then disappear in just a year or two.

The business explosion rate in this industry is shocking. One minute a
company is bragging about doing $30 million in its second year (you're
reasonably impressed). Then, six months later, it’s out of business (and
you've wasted six months—not to mention all the money you put into it).
This happens a lot. I've seen hardworking people spend a decade in this
industry going from one company to the next because of this “explosion
rate,” all the while getting nowhere fast.

Second, the business is overly prone to what I call the “old razzle-dazzle.”
It’s easy for unsavory operators to prey on people’s desire to get rich quick.
They show off their cars and jewelry and brag about their vacations. They
tease you with images of the good life—and tell you that you can have it, too!

Well, that’s not entirely untrue. You can have the good life, if you're will-
ing to work for it. But anyone who uses this approach to sell you on the
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business is, in my opinion, trying to razzle-dazzle you, and they and their
business should be avoided.

Third, for all its progress, the industry still suffers from a taint. The
fact that direct-selling revenues worldwide now approach $100 billion a
year, that Warren Buffett has invested in it (through his Berkshire Hath-
away holding company), that companies with household names such as
Avon, Citicorp, Sara Lee, and Time Warner all have very large direct-
selling operations, and that the government has ruled it completely legal
hasn’t yet been able to counter the “Are you kidding me? You’re doing
what!?” reaction that being involved in direct selling tends to elicit.

It is what it is. You will have to decide how much you care about what
other people think. Of course, the funny thing about caring what other
people think is that if we all really knew how little time other people spent
thinking about us, we’d never worry about it. Trust me, as you read this
right now, the chances are that nobody is thinking about you. Sort of brings
a smile to your face, doesn’t it? That’s because you know I speak the truth.

Fourth, it’s not easy to find the right company to sign up with. It
requires a lot of research, and that takes time. If you’re not willing to spend
that time, you could wind up making a huge mistake.

Finally, most people who enter this business wind up dropping out. It’s
repeatedly reported that 90 percent of people who join a direct-selling com-
pany quit within 90 days. You may find this depressing—even intimidat-
ing—but it’s important that you be aware of it. At the same time, you should
keep in mind that while a 90 percent attrition rate may seem extraordinar-
ily high, it is not uncommon in other industries. When I was training to
become a financial advisor, the instructor at my firm told everyone in my
training class to look to our left and to our right—both people would be out
of the business within three years. It turned out the instructor was being
optimistic. He should have said, “Look to your left, your right, in front of
you, behind you, and diagonally” The attrition rate was that high.

PUTTING THE ODDS IN YOUR FAVOUR
IN DIRECT SELLING

The best way to maximize your chances of succeeding at direct selling is to
choose the right company the first time you try. This is not easy. Here are
five tips for how to do this.

Make More ... in Direct Selling

TIP NO. |
ONLY GET INTO A BUSINESS YOU ARE PASSIONATE ABOUT

If I were getting involved in direct selling (I'm not because I need to stay
neutral, so don’t email or call me about this), I would go straight into
financial services, since it’s what my educational background and profes-
sional training has been in. Right now, there is a company (whose name I
won’t mention because I’'m not making specific recommendations here)
that is in the business of helping people save money, buy insurance, and
pay their home down early. This company is owned by one of the largest
publicly traded financial services firms in the world. Because this company
is in an industry that is directly aligned with my own core values and inter-
ests and training, I could start with them tomorrow and easily devote 40
hours a week to it.

Remember, direct selling is a “people business,” in which you have to
share with others your passion for the product or service you're offering,
whether it be health, wellness, travel, legal protection, clothing, collectibles,
home furnishing, or something else. So you need to find a business that
you want to talk about all day and dream about all night.

TIP NO. 2
ONLY SIGN UPWITH AN ESTABLISHED COMPANY

The best way to avoid heartache is never to be first in this business. There’s
too much risk in being first—and while I know all the stories about how it’s
the pioneers who get very rich, it’s too much of a risk for people who want
to start late and finish rich. Find me a company that’s publicly traded,
that’s already doing a billion dollars a year in sales (and there are already
six), that’s got an established track record of earnings and growth—and the
odds are in your favour they won’t be going out of business anytime soon.
Of course, anything is possible (look at Enron). But you do have a better
chance of not losing your shirt. At a minimum, I'd want to see revenues of
$50 million a year and at least five years of solid earnings and growth
before I signed up with anyone.
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TIP NO. 3
VISIT THE COMPANY HEADQUARTERS AND
MEET THE MANAGEMENT

fedi
Nothing beats a face-to-face meeting at company headquarters. It’s by far
the best way to get a good sense of what kind of people are running the
company, how it’s doing, and where it’s going. You'll get a sense of their
integrity, and whether or not they are people you can trust. Go with your
gut on this one. Even if it costs you $1,000 to make the trip, you should do
it. And if the company doesn’t roll out the red carpet to meet you, then
cross them off your list. If you can’t afford the expense or the time, then
study the materials you get from the company extensively and completely.
Really read (don’t just flip through) the entire distributor agreement and
ask questions about items you do not understand. In addition, meet the
company’s leaders who are in your local area and attend some company
events prior to signing up.

READ THE FINANCIALS

Seriously. No joke. You are making a HUGE MISTAKE if you sign up with
any kind of company, direct selling or otherwise, without first taking a
close look at its financial records. Whether you are buying real estate,
investing in a franchise, or getting into direct selling, you have to look at
the numbers. This is why I recommend that you consider only direct sell-
ing companies whose financials you can obtain. This is easiest if the com-
pany is public, since by law the financial results of publicly traded
companies must be made public—meaning you can either get them from
the company itself or by going online. You should also check the company’s
history with your local Better Business Bureau and your provincial con-
sumer affairs department. Specifically, you want to look for some simple
things: Does the company make money? Does the company have debt—
and if so, how much and why? What's the attrition rate of people who join
the business? This kind of information should be readily available from a
publicly traded company. If the company you're considering is not publicly
traded, they still should be willing to show you their financials. If they’re
not, don’t get involved—PERIOD!

Make More ... in Direct Selling

TIP NO 5
CONSIDER ONLY DSA MEMBERS

The Direct Sellers Association of Canada has essentially become the Better
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Business Bureau of this industry. As of this writing, 50 direct-selling compa-

nies have applied and been approved for DSA membership. As this statistic
indicates, the DSA sets a very high standard. Visit its website at www.dsa.ca
and check out its membership requirements and Code of Ethics. Among
other things, it subjects companies to a year-long review process before it lets
them join—and to discourage “front-loading,” it requires members to repur-
chase unsold materials from distributors for at least 90 percent of the origi-
nal cost within 12 months of the original purchase.

AND NOW BACK TO WARREN BUFFET

One of the first direct-selling companies Warren Buffett invested in was an
outfit called Kirby Company (vacuum cleaners). He then purchased World
Book (educational products) and most recently The Pampered Chef. The
story of the founder of The Pampered Chef, Doris Christopher, is a great
example of direct selling at its best—and what can happen if you have the
courage to start your own home-based business.

FROM A $3,000 START-UP TO
A BILLION-DOLLAR GIANT

Back in 1980, Doris Christopher was looking for a business she could start

that would allow her to stay home with her two young children. An educa-.

tor and home economist, she was convinced that women not only wanted
but also needed professional-quality kitchen tools for everyday use. So in
1980, with only $3,000 in cash and boundless faith in her sense of the mar-
ketplace, she launched The Pampered Chef.

Capitalizing on her natural abilities as both a teacher and a cook, she
pulled together a small but top-quality line of professional cooking uten-
sils and began not so much selling them as teaching other women how to
use them.

Her products were so well suited to direct selling and demonstrations that
Doris soon realized that the best sales technique for them was essentially to
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throw a party. People loved to eat, they loved to cook, and they loved to get
together to socialize. Of course, a lot of pots and pans were sold at these par-
ties, and soon friends of hers began asking if they could organize sales parties
of their own.

Realizing she could have a much bigger business if she recruited a
team of people to sell for her, Doris decided to set up a direct-selling
company— a woman-to-woman network in the tradition of other pow-
erful direct-selling giants such as Avon, Mary Kay, and Tupperware.

Doris knew that if she built a company based on integrity, service, and
above all else quality products, she could really grow her business. She
was right. Over the years, The Pampered Chef has mushroomed into a
$750 million-a-year company with 70,000 active independent kitchen
consultants in four countries.

Eventually, Warren Buffett would notice not just the value in Doris’s
business but the integrity of its founder and CEO. In December 2002, he
bought The Pampered Chef.

DON’'T QUIT YOUR DAY JOB—
AT LEAST NOT YET

The purpose of the last two chapters was to expose you to two different
ways of growing your income. I'm not here to suggest that you must take
up buying and selling on eBay or joining a direct-selling company.

Whether or not starting a second business makes sense for you—and
what that business should be—is ultimately something only you can
decide. Hopefully, you've gotten excited about one or more of the ideas I've
presented. But no matter how excited you may be, I implore you, DON’T
QUIT YOUR DAY JOB.

If you wind up following through on one of these approaches—and you
wind up succeeding at it so well that your new stream of income outstrips
what you are currently earning—THEN you can consider leaving your day
job. But only then, and only if you're confident the new income stream will
continue to grow. Remember, the idea is to supplement your basic income,
not replace it. You quit your day job only if you think you can make even
more money by doing so.

This is exactly what happened to me. I started FinishRich, Inc., on the
side (working on it in the early morning and at night) while I kept my
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day job as a senior vice president at Morgan Stanley and a partner of The
Bach Group.
In all, I spent four years developing FinishRich, Inc., before I quit my
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day job. In that time, I not only built up our savings but I also was able to

prove to myself (and my wife Michelle) that my new business was sound. I
didn’t leave my day job until I felt extraordinarily confident that Fin-
ishRich, Inc., was working.

KEY “START LATE” PRINCIPLES IN
CHAPTER SEVENTEEN

« Although the direct-selling industry has attracted more than its share
of shady operators, it also boasts some extremely respectable multi-
national giants—and, as a result, deserves serious consideration as a
possible business.

+ Legitimate direct selling is not a get-rich-quick business, but if you
are willing to work hard, it can be quite lucrative.

+ Among its many advantages is that you are buying into an existing
enterprise that’s designed to help you get started.

* You should consider signing up only with established companies that
are members of the Direct Sellers Association of Canada—and then only
after checking out their financials and meeting their management.

Reviewing the principles we discussed in Chapter Seventeen, here
is what you should be doing right now so you can Start Late and
Finish Rich. Check off each step as you accomplish it.

Q Visit the Direct Sellers Association of Canada’s website (at
www.dsa.ca) to learn how legitimate direct-selling companies
operate.

Q If you have any friends or relatives who’ve been involved with
direct selling, ask them about their experiences.




CHAPTER EIGHTEEN

MAKE MORE ...
IN FRANCHISING

In turning to the subject of franchising, I feel like I've come full circle.
Why? Because back in 1993, with two years of real estate under my belt and
some money in the bank, I decided I wanted to get into franchising.

With that as my aim, [ spent six months researching the industry,
attending conferences and expos, narrowing my search down to specific
businesses, and interviewing actual franchisees about their success and sat-
isfaction. In the end, I didn’t pull the trigger and actually buy a franchise.
Instead, I entered the investment business. But my interest in franchises
never really died (and researching the subject for this book brought back a
lot of memories).

What always appealed to me about franchising—and may appeal to
you—is the opportunity to buy into a proven business system. As I noted
earlier, franchising is not really something you can do on the side while you
keep your regular job. But if you are looking for a new career path, a sec-
ond start in life, or a different approach to starting late and finishing rich,
frarchising is definitely something you should consider.

Make More ... in Franchising

WHAT IS FRANCHISING?

Franchising is all about systems. When you buy a franchise, what you are
buying is an existing system for branding and marketing a particular serv-
ice or a product. Think about McDonald’s for a second. McDonald’s has a
system for selling burgers and fries that is now recognized all over the
world. Obviously, the McDonald’s brand is about more than just burgers
and fries—it’s about a restaurant that serves food quickly and with a smile
(and sometimes it’s even healthy food). The moment you see the McDon-
ald’s Golden Arches, whether you're in Saskatchewan or Timbuktu, you
instantly know what to expect.

When a milkshake-mixer salesman named Ray Kroc first came across the
original McDonald’s restaurant, it was nothing more than a popular burger
joint run by two brothers. Kroc was struck by the fact that the McDonald
brothers were so successful yet owned only one restaurant. Since they were
averse to expanding, he took it upon himself to make it happen.

What Kroc did was figure out what made the original McDonald’s so
popular and then translate that into a detailed system that specified every-
thing from how a McDonald’s restaurant should look to how the food
should be prepared to how the counter people should interact with cus-
tomers. Kroc’s real brilliance, however, wasn’t in designing a popular
restaurant. Rather, it was in realizing that instead of running around the
country trying to open and manage branches himself, he could do much
better licensing his system to independent entrepreneurs, who by follow-
ing it (and Kroc made sure they did) would wind up with a McDonald’s
restaurant that looked, smelled, and felt exactly like every other one.

By 2003, there were more than 30,000 McDonald’s restaurants in 119
countries around the world, generating more than $17 billion a year in
revenues.

HOW’S THAT FOR A SYSTEM?

So when you buy a franchise, you are buying a license to use a system that
was created by someone else—a franchisor. As the franchisee, you do not
own the system. You are merely paying for the right to use it. Most fran-
chisees pay an up-front fee for this right (known as the franchise fee) and
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then a royalty on all the sales their business generates (the licensing fee
or royalty).

But becoming a franchisee is not only a matter of paying fees and royal-
ties to the franchisor. You also have to commit to following the franchisor’s
system religiously. This means using their building plans, their price sched-
ules, their menus and recipes, their suppliers, and on and on.

There is a good reason for this. The main reason franchises work so
well is that most consumers like to know in advance what they are going
to get. If you drive into a strange town looking for somewhere to have
lunch and you see two hamburger places—one, a local café called Dave’s
Burgers, the other a McDonald’s—chances are you’ll head to the McDon-
ald’s. That’s because even though you've never been in this town before,
you know exactly what you’re going to find there—what’s on the menu,
how much it will cost, how it will taste. This wouldn’t be the case if
McDonald’s allowed its franchisees any leeway in how they operated their
individual restaurants.

So if you're looking for a business in which you can create new con-
cepts on a whim, franchising probably isn’t for you. On the other hand, if
you’re looking for something in which hard work can pay off big time,
keep reading.

YOU NAME IT,
THERE’S A FRANCHISE FORIT

If you live anywhere in the developed world, the odds are almost certain
that sometime this week—and quite possibly today—you did business with
a franchise. In the old days, people heard the word “franchise” and thought
hamburgers. Today, the franchising industry is EVERYTHING. It’s the real
estate firm you used to buy your home, the accounting firm you used to do
your tax returns, the salon where you got your hair cut, the store you ducked
into to pick up some groceries, the gourmet coffee shop where you had that
latte, the private post office you visited to send a package and pick up your
mail, and the tutoring academy your kid attends to boost his math grades.

According to the International Franchise Association, the franchise
industry is now a $1 trillion-a-year business worldwide. That’s trillion with
a “t” In Canada, franchise outlets account for more than $100 billion in
annual sales, almost half of all retail sales in the country.

Make More ... in Franchising

To put it mildly, the growth of franchising has been truly mind boggling, Yet
how surprising is that? When you consider that a big part of a Canadian’s ideal
job dream is to own and run their own business, it's not very surprising at all.

WHAT FRANCHISING IS NOT!

Before we look at why you may want to consider buying into a franchise,
let’s dispel a few myths about the franchising industry.

MYTH NO. |
FRANCHISING IS EASY

The fact that you’re buying an already existing, proven system is no guar-
antee that you will be a success. You will have to market and run the busi-
ness (or find and hire competent managers to do it for you). Most
successful franchisees will tell you that the secret to making it in franchis-
ing is being committed to doing whatever it takes to be successful. It is not
unusual for new franchisees to work upward of 50 hours a week to get their
business off the ground. Many will tell you they work more than 70 hours
a week. What’s more, most franchises take at least a year to start generating
profits—which means if you don’t have savings to live on, you may need to
work a day or part-time job on the side to keep the income coming in while
you get your new business off the ground.

MYTH NO. 2
FRANCHISING IS BORING

[

Some entrepreneurs look down on the franchise business because they
think it’s boring. “You have to follow their rules and use their systems,” they
complain. “You can’t be creative.” In fact, opening a franchise and then
growing it can be extremely exciting, not to mention profitable. Many suc-
cessful franchisees go on to own franchises in multiple locations—a
process that can lead to becoming what’s called an “area developer” (in
which you control the franchise rights to a specific area) or, even better, a
“master franchisee” (where you control an entire region, state, or country).
In effect, you can develop your own mini-empire inside the larger fran-
chise empire. Does that sound boring to you?
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MYTH NO. 3

; FRANCHISING IS EXPENSIVE L

The most common misconception people have about franchising is that
you need to have a million dollars to get a franchise. While it’s true that
some franchises do carry seven-figure price tags, others can be had for
as little as $10,000. Indeed, 90 percent of all franchises charge an initial
fee of less than $100,000. So, yes, if you want to buy a franchise for a
Courtyard by Marriott hotel, you should be prepared to spend upward
of $5 million. Then again, the estimated initial investment for a Lawn
Doctor franchise is just $83,300, with a liquid capital requirement of
only $50,000.

What's more, many franchisors now offer either in-house or third-
party financing to help you make the transition from someone else’s
employee to business owner as smoothly as possible. And some will help
you finance the purchase of additional franchises once you have proven
yourself successful.

12 REASONS TO CONSIDER
BUYING A FRANCHISE

REASON NO. |
YOU WANT TO RUN A BUSINESS, NOT CREATE ONE

This is not a small thing. In fact, it is one of the most important issues about
franchising that you need to understand and come to terms with. As I said
before, many entrepreneurs are NOT cut out for franchising. Why? Because
as often as not, an entrepreneur is the kind of guy or gal who likes to create,
to improvise, to act quickly, to break the rules, to challenge or change the
system. If any of these phrases describe you, you probably should consider
something other than franchising. On the other hand, if you enjoy working
with systems, can follow directions, and have both money and time to
invest, franchising can truly be your dream second career.
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REASON NO. 2

Franchising can be a great solution for someone in their forties, fifties, and
even sixties who is ready to leave the corporate world. You may have some-
thing put away in savings—you certainly have years of experience under
your belt—and you are ready to make a little money for yourself instead of
for someone else. If this describes you, it’s definitely time to consider get-
ting into a franchise. Many victims of corporate downsizing are now suc-
cessful franchisees—growing a business and building their own net worth,
instead of their bosses’—and loving it.

' REASON NO.3
YOU HAVE SOME MONEY TO INVEST

While it doesn’t necessarily take millions, you can’t get into franchising as
inexpensively as you can get into direct-selling or home-based businesses,
in which start-up costs can run as low as $500 or less. If someone offers to
sell you a franchise for $500, run. It’s a scam. Realistically, the start-up costs
for most decent franchises will run you upward of $50,000.

Callers to my radio show have asked me whether they should use money

from their RRSPs to buy a franchise. My answer is usually no—but it
depends. | once got a call from a 57-year-old man who had $400,000 in his
RRSP and wanted to use $50,000 of it to buy the rights to an existing fran-
chise that was already up and running. In his case, he could afford to take
the risk. He wound up buying a fitness franchise with his wife—and they
were thrilled with the results. He recently told me that he now owns three

franchises, two of which were profitable within 90 days of opening.
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REASON NO. 4
YOU HAVE MANAGEMENT EXPERIENCE A

These days, many midlevel managers in corporate Canada are scrambling
to keep their jobs. Guess what? The management skills you've developed
and used at your company over the last 10 or 20 years may be the exact

management skills required to run a franchise and manage employees.

REASON NO. 5
__YOU HAVE SALES EXPERIENCE

=

As with management experience, sales experience can also apply directly to
franchising. Many franchises are totally sales-driven. One great example is
the business of producing those coupon packets we all seem to get in the
mail every few weeks. This is a franchise business, in which the franchisees
go out and sell local merchants on the idea of offering discount coupons to
attract new customers. (The franchisee then prints up the coupons and
mails them out, in return for which the merchant pays him or her.) If
you're good at selling, there’s a franchise that can match your ability.

REASON NO. 6
YOU CAN FOLLOW RULES AND SYSTEMS

If you are good at following rules and systems, you are perfect for franchis-
ing. Franchisors want people who can follow a program. Personally, 'm
terrible at following someone else’s system. I can’t even get myself to read
an instruction manual, much less do what it tells me to do. But if you can,
you're in the right place.

" REASON NO. 7
YOUWANT A SECOND BUSINESS

While I don’t necessarily recommend this, many franchisees start and run
their franchises as second businesses. As I write this, my close friend John
(the one whom I convinced to buy a house) just became an area developer
in southern California for a franchise. In order to maintain his income
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while he gets the new business up and running, he’s starting the business
on the side while he keeps his corporate job. As a result, he is currently
working upward of 80 hours a week. It’s not easy, but it is leading him to
realize his dream of owning his own business.

S

REASON NO. 8

Franchising can be a terrific second career for retirees who are bored with
golf or worried about running out of money—or both. The key is to pick a
franchise that matches your personality, your job skills, and your physical
capabilities. If you're 60, you may not want to run a sandwich shop because
that may require you to employ a team of teenagers to make the sand-
wiches and staff the cash register. On the other hand, maybe you love golf
and want to own a driving range (yep, there’s a franchise for that, too).

.Egé SeESR T o G
YOU ENJOY PEOPLE
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This is such a cliché, but I have to include it. If you love working with peo- .

ple, you've got a future in franchising. If you don’t like people, you may
not. While there are exceptions to this rule, as a franchisee you’ll be taking
on a whole new world of responsibilities—all of which involve dealing
with people, whether they are employees, customers, vendors, or your
franchisors. Most people in the business will tell you that the most success-
ful franchisees tend to be those who are really good with people.

: REASON NO. 10 1
YOU ARE INTERNALLY MOTIVATED

Franchising is tailor-made for motivated individuals, the kind of people
who are known as “get it done” guys or gals. Running a franchise takes con-
stant “get up and go.” Particularly at the beginning, you need to be a self-
starter. When franchisors are asked what makes a successful franchisee, the
answers invariably involve a having a huge capacity for hard work and a
willingness to do whatever it takes to succeed.
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REASON NO. I 1

YOUWANTTO BE RICH

One of the great things about franchising is that the opportunities it offers
are virtually endless. Franchisors want their franchisees to make money.
That’s because they make money when you make money. Every time you
open another location, they make more money. So you’ve got a team on

your side, wanting to see you become rich. That’s not to say they are going
to make you rich. You have to do that yourself, using the systems they pro-
vide, along with your own sweat and tears.

REASON NO. 12
YOU'VE GOT A FAMILY THAT SUPPORTSYOU

Franchising can be very rewarding for the family—if everyone pitches in
or at least supports the business owner, whether it’s Mom, Dad, or both. I
went to school with a kid named Barry whose dad owned five McDonald’s
franchises. We all thought he was the coolest kid around because he could
eat at McDonald’s for free. But then, as a teenager, he and his brother had
to work at one of his dad’s McDonald’s. That wasn’t so cool—until his
senior year in high school, when he showed up driving a BMW. Suddenly,
he was cool again. Five years after college, Barry was running the family
business, and last I heard, they were up to 25 franchises generating
$30 million a year, and he owned a 7,000-square-foot home on a golf
course in a nice gated community. Pretty darn cool—a family fortune
made through franchising.
The catch is that your family must be willing to support you. Runninga

franchise can be extremely demanding. If your spouse and kids don’t have
an “all hands on deck” mentality, your business will suffer.

FIVE MAJOR DOWNSIDES
TO FRANCHISING

First, you need real money to get started. You may not need a million dol-
lars, but you will need something, more than likely at least $10,000. Some
franchise businesses can’t get off the ground for less than $100,000. In
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addition, you will also need money to tide you over while the business gets
up and running. This is something many franchisees don’t adequately take
into account. To be on the safe side, you may want to have as much as a
year’s worth of expenses in the bank on top of what you’ll need to get the
business running. This could double your cash requirements. It’s true that
some franchises will lend you money to ease the transition, but that’s a
debt you will eventually have to pay back, so the more savings you can pile
up, the better off you will be.

Second, you have to follow the rules. I know I already discussed this, but
it’s worth repeating. If you are a rebel, stay away from franchising. You will
rebel yourself right out of business. If you don’t follow the rules scrupu-
lously, the franchisor will fire you and take back your franchise without
hesitation—and you could lose a fortune. This does happen. So don’t think
you will be the one to change the system. You have to go into this industry
ready and willing to use the company’s system, not your own.

Third, as I said, it’s not easy. Owning a franchise (especially in the food
sector) can be brutally hard work, involving long hours and often physical
labour.

Fourth, you may have to relocate in order to get the franchise rights you
want because the territory where you happen to live is already taken.

Finally, you may fail. It’s difficult to know just what the failure rate is in
franchising. The industry has promoted the idea that in sharp contrast to
the overall business failure rate of 90 percent, 85 percent of franchisees
are successful.

As I noted in Chapter Seventeen, however, that often-cited 90 percent
failure rate is a bogus number—and my guess is that so is franchising’s
supposed 85 percent success rate. Still, my research does show that if you
find a successful franchisor with a solid management team and you do the
right things, you've got a solid chance of succeeding. But it’s not guaran-
teed. And guess what? Nothing in this book is! You don’t get dreams with
guarantees. Life doesn’t work that way.

PUTTING THE ODDS IN YOUR FAVOUR
IN FRANCHISING

As I mentioned, I did months and months of research when I was thinking
of getting into franchising. One thing I learned about the field is that you
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can easily lose a fortune—and waste years of your life—if you don’t do
your homework.

The secret to franchising is the same as that in any business. You want to
find an “unfair” advantage—something that will cut the time it takes you
to achieve success. You can spend 20 years and become a success in fran-
chising or you can spend five years. The fastest way to go from learning to
acting is to learn from the best. When you learn from someone who has
been there, you get faster, smarter, more successful results. With this in
mind, here are six tips to maximize your chances of making it in franchis-
ing based on multiple interviews and research I did on franchising.

TIP NO. |

|
INVESTIGATE THE FRANCHISOR .

As the Canadian Franchise Association advises, identify the key individuals
associated with the franchisor including all shareholders, officers, and
directors. Find out how many years the franchisor has been operating.
How many franchises does the franchisor have? The franchisor will also
provide potential franchisees with a document that details their financials,
management, legal history, fee structure, and much, much more. The doc-
ument, which can run to a hundred pages or more, is supposed to be writ-
ten in plain English so you can understand it, but having read my fair
share, I must tell you that most are filled with legalese that seems deliber-
ately designed to put you to sleep. Still, you MUST READ THIS—and you
must have it reviewed by a lawyer who specializes in franchises, not your
local real-estate lawyer. (And don’t use a lawyer recommended by the fran-
chisor. Find your own.)

Specifically,what you want to get out of the document are four cate-

gories of numbers: what it costs to start a typical franchise, what it costs to
run one, how much a typical franchise grosses, and how much profit it
makes. You should be able to find all the answers in the document, but in
some cases you'll have to dig for them.

WHAT DOES IT REALLY COST
TO START A FRANCHISE?

Every franchise is different. But there are some pretty standard costs. First,
you have your franchise fee. But this is usually just the starting point. You
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can read in a glossy brochure (under “Initial Franchise Fee”) that your
franchise fee will be $25,000. But if you read more closely (under “Initial
Investment”), you will find that you will also need to come up with another
$75,000 to open the store. And by the way, you will need to spend another
$50,000 on top of that for leasehold improvements (also found under “Ini-
tial Investment”)—and, oh yes, there’s also the required participation in
the company’s marketing co-op program, transfer fees, audit costs, and so
on (all listed under “Other Fees”).

WHAT DOES THE BUSINESS REALLY MAKE?

After you are clear on the costs and investment requirements, the next crit-
ical question is: Does the business make money? This is often hard to fig-
ure out from the documentation. Something like three-quarters of all
franchise companies do not include profit estimates in their documents.
And those that do make them difficult to figure out. If you look under
Earnings Claims in the document, you’ll probably find a range of gross
revenues, earnings, and profit figures. Keep in mind that ranges are not
averages. You can't look at a document that says most businesses gross
between $200,000 and $250,000 per location and net between $50,000 and
$75,000—and then split the figures down the middle and figure, “Well, I
guess I can expect to do around $225,000 gross and around $60,000 in
profit” That’s a classic rookie mistake.

Obviously, you need to find out this information before you buy into a
franchise. Why don’t franchisors provide it? I could provide you with pages
of excuses, like these: We don’t want our competitors to see our numbers. Or:
Our business is spread over such a large region that you can’t compare earnings
on an apple-to-apple basis. Or: The numbers our franchisees provide aren’t
audited, so we can’t vouch for them.

None of this cuts much ice with me. If you’re going to invest your time
and money, you need more than a “take my word for it” on the numbers.
Which us leads to Tip No. 2.

" TIP NO. 2
TALK TO PEOPLE WHO ALREADY OWN A FRANCHISE

One thing you will find in most franchise documents is a list of names of
current franchisees along with their contact information. Contact them. For
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his part, the franchisor will give you the names of some happy franchisers as
references. Go meet with them, by all means. But make sure you talk to some
franchisees the company didn’t suggest. The stories they tell you may well
turn out to be very different from what you hear from the company guys.

This is exactly what I found when I was looking at buying a fast-food
franchise back in the early 1990s. When I asked the franchisor for the
names of the top three franchisees in my region, he put me in touch with
Nos. 2 and 3 but wouldn’t give me No. 1’s name. “He’s too busy to speak to
potential franchisees because he’s so successful,” the franchisor insisted.

I didn’t argue. Instead, I drove out to the No. 1 location, bought a meal,
and sat down to watch the store operate for an hour. Then I asked to speak
to the manager. I told him what I was doing and asked if I could speak to
the owner. Guess what? The manager was the owner. He said, “Come back
at 3 p.m.when it’s dead in here and Il tell you whatever you want to know.”

He wound up sharing quite a lot with me. First, he told me that his net
profit was between $35,000 and $55,000 a store—roughly 40 percent less
than the franchisor had suggested. Second, he told me that the business
was a nightmare to run because employees were young and the average
turnover was about 10 weeks! Third, he told me he didn’t start to make any
profits until he owned three stores. Fourth, he told me he would sell his
stores in a heartbeat if he could get the right price.

This was a heck of a lot more than I could have learned from any docu-
ment. But I didn’t just take his word for it. Over the next two weeks, I went
on to interview five other owners—three of whom, it turned out, also were
looking to sell. I interpreted this as either a huge opportunity to buy them
all or a huge sign to stay away. After thinking it over, I decided to stay away.

TIP NO. 3
WORK AT THE FRANCHISE BEFORE YOU BUY

One of the best ways to get a sense of what you may be getting yourself into
is to get yourself a job at the franchise so you can see what the business looks
like from behind the counter. Many successful franchisees do this before
they buy. If youre going to be an owner/operator (and chances are you
will), you should find out if you would enjoy working in the franchise. Also,
if you work in a franchise for a while (a few weeks to a few months), you will
learn things you could never learn as an owner. Some people may consider
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this beneath them, but this is silly. Given that you’re considering investing
$50,000 or more of your life savings, what’s a month of your time? And you
are getting paid for the experience, even if it’s only minimum wage.

" TIP NO. 4
LOOK INTO BUYING AN EXISTING FRANCHISE

Meeting those franchise owners who wanted to get out of the business
made me aware of something the franchisors don’t exactly like to advertise:
the fact that almost every franchisor has franchisees who are looking to
sell! In fact, studies indicate that about 10 percent of franchisees sell their
franchises every year.

This is the hidden little secret of the industry—and they try to keep it that
way, because they don’t like to encourage franchisee sales. For one thing, they
don’t help the growth numbers. For another, most people who sell franchises
are paid commissions. If you buy a used franchise direct from its current
owner, the franchisor’s salesperson is probably not going to get paid.

So how do you find a franchisee who wants to sell? Let me share a low-
tech method that is surprisingly simple. You visit the location of a fran-
chise, as I did. You get to know the owner. You find out how his business is
doing and you ask him if he has ever considered selling.

I did this 10 times and found four owners within a 50-mile radius who
were interested in selling their franchises. This is useful even if you don’t
wind up buying from any of them, because when you find out what a fran-
chisee is willing to sell his or her business for, you get a real feeling for the
business’s true value. :

In recent years, some of the smarter franchisors started including list-
ings of franchisees who want to sell on their websites. In addition, there are
franchise brokers and consultants who can help (generally for a fee).
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CATCHTHE GROWTH CURVE—AND PROSPER

There are certain franchise businesses that simply explode. One minute
they have 50 stores, then 100 stores, then 1,000, then 4,000.When you see a
franchise mushroom like this, there’s usually a reason—and the reason is
usually strong profits and great word of mouth.
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It wasn’t so long ago that the founder of Subway, which at the time had
5,000 franchise locations, said he wanted to surpass McDonald’s. Everyone
laughed at him and said Subway’s expansion couldn’t continue. He’s the one
laughing now. Subway has more than 40,000 locations and continues to grow.

Often, all you have to do to catch a growth curve is pay attention. Look
around you.

A classic recent example of an exploding franchise is a company called
Curves. Please understand up front that I'm not recommending you buy a
Curves franchise. Rather, 'm using it as an example of how you can often
spot a franchising trend and jump on it to make money.

CURVES CATCHES THE WAVE

Curves is a fitness centre for women. Started in 1992 by Gary Heavin,
Curves began selling franchises in 1995. By 2004, it boasted more than
7,000 locations and ranked second (just behind Subway) on Entrepreneur
magazine’s list of Top 500 Franchises.

I first heard of Curves when I was doing a series of Smart Women Finish
Rich seminars in Dallas and Houston. At a book signing following one of
the seminars, I noticed a group of women waiting in line all wearing but-
tons that said, “Ask Me About Curves.” A bubbly woman named Mary Kate
seemed to be their ringleader, so as I signed her book, I did. “What’s the
deal with Curves?” I asked her.

“Oh, it’s a franchise,” she said. “A gym for women where you get your
entire workout done in less than 30 minutes. It’s the best thing I've ever
done. I read your book Smart Women Finish Rich, asked for a raise, my boss
said no, and I quit! Six montbhs later, I bought a Curves franchise.”

Mary Kate leaned into me. “David,” she said, “I'm telling you—these
things are gold mines! I've got three now and they are all profitable! Best of
all, they cost me only $35,000 each to buy, and the last one—TI took it over
from a woman who didn’t enjoy running it—I got for nothing down.”

My curiosity was piqued. When I got home from my trip, I suggested to my
wife that maybe she should look into buying a Curves franchise. Two days later,
my mom called, and when I asked her how she was doing, she said, “I'm doing
great. I finally joined a gym like you suggested and I'm actually going to it. It’s
this great gym for women only where you can get in and out in 30 minutes.”

“Let me guess, Mom,” I said. “You’re going to Curves.”

“Yeah,” she replied. “How did you know?”
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“LET ME GUESS—YOU’RE GOING TO CURVES?”

A few weeks later, I was at the CNN studios in New York for an interview.
Rochelle, who always does my makeup before I go on, was really looking
healthy, so I casually told her, “You look like you’ve been working out.”

“I am,” she said. “I just started going to this great place for women.”

“Let me guess—you’re going to Curves?”

“Yeah how’d you know?” Rochelle laughed. “You know, they’re really
amazing places. I told my daughter—you should open one of these.”

I swear this is an entirely true story, and I share it because it’s such a clas-
sic example of how you can discover a growth company right in front of
your eyes. The trick, of course, is to act quickly.

TIPNO.6
KNOW WHAT TO WATCH OUT FOR

o
=

According to Russell J. Frith, the CEO of Lawn Doctor, Inc. and former
chairman of the International Franchise Association, these are the top
eight things to watch out for when buying a franchise:

1. Start-up franchises or those that are undercapitalized. They may
lack an executable strategic plan, have a low level of support, or,
worse, they may not stay in business.

2. Franchises in overcrowded categories—for example, fast-food
restaurants. It may be difficult to break through the clutter.

3. Antiquated business models. Some well-known franchises are well
recognized but have failed to keep up with the changing business
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environment. They are unlikely to evolve in the future, which could |

impede growth.

4, Franchises riddled with litigation. Avoid companies that have an
abundance of lawsuits filed by their franchisees.

5. Franchisors that are growing too quickly. While it’s important to
catch a growing trend, some franchisors have been known to
expand too quickly to be able to handle and service the growth.

6. Franchisors that don’t invite you in to visit their corporate head-
quarters. Good companies promote what’s known as a “discovery
day”—uvisits to headquarters to meet the management.
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7. Franchisors that push too hard to “close you.” Franchisors should
have a process that moves things forward, but not at the cost of
making you feel uncomfortable, not answering all your questions, or
making it difficult for you to do your due diligence.

8. Unhappy franchisees. While every franchisor will have operators
who are not happy, the majority should be. You should be con-
cerned if you talk to several franchise owners who are not satisfied.

Frith also recommends that you review the franchise agreement thor-

oughly to ensure you are comfortable with the obligations of both parties.

You may want to go over the documents with a lawyer to make sure you

have a clear understanding. In addition, he says, be sure the franchise you
are considering has a long-term expectancy and is not based on a fad.

RESOURCES FOR FINDING A FRANCHISE

Now that you know all the reasons to consider buying a franchise as well as
how to go about it, here are some resources to help you find the particular
company that may be right for you.

www.cfa.ca

The best place to start researching franchise companies is probably the
website of The Canadian Franchise Association. The site contains the CFA’s
rules, code of ethics, and mission statement, and lists franchisors across the
country that are looking for new franchisees. You can also get a subscrip-
tion to the CFA’s magazine at this site.

www.franchise.org : : -

Your second stop should definitely be the website of the International
Franchise Associations, founded in 1960 as a membership organization of
franchisors, franchisees, and suppliers. It’s a U.S. organization, but its web-
site is dedicated to providing both members and visitors with a one-stop
shopping experience for franchise information.

As should be clear by now, franchising requires a major commitment.
But then so does finishing rich if you're starting late. So as I said, if you’re
currently unemployed or prematurely retired or just generally looking for
a new path to wealth, it’s definitely worth considering.
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*‘*?‘ | KEY “START LATE” PRINCIPLES IN
CHAPTER EIGHTEEN

» Franchising is not something you can do in your spare time. It makes
most sense for someone who is looking for a new career path.

» Franchising gives you the opportunity to buy into a proven business
system.

» Franchisees not only have to pay fees and royalties to the franchisor;
they also have to follow the system religiously. So if you're the kind of
person who likes to go your own way, it’s probably not for you.

» Franchising means a lot more than just fast food; these days it
includes everything from real estate sales to tax services to private
post offices to tutoring academies.

* You don’t have to have a lot of money to buy into a good franchise.
But you do have to be willing to work hard.

* Before you sign up to buy a franchise, investigate the franchisor
thoroughly—which means studying the offering circular, talking to
current franchisees, and maybe even working at an existing franchise

outlet for a while.

Reviewing the principles we discussed in Chapter Eighteen, here is
what you should be doing right now so you can Start Late and
Finish Rich. Check off each step as you accomplish it.

Q If franchising appeals to you, visit the websites of the Canadian
Franchising Association and the International Franchising Asso-
ciation to learn more.

Q If you are seriously considering buying a franchise, read the
company’s documentation carefully.




CHAPTER NINETEEN

GET RICH
INVESTING IN
REAL ESTATE...
ONTHE WEEKEND

In my five previous books about personal finance and investing, I didn’t
spend a lot of time on real estate except to implore my readers to buy their
own homes. So why am I devoting two entire chapters to real estate invest-
ing now?

The answer is simple. Investing in real estate is one of the easiest ways
I know to finish rich. For people who are starting late, it’s practically
a lifesaver.

THE PERFECT BUSINESS
FOR PEOPLE STARTING LATE

Almost any way you look at it, real estate is virtually the perfect business for
late starters looking to turbocharge their earning power. Here’s what makes
it so great.

First, with just one properly managed purchase of a property, you can
instantly create $500 to $1,000 a month in extra income. The trick is to buy
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a house that you can rent for enough to generate a positive cash flow—
meaning the rent more than covers your mortgage payment, taxes, and
maintenance. It’s not easy, but people do it every day.
Second, you can make this extra income without the hassle or expense
of having to hire employees, something that most businesses require.
Third, once you've found and rented the property, you really don’t have to
do much, if any, work. (Maintenance and repairs can easily be outsourced.)
Fourth, you have a business with built-in growth potential. As the prop-
erty increases in value, the value of your new business goes up along with it.
For all these reasons and more, investing in real estate is a wonderful
business to consider. So let’s take a look at how you can do it.

THE REAL DEAL ABOUT
“NO MONEY DOWN”

One of the main things that gets novices excited about investing in real
estate is the idea that you can buy properties with no money down. But can
you really? The infomercials say you can. The newspaper ads that invite
you to a free seminar say it’s easy!

But do you know anyone who has actually done it?

Not long ago, at a seminar I was doing in New York City, a woman
named Monica raised her hand and said she had a very specific question
about real estate. “Should I set up an LLC or a Nevada corporation to put
my real estate investment company into?” she asked me. (An LLC, by the
way, is a Limited Liability Corporation. Don’t worry if you don’t know
what this is. Monica certainly didn’t.)

“It depends,” I replied. “What type of real estate do you own?”

“Actually, T don’t own any . . . yet,” Monica admitted. “I just read this book
that says I should buy real estate and I should put it in an LLC or a Nevada
corporation, because then my assets will be protected from lawsuits. What do
you think about Nevada corporations? This book I have says they are great.”

“Well, let me ask you something,” I said. “Do you have a lot of assets?”

Monica started to stammer. “Not really.”

“Do you owe credit-card debt?”

“Umm, yes, I do.”

“How much?”

Monica blushed. “I guess about $40,000.”
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The audience started to laugh.

“Now, wait a minute,” I said. “Let’s not laugh. Let’s encourage her” I
looked at Monica.

“You're hoping you can get out of debt by investing in real estate and
you want to be rich, right?”

“Yes,” Monica said with a sigh. “That’s exactly right” She paused and
sighed again. “The problem is, I just don’t know where to start. This book
I read makes it sound so complicated. This Nevada corporation thing, and
then this Limited Liability Company idea. And I'm not really clear: How
exactly do I buy real estate with no money down, anyway? The book didn’t
really explain it. It just said that rich people do it all the time.”

LEARNING THE TRUTH
FROM A REAL-LIFE “BETA TEST”

I knew the book Monica was talking about. It was a very popular book at
the time, and it actually contained some valuable information and insights.
So I didn’t want to pick on it. Instead, I posed a question to the audience:
“How many of you have seen one of those ‘Buy Real Estate with No Money
Down’ infomercials?”

Nearly every hand went up.

“Great,” I said. “Now let me ask you all something. How many of you
have ever bought real estate with no money down?”

Out of more than 200 people in the room, only one hand went up. “I see

a really huge percentage of you are buying real estate with no money

down,” I said with a grin. Everyone laughed. “Now, how many of you have
set up an LLC or a Nevada corporation to shelter your real estate assets?”

No hands went up.

“Interesting. Now one last question. How many of you have parents
or grandparents who told you the best investment they ever made was
their home?”

This time, nearly EVERY hand went up.

“Isn’t that interesting?” I said. “We just did a real-life ‘beta test’ of what
seems to work in the real world. What we learned is that almost no one
understands—or trusts—all the rigmarole about buying real estate with
no money down. But buying a home and owning it for a while can turn out
to be a great investment. Not a good investment—a GREAT investment.”
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I then turned back to Monica. “Rather than worrying about an LLC or
Nevada Corporation, maybe you should focus first on buying your own
home. What do you think?”

Monica looked at me, relieved and smiling. “That seems to make sense,”
she said. “I thought that other stuff seemed awfully complicated.”

BUY A HOME, LIVE IN IT, RENT IT—
THEN DO IT AGAIN

My approach to real estate investing is not a get-rich-quick scheme.
Rather, it’s a get-rich-slowly approach. I certainly have no intention of
doing what a lot of those real estate books and infomercials do—which is
to overwhelm or excite you with all sorts of ideas and facts, and then leave
you to figure out the details on your own.

Instead, I want to share with you a specific plan for how you can
become a real estate investor on the weekends. As it happens, you really
can buy real estate with little or no money down, and you don’t have to be
rich to do it.

Of course, no-down-payment mortgages are generally easiest to get
when you’re buying your own home. So if youre not already a home-

owner, you must become one before you do anything else with real estate!

If this sounds unrealistic or impractical, go back and reread chapters
Eleven and Twelve to remind yourself how easy it is to buy a house for
yourself (even if you don’t make all that much money) and how impor-
tant it is to stop renting.

Once you've bought your own home, I want you to live in it for a while,
then rent it out and buy a second home. You live in the second home for a
while, then rent it out, and repeat the process with a third home, a fourth
home, a fifth home—and so on.

Don’t think this is impossible, because it’s actually quite doable. The
idea of owning four or five homes may strike you today as being way
beyond your means or your abilities, but keep in mind that we’re not talk-
ing about doing it all at once or even quickly. We’re talking about a plan
that you will execute over the next five or 10 or 20 years.

You'll start out doing very simple deals. As you progress from
one purchase to the next, you’ll learn more and more about real estate,
so eventually you'll be able to advance to the bigger deals and more
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sophisticated strategies that rich people use. But in the beginning, we’ll
keep it simple.
The fact is that when it comes to money, simple usually works.

HOW I INCREASED MY NET WORTH
BY A MILLION DOLLARS IN 10 YEARS
WITHOUT REALLY TRYING

To be perfectly honest, I made my first million in stocks, not real estate. For

me, investing in the stock market was easier than investing in real estate

because stocks are what I grew up with. When you buy a stock or a bond or
a mutual fund, you don’t have problems with backed-up plumbing or a
leaky roof. You don’t need strong credit. And you don’t need to work with
a bank to get a loan.

That said, I've been able to create a million dollars in real estate equity for
myself in 10 years—and 99 percent of it happened in less than five years.

How did I do it?

Basically by purchasing a total of three homes, each of which I bought
not as an investment but as a place to live.

As I mentioned back in Chapter One, I bought my first home right out
of college with a friend. I was just starting out as a commercial real estate
agent and I was earning $1,250 a month. I later became very successful in
real estate, working on more than 50 corporate lease transactions totaling
more than half a million square feet of office space. But at the time I wasn’t
earning enough to live on, so I had to borrow money from my employer
each month to make ends meet.

Nonetheless, my friend and I somehow managed to scrape together
about $25,000 ($12,500 each), which we put toward a down payment on a
total fixer-upper in Danville, California, a suburb in the San Francisco Bay
area. The house cost us $220,000, and I remember at the time I had just
enough savings to pay my half of the mortgage for six months. I remember
telling my father, “Well, I'll either figure out how to make money selling
and leasing real estate really quickly, or I'll lose my house to foreclosure.”

He said, “Nothing will motivate you like the possibility of losing your
home.”

After six months, I was still struggling to make ends meet. So my friend
and I decided to rent out the third bedroom to another friend of ours. The
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rent our new roommate paid lowered what it actually cost me to live in the
house to less than $500 a month. Not a bad deal. I was 24 and co-owned a
three-bedroom home that cost me less than $500 a month.

UNFORTUNATELY, REAL ESTATE
DOESN’T ALWAYS GO UP

After two years working in the real-estate business, I was doing very well. I
was also getting sick of living in the suburbs. So my friend and I moved out
of the Danville house and began renting out the whole place. The rent cov-
ered our mortgage payments, and about three years later we sold the house
for $225,000—just $5,000 more than we’d paid for it. After figuring in the
broker’s commission, we basically broke even.

As I mentioned earlier, the house is currently worth more than $700,000.
I wish we hadn’t sold it.

MY SECOND AND THIRD PURCHASES
WENT MORE SMOOTHLY

I bought my second home in the late 1990s in San Francisco. It was a really
gorgeous two-bedroom condo in the Marina district that cost me $640,000.

My friend Jeff told me I was an idiot for spending so much on a condo.

Three years later, Michelle and I moved to New York and began renting
the place to a tenant who took better care of it than we did. And the year after
that we sold it for $900,000—pocketing all of the $260,000 profit tax free.

(In Canada, home owners do not pay capital gains tax on the sale of
their primary residence. To qualify for this exemption, they must occupy
the home for most of the year and fill out a form from the CRA to desig-
nate it as their principal residence.)

A year later, we bought a condo in New York City for a little over $2 mil-
lion. As of this writing (some two years later), my condo has appreciated by
nearly 50 percent. Since we can again sell our house and make another
$500,000 tax free, my wife and I are now thinking about selling this home
and buying a smaller place in the same neighbourhood.

Once again, ’'m sharing this story with you not to brag but to coach. My
vehicle is stocks and bonds. Yet over the last five years, because of real estate
investments, my net worth has grown by more than a million dollars.
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The moral here is not to impress you with what I've done but to show
you just how easy getting rich can sometimes be when you are buying and
selling homes. When I bought my $2 million condo in New York, I was very
nervous about the price—and stretching to buy such an expensive place.
To make matters worse, many of my friends told me I was crazy (once
again the “you’re crazy” gang comes out to say hello). One of those friends
had lived in New York for 10 years and was still renting. I told him, “You're
the one who’s crazy. You're spending $4,000 a month on rent when you
could buy your own place for a million dollars. That’s $48,000 a year you're
spending on rent—money right down the drain.”

Well, here we are two years later and my friend is still renting. Only now
what he could have purchased for a million dollars in New York City is
going for more than $1.5 million. And by the way, his rent has gone up, so
he’s really spent more than $100,000 in rent over the last two years. He’s
now highly motivated to buy—11 years of renting later.

Remember, people have to live somewhere—so go buy a home!

YOUR HOME IS AN ASSET

“David, is my home an asset?”

I get this question a lot these days, because there are some experts who
insist your home is not an asset. An asset, they say, is something that gener-
ates income. And if you're living in your home (as opposed to renting it out),
it’s costing you money, they say, not making you money. So, technically, it’s a
liability. Then again, there’s technical validity and there’s real-world validity.

AsTseeit, if you buy a home for $250,000 and its value rises to $500,000,
you're looking at a tax-free $250,000 capital gain when you sell. If you sell
it and pocket $250,000 tax free, that looks like a nice asset to me.

Now, I realize that technically it may not be considered an actual asset
until you sell, but in my book, if it looks like an asset and smells like an asset
and walks like an asset—then, darn it, it just might end up being an asset.

Why do I say this? Well, take my condo in New York. The bank will lend
me money in a heartbeat on the appreciated value of my home, money I can
use to buy more real estate. Money I can use to buy more assets. Alterna-
tively, I could rent out my home this minute and enjoy a positive cash flow
of more than $30,000 a year. Or I could sell it and pocket a profit of more
than $500,000 tax free. What’s more, if I were to move to a new community

where homes don’t cost millions of dollars, I could practically retire juston
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the appreciation of my real estate in New York over the last two years.

So the question isn’t really whether a home is an asset. The question
really is, Will your home be an asset? Again, I don’t know what will happen
to you, but I do know that if you ask your parents (or any other older
homeowners you know), you will more than likely find out their home was
their best investment ever and probably their largest asset.

IN THE REAL WORLD, PEOPLE USE
THEIR HOMES AS ASSETS EVERY DAY

There’s an assumption that older people who have a lot of money in their
homes don’t really have an asset because they’re not willing to sell their home
and downsize in order to use the equity. That’s just not real-world thinking.

As I write this, close friends of my parents are selling their home in the Bay
Area and moving to Arizona. They got really lucky. About four years ago,
they bought a new home in a retirement community for about $500,000. In
less than three years, the market exploded for this type of home in this spe-
cific development, and they just sold it for nearly $900,000—receiving a tax-
free windfall of $400,000! They’re now moving to Arizona, to a retirement
community where houses cost 25 percent of what they do in California, and
they are going to use much of the profit they made to retire on.

THE TRUTH ABOUT WHY
REAL ESTATE MAKES PEOPLE RICH

When I was a little kid, my parents bought a new home in the San Fran-
cisco suburb of Moraga for $110,000. Ours was only the second home on
our block, and I thought my parents were insane. Move to a street with no
other homes? What were they thinking?

In fact, our little suburb was booming and the schools were great. I
remember my mom telling my dad we should buy some of the undevel-
oped lots on our street. At the time, they were going for $15,000 each. My
dad shook his head and told my mom, “Bobbi, that’s crazy.”

Fast-forward several years. By the time our street was fully developed,
those lots were valued at $75,000. Today, they would go for $500,000. My
parents wound up selling the house I grew up in for $750,000. They
couldn’t believe their luck. Five years later, that same home changed hands
again—this time for more than $1 million.
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I’m sure you've heard plenty of stories like this. The question is, why
does this sort of thing happen so often? The answer has to do with the
nature of real estate. Real estate is a unique investment. What makes it
unique are four fundamental characteristics that you’ll find listed in every
book, course, or videotape on the subject:

* Leverage

* Income

+ Tax Advantages

* Appreciation

Let’s take a close look at each of these and see why they will make it so
much easier for you to start late and finish rich.

LEVERAGE

Leverage is what you get when you use what is called “OPM,” which stands

for “other people’s money.” Buying properties with OPM gives you huge
financial advantages, and it is what smart deal-makers use to get rich. It’s
what you will use to buy real estate—the “other person” in this case being
your bank or mortgage lender.

Here’s how it works. If you find a home for, say, $250,000, you shouldn’t
have too much trouble finding a bank or other institution willing to lend
you at least 80 percent of the purchase price—meaning you’'ll need to
come up with only 20 percent of the purchase price, or $50,000, for a cash
down payment.

Now let’s say that home increases in value by 10 percent. So now it’s
worth $275,000, or $25,000 more than the original purchase price. What
kind of return do you think you'd realize if you were to sell the house for
$25,000 more than you paid for it?

If your answer is 10 percent, you're wrong. Remember, you put down

only $50,000 in cash. The bank put up the rest of the money. But the bank
has no claim on any of the profits you may realize from a sale. The only
thing due the bank is repayment of the money it lent you (plus interest, of
course). Even though you invested just $50,000—or only a fifth of the
purchase price—you get to keep all the profits. And a $25,000 profit on a
$50,000 investment amounts to a 50 percent return!

Not too shabby.

This is the power of leverage.

This is exactly what happened in Las Vegas a few years ago (and is still hap-
pening as [ write this), except the leverage was even better. In 2003, people were
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buying homes in Las Vegas for $250,000 with down payments of just 5 percent,
or $12,500. Happily for them, over the next year, the value of the homes shot
up by more than 30 percent. So now they were worth $325,000. The new own-
ers then sold the homes at a profit of $87,500 each. Given that their initial
investment was only $12,500, this amounted to a return of 700 percent!

As much as I like stocks and bonds and mutual funds, the fact is that you
simply cannot get this kind of return out of them. Why? Because you can’t
get this kind of leverage. No one will lend you 80 percent or 90 percent or
95 percent of the purchase price to buy stocks, bonds, or mutual funds. Nor
will anyone lend this type of money to buy gold, artwork, antiques, stamps,
limited partnerships, diamonds, or any other hot investment vehicles.

Real estate is the one asset that financial institutions will lend you tons of
money to buy. That’s because of its other three characteristics: It can produce
income, it offers tax advantages, and it usually grows in value. As a result,
many banks will lend you far more than 80 percent of the purchase price.

INCOME

There’s an old saying that the three secrets to successful real estate invest-
ing are location, location, location. In fact, that’s not strictly true. The real
key to real estate investing is income, income, income. Think about it.
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What makes location important is its connection to income. A good loca- .

tion is good because its desirability or convenience enables the owner to
charge higher rents—that is, to produce more income. A bad location is
bad because it doesn’t.

The more income a property can generate, the better your chance of
being able to collect more in rent than you have to spend on mortgage pay-
ments, maintenance, insurance premiums, and property taxes. This is
called positive cash flow. If you can demonstrate the likelihood of a posi-
tive cash flow, you will have no trouble getting someone else to lend you
the money to buy the property—and the more likely it is that the value of
your property will ultimately go up.

Let’s say you own a home on which the mortgage payment and other
expenses total $1,500 a month. If you can rent it out for $1,800 a month, you
will have $300 a month, or $3,600 a year, in positive cash flow. What's great
about this isn’t simply that you've earned $3,600. It’s that someone else (your
tenant) is paying down your mortgage for you as well as covering all the other
expenses of ownership, while you get all the benefit of any increase in the total
value of the house. Your tenant is literally footing the bill for you to get rich.
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TAX ADVANTAGES

There are lots of ways to make money, but very few of them come with the tax
advantages of real estate. Canada doesn’t offer as many as the U.S., but you can
still find some tax advantages to owning real estate.

For one thing, as I've already noted, you don’t pay capital gains tax when
you sell your principal residence. But unlike our lucky American neighbours,
Canadians can’t deduct interest on their mortgage payments from their tax-
able income.

If you own rental property, you may claim depreciation on the structure
(not the land), which can offset some of your otherwise taxable positive cash
flow. As a result, you can find yourself literally making some tax-free money
while you sleep.

APPRECIATION

While it has its ups and downs, over the long haul real estate has proven to
be one of the most consistent and reliable growth investments around. On
average, real estate values in Canada appreciated at an average rate of 4.8
percent a year between 1993 and 2003. This isn’t as impressive as the 9.1
percent return on the TSE 300 over the same period. (Nor is it as impres-
sive as real estate values in the U.S., which returned an average of 10.5 per-
cent over the period.)

But when people turn up their noses at real estate and say they prefer to
invest in equities, they are ignoring the fact that a 4.8 percent annual return
on an investment that is often 80 percent leveraged is actually worth four
times more than the same return from an unleveraged investment (such as
a stock or bond).

Say you own a $100,000 piece of real estate that goes up in value by 4.8
percent over the course of a year. That’s an increase of $4,800. But your
actual down payment was only 20 percent of the total cost, or just $20,000.
And a $4,800 profit on a $20,000 investment amounts to a return of almost
25 percent. There aren’t many stocks or bonds that can produce results like
that on a regular basis.

HOW TO GET RICH BY BUYING
FIVE PROPERTIES IN 10 YEARS

I want you to look closely at the chart on page 241 and consider what
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The table below illustrates the dramatic profit from your real estate investment after
10 years. For example, purchasing a $100,000 property with a 5 percent initial down
payment results in a profit that is 1,482 percent of your original investment.
COMPARISON OF INITIAL INVESTMENT TO RESULTING PROPERTY VALUE
Value of Initial Investment Property Value Percent
Property of 5 percent After 10 Years Profit Increase
$100,000 $5.000 $179,100 $74,100 1482 percent
$150,000 $7,500 $268,700 $111,200 1483 percent
$200,000 $10,000 $358,200 $148,200 1482 percent
$250,000 $12,500 $447,800 $185,300 1482 percent
$300,000 - $15,000 $537,300 $222,300 1482 percent
$350,000 $17,500 $626,800 $259,300 1482 percent
$400,000 $20,000 $716,400 $296,400 1482 percent
$450,000 $22,500 $805,900 $333,400 1482 percent
$500,000 $25,000 $895,500 $370,500 1482 percent
$550,000 $27,500 $985,000 $407,500 1482 percent
$600,000 $30,000 $1,074,600 $444,600 1482 percent
$650,000 $32,500 $1,164,100 $481,600 1482 percent
$700,000 $35,000 $1,253,600 $518,600 1482 percent
$750,000 $37,500 $1,343,200 $555,700 1482 percent
$800,000 $40,000 $1,432,700 $592,700 1482 percent
$850,000 - $42,500 $1,522,300 $629,800 1482 percent
$900,000 $45,000 $1,611,800 $666,800 1482 percent
$1,000,000 $50,000 $1,790,900 $740,900 1482 percent
Value of Initial Investment Property Value Percent
Property of 10 percent After 10 Years Profit Increase
$100,000 $10,000 $179,100 $69,100 691 percent
$150,000 $15,000 $268,700 $103,700 691 percent
$200,000 $20,000 $358,200 $138,200 691 percent
$250,000 $25,000 $447,800 $172,800 691 percent
$300,000 $30,000 $537.300 $207,300 691 percent
$350,000 $35,000 $626,800 $241,800 691 percent
$400,000 $40,000 $716,400 $276,400 691 percent
$450,000 $45,000 $805,900 $310,900 691 percent
$500,000 $50,000 $895,500 $345,500 691 percent
$550,000 $55,000 $985,000 $380,000 691 percent
$600,000 $60,000 $1,074,600 $414,600 691 percent
$650,000 $65,000 $1,164,100 $449,100 691 percent
$700,000 $70,000 $1,253,600 $483,600 691 percent
$750,000 $75,000 $1,343,200 $518,200 69| percent
$800,000 $80,000 $1,432,700 $552,700 691 percent
$850,000 $85,000 $1,522,300 $587,300 69| percent
$900,000 $90,000 $1,611,800 $621,800 691 percent
$1,000,000 $100,000 $1,790,900 $690,900 691 percent
Assumption: Appreciation is 6 percent annually.
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(continued)

COMPARISON OF INITIAL INVESTMENT TO RESULTING PROPERTY VALUE
Value of Initial Investment Property Value Percent
Property of 20 percent After 10 Years Profit Increase
$100,000 $20,000 $179,100 $59,100 296 percent
$150,000 $30,000 $268,700 $88,700 296 percent
$200,000 $40,000 $358,200 $118,200 296 percent
$250,000 $50,000 $447,800 $147,800 296 percent
$300,000 $60,000 $537,300 $177,300 296 percent
$350,000 $70,000 $626,800 $206,800 295 percent
$400,000 $80,000 $716,400 $236,400 296 percent
$450,000 $90,000 $805,900 $265,900 295 percent
$500,000 $100,000 $895,500 $295,500 296 percent
$550,000 $110,000 $985,000 $325,000 295 percent
$600,000 $120,000 $1,074,600 $354,600 296 percent
$650,000 $130,000 $1,164,100 $384,100 295 percent
$700,000 $140,000 $1,253,600 $413,600 295 percent
$750,000 $150,000 $1,343,200 $443,200 295 percent
$800,000 $160,000 $1,432,700 $472,700 295 percent
$850,000 $170,000 $1,522,300 $502,300 295 percent
$900,000 $180,000 $1,611,800 $531,800 295 percent

$1,000,000 $200,000 $1,790,900 $590,900 295 percent

Assumption: Appreciation is 6 percent annually.

broke even on a cash-flow basis (meaning the rent you were able to collect
covered all your costs but didn’t make you any profit) and simply appreci-
ated in value over time.

The numbers speak for themselves. When it comes to catching up, noth-
ing will make it easier to start late and finish rich than...

BUYING A SECOND HOUSE WHILE YOU’RE STILL
PAYING OFF YOUR FIRST

Beginners at the real estate game sometimes have a problem with this con-
cept. How, they wonder, can you get a bank to lend you money to buy a sec-
ond (or third or fourth) house while you're still paying off the mortgage on
your first home?

In fact, it's simple—provided you can show the bank that the rental

Get Rich Investing in Real Estate ... on the Weekend 243

property you want to buy will generate a positive cash flow. Of course,
you'll still need to come up with a down payment. Often, an easy way to do
this is by using the equity you have accumulated in your first home. Here’s
a great example of how this can work:

Not long ago, I was sitting at dinner with my friend Robert. Robert is nor-
mally an upbeat kind of guy. But this particular evening he seemed angry.

When I finally asked what was bugging him, he practically exploded. “I
can’t believe it,” he said. “You know that great loft we’ve got downtown—
the one I spent six months looking for? Well, guess what? The landlord is
selling it, and we’ve got to move again. We’d have never leased the place if
we knew he wanted to sell.”

TAKE LEMONS AND MAKE LEMONADE

“Well, Robert,” I said, “instead of being bummed about having to move,
why don’t you buy it? Make the guy an offer. Do you have any idea how
much he wants for it?”

When Robert told me his landlord was thinking of listing the place for
$500,000, I almost fell out of my chair.

“BUY IT!” I yelled at him. “It’s a no-brainer. The place is worth at least
$700,000!”

Robert shook his head. “It’s not a no-brainer. For one thing, we don’t
have the money for a down payment. For another, were already carrying a
mortgage on the house we own in the country. And, anyway, how do you
know it’s worth more than $500,000?”

“Robert,” I said, “I know the market in downtown Manhattan. Look, I'll
make this simple for you. Here’s what you do. First, call a real estate agent |
tomorrow. They can find comparables and tell you in minutes how much
a place is worth—and they’ll do it for free, if you tell them you are looking
to buy or sell.

“Second, call your mortgage broker and find out if they’ll let you refi-
nance your place in the country. You bought it two years ago for $150,000,
right?”

Robert nodded.

“It’s worth more now, isn’t it?” I asked.

Robert nodded again. “Yeah. I heard we could get upward of $250,000

for it”
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“Great,” I said. “That means you have more than $100,000 in equity in
the country place, so your broker will be happy to refinance it for you. If
your landlord agrees to sell you the loft for $500,000, I'll bet you won’t
need to put down more than $75,000. Your mortgage broker can probably
do both loans at once for you and will be happy to get all the business.

“There’s one other thing. Make your landlord a direct offer. Offer him
$500,000 and remind him that if he sells to you directly, he’ll save both the
6 percent commission and the transfer fees he’d have to pay if he listed the
property with a broker. On a $500,000 sale, that’s a saving of at least $35,000!

“And it probably wouldn’t hurt to remind him—nicely, of course—that
your lease has six more months to run, and that if he insists on showing
your place to potential buyers, you can’t guarantee that you’ll be able to
keep the place clean or be available to show it whenever he’d like—which
could make it difficult for him to sell it.”

Robert stared at me for a long time. And then'he went out and did
exactly what I suggested.

Within three months, he had refinanced his country home and pur-
chased the loft for $500,000.At the end of the deal, his overheads had actu-
ally gone down!

His mortgage payments on the loft (including taxes and insurance)
totaled $2,900 a month—$500 a month less than his rent had been! And
his new mortgage on the country house cost him only $300 a month more
than the old one. So he came out of the deal owning both his apartment in
New York and his house in the country—and spending $200 a month less
than before.

WHAT | LOVE ABOUT THIS STORY

When I first met Robert, two years earlier, he was a lifelong tenant. Today,
he owns two homes and is building equity in both! In two short years, he’s
increased his net worth by more than $300,000. In his early forties, he is on
his way to starting late and finishing rich!

So don’t view already owning one home as an obstacle to buying a second.

In fact, it’s the solution, not the problem.

Think outside the box. Robert thought he had a problem when he heard
his landlord wanted to sell. I immediately saw it as an opportunity.

Same situation—except that Robert’s view of it would have had him
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moving, while mine wound up making him rich! And that’s really how life
works—every minute of every day.

THE WEEKEND WARRIOR APPROACH TO
REAL ESTATE INVESTING

People often make getting rich in real estate more difficult than it has to be.
In fact, there is no reason you can’t do everything you need to do on the
weekends. The only exception may be visiting the bank, and with more and
more banks being open on Saturdays, even that may not be a problem.
My Weekend Warrior approach to real estate investing is tailor-made for
late starters who can’t afford to take time off from their regular occupations to
develop and maintain a second income stream. Just follow these steps, and
before you know it you will be building your own personal real estate empire.

STEP ONE
DECIDE WHERE YOU’RE GOING TO LOOK

You shouldn’t have to get on a plane and fly to some other state to start
investing in real estate. You should be able to open your Saturday or Sunday
paper, look at the ads, and then get in your car and drive to an “open house.”

So the first thing you should do to begin my Weekend Warrior approach
to real estate is take out a map and decide how far from home you’re will-
ing to go to look for properties. My experience is that you shouldn’t have to
extend your weekend real estate search beyond five to 10 miles of where
you live. If you live in a major city, you should be able to do your entire
search within less than three miles. Some of you may be able to build your
entire real estate empire within a 20-block radius of home. .

Within 10 miles of where you live, there are dozens if not hundreds of
homes for sale right now. Remember, you need to buy only one in the next
12 months to start building wealth.

STEP TWO :
GETYOUR CREDIT ACT TOGETHER ]

It’s not hard to get a real estate loan. It’s not easy, but it’s not hard. The rea-
son is simple. Banks are in business to lend you money. And they especially
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love lending money on real estate. In fact, lending you money on real estate
is a “no-brainer.” After all, the bank knows that if you default on the loan,
it can collect what it’s owed by selling off the property. It also knows that
the likelihood that you will default on your loan and go into foreclosure is
almost ZERO! In 2004, banks in Canada foreclosed on less than 0.4 percent
of all mortgage loans. In other words, roughly 99 out of every 100 mort-
gages work out just fine—pretty good odds for both you and the bank.

Moreover, many banks make real estate loans with the sole intention of
packaging the loan and immediately selling it to another lender. This way,
they collect the up-front fees and then sell the risk to someone else.

So understand this going in: When it comes to real estate, banks want to
lend you money! They are literally sitting around hoping you will come in
and ask. All you have to do is qualify.

That said, one of your goals should still be to present yourself in the best
possible light to lenders. Think of your meeting with a potential lender as
a job interview. You want to make a good impression. The thing is, in this
interview, how well you come across has nothing to do with how well you
dress, what your marks were in college, or what you want to be when you
grow up.

WHAT YOUR LENDER REALLY CARES ABOUT

Along with your current income and employment status, the factor that
matters most to lenders is your credit score. It’s based on how much debt
you currently owe, how much available credit you have, and what kind of
payment record you've compiled over the years. As far as lenders are con-
cerned, these factors provide an excellent indication of how risky it might
be to lend you money now.

The higher your credit score, the less risky the bank considers you to be.

The lower your score, the more likely they figure you are to pay late or

default entirely. Based on your score, the bank will thus decide the follow-

ing (and they’ll do it immediately):

* Whether or not to lend you money at all.

* How much to lend you.

* What interest rate to charge you.

Given all this, it makes a great deal of sense to find out your credit score
before you sit down with a lender. The easiest way to do this is to go online

to www.myfico.com. This is the website of Fair, Isaac & Co., which runs the -
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most influential credit-rating system around. FICO is not the only credit-
scoring system banks use, but it is by far the most popular. FICO scores
range from 300 (really bad credit) to 850 (ideal borrower). Anything over
720 is considered very good.

You can also get your FICO score by contacting Equifax (www.
equifax.ca), one of two credit bureaus in Canada. The other is TransUnion
(www.tuc.ca). Your credit scores may actually vary from bureau to bureau.
According to FICO, nearly a third of credit users have individual scores
that vary by 50 points or more from bureau to bureau.

Considering how much these scores will affect your ability to get the
mortgage and loan rates you want, it’s worth spending the time and money
to check yours out.

You can get your credit score directly from Equifax and TransUnion. On
written request they will each provide you with a free copy of your per-
sonal credit report (The credit bureaus in Canada are obligated by law to
provide credit reports free of charge. They take their time about it, and you
may not get yours for months after you apply.) For a charge of $15 to $22,
you can also order a copy of your credit report online. Because they make
money on these requests, the credit bureaus usually respond promptly.

Here’s how to contact the companies:

Equifax Canada Inc.

PO Box 190, Station Jean-Talon
Montreal, Quebec HIS 272
(800) 465 7166

Or on-line at www.equifax.ca

Trans Union of Canada

Consumer Relations Centre

PO Box 338 L.C.D. |

Hamilton, Ont. L8L 7W?2

(866) 525-0262.In Quebec (877) 713-3393.
Or on-line at www.tuc.ca

In addition to providing credit reports, the Web sites of these two compa-
nies offer a variety of services for consumers, including glossaries of credit
terms, articles about managing credit, tips for protecting your ID, and
explanations to help you understand your credit score.
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STEP THREE
GET PRE-APPROVED FOR A REAL ESTATE LOAN

There are actually two lessons to be drawn from the credit score table. The
obvious one is that having a good credit score can save you a lot of money.
The other is that, even if you have a bad score, you can still get a mortgage.
It’s just that it will cost you more.

So however bad your situation may be, don’t give up. This week visit the
banks in your neighbourhood and tell them you want to be preapproved
for a mortgage. That way, you'll know in advance how much you’ll be able
to borrow—which is to say, how much you’ll be able to spend on a prop-
erty.

Make sure you specify that you want to be preapproved, NOT simply
prequalified. Being prequalified doesn’t guarantee that you’ll get a mort-
gage; preapproval does. Bring along your most recent pay stub and bank
statements, as well as your tax returns from the last three years.

Remember, if you are already a homeowner carrying a mortgage and are
looking to buy a second home with the intention of renting it out, you will
want to ask about refinancing so you can cash out some of the equity in
your current home to use as a down payment. And be prepared to prove to
the bank that you can expect the new house to generate a positive cash
flow. (One way to do this is by showing the bank how much comparable
houses in the same area are renting for.) '

If you can’t find a bank that is willing to work with you, then get your-
self a mortgage broker. Ask your friends and family for recommendations
or look in your newspaper’s real estate section. You'll generally find pages
and pages of ads from mortgage brokers who make their livings arranging
real estate financing for people like you. (Before you take out a mortgage,
always make sure to ask exactly what it’s going to cost you—not just in
terms of the interest you're going to pay but also in terms of up-front fees
and other charges. In a perfect world, I suggest looking for a zero-point
loan, which means the commission to the broker or banker who arranges
the mortgage will be paid by the lender rather than by you directly. For a
mortgage for your primary residence, Canadian banks usually do this. For
investment properties, they may not be so accommodating.)
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STEP FOUR -
FIND A REAL ESTATE AGENT

If you're going to be investing in real estate, it’s a good idea to have an agent
who can do a lot of the heavy lifting for you. This means taking care of the
endless paperwork that’s involved in buying real estate as well as represent-
ing your interests in a transaction.

There are basically two types of agent: one who represents the seller (the
listing agent) and one who represents the buyer (your agent). Typically, the
listing agent gets a 3 percent commission on a sale, and the buyer’s agent
gets a 3 percent commission on the purchase. As the buyer, you don’t need
to worry about this commission; it’s the seller’s responsibility to pay it.

Here’s why it’s important to have your own agent. If you walk in off the
street without an agent and make an offer on a property, the listing agent
will generally be happy to write it up for you. By doing so, the listing agent
gets both sides of the commission (for a total of 6 percent of the purchase
price). This is a bad deal for you and a great one for the agent. It’s bad for
you because the listing agent represents only the seller and can’t be a dual
agent—meaning no one is looking after your interests when the offer is
written. Indeed, the sales contract will state that clearly. Nonetheless, the
listing agent will get paid for your end of the deal.

So even if you go to open houses on your own, you should have an
agent. You don’t have to bring him with you, but you should tell the agent
who’s holding the open house that you are represented by your own agent.
(When you do this, don’t be surprised if the agent doesn’t let you into the
house. They can be testy when they discover that they won’t get both sides
of a deal.) With your own agent, you should establish a relationship so you
can call him on a moment’s notice to write up an offer for you.

By the way, open houses (which we’ll cover in the next step) are a com-
mon place to find an agent. As you make the rounds, make a point of
talking to the agents who are running the open houses you visit. Tell
them what you're looking for. Fill out their sign-up sheets. See who fol-
lows up. See who’s hungry. Just keep in mind that most agents who work
open houses are new to the business and may not have the experience
you want. Then again, they may really be hungry and willing to go the
extra mile for you.
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HOW TO FIND A TOP AGENT

I've always believed that success leaves clues. As a result, you should be able
to find out who the top agents are in any community within an hour. And
often you can do it without leaving your home.

When I started looking for real estate in downtown Manhattan, I did all
my initial research online. In short order, I could tell who had the most list-
ings and the most sales. All I did was go to Google and search for “New
York City real estate agencies.” Then I compared websites. It was clear who
the big players were and who were the wannabes. In this way, I was able to
identify the No. 1 real-estate agent for downtown Manhattan.

If you don’t like searching on the Internet, you can simply drive around
the area you're interested in and note the agency names on all the For Sale
signs you see. Again, success leaves clues. You'll see certain names over and
over again on the listing signs. And read your junk mail. See who is spend-
ing money marketing in your area. As a rule, it’s the veteran, successful
agents who spend money on advertising. For one thing, they’re usually the
only ones who can afford to do this. For another, they learned years ago
that the best way to find clients is to spend money prospecting for them.

Finally, ask your friends for referrals. As I've said before, there’s no rec-
ommendation more valuable than one based on personal experience. But
however you find your agent, don’t sign any agreement that says you will
work exclusively with him or her. If you do, you could find yourself in a
situation where an agent who turned out to be a dud gets a commission
on a deal he had nothing to do with closing. If you must agree to exclu-
sive representation, at least make sure the contract contains provisions
that allow you to cancel it—ideally, on one week’s notice, but at least
within 30 days.

Keep in mind that, if you use an agent to sell a property, you will have to
sign an exclusive agreement. In this case, make sure it provides you a 30- to
60-day out—so in the event the property is not selling, you don’t get stuck
with an ineffective listing agent for too long.

STEP FIVE
START GOING TO OPEN HOUSES

@ S

The fastest way to become a local real estate guru is to start frequenting
open houses. An open house is just what it sounds like: A homeowner who
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wants to sell his house opens the place up for inspection by prospective
buyers (or their agents). Basically, it’s an invitation to come through the
house and take a look. It’s free and it’s fun. Just don’t get so hooked on it
that you forget the point of the exercise—which is to actually buy a house.

When I lived in San Francisco, I rented an apartment in the Marina dis-
trict. This was probably the single dumbest thing I ever did. I justified rent-
ing because I already owned a house in Danville that had a tenant in it who
was effectively paying my mortgage. All the real estate books said, “Find a
home, buy it, then rent it, move somewhere else, then buy another home.”

That’s just what I was doing—or so I told myself.

Every weekend I would go to open houses to get my finger on the pulse
of the local real estate market. As time went on, I really did get to know the
market. I knew exactly what was being offered in the Marina, what owners
were asking, and what buyers were actually paying. I also got to know the
local agents, because I talked to them at the open houses I visited. I quickly
learned who had the best listings, what kind of places were selling, and
what kind weren’t.

I felt very smart and knowledgeable. And, in truth, I was. Within three
years, | knew more about Marina real estate than many of the agents. I
could go through a house and say to myself, “Oh, two years ago this sold for

b3

‘¢$x, and since then they redid the kitchen, so it’s now probably worth ‘$y.

KNOWLEDGE WITHOUT ACTION COSTS MONEY

My problem was that the only homes in my price range in the Marina
were one-bedroom condos like the one I was renting. At the time, places
like these were selling for around $250,000, which I thought was insane.
It seemed much cheaper to rent a one-bedroom condo than to own one.
I’d look at two-bedrooms that were priced at $275,000 to $350,000 and
think, “This is crazy. I could buy another home in the suburbs for that
much money.”

So I did nothing. Which was a terrible mistake. Within three years, the
price of the condo I was renting jumped from $250,000 to $500,000! And
I'd thought $250,000 was crazy. I started telling myself that the real estate
market had to crash. It just had to.

Meanwhile, I kept looking at places in the Marina every weekend. 1
spent so much time looking that my girlfriend Michelle—who over the
course of my compulsive house hunting became my wife—started giving
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me a hard time. “Why do you keep looking?” she would ask me. “You’re
obviously never going to buy anything.”

In all, I wasted four years renting in the Marina. When I finally bought
my second home, it was a two-bedroom condo for $640,000. As I men-
tioned before, I later sold it for more than $900,000. That may sound good,
but had I bought the place two years earlier, it would have cost me half as
much and I would later have made nearly three times the profit.

So even though I did the right thing in the end, all those years of inac-
tion cost me a lot of money!

Learn from my lesson. Go out this weekend and start looking at houses.
Study the real estate ads, make a list, and plan to visit 20 open houses this
weekend in the area you targeted in Step One. Then do it again the next
weekend. Then do it again the weekend after that and the weekend after that.

THEN STOP LOOKING!

Within one month of weekend real estate expeditions, you should know
your neighbourhood. Looking at 100 open houses over the course of four
or five weekends should give you a really good feeling for the market. You
can look longer if you like, but it’s really not worth it. Trust me on this.

i STEP SIX
BUY A HOUSE AND START MAKING MONEY

There are two ways you can do this.

One is to move in, watch your home appreciate in value for a couple of
years, then sell it and collect the profit tax free. Then repeat the process.
(Remember, the capital gain on your principal residence is tax free.)

BUT WHAT IF I DON’'T WANT TO MOVE?

A colleague of mine was discussing this idea over lunch with her in-laws and
they said, “That stuff about getting rich in real estate doesn’t apply to us.
How can we be real estate investors? We love our neighbourhood and we
love our house. We don’t want to sell it even if it has appreciated in value.”
My colleague had a great suggestion. “So don’t sell your house,” she said.
“Instead, use the equity you've built up in it. Borrow against your equity
and use the money to buy a small house or condo that you can rent out.
Your tenant will pay the mortgage on your new place, while you get rich!”
Her in-laws looked shocked, but they were definitely interested!

Get Rich Investing in Real Estate ... on the Weekend

What my colleague had described to her in-laws is the second strategy.

Use the equity in your current house to buy rental properties. As I noted
if the rental property you want to buy will generate a positive cash flow, you
shouldn’t have any trouble finding a bank willing to lend you the money—
even though you may still be paying off a mortgage on your current home.

CONSIDER MULTI-UNIT PROPERTIES

If you're really ambitious, you may want to consider buying a multi-unit prop-
erty. By multi-unit properties, I mean two-, three- and four-family homes
(or, as the professionals call them, duplexes, triplexes, and four-plexes).

The strategy here is very simple. You buy a multi-unit home, keep one of
the apartments for yourself and rent out the rest—the idea being that the
cash flow from your rentals will more than cover all your expenses.

If you do this correctly, you can make a lot of money very quickly—and
you can often live rent free.

BEING A LANDLORD CAN BE
EASIER THAN YOU THINK

Becoming a landlord is one of those things that, like getting a mortgage, may
not be easy, but it doesn’t have to be that hard, either. Consider the story of
Lovelynn Gwinn. Back in 1998, everything was going great for Lovelynn. She
had a terrific job working in the travel department at Warner Music and she
had a terrific apartment in the Brooklyn Heights neighbourhood of New
York. The rent was high ($2,000 a month), but she had a nice roommate who
split the cost with her. But then the roommate left, and suddenly Lovelynn
had a problem. She couldn’t find a new roommate to share the burden, and
with an income of about $50,000 a year, she couldn’t afford the full rent.

To make ends meet, Lovelynn took a second job at a record store. “I was
working from 9:30 a.m. to 6:30 p.m. at Warner Music, then from 7 p.m. to
1 a.m. at Virgin Megastore,” she recalls. “It was just too much.”

To make matters worse, she was broke all the time. “A friend asked me
why I never had any money. I said, ‘I don’t have any money because it’s all
going to rent.”

The friend happened to work for a bank, and knowing a little about per-
sonal finance, she told Lovelynn she should buy a house. At first, Lovelynn
laughed off the idea. “I could never get a mortgage,” she told the friend.
“For one thing, I've got bad credit.”
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Now it was the friend’s turn to laugh. “Everybody thinks they have bad
credit,” she said. And sure enough, when she ran Lovelynn’s credit, it was
just fine.

So then the question became how much of a house Lovelynn could
afford. She only had $12,000 in savings, and she didn’t think that would go
very far as a down payment. Once again, she was wrong.

The first weekend Lovelynn went house hunting she saw an article in the
newspaper about a city program called Homeworks. One of many such
programs sponsored by the City of New York, it sells run-down, repos-
sessed buildings at cut-rate prices to developers who get all sorts of tax
breaks and subsidies to fix them up and then resell them to individuals like
Lovelynn at reduced prices.

NOT HER DREAM HOUSE,
BUT A GREAT OPPORTUNITY

Working through Homeworks, Lovelynn was able to find a three-family
brownstone in Harlem for $240,000. “This wasn’t exactly my dream
home,” she says. “The neighbourhood wasn’t great and the apartments
were a little on the small side. But I figured this was a great opportu-
nity.” Her idea was to rent out the other two apartments and use the
proceeds to cover her mortgage payments. Of course, she had only
$12,000 to offer as a down payment, which meant she needed a 95 per-
cent mortgage. “It wasn’t easy back then,” Lovelynn says. “I had to go to
a dozen different banks before I finally found one willing to work with

me.” But all it takes is one, and Lovelynn’s perseverance eventually paid

off. She got her mortgage—and her house—with a down payment of
only 5 percent.

As it turned out, Lovelynn’s decision to become a homeowner wound
up changing her life in ways she never could have imagined. Two years after
she moved into her renovated brownstone, Lovelynn was laid off from her
job in the economic contraction that followed the 9/11 tragedy. By this
point, however, she was making almost as much money as a landlord rent-
ing out the other two apartments in her brownstone as she had been at
Warner Music, so she was able to ride out nearly two years of unemploy-

ment without breaking a sweat.

i
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FROM TWO JOBS AND NO MONEY TO
NO JOB AND PLENTY OF MONEY

In fact, she says, the only reason she finally went back to work was that she
decided she was too young to be retired.

Appropriately enough, what Lovelynn wound up doing was getting her
real estate license and becoming a real estate agent. “I get a kick out of help-
ing people do what I did,” she says. “And the thing is, it’s so much easier to
become a homeowner now than it was back in the late 1990s, when I did it.
These days, if you have decent income and good credit, the banks will lend
you up to $850,000 with no money down. So there really is no excuse not
todoit”

Before she bought her brownstone, Lovelynn had absolutely no experi-
ence in real estate. What she found was that being a landlord is no big deal.
Basically, what it requires is common sense.

DON’T WORRY ABOUT PRICE—
CONCENTRATE ON CASH FLOW

To begin with, she learned that you shouldn’t be intimidated by the fact
that a multiunit house generally costs a lot more than a single-family
home. What matters is the cash flow it can generate. “Don’t focus on the
total price of the house itself,” Lovelynn says. “Focus on what it actually will
cost to live month to month. If it pays for itself, what do you care what the
total costs are?”

And while she points out that you've got to be comfortable with the
responsibilities that go along with being a landlord—meaning you’re the
one who gets called when a pipe breaks at two in the morning—dealing
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with tenants doesn’t have to be a nightmare. The trick is being selective ,

about who you rent to (while keeping in mind, of course, that there are
strict laws against discrimination on the basis of race, religion, age, and
gender). You definitely want to ask applicants where they work and how
much they make. And then verify their answers by calling their employers.
You also want to get references from previous landlords and check them
out, too.

“People are always afraid of who they’re going to get as tenants,” says
Lovelynn, “but when I was going into it, I thought about the people I was
friends with at work. They were all tenants, and they all paid their rent on
time. That’s what most people do.”
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Lovelynn’s experience as the owner of—and tenant in—a multifamily . o CHAPTER TWENTY
home has been so positive that she’s currently in the process of helping her i '
sister buy a multiunit property in Michigan. “I want to make it possible for :
her to do the same thing I did,” she says. “Buying that three-family house
changed my life.”

KEY “START LATE” PRINCIPLES IN :
CHAPTER NINETEEN ' GETTING RICH
« The combination of leverage, income, tax advantages, and apprecia- ' I N RE AL E STAT E:

tion makes real estate a uniquely valuable and productive asset.

* You can’t make money just looking at real estate. You have to buy : TH E ADV AN C E D

something.

* By buying a home, living in it for a while, and then either selling it or o C o U RS E

renting it out—and then repeating the process—you can make big

Reviewing the principles we discussed in Chapter Nineteen, here
is what you should be doing right now so you can Start Late anid i If all you did in real estate were follow the strategies I just described in
Finish Rich. Check off each step as you accomplish it. !i Chapter Nineteen, you'd be in great shape to start late and finish rich. But if
| you have the interest and inclination, there is a lot more you can do—and a
much richer future you can build for yourself—investing in real estate.

Beyond the basic six steps [ just laid out, there are a variety of more sophis-
[ Find a real estate agent and start visiting open houses. ticated strategies you can employ buying, selling, and renting properties.

They range from the simple and straightforward to the subtle and com-
plicated. Not every one is right for everyone, but one (or more) of these
may be right for you.

money without having to spend very much.

U Decide where you want to buy real estate, check out your credit
score, and get preapproved by a mortgage lender.

U If you are already a homeowner, use the equity in your home to
buy a second home and rent the first one out. Let your tenant
foot the costs of making you rich.

STRATEGY NO. I:
LOOK AT NEW DEVELOPMENTS

ﬁ: One of the fastest ways to get rich in real estate is to be among the first to buy
in a new development. This is especially true when the real estate market is
hot, as it has been since the late 1990s. In fact, in recent years, developers have
been selling out the first phase of new developments in just hours. In some
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parts of B.C,, for example, where new developments are booming, it’s not

unusual to hear stories of people sleeping in their cars in order to be the first .

to put a down payment on a home that hasn’t even been built yet.

Not too long ago, a friend of mine named Harry visited an area outside
Orlando, Florida, to buy a few lots in a new golf-course development. He
didn’t intend to live there; rather, he figured he’d flip the houses as soon as
they were built.

Unfortunately, Harry arrived at the development site later than he intended
to. Though it was still a few hours before the office would open, there were
already 500 people in line. The entire first phase of the development sold out
in two hours, with most of the lots going for upward of $500,000.

Harry called me both excited and a bit miffed. “This developer sold
more than $100 million-worth of homes in just two hours,” he said. “It’s
insane. There’s no way these lots could be worth $500,000! Similar lots
were going for $250,000 less than two years ago.” -

But that wasn’t the biggest surprise. “Here’s what’s really crazy,” Harry
continued. “You're not going to believe this, David, but they’re putting the
second phase up for sale—and the same-sized lots are now going to be
priced at $700,000! That’s a $200,000 price increase in 48 hours!”

Obviously, there is some scary speculation going on, and you should
never consider putting money into any development that isn’t backed by
reputable builders and financial institutions. Remember, it’s not until you
and the other buyers have put down your money that the developer actu-
ally has to build the development. The idea is that by the time he’s done
and the place is ready for occupancy, the market value of its condos or
houses will have gone up significantly. All this depends on the developer
being a reliable builder of quality homes, and the sad fact is that not all are.

Still, if you're careful, you can achieve impressive returns investing in
new developments—especially if you buy in the first phase and get in early.

Stephanie, a member of my team at FinishRich, Inc., just did this a year
ago—and her condo has increased in value from $350,000 to more than
$500,000 in one year. Now the development is offering a new phase—and
first-phase homeowners are being given first crack at buying at a discount.

MAKING A FORTUNE BY FLIPPING YOUR INTEREST

One of the great things about investing in developments is that you can tie
up a development property with little or no money down. Few new devel-

opments ask for more than a 10 percent deposit. Many require less. What’s .-
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more, as long as your sales contract is assignable, you can sell your interest in

the property to someone else without even closing on the property.

Recently, I got an email from a reader who did just that,

David, just as you said, I got an assignable right in my contract. The
condo cost $650,000. I put down 5 percent ($32,500). By the time the
building was completed 18 months had passed and my company had
transferred me to another city. Fortunately, I had the ability to assign
the right of the contract. I contacted my broker, who found a buyer for
the condo in 48 hours. The condo was now worth over $900,000.

I assigned the rights to my buyer and at closing I walked away with
a cheque for $250,000. And the buyer was thrilled because he bought
the condo without it going on the open market, which would have got-
ten him into a bidding situation.

We all won.

S

Just as the stock market booms and then busts, so too does real
estate. Buying in a new development for speculation can truly
backfire if the market cools down. You may be obligated to buy a
home you don’t want or lose your deposit if you don’t close. So
watch the market closely and keep in mind that real estate doesn’t
always go up.

'STRATEGY NO. 2: IF YOU OWN A BUSINESS,
BUY A BUILDING FORIT

We’ve already talked about the idea of starting your own business (if you're
not already self-employed). As soon as you have one that makes money;,
you should consider buying a building to house it.

The best way I know to get rich in business is to own the real estate where
your business is located. This is the classic “McDonald’s formula.” This for-
mula was created by Ray Kroc, the driving force behind the world’s largest
fast-food chain. Kroc figured out early on that the business he was in wasn’t
just hamburgers. It was also real estate. He realized that, if McDonald’s
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owned the pads (that is, the land and buildings) on which its franchised
restaurants stood, the company would eventually have millions and eventu-
ally billions of dollars’ worth of real estate paid for by its franchisees. As a
result of Kroc’s insight, McDonald’s has become a massive real estate player,
the owner of a great deal of valuable property around the world.

BUSINESS OWNERS OFTEN GET RICH BY ACCIDENT

In the course of meeting and working with hundreds of business owners as
a financial advisor, I learned a lot of amazing things. But nothing amazed
me as much as the fact that most business owners who get really rich gener-
ally do so by accident. The accident isn’t that someone happens to walk in
the door one day and offer them a fortune for their business. This sort of
thing rarely happens. Far more common, the accident is that when the
owner first started the business, he or she happened to buy a building for it.

Here’s a classic example: .

For 20 years, Fred owned a furniture store. For most of that time, the
store did well. But then the market changed and Fred found that his type of
store was too small to compete with the likes of IKEA and the other big-
box discounters. He began losing money, and after two years of trying to
find a buyer for his store, Fred gave up and closed down.

Fortunately for Fred, he owned the building his store had occupied—
and he discovered he could rent it out for $15,000 a month! Before long,
Fred found a tenant willing to sign a 10-year lease. He now had more
money coming in from rent than he had when his business was running
profitably—and he didn’t have to work. Instead, he played golf every day.

Then disaster struck. His tenant stopped paying the rent and eventually
went bankrupt. At first, Fred was distraught; it seemed his luck had run
out. But before very long he got an inquiry from a developer who was look-
ing to redo the entire block. To make a long story short, the developer
wound up paying $2 million for the vacant store, and Fred is now happily
enjoying a comfortable and secure retirement.

Fred was able to start late and finish rich because he was lucky enough
to have bought his real estate.

Lucky like a fox!

So be like Fred. Do whatever you can to buy the real estate your business
uses—even if you have to start small. This is exactly what I’ve just done by
buying a condo for my offices. Around the same time this book is published,
FinishRich, Inc., will be moving into its new corporate headquarters.

i
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While we’ll be increasing our office space fivefold, my mortgage pay-
ment will be less than what I was previously paying in rent. So now it’s my
personal net worth that will be growing—rather than a landlord’s.

STRATEGY NO. 3: TIE UP A BIG DEAL
WITH AN INEXPENSIVE OPTION

A good friend of mine named Andrew recently made $5.1 million in 90 days
on a real estate flip. And he did it with an initial investment of only $50,000.

The secret to generating huge returns like this isn’t complicated, but it
can be risky. It definitely takes know-how and guts—plus bold action. Still,
one deal can make you more money than a lifetime of work.

What Andrew did was use a $150,000 option to tie up a 2,000-unit
apartment building that the owner was looking to sell for $72 million.

What this means is that Andrew made the seller an offer to buy the build-
ing for the full $72-million purchase price, with a 90-day due-diligence
period (and the deposit was refundable). The seller accepted his offer.

Now, Andrew didn’t have $72 million, and he had no real intention of
personally funding the purchase. But while he knew he couldn’t afford to
buy the building, he also knew that there had to be someone else out there
who not only could but would. He just didn’t know who it might be. So he
tied up the property for 90 days and started looking.

Within a month, Andrew found someone who knew an investor who
loved large apartment deals. He looked at the property and decided he was
interested—so interested that Andrew was able to get him to agree to buy the
building for $77.1 million. The deal was structured in a way that Andrew’s
company would receive more than $5 million in cash at the closing!

Andrew, who was 37 at the time, put together most of the deal via fax
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and phone while he was on vacation with me. We’ve been close friends

since the third grade. He’s the friend I bought my first home with for
$220,000—the same friend who could barely afford to split the $25,000
down payment with me.

When Andrew let me know that this deal was close to getting done, it
was with the classic Blackberry email: “ David—deal now 5.1 million—cash
at closing” :

I immediately called to congratulate him. He said humbly, “I just got
really lucky.” My response: “Andrew, my friend, you’ve been working 80- to
100-hour workweeks since 1990. You've got nearly a decade and a half of
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experience. Your hard work, relationships, and knowledge are what created
your luck—and you deserve every penny.”

Andrew’s example may be a bit extreme—but it’s important to consider
it as an indication of what is possible. As I mentioned, we bought our first
piece of real estate together when we were in our early twenties. We
scratched together $12,500 each to buy a home. We made almost nothing
on that first home over five years, and I more or less stopped investing in
real estate. But Andrew kept going—and today he’s doing deals that are
making him millions.

You start small and grow. You can do this, too—if you really want to.

The only thing that separates you from Andrew and a deal like the one I -

just described is knowledge and action. You just have to DREAM IT and
THEN DO IT.

HOW TO TIE UP PROPERTY WITH OPTIONS

The mechanics of what Andrew did aren’t complicated. The key is to get an
assignable right to buy a property—and an exclusive period of time to tie
it up while you find a buyer. The trick, of course, is to find an available
property that you think you can flip for a higher price than the current
owner is asking. Once you’ve done that, all you need to do is negotiate the
key terms of your option—specifically, how much youre going to put
down in cash and how long you have to close the purchase.

Deals like this can be small (for example, involving a single-family
home) or large (involving a huge apartment building like Andrew’s). The
more sophisticated the deal, the better the team of real estate agents and
lawyers you need around you. And you have to be willing to risk your down
payment—which is not a small thing. Quite often, these deals don’t work
and the money (the deposit) can go hard—meaning the owner of the
property keeps your deposit even though the deal doesn’t close.

STRATEGY NO. 4: LET THE GOVERNMENT
HELP MAKE YOU RICH

When it comes to things that sound too good to be true, I'm the ultimate
skeptic. So when I started hearing that you can buy real estate often with

little or no money down using special government loan programs, I really
began to wonder.
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Then, while researching my last book, The Automatic Millionaire, 1
learned about the real estate programs that are available to first-time
homebuyers, veterans, low-income families, teachers, law enforcement
officers, and other special groups.

The more I researched these programs, the more intrigued I became. As
I pointed out in Chapter Eleven, there are government programs designed
to make it easier for people to buy homes. So why not take advantage of
the situation?

WHERE TO FIND HELP FROM THE GOVERNMENT

The first thing you should do is go online and visit www.cmhc-schl.gc.ca.
Do it now—or at least as soon as you finish reading this section of the
book. This is the website of the Canada Mortgage and Housing Corpora-
tion (CMHC), the Crown corporation set up in the 1930s to help Canadi-
ans gain access to a wide choice of good-quality, affordable homes.

CMHC is an amazing resource, and so is its website. In addition to
mortgage-insurance programs I described back in Chapter Eleven that are
designed to make it easy for you to get low- or no-down-payment mort-
gages at reasonable interest rates, CMHC provides advice on buying, reno-
vating and improving a home, renting, home-building and credit issues.

Among other things, CMHC'’s website lists multi-unit residential prop-
erties for sale through real estate agents and CMHC. It also provides links
to residential real-estate listings.

STRATEGY NO. 5: LOOK AT
LEASE-TO-PURCHASE DEALS

One of the easier ways to buy a home is to find a seller who will consider

what is called a lease-to-purchase deal. Here’s what you do. If you are con- |

sidering renting a new home or renewing an existing rental agreement, tell
the owner that in addition to signing a regular lease, you would also like an
option to buy the property. »

If he’s amenable, you then draft a contract that stipulates not only the
rent for a set period of time but also an agreed-upon purchase price. For
example, say you are paying $1,500 a month renting a home whose current
market value is $230,000. You can tell the owner, “I'm interested in renew-
ing my lease for two years at $1,500 a month, but I’d also like a two-year
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option to purchase the house for $230,000, which as you know is the fair
market value for the house” (If he doesn’t accept, you can always offer
more later if you want.) You add that, if you do decide to exercise the
option and buy the house, any rent you have paid to that point will be
applied against the purchase price.

WHY WOULD AN OWNER AGREE TO
A LEASE-TO-PURCHASE DEAL?

What’s in it for the owner? Potentially a lot. Landlords make these kinds of
deals all the time. Here’s why:

* They’re afraid the market may cool down and it may not be easy to

sell a property.

* They’re worried their property is going to be worth less in two years.

* They like the security of having a tenant locked into a two-year lease.

* They know a tenant who is thinking of buying the place is likely to

take better care of it.

* You may have offered them an above-market price.

Despite all these reasons, you may find you’ll have to sweeten the pot a
bit to get your landlord to bite. One tactic is to offer to agree to a 10 percent
hike in the rent. Chances are, the landlord will regard this as a no-lose deal.
Not only is he getting higher rent, but you probably won’t buy the place
anyway. (Little does he know.)

By the way, don’t assume you have to go out and create these opportu-

 nities. It’s actually very easy to find one simply by looking in the “Houses
for Rent” section of the classified ads. Keep an eye out for phrases like “rent
to own,” “lease to buy,” “lease option to purchase,” etc. There may even be a
subsection head like “Lease to Purchase.” All of these mean the landlord is
looking for someone like you.

WHY A LEASE-TO-PURCHASE DEAL
CAN MAKE YOU RICH

Say you've signed a two-year lease-to-purchase agreement under which
you're paying $1,500 a month rent with an option to buy the house for
$240,000. Two years go by and the house is now worth $270,000—or $30,000
more than your agreed-upon purchase price. Now you can go to the bank
and get financing to buy the home. The bank will happily lend you 80 per-
cent of the purchase price, or $216,000. This means you now need to come
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up with only $24,000 in cash for a down payment, right? Wrong! You don’t
need to come up with anything, because, under your agreement with the
landlord, all the rent you paid would be applied against the purchase price.

So you don’t actually have to raise $240,000 to buy the house, because
you get to subtract the $36,000 in rent payments you made over the past
two years. All you need is $204,000. But since you've gotten the bank to
finance 80 percent of the $270,000 purchase price, or $216,000, you can
pay the seller the $204,000 you actually owe him, while you get a $12,000
cheque at the closing. You’ve just bought a home with no money down and
gotten cash back at closing—how nice is that?

WHAT IF THE HOME DOESN’'T APPRECIATE?

In the example I’ve used, the home increased in value by more than 17 per-
cent in two years. That’s hardly unheard of, but there’s certainly no guar-
antee that it will happen all the time. Even so—even if the value of the
house stays flat—lease-to-purchase deals still make sense. That’s because as
long as you can find a landlord willing to apply your rent toward a possible
future purchase price, you come out ahead because your rent is no longer
going down the drain. Instead of simply making the owner rich, it’s build-
ing equity for you.

WHAT IF YOU’RE THE OWNER?

Someday (sooner than you think!) you may be a landlord yourself. There
may be situations in which you might want to suggest a lease-to-purchase
arrangement to a tenant. Let’s say you own a rental property but find your-
self in a situation where the rental market is too soft for you to be able to
charge enough to have a positive cash flow. A lease-to-purchase deal could
solve your problem.

Here’s how. You get your tenant to accept the increase you need to fix
your cash flow by offering him a lease-to-buy arrangement under which all
his rent payments can be applied to the purchase price. You stipulate a two-
year lease and agree that the purchase price will increase by 5 percent a year.

You've instantly done two things: You've created positive cash flow, and
you've guaranteed yourself a 10-percent increase in the value of your prop-
erty over the next two years. At this point, the worst thing that could hap-
pen would be that your tenant exercises his option to buy in two years—in
which case you've made money on both sides of the deal.
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Under the best-case scenario, the tenant doesn’t buy the property but he
takes really good care of it because he was thinking about buying—and
you've made extra money on the higher rent.

STRATEGY NO. 6: LOOK AT FORECLOSURES

The infomercials spend a lot of time on this topic. Truth be told, foreclosures
are not the easiest way to buy property. First and foremost, properties that
are actually foreclosed are usually a mess—both literally and figuratively.

By the time a bank forecloses, it’s generally not the only creditor to
whom the property owner owes money. Some of these creditors (such as
contractors) may have put liens on the property. Also, the owner may have
become discouraged and been either unwilling or unable to properly
maintain the property. Even worse, he or she may have vandalized the
place. It is not unheard of for buyers of foreclosed homes to find they have
purchased a property where, in a fit of rage, the previous owner has poured
cement down the drains and toilets, pulled out plumbing, smashed win-
dows, stripped out wiring, and worse.

In Canada, foreclosures follow a prescribed course. Lenders, who are
usually banks, want to get as much for the foreclosed property as they can.
So they seldom let the properties go cheap.

Still, people buy foreclosed properties every day and sometimes make
money doing it. So why not you?

THE “ABC”S OF REAL ESTATE FORECLOSURES

The foreclosure process begins when, for whatever reason (usually a seri-
ous financial reversal), the borrower stops making payments on his mort-
gage. After a few missed payments, the bank (or other lender) advises the
borrower that this is not acceptable—and that it plans to take action.

If there’s no response, the lender, usually a bank, notifies its lawyers to
initiate action against the borrower. The period between the default and
the action varies from province to province. In Ontario, a bank can start
foreclosure proceedings within 15 days after non-receipt of payment.
Usually, though, a bank will send a barrage of letters and make a few
phone calls to the borrower to find out what’s going on. The letters gener-
ally start out nicely, saying something like, “We value our relationship,
appreciate your business, and apologize if this is a mistake on our part...”
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But over time they become increasingly aggressive as the loan falls further
into arrears.
At this point, the final foreclosure countdown gets under way.

REDEMPTION

Again, this stage varies from province to province. In Ontario, a borrower
has 45 days to pay the loans in arrears (i.e., to redeem him or herself).

If the borrower doesn’t come through with the payments, the bank
begins foreclosure proceedings.

FORECLOSURE

Once the redemption period expires and the borrower hasn’t paid what he
or she owes, the lender can sell the property. Under power of sale, the pro-
cedure followed in Ontario, the property can be sold by auction, private
contract, or tender. Most often, the property is listed with a real estate
agent, who places it on the market for sale just like any other property.
Under provincial guidelines the property must be listed with a multiple
listing service, appraisals must be obtained, and the listing must be avail-
able to the public for the standard period for such properties.

WELL DONE—YOU'’VE GOT A
NEW ROAD MAP TO WEALTH

This chapter on real estate was designed to introduce you to many of the
ways smart investors use real estate to grow their wealth. Over the course of
your lifetime, you may use one of these ideas, some of them, or all of them
to help you start late and finish rich.

The secret to building wealth in real estate is to simply get started! There
will always be a reason not to invest in real estate. By the time you read this
book the real estate market could be cooling down. We could be experienc-
ing inflation, or terrorism, or a new government. The world is uncertain.
But real estate is a unique investment that has proven throughout history to
be very solid. It’s certainly helped to create countless millionaires. Now it’s
your turn.
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KEY “START LATE” PRINCIPLES IN
CHAPTER TWENTY

* Depending on your situation and inclination, there are a variety of
slightly more sophisticated strategies you can employ to make serious
money investing in real estate.

Reviewing the principles we discussed in Chapter Twenty, here is
what you should be doing right now so you can Start Late and
Finish Rich. Check off each step as you accomplish it.

Q Check out new developments, properties you can option and
flip, lease-to-purchase deals, and foreclosures.

O If you own your own business, buy a building for it. J

Congratulations! Having finished Step Four, you now know how to tur-
bocharge your income—which, combined with spending less and saving
more, will make it much easier than you dreamed to start late and finish

rich. But while you're nearly there, your journey isn’t quite over. In the next -
section, we’ll complete what you need to know by talking about how to tur-

bocharge your life by giving more and being more.

PART FIVE

GIVE MORE,

LIVE MORE




.

CHAPTER TWENTY-ONE

IT’S NEVER
TOO LATE
TO GIVE MORE

Everyone can be great because everyone can serve.
—Dr. Martin Luther King, Jr.

Over the last twenty chapters, you've read—and, I hope, learned—more
about how to start late and finish rich than most people will read and learn
in their entire lifetime. It would be easy at this point to feel you've found
out all you need to know and decide it’s time to call it quits. Please don’t
make this mistake. |

In this final section of the book, we’re going to talk about how to give
more and live more. This may seem a far cry from figuring out your Latte
Factor or learning the ins and outs of paying yourself first or growing your
income, but it is every bit as important as those concepts—or anything else
we’ve covered so far. The truth is that while money can help make your life
easier, it can’t always bring you happiness. Real happiness comes from
inside us. It comes from living a life of meaning. And deep down inside, we
all know this.




272

Start Late, Finish Rich

This is why I often say that, while finishing rich is an important and
worthy goal (I'm all for you having tons of money!), I also know that hav-
ing a purpose bigger than money is critical to long-term happiness, joy, and
personal fulfillment. Having nice stuff is great but living a life of meaning is
even better. So with that in mind, I'd like you to consider the possibility
that your life is meant to be lived with a purpose higher than simply accu-
mulating wealth—and that purpose is to give more. If you are already giv-
ing, then I'd like to suggest that maybe you consider giving even more.

Just as it’s never too late to start saving, it’s never too late to start giv-
ing—or living more. The more you give, the more you really live. And the
more you live, the more joy enters your life.

What kind of giving am I talking about? Well, let me suggest that the world
really needs your help and that you are in a position to make a difference.

Yes, you. You can make a difference—and the way to start is with the life-
changing idea of tithing.

THE WORLD NEEDS YOUR HELP

The one incredible universal truth that has stood the test of time is that the
more you give the more you receive.

This notion—that the more we give back to others, the more comes
back to us—is not simply a religious doctrine; it is virtually a law of nature.

If you are looking to attract more wealth and happiness into your life,
the fastest way I know how is to give more.

By giving, I don’t simply mean donating money to some worthy cause.
That’s certainly one way of doing it. But you can also give by donating your
time and energy and expertise. However you do it, the truth is that the
world needs your help—and it needs it now.

WHY THE WORLD NEEDS YOUR HELP

We live in a great country. Yet did you know that even in Canada, among the
most prosperous nations of all time, about 8 percent of the population, or
just under 2.5 million people, have to compromise the quality or the quan-
tity of their diet at least once a year because they don’t have enough money?
Did you know that as many as 10,000 people sleep in shelters or on the
street on any given night in each of Toronto and Montreal? Did you know
that, even in smaller centres like Edmonton, Calgary, Ottawa, Winnipeg,
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Hamilton, Halifax, Saskatoon, and Regina, from 1,000 to 2,000 people a
night sleep in shelters or on the street?

On a global basis, the situation is far bleaker. Roughly one out of every
five human beings on the planet—that is, more than 840 million people—
are malnourished. Upward of 153 million of them are children under the
age of five. According to the Food and Agriculture Organization of the
United Nations, some 6 million children die each year as a result of hunger
and malnutrition. Every day, some 40,000 children under age five die from
hunger and preventable diseases. That’s 24 children a minute.

FORTUNATELY, PEOPLE ARE HELPING

Faced with such dire facts, many people simply choose to ignore them. But
many more people step up to the challenge. According to the Canadian Cen-
tre for Philanthropy, about 6.5 million Canadian adults do some sort of vol-
unteer work, with the average volunteer donating more than three hours of
his or her time each week. And about 80 percent of Canadians gave an aver-
age of $239 to registered charities in the year 2000 (the latest year surveyed).

But while these statistics are impressive, the truth is they could be better.

When I think about the Latte Factor and how we spend money on little
things we don’t really need, I wonder what would happen if for just one day
no one in the country bought lattes but instead gave the money to charity.

Imagine what would happen if we got every fancy coffee place in Canada—
starting with Starbucks—to create a “Latte Factor-Help The World” Day. Just
imagine how much money could be raised to help the homeless!

Could something like this make a difference? We’ll probably never
know. But I do know that if you were to start contributing something
today, you could.

And that’s the way we change the world—one person at a time.

TITHING—THE GREATEST GIFT
YOU WILL EVER KNOW

With this in mind, let’s look at the concept of proactive giving called
“tithing.” Technically, tithing is voluntarily giving one-tenth of one’s
income to charity—usually through a church or other house of worship.
But I like to think of it more generally as simply devoting any regular per-
centage of your income or time to any worthy cause or causes.
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In the year since I wrote The Automatic Millionaire (which includes a
chapter on tithing), I've been surprised to learn that not everyone has
heard of tithing. And many people who have assume it’s strictly a religious
thing. In fact, tithing is mentioned in both the Old and New Testaments.
But you don’t have to be religious to believe in its importance. For at its
core, tithing is simply the deeply meaningful act of deciding today that you
will send a portion of what comes into your life back out to help others.

IS THE SECRET TO BECOMING RICH
THE “GOLDEN MAGNET” OF GIVING?

Over the years, I've spent a lot of time studying the rich and the superrich
(whom I define as people whose net worth exceeds $10 million, not includ-
ing real estate). The more I've learned, the more I've become convinced
that most people who achieve great wealth have at least one thing in com-
mon—giving.

When I first heard the billionaire investor and philanthropist Sir John
Templeton make this point, I wondered if it could really be true. (Temple-
ton himself was a famous tither—who started giving to charity on a regu-
lar basis long before he became rich.) Could the secret to being rich really
be as simple as “give more and more will come back to you”? Does giving
away wealth really attract wealth?

Some 10 years later, I can say that I am certain of it. Time and again, I've
come across examples of superrich individuals who made a point of
donating a portion of their earnings to charity—even before they became
rich. Indeed, virtually every self-made billionaire I’ve ever studied echoes
Templeton in declaring that tithing or giving was a principle of their life
well before they had any money.

As a result, I've come to believe that the giving of your time or money to
help others is more than the golden rule. It is the golden magnet. I have
seen this happen in my life and in the lives of hundreds of people around
me. It’s a simple, observable fact: Those who give lead more abundant lives.

HOW ONE COMPANY DECIDED TO TITHE—
AND BECAME A BILLION-DOLLAR SUCCESS

You just completed several chapters about how to start your own business.
I hope they inspired you to consider doing just that. Well, here’s a great
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story about one new venture that incorporated tithing in its original busi-
ness plan—and within four short years achieved a market capitalization of
more than $1 billion. Could it be that the idea of donating a portion of its
income helped to jump-start this company’s success? '

The company is called Salesforce.com. It was founded by a very success-
ful visionary named Marc Benioff. While I don’t know Marc personally, one
of my best friends from college is married to his sister. On the golf course a
few years back, my friend told me how his brother-in-law was in the process
of creating a new company that could make traditional contact-
management software obsolete by putting the contact-management system
online (so no software or network would be required). As my friend shared
with me what this new company was trying to do, it seemed clear Benioff
was onto something that could transform the way business is done in the
twenty-first century. But equally impressively, as Benioff toiled away build-
ing his company, he did something I'd never seen done before—he com-
mitted 1 percent of Salesforce.com’s equity to a foundation that would give
back to help others. He also committed 1 percent of the company’s profits
(in product donations) and 1 percent of his employees’ time to help others.
He then went around giving interviews and speeches pointing out that if
more corporations both in the United States and abroad were willing to set
aside a percentage of their stock, profits, and time to help others, the world
would quickly become a better place. Benioff called this “Compassionate
Capitalism” and he wrote a book on the subject, using the phrase as his title.

WHAT IF EVERY COMPANY
IN THE WORLD GAVE BACK?

What a great idea! What if every company gave back to the world a small
percentage of its stock and profits and time? It wouldn’t have to be a lot. In
fact, it could be a tiny percentage, like Benioff’s 1 percent. But cumulatively
and over time, the impact would be huge—especially if everyone started
doing it. Imagine if Wal-Mart or Microsoft had tithed just 1 percent of
their equity from day one.

In June 2004, just four years after Benioff started Salesforce.com in a
small office, he was able to take the company public. Overnight, his net
worth swelled to an estimated $250 million, as the market valued Sales-
force.com at roughly $1 billion. On that basis, the endowment of the chari-
table foundation Benioff established was suddenly worth some $10 million.
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But even before that happened, the foundation was supporting charita-
ble programs in 13 countries that positively affect 50,000 families. Equally
important, 85 percent of Salesforce.com’s employees had already taken
advantage of Benioff’s “time giveback program,” volunteering their time to
make a difference in their communities. And Salesforce.com was offering
its products to nonprofit organizations for free.

My guess is that this is only the beginning for Salesforce.com. Was it a
coincidence that this company did so well so quickly? Or did tithing make
a difference? There’s no way of knowing for sure, but my gut tells me that
Benioff’s decision to tithe his company’s equity certainly didn’t hurt.

Indeed, it had to have helped. Companies go public every day. One of
the things that made this one stand out is that it was built to give back.

See how giving can change your life and help others at the same time?
With this in mind, let’s take a close look at how to manage your giving.

DECIDE ON A PERCENTAGE AND
MAKE IT AUTOMATIC

For starters, you can decide today that you're going to send a percentage of
your income back out to help others. What percentage? That’s up to you.
Many people suggest the traditional tithing route in which you take 10
percent of your gross income even before you pay yourself first and
donate it to helping. Then you make your contributions to savings. In
effect, you're deciding to pay yourself second. I'm not so sure about this
practice. My experience is that it turns many people off from giving any-
thing. I say you decide. One alternative is to continue to pay yourself
first—Dbut at the same time commit to giving a percentage (even if it’s only
1 percent) to help others. ‘
The best way I know of to do this is to make the process automatic by
arranging to have a percentage of your income automatically deducted from
your paycheque or chequing account and transferred to a reputable charity.
What’s a reputable charity? It’s an organization that doesn’t use up your
contribution on administrative expenses but actually spends the vast bulk
of the money it collects on the people or causes it’s supposed to be helping.
Most experts agree that a charity should pass through at least 70 percent
to 75 percent of what it raises—meaning its administrative expenses
should never exceed 25 percent.

It’s Never Too Late to Give More

I personally never give money to any charity until I've had a chance to
look at its financial records.

If you're going to give money to an organization, you deserve to know
how the organization is going to spend it. So ask to see the financials and
make a point of finding out what percentage of the money raised actually
goes to the people the charity claims to be helping. If a charity won’t show
you its records, find one that will.

INTERNET RESOURCES TO
HELP YOU DECIDE WHERE TO GIVE

There are 78,000 registered charities in Canada. Fortunately, there are also
some great resources on the Internet to help you figure out which groups
deserve your support. Here are a few favourites:

www.donorsguide.ca
The guide contains basic data, collected by questionnaire, on some 4,000

Canadian fund-raising organizations.

www.volunteer.ca
Funded by the Government of Canada, this site contains almost everything
you'd ever want to know about volunteering in this country,

www.statcan.ca
For data on charitable giving and volunteering, StatCan’s website contains

some useful surveys, which are updated regularly.

www.cra-arc.gc.ca
The Canada Revenue Agency’s website includes a list of registered Cana-

dian charities, which you can download.
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GIVING BACK A PERCENTAGE OF YOUR TIME

People ask me, “What about giving my time to charities? Does donating my
time count?”

Of course it does. In fact, donating your time can often be more useful
than donating your money. There are tons of charities that need helping
hands far more desperately than they need additional dollars. And from
your point of view, donating your time can be incredibly meaningful. I've
given both money and time to charities—and though both count and both
help, the experience of giving my time has had far more impact on my life
than the experience of writing a cheque.

YOU CAN ALSO CHOOSE TO
GET REALLY INVOLVED

You can give a little of your time or you can give a lot. I've never seen a
charitable organization that wasn’t looking for enthusiastic volunteers. All
too often, people assume that to be really involved with an organization you
need to be rich and powerful. This is simply not true.

Take the story of Marissa. She came up to me after I delivered a speech
on giving and confessed that her dream was to be on the board of a major
charity in her city. Unfortunately, she added, she was sure the organization

wouldn’t want her because she wasn’t rich. As she put it, “I can’t buy my

way onto the board.”

This prompted me to ask Marissa a really simple question: “Have you
tried to volunteer your services to the organization?”

Marissa said she hadn’t.

“Then don’t assume anything,” I replied. As I told her, my experience is
that, while charitable organizations are always looking for money and con-
nections, they are equally interested in enthusiasm. And you can often
make up with enthusiasm and dedication what you can’t offer with money
or connections.

Marissa said she’d give it try. A year later, I received an email from her.
She was now chairwoman of the charity’s big annual fund-raising event.
“You wouldn’t believe how much time this has taken up of my life,” she
wrote me, “but I've never been happier. I’ve met so many incredible people.
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I even got a new job as a result of someone I met through the organization.
But while it’s been unbelievable for networking, the most important thing is
that I feel like my life has more significance. I just feel better as a person.”

/,SOMETIMES GETTING INVOLVED CAN
COMPLETELY CHANGE YOUR LIFE

When he was a boy, Darren Port’s best friend had diabetes, so in 1993 Darren
decided to sign up for a “walkathon” sponsored by the New York chapter of the
Juvenile Diabetes Foundation. This led Darren to get involved in the organiza-
tion. Before long, Darren’s youth and enthusiasm were attracting attention and
he was being tapped to do more. Soon, people twice his age were looking to
him for leadership. By 1996, he was named chairman of the Walkathon.

As a result, Darren started to become well known in New York philan-
thropic and business circles. As he told me recently, “The people I've met in
the last 10 years as a result of donating my time to charity have not only
become close friends, they’ve also led to amazing business relationships.
I've got a Rolodex filled with the names of some of the most important
people in the city. Because they appreciate what I've done, I know I can
count on their help if I ever need something.”

Then Darren said something me that is really important to know:

“Charities are driven by the people who get involved!”

As a result of his work with the Juvenile Diabetes Foundation, Darren has
found his passion and his purpose. He recently founded a new company,
called PoweredbyProfessionals.com, that is transforming how charities raise
money. [n just a year, he’s helped worthy groups raise more than $3 million.

ARE YOU READY TO GET INVOLVED?

Here are some great websites of organizations that can help you get started
volunteering your time to help others.

www.charityvillage.com : :
CharityVillage® offers more than 3,000 pages of news, jobs, volunteer
opportunities, and links to Canadian charities and nonprofits. You can find
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local volunteer opportunities or connect with international organizations
working in a wide range of fields.

www.canadians.org

The Council of Canadians is a citizens’ watchdog organization with
100,000 individual members. Founded in 1985, the Council has more than
50 local chapters that lobby MPs, produce top-notch research, run national
petition and letter-writing drives, and do extensive work in the media—all
with the goal of preserving Canada’s social programs, culture, wilderness
and sovereignty.

WWW.Ceso-saco.com

CESO is a not-for-profit, volunteer-based organization founded in 1967 that
provides economic development expertise to Aboriginal and non-Aboriginal
Canadians and clients in 18 countries in Africa, Asia, the Caribbean, Central
and South America, and six emerging market economies in Central and
Eastern Europe. It relies on a network of 3,500 volunteer advisors who are all
experienced in their professions or careers and serve as mentors, advisers and
trainers in Canada and abroad.

www.idealist.org

This is the website for Action Without Borders, a service dedicated to con-
necting people, organizations, and resources to “help build a world where
all people can live free and dignified lives.” The site will enable you to
search more than 40,000 nonprofit and community organizations in 165
countries, along with thousands of volunteer opportunities in your area
and abroad.

www.savethechildren.org

Founded in 1932, Save the Children is a nonprofit child-assistance organi-
zation that strives to make lasting positive change in the lives of children in
need. It operates in more than 40 countries throughout the developing
world to help improve the health, education, and economic opportunities
of children and their families. In addition to allowing you to make online
donations, the website also offers many other ways for you to get involved
in Save the Children’s mission.
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www.ymca.ca

The YMCA depends on volunteers to help build healthy kids, families, and
communities. Some volunteers serve on boards, some teach fitness classes
while other help out with fund-raising, special events, youth and children’s
programs, and many others. More than 30,000 Canadians volunteer for
YMCA programs.

www.doctorswithoutborders.org

Doctors Without Borders is a private, nonprofit organization that delivers
health care to remote, isolated areas where resources and training are lim-
ited. It also provides emergency aid to victims of armed conflict, epi-
demics, and natural and man-made disasters. You can volunteer to help or
make a donation at its website.

www.cpaws.org
The Canadian Parks and Wilderness Society (CPAWS) aims to get new
parks established to preserve Canada’s wilderness. Founded in 1963,
CPAWS has helped protect over 350,000 km of Canada’s magnificent wild-
lands. CPAWS has 10 chapters across the country where people passionate
about nature can get involved.

www.campusaccess.com/campus_web/intern/i2int.htm
A great site to find volunteer organizations in Canada and abroad involved
in a wide variety of activities from environmental activism to business

mentoring.

WHY THE “HAVE MORES” HAVE MORE

There’s a hero in all of us that keeps us honest and makes us great.
I hope this chapter has inspired you to find your hero and give some of
your money or time (or both!) to help others.
Over the years, I've seen firsthand that the “have mores” give more.
I’ve also seen that the fastest way to feel rich is to give more—and that
those who give more become rich faster. I don’t think it’s a coincidence.
Research shows definitively that people who give of their time and
money to help others live longer, happier, and wealthier lives.
What more could you ask for?
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CHAPTER TWENTY-TWO

START LATE,
LIVE RICH!

So far on this journey we’ve covered how to spend less, save more, earn
more, and give more so you can start late and finish rich. All of this is
important, but in truth my heartfelt goal for you involves much more than
just money. What I really hope is that learning how to be smart with your
money will help you LIVE RICH.

What do I mean by live rich? I mean living a life that’s in line with your
values—a life where you spend more time than you're spending now being
the person you really want to be.

DON’T POSTPONE LIVING RICH—START TODAY

Here’s a great truth about your life. You only get one. So why not LIVE A
GREAT LIFE? '

Your life isn’t a dress rehearsal. Your life isn’t a practice run. You can have
a practice marriage, a practice career, and a practice business. But you don’t
get a practice life.

Start Late, Live Rich!

THERE IS NO
“DO OVER” BUTTON

If you screw up a computer game, you can always hit the reset button. But
life doesn’t have a reset button. So the question I have for you right now is
this: Are you having fun?

Are you living a life you love—a life that brings you joy, fulfills you, and
is in line with your core values? Are you the person you want to be? Are you
doing what you long to do?

Are you living rich?

Be honest. There’s no one watching you read this book right now. It’s
just you and me and your soul here. What did your soul answer?

Let’s try the question again so you don’t fly right by this. . ..

ARE YOU LIVING RICH?

This is not a small question. In fact, it’s about as big as they come. The
question of whether you’re living rich—whether your life is fun—is not
something we’re normally raised to ask ourselves. It’s the kind of question
that, if you stop and really answer it, can shake up your whole life.

We’ve been led by decades of marketing to believe that we will lead the
good life when we are rich or retired. Not before. We will be happy when
we have more stuff. Not before.

We’ve been led to believe that, in order to live rich, we must be rich. But
you know what? It’s simply not true. It’s nothing more than an advertising
message designed by smart, sophisticated Madison Avenue marketers who
are ruining many people’s lives.

Don’t let it ruin yours.

The truth is that life doesn’t start when you retire. Life doesn’t and
shouldn’t start when you've got a lot of money in the bank. The truth is
that your life has already started.

So what does it mean for YOU to live rich? In a few pages I'll ask you
some questions that are designed to help you answer this for yourself. I'll
also provide you with an exercise to help you move toward what matters
most to you. But first let’s look at why retirement is NOT always about liv-
ing rich.
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THE MYTH OF RETIREMENT

I believe retirement—at least the way it’s been marketed to us—is a myth.
Here’s how the myth goes:
You can and should put off what is really important in your life now—

)
¥

because someday, sometime in the future, if you save enough money, you’ll
get to do what you really want to do, give, and be.

Here’s the truth about retirement:

If you put off what you want to do with your life for decades, with the idea
that you’ll enjoy your life after you retire, you will ultimately miss your lifel

The happiest retirees are people who have lived full and meaningful
lives. The only thing that changes for them when they reach retirement age
is that they are able to start tapping their retirement funds without being
penalized and maybe they bid adios to their regular jobs. Otherwise, they
simply continue doing what they have always done—leading full and
meaningful lives.

In contrast, people who have put off having a life generally find retire-
ment a shock. This is particularly true of men, many of whom find it such
a shock that they literally drop dead within months of retiring.

RETIRE, RETIREMENT, RETIRING—
WHO CAME UP WITH THIS?

The ironic thing about the concept of retirement is that even the definition
of retirement is screwed up.

Here’s how Webster’s Dictionary defines the three words most people
have been trained to want.

re-tire (ri-tir), v.i. [RETIRED (-tird"), RETIRING],[Fr. retirer; re-, back +
tirer, to draw], 1. to go away or withdraw to a private, sheltered, or
secluded place; hence. 2. to go to bed. 3. to give ground, as in battle;
retreat; withdraw. 4. to withdraw oneself from business, active serv-
ice, or public life, especially because of advanced age ...

re-tire-ment (ri-tir'mant), n. 1. a retiring or being retired; withdrawal,
removal, etc. 2. privacy; seclusion. 3. a place of privacy or seclusion.

1 o
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re-tir-ing (ri-tir'ing), adj. [ppr . of retire], 1. that retires. 2. drawing
back from contact with others, from publicity, etc.; reserved;
modest; shy.

LIVING TO RETIRE IS NOT LIVING

If you read these definitions of retirement, you’ll see there’s something
amiss. Retiring and retirement are described in terms that are almost
entirely negative: it’s all about seclusion, isolation, inactivity. That said, the
good news is that people today are living longer then ever before. Accord-
ing to a recent study, anyone who reaches the age of 65 has a 25 percent
chance of living to at least 92. (Married people who reach 65 have a 25 per-
cent chance of living to be 97!) Moreover, the fastest-growing segment of
our population is currently people over 90.

As a result of increasing longevity, the entire notion of retirement is
undergoing a forced change. Today’s 60- and 70- and 80-year-olds are
not shuffling off to the shuffleboard court. A growing number of
them are running, biking, jogging, rafting, race-car driving, having sex,
volunteering, working—you name it, they’re doing it and having fun in
the process.

So what it means to retire is really changing and will continue to change,
because older people (who are not feeling so old) are no longer willing to
be put out to pasture. And that’s a good thing. Many people in their sixties,
seventies, and eighties are learning that life can really start at anytime—
and that it is NEVER TOO LATE to live rich.

THE JOY CAN START NOW—
IT DOESN’'T HAVE TO WAIT

The fact is, you don’t have to have a fully funded RRSP to have joy. What
really matters is that you have consistent joy in your life now, that you have
some fun now—that you forget the idea that you're supposed to wait until
you retire to have those things.

You can start going for it today. All it takes is knowing yourself and
knowing what you want. And the best way I know to learn those things is
by asking yourself some questions. Starting with ...
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WHEN WAS THE LAST TIME
YOU EXPERIENCED JOY?

There are some questions that stop you dead in your tracks. This is defi-
nitely one of them.
I know it stopped me.

It happened in 2001, while I was watching The Oprah Winfrey Show on

TV. Oprah was telling a story about how she had been out running with
her trainer one day back in 1992, and her trainer asked her if she could
remember the last time she had experienced joy.

Oprah thought about it and realized it had been more than seven years
earlier!

When she shared this on her show, I couldn’t believe it. Here was Oprah,
a rich and famous woman, someone who was changing the world—and
joy was missing in her life! v

Oprah went on to explain how the trainer’s question made her remem-
ber how much joy she had felt while she was filming The Color Purple in
1985, and how the memory of that joy and its meaning ultimately inspired
her to change her own life. As she put it, it led her to take her TV show out
of what she called the “yak, yak, yak” genre and transform it into a platform
to help people truly lead better, more meaningful lives. The world is a bet-
ter place today because of how this one woman was inspired by that ques-
tion about joy.

THE NEXT DAY THE JOY QUESTION
HIT ME HARD

After I finished watching Oprah that day, I tried to go back to whatever I

was doing. But that question—"When was the last time you experienced

joy?”—continued to rattle around in my head.

The next day it hit me . . . hard.

I remember driving up to my office at Morgan Stanley, where I ran my
financial-planning business back in 2001. It was 5:45 in the morning. I had
been on the road for three straight weeks, on a tour to promote my second
book, Smart Couples Finish Rich. As a result, I now had three weeks of work
to catch up on and a list of 27 clients who had scheduled appointments to
see me my first week back.
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As I sat in my car in the dark parking garage, I heard a voice in my head
ask, “When was the last time you experienced joy, David?”

The answer came to me, clear as crystal: It had been two weeks earlier,
while I was giving a speech in Virginia in front of more than 1,000 couples.

Then the same internal voice asked, “When was the last time you had joy
in the office you're about to enter?”

I couldn’t remember the last time.

I sat in my car for 15 minutes and watched the digital clock on my dash-
board hit 6:00 a.m. I was 33 years old. I had two best-selling books, a hugely
successful financial-planning business, a wonderful wife, and money in the
bank—and I was exhausted. What was I doing to myself?

Why was I still working as a financial planner? It wasn’t fun anymore. I
wasn’t getting the same fulfillment out of helping people one on one as
I got helping thousands at a time. That’s where the joy was. Not in my
office, but out on the road, teaching, lecturing, writing, broadcasting, help-
ing large numbers of people.

I’d like to be able to tell you I quit that very day, but sometimes it’s
not that easy. I had built a large business with hundreds of clients I
cared about deeply as well as a team of loyal, hardworking employees. It
would take me a full year to be really honest with myself about what
gave me joy.

The more honest I became, the more I was motivated to decide to make
a change. Ultimately, I decided to leave a business that was earning me a
wonderful living. I also decided to leave San Francisco, where my wife and
I had both been born and raised, and move to New York City, where we
knew no one. Why? So I could focus the rest of my life on teaching people
about how they could live and finish rich.

This decision wasn’t based on money but on a sense of purpose and a
sense of meaning. At the time, there was no way to know whether my
income in this new life I was choosing would be one-tenth of what I had
been earning as a partner of The Bach Group. But I did it anyway because
I wasn’t happy, and the idea that I should wait another 30 or 40 years to
be happy just didn’t make any sense to me. It didn’t make sense to wait to
live rich.

So far, my decision to follow my heart seems to have worked out pretty
well.
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HOW TO TAKE BETTER CARE OF YOURSELF

Most people really believe that if they just had more money, the things that
make them unhappy would disappear and their lives would be better. The
truth is that your life can be better without your somehow getting more
money. It can be better today, but you need to make some decisions and
take some actions.

You don’t need me to tell you what will make you happy. Only you know
the truth.

ASK BETTER QUESTIONS,
YOU WILL GET BETTER ANSWERS

Most people ask themselves the wrong questions. If you ask yourself a
question like “Why does my life always stink?,” your brain will search the
files in your head and come up with an answer. It’s just like Google, the
great Internet search engine, except it’s better. But like Google, your brain
answers only the questions you ask it.

So I want you to ask yourself some better questions. I know from expe-
rience that doing this can lead you to some amazing discoveries—and
motivate you to do what it takes to create a new life for yourself.

The questions I have in mind are similar to the questions I asked myself
back in 2001 when I discovered the “when was the last time you experi-
enced joy?” question.

Are you ready? Let’s go.

THE “LIVE RICH” QUESTIONS

What makes you happy?
Be honest. Think about all areas of your life.
What makes you happy at work?
What makes you happy at home?
What makes you happy with friends and family?
What makes you happy when you are by yourself?
What do you love to do?
What would you do with your life today if you were not afraid of failure?
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What is not working in your life?

What are you currently doing that prevents you from experiencing joy?

What is working in your life?

Who is not working in your life? Often there are people in our lives who
don’t add value. In fact, they subtract from our life’s joy. Be honest.

Who right now in your life is subtracting value from your life and
adding misery to it?

Can you fix any of these relationships or should you let them go out of
your life?

What relationships are working in your life? Just as there are people who
don’t work in our lives, there are people in our lives who do. They bring
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value and joy to you. The clearer you are about why these people bring joy °

into your life, the easier it will be to appreciate and enjoy your relationships
with them—and attract more people like them into your life.
If we were getting together one year from today, what would have to hap-
pen for you to be able to tell me that you now have more joy in your life?
What is the single most important thing you’ve learned about yourself as a
result of answering these questions?

WRITE IT DOWN

Later, after you’ve taken the time to think about these questions, consider
writing out your answers in a journal. Getting your answers down on
paper will really help you connect to your truths. You'll find—as many of
my students and clients have—that, in putting them down on paper, your
answers become clear more quickly and the actions you need to take more
obvious and easier to initiate.

THE PURPOSE OF YOUR LIFE IS JOY

This may sound far-fetched, but it’s not. I believe you are here to have a life
of meaning and joy—to do great things, to be a great person. To live rich.

How do you find this fulfillment? You don’t find it. You live it.

Joy is not out there somewhere under a rock. It is not found in any one
specific thing, like getting a new job, starting a new marriage, losing 30
pounds, or having a child. It is inside you waiting to come out. Joy comes
from doing what you are meant to be doing with your life.
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This is your mission in life: to find what you are meant to be doing while
you are here. It is the hardest thing there is to do, and it is the most impor-
tant thing to do. If what you are doing today doesn’t create joy in your life,
then you may not have found what you are meant to be doing. If you have
not found what you are meant to be doing, it can be tough to live rich.

HOW TO CREATE THE “LIVE RICH FACTOR”
IN YOUR LIFE

I believe each of us has the power to discover our purpose and become joy-
ful in the process of journeying toward that purpose. It is not easy, how-
ever. Nothing important and meaningful ever is.

What you need to do is create what I call the “Live Rich Factor” in your
life. I call it this because those who find the purpose that leads them to joy
are truly the luckiest people in the world because they are living richly.

There are four basic principles involved in creating your Live Rich-

Factor.

PRINCIPLE ONE
BECOME CONNECTED WITHYOURTRUTH

The hardest thing to do is to be honest with yourself. We lie more to our-
selves than to anyone else. You must tell yourself the truth about whether
or not you are happy. If you are not happy, you must admit it to yourself.

To really be connected to your truth, you must tell yourself the truth and
you must tell the world the truth. You must have what I call “truth congru-
ence”—which means that who you are on the inside matches who you
show to the world on the outside. The Live Rich Questions I posed earlier
can lead you to be instantly honest with yourself—provided you answer
them honestly. (You did do this, right? If not, make sure you do after you
finish reading this book.)

" PRINCIPLE TWO
STOP JUDGING YOURSELF

You are your own harshest critic. I said this earlier, but it needs to be said
again. Many people talk to themselves in a way they would never accept from
a stranger, a friend, or a loved one.

ey
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If this describes you, try stopping the negative conversations you have with
yourself immediately. For one week, simply commit to saying “Stop it!” when
you think a negative thought about yourself. If you are in the habit of saying
negative things to yourself, you will find this is one of the most difficult exer-
cises you will ever do. Carry a pad with you at all times and make a mark each
time you catch yourself “thinking negative.”

You'll find that as the days go on your negative thinking can quickly be
reduced. The motivational expert Zig Ziglar uses a phrase I love about people
having “stinking thinking.” Your job is to cut out that stinking thinking.

" PRINCIPLE THREE
STOP JUDGING OTHERS _

It’s hard to be joyful when you're always judging others. In fact, it’s close to
impossible. Judging others creates a huge amount of stress in our lives. It
affects our marriages and our relationships with our kids as well as the way
we relate to friends, coworkers, and society in general.

We are not here to judge one another.

The next time you find yourself upset at someone or some situation,
catch yourself and ask, “Are you judging?” Judging others is often an
unconscious habit. But it’s a habit that can be changed the moment you
decide to stop doing it.

PRINCIPLE FOUR
PURSUE FUNWITH AVENGEANCE

It’s okay to pursue fun. It’s what children do.

My greatest joy these days is the simple pleasure of going to the park
with my little son Jack. The park is free; the time I spend with Jack in the
park is priceless.

Why do we stop pursuing fun as we get older? Fun shouldn’t be
squeezed into a few weeks of vacation each year. It shouldn’t be squeezed
into the last chapter of your life when you will supposedly have enough
money to retire. Fun deserves to be a part of your life now. Most of the
things in life that are fun can be done for little or no money.

But fun doesn’t just happen. You must make having it a priority in your
life or it will go missing. And life is too short to not have it.
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CONGRATULATIONS—
YOU HAVE SHOWN UP

You've really come a long way since you began reading this book. Together,
we’ve gone on a journey that has included learning how to spend less, how
to save more, how to earn more, and how to live and give more. Many peo-
ple buy books like this one with great intentions, but most never actually
follow through. If they do pick up the book, they may flip through several
pages and then put it back down again. Others will skim the book and
think about some of the ideas.

Then there are the people like you who actually read the book all the
way through, think about what they’ve read, and act on it!

It is the acting on the new ideas and insights you've acquired that will
change your life. )

Many people make the mistake of judging new ideas before they even
try them. That’s too bad, because to get new results in life, you have to show
up with new ideas and new effort.

I hope I've inspired you to try some new ideas and to make some new
efforts. I hope I’ve inspired you to believe you have a chance to have a new
beginning.

YOU CAN DO IT... PROVIDED YOU DON’T
MAJOR IN MINOR THINGS

If it’s so easy to start late and live and finish rich, why do so many people
think it’s impossible? The answer is that most people are too busy to put
time and energy into what matters most.

We clutter up our lives with things that we think are important instead
of living what is really important.

We major in minor things.

This book is meant to be a road map to a life of more wealth, more free-
dom, and more joy. While it shouldn’t be too hard, you can’t follow this
map without making an effort. Which is as it should be, because life is not
effortless.

Life is rich—but life is not easy.

Few people tell the truth about this.
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For many of you, this book will be the key to a new beginning. You will
experiment with these new ideas and try them on for size. Your results will
be proportionate to the energy and effort you put in.

As you try out these ideas, I'd love to hear from you—about your suc-
cesses, inspirations, and insights. You can email me at success@fin-
ishrich.com. I wake up each morning and read the emails my readers send
me. Your emails are my favourite part of the day—they inspire me to do
what I do. They also enable me to learn more each day as you, my readers,
share with me what is working—and not working—in your lives. I want
you to know from my heart that I have incredible respect for you. Though
ours is a journey worth pursuing and sharing, relatively few people are
willing to put in the effort that it requires. You are a special person who has
chosen to live more, do more, and be more.

Until we meet again: Enjoy your life and your journey. Remember, as
long as you start today, it is not too late for you to live and finish rich. Your

journey is just beginning—have fun—and LIVE RICH!
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CHAPTER TWENTY-THREE

YOU STARTED LATE...
BUT YOUR KIDS
DON'T HAVETO

If only I had started earlier.

If only someone had taught this to me when I was young.

It would have been so much easier.

Well, now you know how to catch up. And since you do, the million-
dollar question for you is this: Who can you go and teach right now about
what you've learned so they don’t wind up starting late on their journey to
living and finishing rich?

Do you have children? Nieces or nephews? Younger neighbors or
coworkers?

The fact is, you now know more than enough to really help a younger
relative or friend start young and finish rich.

You can teach someone else to save more, spend less, earn more, and—
most important—Ilive and give more.

Just think how much better the world would be if we started teaching
our kids about money in school—when they are still young enough for it
to make a real difference in their lives. Unfortunately, our school systems

You Started Late ... But Your Kids Don’t Have To l 295

are not generally required to provide financial education, nor are they set
up or funded to do so (at least not yet). So we as smart adults have to take
matters into our own hands and do it ourselves. Here’s how.

ELEVEN LESSONS TO RAISE SMART KIDS
TO LIVE AND FINISH RICH

SO :
TEACHTHEMTO “OWN THE PLACE”

When I was seven, my grandma taught me a lesson that would ultimately
shape the course of my life. One day at McDonald’s, my favorite restaurant
in the whole world, she said to me, “David, there are three types of people
who come to McDonald’s: the people who work here, the people who eat
here, and the people who own the place. If you want to be rich, you want to
own the place”

Later that night, she opened The Wall Street Journaland showed me how
to look up the price of McDonald’s stock and explained what it meant to
buy shares in a publicly traded company. “If you started saving your
allowance,” she said, “you could buy stock in McDonald’s, and when your
friends ate there, you could make money from them.”

That was all it took. I was hooked.

Over the next few months, I saved my allowance as well as my birthday
money, and with a little help from her and my father (the stockbroker), I
bought my first share of McDonald’s stock. When I turned nine, I realized
what was true of McDonald’s was probably also true of Disneyland—and
soon I bought some stock in Mickey Mouse’s house.

The rest, as they say, is history. I've been investing ever since.

The moral for you is this: the time to teach your kids about money and
investing is now. The message is simple: every product or service you buy
is provided by some company—and as my grandma said, when it comes to
companies, you can be an employee, a consumer, or an owner.

Teach your kids to become owners.

This is not difficult. Look around you. Are your kids playing video
games? Well then, teach them that they can buy stock in the company that
makes the video games (e.g., Electronic Arts). Are they listening to music
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on their iPods (Apple Computers), or composing their book reports on
Word (Microsoft), or yakking on their cell phones (Samsung or Nokia or
Verizon)? The point is that every day they are making companies rich.
Teach them how to own these companies and they will make themselves

rich as well. ,
You may create a future millionaire.

s
TEACHTHEMTO PAY THEMSELVES
~ FIRST ...AUTOMATICALLY

You can’t get rich if you don’t pay yourself first. You now know this. But
your kids don’t. Teach them that the moment they earn a dollar, they
should pay themselves first.

To keep it simple, explain that the secret to becoming rich is to pay
yourself first 10% of what you earn. If they earn $10, they should save the
first dollar they are paid and live off the remaining nine. Explain that if
you do this, you will never have to worry about money—ever! Share with
them the truth that you've learned from Chapter 9 that the only way peo-
ple consistently save money when they become adults is to pay them-
selves first automatically. Pay Yourself First .. . Automatically is so simple
a concept that it should be ingrained in us in school. We shouldn’t be
allowed out of the eighth grade without knowing it. Unfortunately, you
won'’t find it on any curriculum, so it’s up to you to teach it today to a
child you love.

o
COMPOUND INTERES

“MIRACL

One of the most astonishing facts of life is what has come to be known as
the miracle of compound interest. Show your child what this means. Kids
may not get it when you say, “Pay Yourself First.” They may not get it when
you tell them that it’s easy to become a millionaire if you start saving when
you are young.

You have to show them the math.

So show them the math. Literally. Show them the table on page 39 in
Chapter Three and let them see what an enormous pile of money they
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can accumulate if they start saving just a few dollars a month when they
are young.

" LESSON NO. 4
TEACH THEMTO BUY A HOME—BECAUSE
YOU CAN'T GET RICH RENTING

Tell the kids you’re mentoring that the smartest financial decision they will
ever make is to buy a home. Hammer this message into their heads. Do they
get a kick out of watching Donald Trump on The Apprentice? Tell them what
made Trump rich was real estate and that it all starts with buying their first
home. Share with them how to go do this. If you skipped over the section on
real estate and buying a home, go back and read Chapters 11 and 12.

Also teach your kids the power of a biweekly mortgage payment plan—
how it can change their lives by enabling them to pay off their mortgages
years early, thus saving them tens of thousands (maybe hundreds of thou-
sands) of dollars.

LESSON NO. 5
TEACHTHEM ABOUT CREDIT CARDS
AND THE PERILS OF DEBT

One way that we are truly failing our kids is by raising them to be credit-
card addicts. Our children see us using our credit cards irresponsibly. What
they don’t see is the stress and pressure that the resulting debt creates in
our lives.

Teach them how credit cards also have a “miracle of compound inter-
est”—only in reverse.

Explain that credit cards are okay if they are used responsibly, but that
the minimum payment they see on their bills is a trap designed to keep
them in debt forever. Most important, explain that if they are late paying
their credit-card bills—or, worse, simply stop paying them at all—they will
ruin their credit records, which can make life really, really difficult. Explain
how a bad credit record can affect their ability to get a job (because employ-
ers routinely check the credit reports of job applicants, and judge them
accordingly) as well as their ability to buy a home or car (because having a
bad credit record makes it much harder to get mortgages or car loans).
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In short, make them understand that just because a credit-card com-
pany or a store is willing to give them credit cards doesn’t mean they can
really afford to use them.

T s

LESSON NO. 6
TEACHTHEM ABOUT THE LATTE FACTOR

While you know all about the Latte Factor, chances are that the kids you
are mentoring don’t. So explain the metaphor to them today. Make it a
game. Ask them to track their Latte Factor for one day (you can down-
load the Latte Factor Challenge form from www.finishrich.com) and
then report back to you on what they spent their money on. Have them
run the Latte Factor Calculator to figure out what a huge nest egg they
could amass if they saved the money they now spend on things they don’t
really need. -

They’ll be shocked—and motivated—when they discover that doing
this could really make them millionaires. I know because I get emails daily
from young people who tell me that a parent or mentor encouraged them
to go through this exercise, and what an eye-opener it was for them. It

really is a wake-up call.

e

LESSON NO. 7
TEACHTHEM THAT IFTHEY CAN'T PAY CASH FOR
SOMETHING,THEY SHOULDN'TBUY IT

We live today in a “have it now” society. Your kids are watching MuchMu-
sic, and what they see there are pop stars with their “bling-bling.” With
their $100,000 watches and gold necklaces, these people are not the role
models you want your kids to emulate. Teach them that many of these

“blingbling” guys and gals will be broke in ten years. It’s the truth and your

kids need to know it.

Teach them that it’s not about the money. Your kids may think they want
to be rich—and that’s a great motivator—but what they really want (and
what you should want for them) is freedom. Teach your kids that the real
reason they should be saving their money—instead of spending it on lux-
uries they can’t really afford—is that saving leads to financial security, and
financial security provides freedom. Explain how having money in the

|
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bank will give them the ability to do what they want to do when they want
to do it.

LESSON NO. 8
TEACHTHEMTOTITHE
A PERCENTAGE OF WHAT THEY EARN

Teach the child you mentor the importance of giving back. Tithing
shouldn’t have to be taught in churches or temples; it should be taught at
home. Our kids need to learn at a young age why it’s so important to give
back a percentage of what they earn. Teach them to do this and together
we’ll make the world a happier and better place.

LESSON NO.9
TEACH THEM WHAT YOU DID WRONG WITH YOUR MONEY

Chances are if you bought this book, you started later on your financial life
than you wish you had. Tell the child you mentor the truth. What did you
do wrong? What would you do differently if you had the chance? You've got
decades of real-life experience, so share what you've learned. Give the gift
of your hard-won knowledge to someone you love. You may change their
life forever.

LESSON NO. 10
TEACH THEM THAT IFTHEY DON'T CONTROL THEIR OWN
NE ELSE WILL

Too many parents raise their kids to go to school, earn good grades, and get
a good job. This is not a formula for living rich.

The rich teach their kids to be owners. The middle class teach their kids
to be employees.

So teach your child to be an entrepreneur. The fact is that these days it’s
far riskier to be an employee than to be an entrepreneur.

In this uncertain and competitive world, entrepreneurship is the key to
prosperity and security—and ultimately it will be the key to your child’s
future. The world needs more dreamers, more doers, more builders—and
that means more entrepreneurs.
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LESSON NO. Il
_ TEACHTHEMTO DREAM BIG DREAMS

The world needs more dreamers. Let the adults be realistic. We need our
kids to believe and know that they really can be “anything” and “anyone”
they want to be. . Our greatest purpose in life is to use the gifts our creator
gave us to be who we were put here to be. For many of our kids, this means
dreaming of a life bigger than the one they are currently living.

Please—as an adult, be a dream creator and not a dream stealer. Your
words of encouragement to a young person may shape not only the child’s
destiny but the world’s. You don’t know who you are talking to when you
speak to a young person. You might be speaking to the next Dr. Martin
Luther King, or Pierre Trudeau or Oprah Winfrey or Wayne Gretzgy or
Lance Armstrong. You don’t know what the child you-love can do. Only the
child can know, and she or he might not know it yet. SO ENCOURAGE
THE DREAM!

WHO WILLYOU TEACH TODAY?

Mentor a child to become a dreamer who lives and finish rich—please.
Commit right now to do this. Fill out the commitment form on the fol-
lowing page. Sign and date it, and then share with me what happens when
you take action. You can submit your story to me on our website at
www.finishrich.com or e-mail me at success@finishrich.com.

Better yet, have the person you mentor send us their story so we can use
their successes to encourage other young people to dream bigger and live
richer.

Thanks—I’m proud of you!

You Started Late ... ButYour Kids Don’t Have To

I, , hereby commit to

teach (insert child’s name) to be

smart with his or her money. | will share this book and the

lessons I've learned no later than (insert date).

Signed,

Date

I will be a senior in high school in Baltimore, Maryland. My summer read-

ing for my Economics class included your book, The Automatic Millionaire.
Out of the eight ridiculously boring books plus yours (which | don’t count

as boring) that | have to read before the start of term, | chose to read your
book first because, even at seventeen, | have a love affair with money that
would make my boyfriend jealous.

Your book is, without a doubt, the worthwhile read of my life. The most

basic and necessary aspects of a consumer society are never taught in

school. Most young people | know are intimidated by money because they |

are under the impression that it’s too complicated. Thus they get stuck in
the cycle of, as you said, “living paycheque to paycheque.”
This book really gave me a clear direction for my financial future. Hope-

fully, by starting early, I'll be another Automatic Millionaire you helped. |

want to be able to take care of my parents the way they cared for me, so
that will be my incentive to be successful with your plan. So thank you for

sharing your expertise with America.We desperately need honest and sim-

ple financial advice. | look forward to retiring a millionaire! Thanks again.
Kat Harrington
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Retroactive penalties
on credit cards, 66
Royal Bank, 103, 135, 186
Royal LePage, 136

S
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Sara Lee, 206
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Saving. See Paying Yourself First
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increasing income from, 164-65,
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imposing a limit on yourself, 57
relationship to income, 30
longterm effect on wealth, 29-30
Starting late
. acknowledging regrets and
moving on, 14-16

il

and Double Latte Factor,
overcoming, 44—45
and homeownership, 137-38
and Latte Factor, overcoming,
38-39
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TransUnion, 247
Trump, Donald, 155
20/60/20 rule, 171-74

\"4
Volunteer.ca, 277
Volunteering, 273, 277, 278-81

w

Withholding taxes, 86, 96, 98—99
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Finishing Rich ,
is as Easy as |--2-3-! 
at FinishRich.com

Step | Go to our web site at www.finishrich.com. There you can
join our FinishRich Community by registering for my powerful FREE Fin-
ishRich Newsletter. Each month I'll send you my thoughts on the econ-
omy as well as useful ideas to help you succeed both personally and
financially—AND you’ll receive any updates we make to any of the Fin-
ishRich books.

Step 2 Attend a FinishRich Live Event in your area. Each month,
courses based on my books are taught throughout North America, and
95% of them are FREE. Find the updated listing at www.finishrich.com.

Step 3 Download the FREE Start Late, Finish Rich audio program
called “The Five Secret Questions to Start Late and Finish Rich.” These
Five Questions are designed to get you to take immediate action
toward realizing your dreams and going for the life that you deserve.

How to Reach Us

Go to www.finishrich.com or e-mail us at success (@ finishrich.com.
I love hearing about your successes, and I learn from your suggestions
and questions. I promise—if you send it, we will read it!




OVER
2 MILLION
FINISHRICH
BOOKS IN PRINT!

 START LATL, |
FINISH RICH

A HO-FAIL PLAN FOR £0H
FIBRHEIEL FREFIOY

- Because It’s Never Too Late P
to Finish Rich .

A no-fail plan for achieving financial freedom at any age! David Bach has created a
program for anyone who fears it is too late for them to achieve financial security.
You'll learn from real people who started late and finished rich—and you'll be
inspired to take action regardless of your age.

In this life-changing book you will learn:

v Why you should not pay down your debt before you save
v How to catch up on your savings by using the Perfect Pie Approach

v How investing in real estate can help you catch up

v How to start a home-based business on the side—without quitting your day job
v How to get your money to work for you instead of you working for it

g GRSER B TRE 41 KATIRMAL BESTSELLER ooy

W AUTOMATIC
LIONAIRE

<« The Automatic Millionaire Workbook
% New in 2005!

The essential companion guide to the #1 National Bestseller, from financial
coach David Bach. Now you can put pencil to paper and make your seven
figure dreams come true. More than just a book, The Automatic Millionaire
Workbook is a toolbox filled with practical, easy-to-follow exercises, work-
sheets, and planning tools designed to help you automate your financial life.
Just do it once! The rest is automatic!

A PERSONALIZED PLAN Y0
RITH._AHTORATICALLY

L
i G ¥
I AR RO S

Doubleday Canada

Available wherever books are sold * www.finishrich.com

THE o
AUTOMATIC |
MILLIONAIRE

The Automatic Millionair:
( The #1 International Bestseller

The Automatic Millionaire has taken the world by storm. It's appeared at #| on
the New York Times, BusinessWeek, USA Today, and the Wall Street Journal business
bestseller lists and #1 in Canada. It's been featured on The Oprah Winfrey Show,
CNN, Today, and many other national television shows.Why the success!? It’s a
simple plan that really works. For the millions of North Americans discouraged
by the economy,and the 97 million Americans who haven't yet saved a dollar for
their future, The Automatic Millionaire is a life-changing book that makes saving
money easy—and automatic!

R POWERFUL ONE-STEP PLAN
L 10 LivE AND

DAVID BACH

WEW THEX THSES BESTSELLING SETANR OF i
Simaes Coupies Piisk Rick w Saont Woenea Fratsh Buch |
H

“Finally, a book that helps you stop sweating it when it comes to your money! The
Automatic Millionaire is a fast, easy read that gets you to take action. David Bach
is the money coach to trust year in and year out to motivate you financially.”
—Richard Carlson, author of Don’t Sweat the Small Stuff

B 516es 1o achiEvin FaANCIAL
SECURITY AND FUNDINE YBUR BREAMS .

- Smart Women Finish Rich
The New York Times Bestseller

The first in the FinishRich series, Smart Women Finish Rich is the most successful

finance book written for women. Translated in over ten different languages, with WOMEN
hundreds of thousands of copies-in print around the world, Smart Women has )
shown women of all ages and backgrounds how to take control of their financial FINISH

future. Bach’s nine-step program gives you tools for spending money wisely, estab- — -
lishing security, and aligning money with your values. RICH

s 30 0 ovdle
Suces Cuupiss Towesh Hieh

“David Bach is the one financial expert to listen to when you'e intimidated by
your finances. His easy-to-use program will show you how to afford your dreams.”
—Anthony Robbins, author of Awaken the Giant Within and Unlimited Power

Smart Couples Finish Rich
# | National Bestseller

@ svarT Bt

COUPLES Smart Couples Finish Rich has the same easy-to-read style and action-oriented format

I N 1S H .| that made Smart Women Finish Rich a bestseller. In this book, David teaches that cou-

: ples who plan together financially, stay together. Having worked one-on-one with

hundreds of couples as a financial advisor and having spoken to thousands in his sem-

inars, David shares exactly what you can do to become a couple that truly lives a rich
life.. .together.

“David Bach offers a prescription both to avoid money conflicts and to plan a harmonious
future. . .. Bach’s book offers some valuable new nuggets. The bottom line is action, and
Bach’s chatty writing style helps motivate you to the end.”—BusinessWeek

Available wherever books are sold * www.finishrich.com
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The Finish Rich Workbook >
"~ National Bestseller

In this, the third book in the FinishRich series, you'll find innovative exer-
cises, checklists,and planning tools that let you tailor the FinishRich wisdom
to your own individual circumstances. For singles and couples alike, The Fin-
ish Rich Workbook is like having a one-on-one session with David Bach him-
self.

Learn it.Write it. Live it.

reans o Aotion,
i Freedom

IOOI 4 <« 1001 Financial Words
HNANCI AL You Need to Know :

WO R D S This is your FinishRich dictionary! If you want to finish rich you need to know
YOU NFFD TO KNOW the fanguage of money. In this classic, David Bach partnered with Oxford Dic-
OUNEED TO R tionary to create the first financial dictionary in Oxford’s publishing’s history.

= mi?*;ffﬂg N = This wonderful little book explains every financial term you need to know,

B Busiess Anp » = plus David includes quick mini-guides to managing your financial life with
Davip BACH information on understanding your credit, balancing your portfolio, making a
i e e i savings plan, buying property, and purchasing insurance.

“Indispensable!”—Smart Money Magazine

Smart Women Finish Rich on Audio CD > e ek stk it

Listen to this national bestseller on CD. Read by David Bach, some

ofthe topics covered include:

¥ The 9 steps to achieving financial security and funding your dreams

¥ The 12 commandments of attracting greater wealth

v How and why women make better investors than men

v How to put your values first, before making decisions about money

¢ How to get your finances at home organized in less than an hour

¢ The power of the Latte Factor™—how to build a million-dollar
nest egg on less than $5 per day

v Why you deserve a raise and how you can get one this month

v And so much more...

Available wherever books are sold * www.finishrich.com

'START LATE,
FINISH RICH

A NO-FAIL PLAN FOR RCHIEV!
| FINANCIAL FREEDON
| AT ANY ABE

<« Start Late Finish Rich on Audio CD

o

3
Listen to David Bach as he takes the FinishRich wisdom and tailors it specif-
ically to all of us who forgot to save, procrastinated, or got sidetracked by
life’s unexpected challenges and are now worried that it’s too late to achieve
financial freedom.Well, David Bach has incredibly good news—it’s never too
late and in this audio he shows you exactly what to do to get started right
away.

(DAVID BACH!

“READ BY THE AUTHOR

UNABRIIGED

The Automatic Millionaire on Audio CD )

Now you can listen to the # | New York Times bestseller on audio CD. Read
by David Bach, this one little audiobook has the power to secure your
financial future. The Automatic Millionaire starts with the powerful story of an
average American couple—he’s a low-level manager, she’s a beautician—
whose joint income never exceeds $55,000 a year, who somehow manage
to own two homes debt-free, put two kids through college, and retire at
fifty-five with more than $| million in savings. Through their story you'll
learn the surprising fact that you cannot get rich with a budget! You must
have a plan to pay yourself first that is totally automatic, a plan that will
automatically secure your future and pay for your present.

e oupies P Rl W S cne s ik

' 1| The second book in the FinishRich series and read by David Bach, this
« %o > 1| # | national bestseller covers:

i 1| « How to talk about money with your partner without fighting
v How to plan your dreams together as a couple
v The biggest mistakes couples make with their retirement accounts
v The 8 golden rules to hiring a financial advisor
# The |0 biggest mistakes couples make financiafly
v How to grow your income by 10% in the next 9 weeks
v The CouplesFinishRich quiz: your tool to see how smart you are about
money

Available wherever books are sold * www.finishrich.com




The Automatic Millionaire
Home Study Course

In this home study audio program packed with how-to tips, David takes a
personal approach to the insights he shared in The Automatic Millionaire.
You’ll be coached by David as though he’s in your home, car, or office as
he reveals even more strategies, secrets, and tactics to help you turn an
ordinary income into a lifetime of financial freedom...easily and automati-
cally. The complete Automatic Millionaire Home Study Course is filled
with critical tools and additional information you won't find anywhere else,
including:

v 8 extraordinary audio §ession§

v An Exclusive Bonus Session: How to Put Your Financial House in Order
v Accompanying Workbook on CD-ROM

Best of all, with The Automatic Millionaire Home Study Course, you’ll have
David Bach as your personal, one-on-one financial coach. Through these
audio sessions, he’ll be available to you whenever you need him, so you'll
never forget your focus or lose momentum. You can check in anytime you
want a strategy review, a shot of power, or a fresh dose of inspiration.

And you can listen anywhere—while you're commuting, traveling—or even

exercising!

Also included in the Automatic Millionaire Home Study Course is a copy of
the #1 Bestseller, The Automatic Millionaire, and our exclusive Latte Factor
Travel Mug.

To order visit www.finishrich.com.

ABOUT THE AUTHOR

David Bach has helped millions of people around the world take action to live
and finish rich. He is the author of the #1 New York Times business bestseller
The Automatic Millionaire as well as the national bestsellers Smart Women
Finish Rich, Smart Couples Finish Rich, and The Finish Rich Workbook. Bach
carries the unique distinction of having all four books in his FinishRich Series
appear simultaneously on the Wall Street Journal, BusinessWeek, and USA
Today bestseller lists. He is also the author of 1001 Financial Words You Need
to Know, the first financial dictionary published by Oxford University Press.
In all, his books have been published in ten languages with more than two
million copies in print worldwide.

Regularly featured on television and radio as well as in newspapers and
magazines, Bach has appeared twice on The Oprah Winfrey Show to share his
strategies for living and finishing rich. He is also a regular contributor to
CNN’s American Morning and has appeared regularly on ABC’s The View,
NBC’s Today and Weekend Today shows, CBS’s Early Show, Fox News Chan-
nel’s The OReilly Factor, CNBC’s Power Lunch, CNNfn, and MSNBC. He
has been profiled in numerous major publications, including the New York
Times, BusinessWeek, USA Today, People, Reader’s Digest, Time, Financial
Times, the Washington Post, the Wall Street Journal, Los Angeles Times, San
Francisco Chronicle, Working Woman, Glamour, and Family Circle.

David Bach is the creator of the FinishRich® seminar series, which high-
lights his quick and easy-to-follow financial strategies, from which millions
have benefited. In just the last few years, more than half a million people have
attended his Smart Women Finish Rich® and Smart Couples Finish Rich®
seminars, which have been taught throughout North America by thousands
of financial advisors in more than 2,000 cities. Each month, through these
seminars, men and women learn firsthand how to take financial action to live
a life in line with their values.

A renowned financial speaker, Bach regularly presents seminars for and
delivers keynote addresses to the world’s leading financial service firms,
Fortune 500 companies, universities, and national conferences. He is the

o o o o o i,



founder and CEO of FinishRich, Inc., a company dedicated to revolutioniz-
ing the way people learn about money. Prior to founding FinishRich, Inc., he
was a senior vice president of Morgan Stanley and a partner of The Bach
Group, which during his tenure (1993 to 2001) managed more than half a
billion dollars for individual investors.

David Bach lives with his wife, Michelle, and son, Jack, in New York,
where he is currently working on his eighth book, Smart Homeowners Finish
Rich. Please visit his web site at www.finishrich.com.




