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Financial Products will change. ..

Personal finance tools will change...
Financial planning models will change...
Strategies RARELY change
and

Principles NEVER, change!

This book is based on principles of personal finance.
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Testimonials

“A must read for people who are starting their career fresh out of college. If I would have read it
6-7 years back when | started working f would have avoided so many mistakes that | committed

ininvesting”- Reader

"One needs some courage to go through this book. It first shakes you up from your siumber
{firancial laziness), then squeezes off you, your mislearnings about saving and Investment” -

Reader2

"Only One Word...WOW...! . | have been searching a lot and met a lot of finance people, None

have quenchedmythirst for inance know-ledge”-Reader3

One thing which this book stand apart fram others is that it is written in dead plain and simple

language thateveryone canunderstand - Reader4

What an excellent book....This is my shortest expression on completion of reading the book

-Readers

This bookis-Simple, Powerful, Relevant, Thought Provoking, Insightful, and Out of clutter - much

needed efforttowards empowering a Common Man - Reader6
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Preface

%4 man's reading program should be as carefully plapned as his daily

diet, for that too is food, without which he cannot grow mentaliy.”
- Andrew Carnegie

There is a lot in Andrew Carnegie’s statement. The first thing to note are the words "reading
program”, it is missing in the area of personal finance. Ask yourseif if you have carefully planned
your personai finance reading program of not. How many books have you read so far to develop
mastery in the area of your personai finance? Ifyouwant to achieve that mastery, this book canbe

your firststep.

Having this book in your hands s akin to making a commitment to grow your personal finance
acumen, I can say this from my years of experience asa blegger. |am very clear that if you carefully
plan your personal finance reading program, it will bring about that BIG change which you seek
in your financial life. At some point, when you are reading this book, it will look straight into your

face and wake youup; itwill showyouthe missing elements ofyourfinanciallife.

Maost people graduate from college and go in search of their dream job or venture. Many a times,
they do get that dream job and start earning money that can make their life comfortable and
exciting. Getting a dream job was all they planned for. But getting a well paying jobis nottheend;

itis justthe beginning.

Pecple get caught up with various big and smaif experiences that they encounter in the first few
years of their career; they have no idea that managing money is a3 important as earning money.
Lack of direction leads to either accidental growth in money of it invites unavoidable bad
experiences in money management and investments; soma forced learning also takes place in life
when one buys various financial products from friends and relatives. Al this can be avoided if
you carefully plan your personal finance reading program. This book can act as an action

guide to you. it will help you make strategic choices, which can take you from where you are 1o

whereyouwanttobeinfuture.




While you read this book, you may experience some tremors under your chair; the tremors are

asking youtotake someaction in yourfinancial life,
Right about nowyou may feel the firsttremor: 1 have some good news and badnewsforyou, .,

The good news is that you are your own boss when it comes to personal finance; the bad news is

that you are your own boss when it comes to personal finance. The one person who is coming in

between you and an extraordinary financial life is YOU. White reading this book you will realize

how you do that to yourself. But this book will also teach you to become more financiaiiy_.'

accountabletoyourseif,

There are enly two outcomes for investors: either they reach their financial goals or they don't.

The bookwiiactasa passive coach towardsensuring that youreach your financial goals.

Money is considered one of the most emotional subjects in the world. Money as a subject is never
taught to us in schools or colleges and has a very limited space in cur overalt education system,
But on the other hand, it is something around which our life revolves and evolves, Yet not much

lightisthrownonthissubject.

Itis said that when it comes to money, we all belong to the same religion. Money has the element

ofonenessinit. Ifthe subjectbelongstoall ofus howcanthisbock belongto me.

This is your book, not mine; you own it. Read it as you want to, think whatever you want to think,
makenotesalloverit... Justremember, you are spending your valuable time and energy reading it.
Make that time and investment pay by taking seme action that will mehbilize your financial life to

thenextlevel.

Thatwould be the bestROIycucan receive from buying thisbook!

Manish Chauhan

Financial Coach
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Over the last couple of years, | have come across thousands of investors who wanted that one
secret for wealth creation; that one secret which can change their financial lives. Everyone is
looking for that magic formula which will transform their wealth creation process. Sadly, there is
no single thi.ng in 2 which can make it happen; but one thing comes very close. And lam going
t0 share that open secret with you, | cail it an "open secret” because its not hidden; you're
orebably aware of it.,.you just have to recognise i, that's alli That secretis "Start investing aarly”,
In the next few pages, | want to make you aware of the power of early investing and the impact it

can have onyour financiatlife,

These days, common indian investors are worried about how to save money to meet financial
goals. These could be the finances sequired for their child's higher education, a nest 2gg for
retirement, the money needed to buy a house... or any other big ticket dream on the horizon.
When they thinkabout the amountof money they would need after 10-20 years to fund a particular
goal, it scares them! itstartsto iook like a daunting and unachievable task. For example, a man
who is 30 years old today would require several takhs after 20 years to fund his child’s graduate +
postgraduate education. The big figure could be anywhere hetween 40-50 lakh, who knows!
if you consider afi the expenses you have to shall out right from your child's primary schoo tiil
she completes her coflege degree and add to that living expenses, it can totat up te anamount

which mightliterally give you shock. Thinkaboutit.

So what Is it that this commen investor should have done to make the whole process of wealth
accumulation much, much simpler? Many thinkthat the answer lies in some "hidden® knowledge
or a big secret ot just plain luck. While all of these may be important, they are not the key!
The key to accumulating wealth is unbelievahly simple - just start investing early in Hfe. This
doctrine is so powerful that it sometimes even discounts the mistakes or stupidities you make

inyourfinancial life. it's such a"common sense” thing that it is not visible to the common investor,

theyjustoverlookthis simplefact.
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Areyou procrastinating?

Aot of people procrastinate, some by choice and some due to ignorance. They always think that
starting with asmalt amaunt would not make much of a difference, when they aim to accumulate

greatweaith. Theyfeel,
“How much can saving of fewthousands permenthimpact mygoals whichrequirelakhs and crores!”

Imagine a person who wants 10 accumuiate 2 crore by the time he retires, 30 years from now.
He may not be motivated to save Rs 1000 or Rs 2000 today a3 it looks too smali to have any impact
on that BIG goal, He can't see the power of small investments and how these can contribute 1
his final goal of accumulating Rs 2 crore. But let me show you some examples, which may fook
unbelievable to a common investor, These examples will motivate you to read further and find
out what you may not know yet. Then we can move deeper into the ocean of "early investing” and

*the power of compounding”.

Examplet

Imagine two friends Ajay and Vijay. Vijay invests Rs 1,006 per month for 30 years at 12% per annum,

whereas Ajay itwests Rs 2,000 per month for first 10 yrs at 12% and then just lets it grow for

next 20 yrs . And Ajay Is going to accumulate 45 lacs at the end of 30 years although he has

contributed atotal of 2.4 lacs during thefirst 10yrs.
vijay willaccumulate only Rs 36lakh, despiteinvesting Rs3.6lakh overthe 30yearperiod...

Even though Vijay invested more than Ajay, hewas not able to accumulate more roney than Ajay.

Thisissimply becausa Aiaycontributed more atthestart.

Example2

Suppose you have 30 years in hand and you decide to invest a certain amount every year, in a

financial product that gives you a 12% return. You will collect a certain amount - principal and

intarest-after 30 ygars.

Now, let’s say you reduce the investment tenure Ly haif - from 30 years to 15 years, and allow the

money to grow in that same financial product which gives you a 12% return for the next 15 years.
The amount that you coltect after 30 years - principal and interest - will be only 14% less than it

would have beeninthefirstcase..whereyou contributed forall 30 years.

' Assuming that the interest is compounded monthly
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Exampis3:

investment recuired per month 1o generate . investment required per month to generate
5 crores in 35 years, assuming a 15% return 5 crores in 25 years, assuming a 15% return

The above examples right have opened your eyes wide to what early investing can do to your

financiallife. Nowlet's explore why thisis possibie...

Assumption

Fromhere on, wheneverirefertoinvesting and compounding in this chapter, lwillbe assuming a capital
ofRs 5,000 per monthinvested fora period of 30 years at arate of interest of 15%, unless! state otherwise,
fhave chosen the rate of 12% as a benchmark because jtis considered a standard return for equity over
the fong term. In case you don't understand ail this, don’t worry; justskip it and move forward. Don't fet

theseassumptionscregted block towgrds understanding the examples thatarecoming up.

The 129% return assumption is on products like Equity Mutual! funds, Index Funds or stocks. Note that i

this chopter when we refer {0 gny investment with 12% return, its main investment in Equity Mutual
funds, overlong term,

Timeinhandislikeapowerfulsword

When we coach people with regard to their financial life, we notice
something: The biggest reason why their financialiifeisina deep
mess is not because of their lack of knowledge or their fack of

earnings. in fact, most of them earn well and are pretty smart. |

They are all successful at what they do. The biggest reason isthat :
they have lost that part of their financial fife which could have

created magic - "the starting years”. It all boils down to not having taken action early in life Time
is that ane weapen which, ¥¥ present in your financial life, increases your chances of financial

success greatly. You cancall itthe "Bramhastra” of creating wealth.

t see a lot of people spending too much time worrying about money and wondering how their
tinancial goals will be acheived. They spend so much time on things which matter so little - like
rwhich is the best stock to invest in” ar “which mutual fund should | put my money in”or “which
policy gives the highest returns” in deing so, they are lost in the confusing world of personal
finance and deviate from the oniy solution they should have Implemanted long back in their

lives, whichisstarting toinvest early!

When we start earning, we are generally single. We haveless responsibilities and have ample ways
of cutting down on our expenses. We are in a position to save a substantial part of our income.
We usually have some years in hand before we get into a marriage and all the responsibilities
that come with it. Instead of using that precious time and opportunity, alot of us waste it thinking
that we can always start saving later; perhaps when we have more money of when we get a job
that pays better. But sadly, life is not like the "Saas bhi kabhi bahu thi’ serials, whose structure

canchange every weekor with every episode.

Telt me frankly, how different has your iife been from what it was last year or from how it was the
day when you first started procrastinating over your saving and investing plans? Life does not
change, it's we who have to change and take bold decisions. We always have some reason or the
other to not save or make the effort to start investing early. Remember that 5 or 10 years lost at

thestart s 2 crime which wili haunt you for the next 40-50 years. Don't commit this crimel
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Creating fongtermwealthislike growing atree

Have you ever planted a small sapling? One month after you sqw the sapling, 1t may not look any
different; but you will notice some changes after 3 months. After 2 years, it will probably have
grownteagood size. Yetitwould not be big enough to repay you by giving shade and feuits. When
you see the same tree after 20-30 years, it will be so big that it's hard to believe that it started out
so small. But to help it grow to that point requires a lot of patience, hard work and beliaf that it

canhappen.

Growing wealth is somewhat similar to growing a tree. We start
smatt and keep investing for the long term, We may not be able to
invest a lot in the beginning but we can increase our contribution
when we earn more or start saving more, as life progresses,

However, nothing comparestostarting earlyinlife.

How does money grow and multiply?

Before we figure out how money grows, | would like to share with you an example which [ call

"Fireinthe Jungle”.

Have you ever heard news of a whole jungle catching fire and everything gesting burned down?
Nowimagine how itmighthaveail started. .. Do you thinksomeone went from tree to tree, burning
eachonedownone by one? |don'tthink so! Perhaps one can go fromtree totree and bush to bush
and setfireto each one, one by one, to getthe same effect, Le.ajungle onfire... but you den'tneed
to work 5o hard! All you need to do is 1o make sure is that you fire up some of the trees to a self
sustaining level so that thefire catches on and spreads to other parts of the jungle. There will come
a peint when it would be idiotic to burn up more trees because by the time you burna single tree,

hundreds oftrees would be catching fire onthelr ownl it’s called "eompounding™.

What on earth has this fire in the jungle to do with growing our wealth and starting early in life?
it has a lot in common. The investiments made in the early years of your iife are the same as

spreading a fire in the jungle... after a point, just like the fire compounded itself and spread so

“vigorously, your money will also grow to some extent and then the returns generated on it will be

so great that your contributions will look smalf in comparison. A fot of investors miss this part

andneveractonstartingearlyl

Sonow can you tell what makes money grow? The answer is"Money itself” And obviously, we also
need to help it to grow by investing #. When you start investing, your money starts getting
accumnuiated and every vear it starts generating returns which are added to the investments.
While that return is a2 small amount in the starting years, over time It keeps on accumulating and

thentheinterest peryear becomesreally significant.
Letmeshowyouhow. ..

Suppose you start out by investing Rs 5,000 per month for 30 years. In the last year (the 30th year)
you will invest 60,000 from your pocket. However, the return for the 30th year itself would be
Rs 18 takh. Just imagine that! And guess what, cut of this return of Bs 18 lakh, which you get in
the {ast year, 12 lakh comes because of the contribution that you made in the first 10 years and

theremaining 6 lakh comesfromthe investments made inthe next 19years,

it's critical to understand why this has happened, Imagine your wealth as a Money-Tree, which was
small when you started, but grew bigger in size over the years, At some point, branches begin to
emerge and grow in all directions. Coming back to the example, your wealth at the end of the
10th year will grow to Rs 11.6 lakh. So visualize your Money-Tree; it has become bigger and it’s
worth Rs 11.6 lakh at the end of the 10th year. What happens after 1 more year, L.e. the 1ith year?
How much more will be added to this Money-tree? There will be 2 kinds of additions. The firstone
will come from you, which is Rs 5,000 per month or Rs 60,000 per year. The other part will be the
retumn generated on the wealth that has already been accumulated. This turns out to be around
Rs 1.41akh. Sothe total addition in the 1 1th year will be Rs 2 lakh, out of which only Rs 60,000 was

duetoyour contribution and the remaining Rs 1.4 lakh was generated by the existing wealth itself.
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Now, if you consider these two branches, the branch which is 2 result of returns generated from
the existing wealth will be much much bigger than the branch which you contributed afresh.

tgquessyougotmy pointhere,

Rs.60,000

- {generated
Rs. 1.4 lakhs | rasoment
- o . Y
{generated from investmants of Ei.r%?{?()(})
made in the first 10 years) L L ey

Now, if you fast forward to the 29th year, your corpus woutd increase to Rs 1.56 crore. in the
30th year, you will add another 60k from your pocket, but your own wealth will add & 12% return
to it. And that would be close to Rs 18 lakh! You can actually skip contributing that 80k infast year
and it won't really be missed, The best part has happened already, which is the accumulation

of wealthinthe early years!
Thetake-away

You will agree that the money you invest early in your life has a drastic effect on the money you
accumulate over the years, This is true for long term investing. But if there is no“long-term’, there
is no time for "compounding™ Time is a great ingredient and everyone has a good amount of it.

Ifyouloose time at the start, youlose wealth, So, it's nowonderthat they say "Time ismoney™

jnvesting early lowers your burdenlater

1 want to convince you that early investing is the best way toma ke sure that you are not burdened

“taterinyourlife... Here'sanexample...

Ajay, a 26 year old software engineer from Bangalore, has recently started his career. He has around
30 years in hand till his retirement and he wants to accumulate a good amount of money, which
canfund his needs and aspirations. He has decided to accumulate a minimum of Rs3.5crorebythe
age of 56, Towards thisend, he has a "nian® 1 will call his plan OPTION 1 and it's the most obvious

way anyone wouldthink.

Option 1

Assuming, verylogicaily, thathisincome willkeepincreasingashe progressesinhis career...
- Ajaydecidestostartby investingRs 5,000 per monthforthefirst 10years

. Thereafter, hewiilinvest Rs 15,000 per month forthe next 10years

. Andfinally, he willinvest Rs 50,000 per month forthelast 10years.

Using the above plan, he will be able to generate around 3.5 crores in 30 years. We are assuming a

standardiong term equityreturnof 12% CAQR.

Thisseemns like the mostintuitive way toformulateaplan, Doyou agree?
Now, let'slook atthe other optionshe hastoreach the sametarget.
Dptiond:

He can invest Rs 10,000 per month for ail 30 years. In this case, by increasing his initial investment
amount in option 1 by Rs 5,000 per month for the initial 10 years, his situation changes to a level

where he cancontinue with the same investmentamount and notincreaseitlater,
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Option3 ;

if he invests Rs 14,000 for first 10 years, he does not have to invest any furthar, In this case, he is
investing Rs 9,000 more than he planned to in option 1. You can see that this extra investment of
Rs 9,000inthe starting phase issopowerful that he does notneed to invest anythingforfhe nextfor
* Z0years. So, an investment of Rs 9,000 extra in the first 16 vears can replace his old plan of making
future payments of Rs 15,000 per month for 10 years in between and Rs 50,000 per month for the
135t 10 years (as per option 1}. You wil | appreciate from this example that a greater contributionin

thestarthelpshimtoaccumuiate the same amount of money withoutany later contributions.

What this tells us is that if one contributes more in the start, it's equivalent to investing a fower

amountinitially and gradually increasing infuture years.

OR

ina nutshell, if you look closer, you will realise thatinvesting more
at the start gives you the freedom to invest lessin the future, So,if
you want to invest for 30 years, the investments that you make
inthefirst 15years will make up asignificant portion of your whole
corpus; contrary to popular belief, it is not the investments that
you make in the last 15 years. Your investments in the last 15 years

will, of course, add to the corpus, but the contribution will not

be as significant. For example, if you want to invest Rs 5,000 per

]

month for 30 years at the rate of 12%, you would accumulate
around 1.76 crore. However, if you only invest for half the tenure and leave the money to grow

forthe remaining 15 years, you would stifl amass Rs 1.51 crore, whichis 85%of the final corpus.

You can alsoincrease your investments by Rs 830 permonth{i.e. from Rs 5,000 to Rs 5830) and invest
only for 15 years and you will stil make the same Rs 1.76 crore at the end of the tenure {provided

youleave your money togrow fortheinterim 15 years).

Earlyinvestmentand returns required

Suppose you and your friend decide to race for 20 km. Your friend decides to pace himself by

running at a steady rate of 4 km per hour. Accordingly, he will complete the distance in 5 hours,
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However, you are more relaxed at the start and decide to run at a pace of 2 km/hous, thinking that

you will cover up for this slow start later. You keep running at a pace of 2km/hour for 3 hours and
cover atotal of 6 km. Now you decide to increase your pace. But imagine the situation. You have
Jjust 2 hour left and 14 km to cover. It's a situation where you have to run at a speed of 7 km/hour,
It might not be impossible, but it's certainly not easy! Your chances of winning come down
considerably. Many things can prevent you from achieving that pace in the last 2 hours - you may

geta cramp, you could meetwith a small accident while running so fast, you could getexhausted. .

Overall, yourtaskis rather challenging!

What could you have done? If you had decided to run faster than your friend at the start, at say
5 km/hour (while your friend ran at 4 kim/hour), you could have completed 15 km in the first
3 hours. Then even if you jogged at a speed of 2.5 km/hout for the next 2 hours, you could easily
have won. it becomes much simpler than the previous situation. Bven if you wanted to rest for
30 minutes, you could afford to do so and still compiete the rest of the race at a speed of.
" 34 km/hour. Or you could alternate between jogging and walking towards the end. This leisurely

pacewould be possibleonly because of the effortyou made atthe start.

Your financial life is no different. It's arace. i you are happy with what you have acheived in life, you

have won the race. If you contribute more at th ings become manageable at the end.

And, each and every opportunity or chance to save more or contribute more, means a lower

burdeniater,
Now let'slock at howthisapplies towealth creation...

Suppose you and your friend start your careers at the same time and have 30 years in hand before
retirement. Your friend starts investing Rs 60,000 per year in an avenue that delivers a 10% return.
He would collect Rs 1.62 crore at the end of 30 vears. Now, fet’s say you start investing the same
amount per year but 10 years later, thinking that you will apply some smartinvestment strategies
which give you a much higher return. Even if you get a return of 20% on your investments year
after year, you will still have less money than your friend in the end. And that’s despite somehow
managing a 20% return on your investment...to achieve which you need to be an investment
NINA!

However, your friend's Iife will be a loteasier... getting a return of 10%is almost 10 times easier than

gettingareturnof 20%!

If you are a conservative investor, early investing is more than necessary., its critical. You should

seeearlyinvestingasastrategy” ratherthanafact"foryourinvestments.

Investmenttable

Formuias scare everyone. So, I'm putting down a table as a ready reckoner for how much you can
generate by investing some amount for several years at different rates of return: nametly, 6%, 8%,

10%, 12%and 15%..
Table1:A onetimeinvestment of 1,000for X number of yearsatR%.

It's very simple to use this table, [f you want to invest 1lakh inan FD which gives a return of 8% and
your investment tenure is 7 years, run one finger down the column titled 8% and ancther finger
across the row titled 7 and they will meet at 1,714. Now that's how much Rs 1006 wilt become in
7 years at 8%; 5o, Rs 1 iakh will become approximatelyRs 1,71,400.

Inthe same way, if you consider a mutual fund which says that its overall return was 12% perannum
for the last 23 years, you can quickiy see that Rs 10,000 invested in that mutual funds would have
beenworth 135520(13552x 10} oraround Rs 1.35 lakh after 23 vears.
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Onetime Rs 1000 invested for Xyrs at Rinterest rate pevannum
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Table 2: Monithlyinvestments of 1,000 for X number of years at R%,

Now suppose ifinstead of a one time investment, youdecide to keep investing some fixed amount

of money in a particular instrument every month. Here's a table which will tell you what you will

haveamassed overtheyears, l.e.the sumofyourcontributions and the interest thereon.

Farexample, ifyouwanted toinvestRs 5,000 permonthforthe next 25 yearsinaninstrumentwhich

returns an interest of 109%, you can see from the chart that you will have collected Rs 13,37,890 for

everyRs 1,000 invested per month, so youcanjust muttiply this 13,37,890 by 5 and get Rs 66,859,450

asthefinalamountthatyou receivefor investing Rs 5,000 per month,

Monthiyinvestmentsof Rs 1000 for X yrsatRinterestrate/annum

1138674

sages7 771567 1295896 2070659,
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Earlyinvestment can helpyou enjoy semi-retirement

Now ' going to touch upon one of the most ignorned aspects of early investing. | dont see anyone

- talkingaboutitinthe personalfinance space.

For how long do you want to keep working at your jeb? Till you are 607 Don't fool yourself{ Atot of
people are forced to work till their retirement, battling daily pressures only because they are

supposetobring home money to provide for the family, yearafteryear.

By now you know that if you invest early in {ife and utilize the time to compound your money,
you can rest assured that the money starts working for you, This means that in the later years of life,

yougetfreedomfromworries about contributing eachmonth to that big wealth pool.

Kyoudoitintherightway, you could even enjoy a semi-retirement. Semi ~-retirement is nothing but
that phase of life wherein you don’t stop working, but definately stop worrying about money.
You can take up some light job or some consuitancy work, which gives you encugh time to enjoy
your life white some money still comes in. If you want to retire at the age of 55, you can semi-retire

attheageof45, atleast.

Justrecalitheinitial partof this chapter where we saw how early investing givesyouthe freedomto
exempt yourself from contrubuting too much at the end, That's exactly what you cando and as a
resuit, there will be less pressure to earn a 1ot nearer your retirement. Even if you are earning less,

your money takes care of itself,

Sotake action towards contributing more at the start?

3strong conclusionsregarding early investing

By now you must be suitably impressed with all the magic that early investing can do to your
financialworld, So, at the riskof sounding repetitive, let me neatly wrap things up for you with three
conclusions which capture the essence of early investing and expialn what exactly happens in

the process.
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Corclusion #1: Even if you cut your contribution at the end of the tenure, it won't affect the final

corpusdrastically.

When you see a huge 30 year old tree, in which part of its entire iife do you reckon it required the

most amount of care and nutrition? [t's always the initial years during which the roots have to take
hold. it's aiso the initial years in which a plant is most vulnerable to weeds and bad weather. Once it
has safely made it past the first few years, you can feave it to grow on its own; the tree will be able
to extract nutrients from the soif on its own. 1t wont hurt if you forget to water it once in a way,
Ins fact, there's a good chance that it doesn't need your care now; it has become so big thatit can

expand and grow welf, Hence your contribution doss notmattermuchatalater stage.

Something very similar happens in the case of your investments, The initial period is very critical.
if we take care of it vary well at the start, later on we can achieve good results without actually
putting in much effort at the end, in terms of contributing money, Naturaily, effort in terms of

analysis and monitoring will still berequired.

Justasan example, if you invest Rs 5,000 per month for 30 years (let’s suppose you wish to build up
a fund for your retirement), you can generate around 1.76 crore if you get a return of 12%

{compounded monthly).

Now what happens if you do not contribute anything in the fast 10 years? At the end of 30 years,

you will still accumulate Rs 1.64 crore, which is 93% ofthe original corpus.

If you do not contribute for the last 15 years? You will stilt make Rs 1.51 crore, which is 85% of your

originaicorpus.

Hera's a chart which shows the percentage of corpus generated when you do not contribute

anythingforacertain periodattheend.

£ years without contribution

% years without contribution

18 years without contribution

15 years without contribution

24 years without contribution

5 years without contribution




16 Personal Finance Principies Fvery investor Should Enow

It's no magic; it's pure maths and compounding. Whether you lose the last 10 years or 15 years, 50,000
onething remains cerfain, you have put in enough effort in the start and then given sufficlent time
toyourinvestments to grow. : 45,000 e
: [
Here's a table which gives you the exact corpus generated and what proportion of the original 2
T 30,000
corpusitformswhenyoudon'tcontributeinthe latteryears. 14
g
Number of years without contribution £ 200004
at the end of a 30 year pericd % of corpus generated Total corpus g
15,000 -
g 106.00% 1.76 crores
5 97.6% 1.72 crores 0 ~ ; = N
e ' <ro 01 2345 86 7 8 9101112134156 1718192021 2223324252627 2829
10 93.4% 1.65 crores Number of years reduced from the initlal investment tenure
15 85.7% 1.51 crores
Here are some other situations in which you can reduce the tenure of your contribution, without
20 71.7% 1.26 crores P impactingthe amount of yourfinal corpus, simply by increasing sach contribution marginally.
25 46.2% 0.81 crores 2n Years without contribution . Amount reguired % increase in investment
. . : at the end of tenure er month
Conclusion #2 : If you reduce the length of your tenure substantially, the additional amount you e to reach the same corpus
needtoinvestto create acorpus of aparticufar size does notincrease drastically. ) : o 5,000 0.00%
InConclusion # 1, we understood thatif you reduce the tenure during which you contribute to your : S 5 5,120 2.41%
corpus by 25-50%, yourfinal corpus reduces by a small margin. Naturally, it depends to some extent '
16 , .
on how much you have shortened your tenure by. Now, this indirectly tells us that if we increase 5350 7.01%
ourinvestments by asmall amount, wecan stillreachthesame corpus. _' : 15 3,830 16.6%
Forinstance, let’s say you need te invest Bs 5,000 per month for 30years to reach atarget of Rs 1.76 } 20 6980 39.6%
crore. Now suppose you do not want to make any investments for the last 15 years, but are willing '
L ) 25 10,830 116.0%
to leave your corpus to grow. All you need to do is increase your investments by Rs 830 per month _
and invast 5,830 for 15 years instead of investing Rs 5000 for 30 years. This will make sure you teach o 25 43,100 762.0%

yourtargeted corpus.
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Conclusion #3 :investments madeinthe initial years formthe main chunkof vourfinaicorpus

The investments that you make at the beginning get sufficiant time to grow and compound
drastically over the years. Using the same example, take a look at a chart which shows you how a
huge part of your final corpus gets built because of the investments made in the initial yeats.
Qut of the total wealth you create in 30 vears, almost 50% is a result of investments made in the
first 6 years and 70% is generated due to the investments made in the first 10 years. The
contributions in the last 20 years account for just 30% of the wealth generated. Which again
shows that early investing is so critical for wealth creation. However, do remember that the above
conclusions hold true only if we have a total time horizon of 30 continupus years. if you discontinue

yourinvestmentin between, the abova wilinothold true.

—
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% LContriinstion in total corpus
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Number of vears for which investments are made

Years of contribution Percentage of total wealth accumulated

1 12%
5 46%
10 72%
15 86%
20 93%
25 G7%
340 100%

Yournextbestaiternative

Now don't be disheartened if you have not yet started contributing towards your future. Start
today. it's always earlier than tomorrow and investing today will give your investments a chance to
grow in future, irrespective of how long or short that future is. The main principle that you need

tofollowisinvestas muchasyoucantoday...don't putitoffforiater!

Here's what you can do to maximize your investments today. Take a closer look at your life and you
will find several ways in which you can generate more money to invest. A few suggastions which

cometoemy mindare:
1. Cutoutonunnecessaryoutingsonceinawhile

2. Try-to use a bike instead of a car, if your situation permits it. | see many people using 4 wheelers

whenthey candojustfinewitha2 wheeler!

3. Buyasmallercarinsteadof a biggerone, ifitdoesn'thurtyourego
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4. Changetcaprepaid mobile instead of a postpaid thisworks outwellforalotofpeopie)

5. When you go shopping, write down what you want and calculate approximately how much it

will costyou. Then carry thatamountof cash, with asmall margin, perhaps.

6. Walk or ride a cycle when you want to get to a place that's relatively close; don't become a slave

totwowheelersorcars

Any small savings undertaken and invested today are going to have a huge effect later. The
stronger your focus is on investing more at the start of your life, the bigger will be the relief you
can expect later, But the focus is on discipline and not on getting bogged down by short term

deviations, which are bound to come alongthe way.

FinalThoughts

Make sure you don't overde your“belt tightening” exercise and start cutting dowr on thase things
which make you happy. The whole idea is to look at increasing your investmeants by cutting down
those costs which are relatively dispensable. You don't have to and should not compromise on
todays life to build a great tommorow. The whole idea was to motivate you into early investing and

showyouwhatitcandofor your financiallife.
Nowyouhavetedothe mostimportantandthetoughest part, ACTONWHATYOUHAVE LEARNT!
Flashback Learning

- Investing more money in your initial earning years will make sure that you quickly build your

corpusand iteventually grows without your support
= investing more lateris the same asinvesting less today; the choiceis yours!

« Don'tiose time. 5 years wasted in the start is worse than wasting 15-20 years towards the end

ofyourearning life,

2 hour Action Plan

1. ldentify all the areas of your fife in which you can cut down on costs, without compromising on

your current fifestyleand find outhowmuchyoucan save.

3. Find out how much money you are able to additionally save per yearand whatkind cfadditional

wealthitcangenerateforyoubythetimeyourefire.
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Are you truly unselfish when it comes to protecting your loved ones?
2.2,
Some tough guestions for you
2.3,
Review the adequacy of your current insurance policies
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2.6,
Term Insurance does not return the money
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Once upon a time, there was a small viilage in a province. The village was very famous for its gardens,
whichwere very beautifully laid out with different kinds of lowers, plants and trees, Each garden had its
own caretaker; some even had two caretakers, The caretakers made sure thatthey wotered the gardens

undertheircareeach day, sothat allthe flowers, plantsandtrees got propernutritionand grewwell.

Watering themwas notan easy task. Each day the caretakers had ta travel formilesto bring waterfroma
far away river, The king of the province had made provisicns for storing water within each garden, He
had builta hugewater tank within each of them. The caretakers would filf some water in their respective
tanks daily to replenish their supply of water. [t would take thousands of trips teand fromtheriver tofilla
tank to its brim. What's more, bringing water to the tank was not easy. There were many risks along the
way - there were wild animals, who attacked them some times and very often enemies from other

provinces lay awaiting them. So, effectively, no garden had a tankthatwasfull oreven close ta full,

The king carne up with a plan to meke sure that no garden of his kingdorm ever remained without water.
He told every caretaker to contribute one glass of water everyday from his stock to the king's own water
repository. Accordingly, the king would collect a huge amount of water each day, as thousands of
caretakers would contribute one glass each. Whenever a caretaker fell prey to enemies or was injured or
killed by o wild animal, the king would make sure that his water tank was filled full of water. This would
suffice for that caretaker's garden for life. By contributing just one small glass of water each day, every

gardener had agreatway ofsecuring his garden's future.

But guess what happened. A large number of caretakers believed that they were too strong to be put
down by any wild animal or enemy. Some even claimed that they never faced any attack and would
never encetnter one. Others went to the extent of feeling that if they were not around later, it did not
really matter what happened tc their garden. They wouldn't be eround to enjoy the fragrance of the

flowers andthe becuty of thelandscape anyway!

So, you canimagine what happenedtothe gardens of the caretakers whodid notcontributetothe king s
repasitory. In their absence, no other caretaker would come and water their plants. The gardens didn't

always die immediately. Sometimes they lived long but they were not as colorful and full of fragrance as

theywould have been iftheir caretaker had provided forenough waterforthem,
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Boesthisstory giveyou any hint 7lam sure itdoes.

Justlike the storyyou have justread, ourfamilies are our gardens and we are the caretakers of those
gardens, The money we earn can be likened to bringing water from the river. And the water tank for
our garden is our store of wealth. While we are voung, we have the capacity to provide for our
families. However, we are not likely to have saved up enough money to ensure that if we are not
there tomorrow, the wealth we have accumulated will enable our family to live comfortably and
meet all thelr aspirations for years to come. But is it possible for us to contribute a s.maii amaount

everyyearand giftalifetime of protection to ourloved ones? We know we can. And that's what "Life

insurance”isallabout.

There are different kinds of Hfe insurance products in the markets, but not all of these are for pure
"Protection” The only product which is 2 pure protection plan is called "Term Insurance” With such
plans, you pay a fee and get financial security. We will talk about itin detail a little fater and debunk
someofthebeliefs you have about life Insurance. We will also see howyourinsurance cover may not

be adequateforyourfamily and whyvou need to work on it?

- Areyoutruly unselfishwhenitcometo protecting yourlovedones?

- Every one hates the idea of purchasing insurance, but every one loves their families, Do you see

~some conflict here? How can we hate something which could benefit someone we loval We try

to give our families all the happiness possible... we buy gifts for them, take them on vacations,

make sure that we protect them from tough situations and all the worries and probiems in life,

: But suppose you die tormorrow, what have you done to take care of them then? That's the real test

of what you have done for them. Have you gifted them the biggest thing in life - "Adeguate

Protection™ -

It's sp wrong to say that we do not understand insurance as a concept!We all know about insurance

and use it in our daily life. Here are some smail instances of insurance; perhaps these are not

examplesfrommainstreamfinance, butthey Hustrate the conceptofinsurance nevertheless...

: H:ugﬁé."'éa"rﬁage;. oan

_ Inconvenience of wearing

.:"Wea:!_él’:\;_gif.a? helmat. while’ (:.E'ri:ifi'ng_

. accident . the helmet

& r&fra_l.{_._t_(')ke_h : féé’ whlch

is blocked and riay even

0 vaste

ime wasted just sitting

Ciime

What lwant to say isthat we are allawase of the concept of insurance. The only thing is thatwhen it
comestolifeinsurance, something happens to us.We tend to run away from it because perhaps we
are conditioned to think that it does not offer any great benefit. . if nothing happensto us. We have
always heard that "tnsurance policies do not retuvn your money to you!” So we are conditioned to
believe that anything which does not give some return is not worth considering. But that's not

reallytrue... latme show youwhy.
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Sometough questionsforyou

Let me tell you one very simpie and *to the point’ reason for the dismal state of life insurance

coverage in india. It's very simple - people do not buy adequate life cover in india because they -~

don't askthemselves tough questions. We never take time off to think about unpleasant situations
-~ like an untimely demise, But this can happen to anyone. Why should we carry on thinking that we
are aboveitand itcannothappento us, Why dowe think, "Arre who to doosro kelife me hota hail”

We take the idea of unforeseen eventualities very lightly and, as a result, when bad things happen

tous, wereally have norecourse,

Let me tell you a small story, which you have probably heard in your childhgod...

There was a small boy who used to take his cattle out to graze each day, He was very naughty and

never missed an opportunity to make fun of orirritate the people from his village. One day when he

was out grazing the cattle, he started shouting, “Save me from the tiger! Save me from the tiger?”

. allthevillagers ana au . vell wishers dropped everything they were doing and ranto help him,

" But when they reached him, there was no danger there, The little boy laughed at them and told

them hewas justjoking.

Hewas taking thingsvery casuallyand didn't think about the possibiiity that some day atiger could
really come to attack him or his cattle. He thought, “A tiger will never really come o attack me.”

It was because of this callous attitude of histhateveryone iostfaithinhim.

One day, when a tiger really came to attack the boy, he started shouting. But no one <ame, even

though everybody heard him. They didn'tbelieve himanymore.

#you are wondering why lam telling you this story, it's becauseit hasabiglessont Alotofus donot
pelieve that death can reaily come to us. We believe thatit's justa bad thing which happens inthe
lives of others. We dor't make any contingency plans. But if you die without proper protection for

yourfamily, noonewill comeic rescue them!

Uncomfortable conversations

Our society is not very comfortable talking about certain issues. ifaman tells his motherthatheis
planning to purchase tife insurance, she is likely to get all dramatic and behave as itheis going to
war and may never come back. in the same vein, if you ask a woman how much money would be
enough to meet her needs if her husband dies in an accident, she is bound to give you the cold
shouldet just for bringing up the idea that her hushand may not survive her! It's a crime in India to

taliclikethat.
Letme share anincidentwith youwhichwould giveyouabetteridea of whatlwantto convey:

There was a client of ours who had an insurance cover of Rs. 6 lakh through 3 endowment policies.
He was living in Pune with his mother, his wife and his two year old son. He was doing wel for

himself and had recently purchased a home on a loan. Now his situation was not extraordinary,
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It was pretty much how an average big city middle class persen's profile looks. And, he was hell

bentonnotwasting moneyoninsurance.

I did my simple exercise with him, which | call "Writing down the answers to tough questions”.
The three of us - the husband, the wife and myself - sat down in 2 windowless room. Then | gave
them a pen and piece of paper each, on which | had printed out my tough questions for them

separately and then addressed the hushandfirst.

"Since you don't wantto buy life insurance, | am not going to badger you about it again,” [ toid him.

"Ok, sonow what?" heinguired curiousiy.

"Without life insurance to fall back on, fwould like you to do a smaidi"Fill in the blanks” exercise. On
the sheet of paper | have given you, L have listed out a few goals, which | am certain that you aspire
for. All you have to dois list out the sources of finance from which you can envisage that they can be
met. | don't expect you to put down a fot of detail., just enumerate the sources. For instance, X'
amount from my bank balance, 'y amount from my investment in so and so instrument, ‘2’ amount
from the proceeds they wili receive from selling my property, or whatever you have in mind.
It's just a game of matching your finances to your aspirations for your family. Then we'll play match
the columns with alf that you leave them and all that you would fike them to have...," | said with

ahintofasmileonmyface!
Here'swhatthe toughquestions onthe paperwera:

1. | estimate that the monthly expenses of my family will be for the next ___ years,

Incaselamnotaround, thisiswheretheywiligetaregularincomefrom:

-2, lwant my child tohave agreateducation. Thislshowit wilibefundedincaselamnotthere

3.} want to make sure that my wife lives comfortably and this is how she will receive the

moneytotake careof alther additionai needs:
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4, Incase some emergencies arises (in the form of illnesses or accidents), here's were the

fundsiomeetthesewilicomefrom:

5. | know that | have an cutstanding home loan of Rs 35 lakh (my original home loan was
worth Rs 40 Iakh). As | am paying a huge sum of money as EMI, my family will have to

continue paying the EM or clear the loan in one go. This is how they will achieve it. Write it

down, step by step.

“Once you fill it up, let your wife go through it and sign below as a gesture that she accepts your

arrangementsandis comfortablewith themThat'sall|said,

Than | turned to the wife and asked her some reaily tough guestions too. At first she did not want
to listen to the guestions, let alone answer them, Butlwas as hlunt as | coutd be - that's my job as

afinancial coach. After all, lwas responsible for putting theirfinancial life ontrack. | had to be tough

fortheirowngood!
Heteare some snippets from my conversation with her:

"Supposeyour huskandis not there tomaorrow to provide for the family, willyou be willingand able

totake upajob?”

"what!] don't know... |don'twant tethinkabout such things..."came the answer afteraiong waeird

ook,

“If. in such a situztion, you had the option notto work and to just live a comfortable life - as you are
living right now - and concentrate on other things like raising your son and doing something part-

timejusttokeep yourselfgainfully occupied, would you preferthat?”

"Hmm .. Yes that would be good, but why are we even talking about this? Is my husband ok?

Haveyoumethisdoctor?”
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"Ohdon'tworry,1am just trying to help the two of you! Please help me to help you by filling up your
sheet with suitable answers.” And | brought her attention back to the paper, which | had given her

eariter,
The questionsitcontained read asfollows:

1. #f my husband were not around, the amount of money which | would need every month

wouidbeRs and thisishowlwould arvange forit;

3. These are my dreams in life... all the things that | would love o do and this is where the

moneythat! needto de themwill comefrom...

2. 1will take ca r¢ of my child and his upbringing by giving him a good education. Thisis howl
would provideforhim:
4, Once my husband is not around to pay off the house loan, | will have to take cave of it.

Thisis how lwill take care of it alongside other responsibiiities?
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“The moment you both fill up your respective sheets and are satisfied with your answers and each

other's, letme know..."| told tham.

After40 minutes...

Aslexpected, they could not fill up the sheets and they looked like "kumbhkaran coming out of his

sleep after decades”..TheytookaRs 85 lakh terminsurance plantheverynext week,

Mow, if you don't personally believe in life insurance or believe that you are adequately coverad, it's
time for you and your wife to undertake this exercise and see if you can answer these questions
satisfactorily. If you can, then well and good! But if you can’t, then it's high time you should be
<ensidering protecting yourself with a higher cover. it does not even cost 2-3% of your entire

annual salary, justgoforit!

Reviewtheadequacyofyour currentinsurance policies

Now | would ke you to undertake a mini-exercise, which is bound to help you. How much life
insurance do youhave? Thisis the first thing that you need to find out. And i say "find out" becausea
lot of us do not know exactly how much insurance cover we have, When we start working with our

clients, | am amazed to hear responses like "l have Hfe insurance, but I'm not sure of the policy

name”, "l think | have 12 fakh of insurance cover”, "l have no idea which plan  was sold. It was my

_unclewhosoldittome;letmecallandaskhim..”

| Jjokes apart, just "find out" the amount of jife insurance cover that you aiready have. If it's 3 lakh,

: 5 lakh or 10 lakh, you'd better be embarrased. Butdon'tbe too hard onyourself; most peopleinour

country are as underinsured as you are. In fact, you may be pulling the average upwards.

Then, imagine you are not around from tommorrow oawards. Your family will get some amount

- of money from your insurance company after a few weeks. Stop and think about how long it can

sustain your family's regular expenses alone. Assume that the insurance amount is kept in a bank

fixed depositand earnsareturnof 8% peryearand inflation isaround 6%.

Your family will require some amountof money every maonth. Let's say they start withdrawing that

much money every year and use it on a monthly basis. How long will it be able to support them?

if that sounds confusing, let me put it across with the help of an example. If your family requires

s 30,000 per menth and you have Rs 35 Jakh worth of insurance, it would fast for just 4 yearsand

4months.Thatsall...

The chartbelow gives you aroughidea of howlongthe moneywilllastunder different scenarios.

Assumptions  *  Expenses are increasing at 6% par year

*  Monay lying in the bank earns 8% per year

*  Mpney withdrawan on annual basis
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In reality, the insurance money will get depleted even sooner than the chart indicates since we
have not taken into consideration any emergency and one time large expenses, which are bound

EQoocur,

Terminsurance-true protectionforyourfoved ones

Let me brief you about term insurance and what it is all about. Term insurance is the purest form of
lifeinsurance, You pay only for protection interm insurance and there isno investment component
init. 50 you pay the premium each year and your family is covered in the event of your death. Thatis
to say, if you die, they get the money. If you don't die, then nothing happens: they don't get the
moneyandneitherdoyou.it'sassimpleasthat. ifyou knowabouta simplerinsurance produdthan

this, please maitme.

ifyourecafithe example given at the start of this chapter, you will realise that paying premiums for
term insurance is just like contributing a glass of water to tha king's reservoir, H anything happens
toyou, yourfamily will getfinancial grotectionforalong time. ifnothing happenstoyou,it'sasmall

priceto payforsuchacover.

tet'slookatasimple numerical. . italways saysthings more clea rly than words can. 30vear old Ajay
buys a term plan with a tenure of 30 years and a cover of Rs 1 crore. Towards this plan, he pays a
premiumof Bs 15,000 peryearforthenext 30 years. He can stop paying the premium atany point of
time, but then the contract becomes null and void. IF Ajay dies during these 30 years, his family will

getRs1crove, ifhe hasbeen paying his premium regutarly.
Here's some practical information onterminsurance:
- Alilifeinsurance companies offer terminsurance plans,

» You can buy these plans offiine from an agent or online (without involving an agent}. However,

only same companies offer the online version of term plans, not ail.

. Onlineterminsuranceischeaperthanofflineterminsurance,

? . Youcanpaythe premiumannually, quarterly armonthly.

L The older you are at the time when you purchase a policy, the higher the premium that you pay

willbe.
- Youcanreturnthe policy within 15 daysofreceivingitincase youarenot satisfied with it.

. Youcandiscontinuethe policy wheneveryouwish to; seinawayitbecomesan annualcontract,

Buying adequatelife insurance =buying peace of mind

Buyinginsuranceis easy. Buyingadequatelifeinsuranceisnot.

would like to take you back to a scene from Lage raho Munna bhai, where Munna slaps Circuitand

then Gandhijiasks himto apologizeto Circuit...

ltgoes something like this,

Munna:Ye mafi mangna jaroorihatkya?
Gandhiji:Dekhnachahtahuntummekitnibimmathal.

Munna:Bolate?

Gandhiji: Chanta marna aasan hai.Mafi mangne ke liye himmat chahiye beta ... Yekayron ka
kaam nahi hail
If you have seen the movie, you can see the discomfort on both Circuit and Munna's faces.

It embarrasses them to talk about an apology and show their emotions to each other. Butlam sure

you would appreciate the peace of mind Munna feltafter having said "Sorry” to Circuit! Didyousee

theenergyand enthusiasmMunnafeit?!
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Taking life insurance is a2 courageous decision too. IUs not an easy thing to accept that you
are paying for the security of your family’s happiness and you will not get anything out of it
personally. it's a way of showing your commitment to your loved ones. It's not everybody's
cup of teal If you re-read the dialogues, putting yourself in Munina's place and your inner seffin

Gandhiji's, youwithearthis...

You:Yeterminsurancelenajarcorihaikya

YourlnnerSelf:Dekhnachahta huntummekinti himmat bai.

You:Boleto?

Your inner Seff: "Money Invest karna aasan hal, Term insurance lene ke liye himmat chahiye

beta...Yekayronkakaamnahihai!

Terminsurance doesnotreturn the money

You should be glad thatit does not! Because if it did return your money, guess what would happen?

The premiums woutd shootup sohighthatyou would notbeableto affordit.

bmagine you are going to buy a traditional plan or any poficy which combines investments and
insurance and offersits customers money backlater. Now imagine that your requirement isto cover
yourselffor T1 crore. What do you thinkthe premiums will be? They would run inte lakhs of rupees

per year... That may work out to around half of your salary! And then what do you do? You wouid

only pay as much premium as you can afford. But that would get you peanuts in terms of

insurance cover. Your whole mative of buying life insurance is nuttified! Instead of life insurance,

now you have an investment product which is merely labeled as an insurance policy. That's the

sto.ryofeverylndéan.

" When you ask most people why they are not interested in term insurance, the standard reply is

"you don't get anything back What a waste!"I don't back off when | hear thisreply. Instead, t simply

askthem:

“Incase you did get the money back from your term insurance plan, what would you do with it?”
They begin to calculate and start to think hard. Now before you do too, let me give it to you, all

cutanddried;

Ajay is a 30 year old guy. Let's say he buys a term insurance policy with a cover of € 50 fakh andi a
tenure of 30 years. His premium would be around ¥ 7,000 per annum by today's standards. As a
resudt, he will pay¥ 2.1 lakh over these 3G years. Let's say that after paying his premiums forall these
30 years, he gets back alt that money, L.e.¥ 2.1 lakh. But that's 30 years from todayt If his monthly
axpenses today are T 30,000 per month, his monthly expenses after 30 years would be ¥ 1.72 lakh
permonth, assumingamodest rate ofinflation of 6%. He would finish off what he gets back in fess
thantwo months. Alternatively, he could take a shortvacation with the family, twhich costs around

750,000 today and may costa little over¥ 2takh, 3Gyears from now). That's all!

Socoming backtothe question ofwhat hewill dowith his72.1 fakhafter 30 vears... Should heuseit
to meet his household expenses for close to 2 months or should he spend it on a short vacation?

Yougetmy point?

Most people who reject the idea of buying term insurance dueto the excuse that they will "not get
any money back” are too attached to the numbers. They look at the numbers so ciosely that they
forget to consider the vaiue it can truly render when itis actually availabte for use. Remember that
even an elephant Jooks fike an ant from some distance. 50 right here and now, abandon the idea
that term nsurance does not pay any money back! It's just a sentence which does nothing more

than discourage you! it does not inspire you to buy security. Rather focus on the security that you

willfeel onceyou purchaseterminsurance,
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Mow, let’s weigh your basic choices and see what your options offer: On the one hand you have
“Family security for 30 years”, "Peace of mind for 30years" and on the other hand youhave "1-2% of
your annual salary’ which can compensate you for not mose than 2 months’ of expenses after

30yearorafford youashortvacation with your family". Which will give you more value for money?

Howmuchinsurancedoyouneed?

Ifyou fookat the insurance policies of most people, the amount of cover they have is not linked to
anything. it is just a collection of random poficies bought with the premium they could afford at
the time. In all probability, the cover is likely to be around € 5-10 lakh. They never calculate how
much cover they need in a logical manner before they purchase insurance. So how can you

caleulate how muchinsurance coveryourequire? How muchis enough?

The bestway to find itout is through an approach cailed the *fill in the gaps” strategy. Thisisavery
intuitive way of finding out your insurance requirement. It's the amount required to fulfil all those

goalsinlife which could have beenfuffliled if you were around orwhich youwantteprovidefor,

Assuming you earn around 5-10 fakh per annum. Accordingly, a premium payment of Rs 10,000 will afford you an
adequate amount of ife cover. Otherwlise too, the insurance premium thatyou pay will not cress 2-3% of your income

peryearinmosfcases,

Theinsurance amountwhichyourdependents receiveshould beableto
A) Provide themwith aninflation adjusted monthlyincome of 2 Y forthe next X years

B) Pay backallthe debtsyou have outstandingtill date

() Meetthegoalsyoushare and buy assets whichyouwanted them toown.

will be used to

Letstakeanexample

Suppose you want 1o purchase enough life insurance to provide your dependents with a monthly
income of 7 20,000 for the next 30 years. Assuming that the expenses also increase by 6% per year
and themoney staysinvested at the rate of 8% inafixed deposit, how muchshould betheinsurance

amount?Theanswaris¥ 54iakh.

Here's how. Let's work backwards. If your family invests ¥ 54 lakh in a fixed deposit which earns
them 8% per annum, they can start withdrawing T 20,000 per month from that pool of money and
increase their drawings by 6% every year. Accordingly, in the first year they will withdraw Z 20,000
per month; in the second year their expenses will increase by 6% and they will withdraw ¥ 21,200
{a 6% increase over T 20,000} and so on... This way all the money will be exhausted in 30 years,

butitwill covertheirmonthly expensesforall 30years.
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At 6% Inflation
Areadyreckonerforyou TABLE 1

t've done the calfculations and put them in a table for you. It shows you the amount of insurance

coverthatyouwirequire togenerate ¥ 1,000 every menth under differentscenarios.

So, for instance, suppese you want to generate a monthly income of T 25,008 for your family for 3 132{}8 SR e L e

thenext25years,assumingthattherateoﬁnﬁationwiI!bearoundS%andtbeamounttheyreceive ;55505 _. 837 237425 272988 13

from insurance will be invested in an instrument which wil provide them a return of 6%. You will

havetolookatthezndtable,whichassumasaninﬂation rateof 8% perannum. 14369‘ 17638 i e

ssa. | 133008 150007 | 178066 | 102538 | 2iievsl manar
Now, you will see that cell E1, i.e. the cell which is the meeting point of column E (a time frame of 133908 159{}0? T A P

25yearsjandrow 1 (arate of return of 6%} has a value ofZ 3.57 fakh. This means thatyou will require

TABLE 2 At B% Inflation
insurance of¥3.57 lakh to genarate a monthly income of 2 1,006 for your dependents for 25 years,

Now, since you want to generate an income of € 25,000 permonth for 25 years, you should multiply

the value of ¥ 3.57 lakh by 25, which gives you ¥ 89 lakh. That's how much insurance cover you

will need! This may look fike a big ameuns, but remermber that we have taken future inflation into a1 la710s5. | 357,
account, In addition, the money is growing at a moderate rate in this examptle, [f oneis confident e e

that one's dependents can get a better return, say 10% for instance, the insurance cover required

canbelower,

168387 | 2

This?89lakhwiiibeabfetoprovideforyourdependents'monthlyexpenses. Butsupposeyouhave

l1is220 | 158896 | 195311 | 225671 | 2508

ahome loan worth 2 20 lakh and a car loan worth 5 fakh, then put an additional £ 25 lakh to your

€891akhand optforacoverof? 1. 14 crores. TABLE 3 ' At 10% inflation

Now, suppose you have ¥ 30 flakh worth of property (excluding the value of the house you are fiving

in). If you can safely assume that your dependents will iquidate that investment, you can deduct

T30 lakh from the ¥ 1.74 crore and get an insurance cover of ¥ 84 lakh, This will stand as a good

2nough approximation of the cover you need, A rough estimate is ali you need. Don't try to arrive

| 138500 | 222006, | 329300 | 457341 | 611435 1020061 1611887

at an exact number; 5-10 % here or there won't make much of a difference. Stay focused on the

lgw 13027 | 20ette 1292626 | 384150 | 484490 714995 | 203249

big picture, whichis getting adequate life cover.

| #loie7 | 115701

|17 | 1eisa | aaieer | 2me626 | 333476
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Sowhat’sthetake homeforyou?

t hope this chapter has given you enough reason to think about your loved ones’protection and
encugh motivation to purchase it, Arranging for that protection s not a big expense these days,
You can buy teym plans for your family and secure them, And remember, while concentrating on

todayisimportant, don'tlosesightofthefuture Hopeforthe bestbut be preparedforthe worst!
FlashbacklLearning

= The first and most important fesson in insurance: Life Insurance is Life Insurance only, Don't try

to squeeze insome investmentangle.

» Taking e insurance is a courageous decision. It takes commitment to and fove for the family to

acceptthatBfeinsuranceisforthem.
« Adequatelifeinsuranceisthemostimportant gift you needto presenttoyour family.
« Buyterminsurance. lt'ssimpleandeasyto understand.

= Not getting your money back from term insurance is just a mind block. Even if you did get the

money back, you cantdo muchwith itasitwill have tittle value after somany years. ..
2hour ActionPlan
1. List down alithe insurance plans you have andfind cut what your currentlife insurance coveris,
2. Nowasthe second step, find cut the actualcoveryou need foryour family,

3. In case you feel that your current life insurance policies are too costly and won't provide much

vatue, discontinuethemall,

4. Find out about term insurance plans from different companies and take action to purchase

them. Make sureyou have adequate life cover withinthe next 1-2 months.

Chapter 3
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"Zarting goalsisthefirststep towards turning the Invisibleinto thevisible

Very often in life, we don't seem to have a plan, Everything "just happens” Things are moving on
each passing day in our financial fives too. We buy an arbitrary insurance policy because the
" salesman was really persuasive or some uncle (or dad's close friend} happened to be an agentand
sold us a policy to secure our future. We buy mutual funds because the poster onthe road showed
ys a fortune and an epportunity we cannot miss! Our decisions are made based on our friends’
recommendations and what we see on the television or read on the internet. Just revisit your
portfolio and ask yourself how much of it is because of your purposeful planning and meticulous
thought? How often have you sat down, studied a product, compared it with other similar ones
and then come to the conclusion that it is the most suitable one for you? When we have tofund a
financial goal like our child’s education, or a car or house, it is then that we start thinking about
how to generate the required money by sifting though our existing investments. We break FDs,
withdraw cash from the bank, redeem some part of our mutual fund holdings and sometimes
even goin for a personal loan, if possible! If things stili do not fall into place, we just postpone the

whole goalitselfbyacoupleofyears.
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But all this leads to unnecessary stress. In today's world, where life has become nothing beyond
going from home to the office and back, we just ignore out financial life. We have started taking

actionsinourfinanciallife onlywhen we reach that stage of "urgency” Soundsfamiliar?

Animportant principie of time management suggests that we must make sure that we complete

the important tasks, which are stifl not urgent, rather than delaying them. We have many thingsin .

our financial life which are very important but not "urgent”. Sa we do what we are best at; We

postponethem! This couldbe purchasing terminsurance, starting an $1P making 80Cinvestments,

filing tax returns, etc. All these tasks are important but not trgent until some point of time. Once

they become extremely urgent, that's the time we wake up and take action. it's very obvious that

you cannet pay much attention to detail or undertake thorough research when you have reached

thatstate of "urgency”.

Shoppingforproducts

Have you ever visited a super market with a list of items written down on a paper? If you have,
you will notice that you tend to be more focused on what you have to buy and what Qou actually
need. Now take a situation where you know that you have to do some shopping for your house, but
you end upin a store without a proper plan. Even though you will buy most of the things you need,
you can be sure that there will be some things which you have missed out! What's more, you tend
to buy some items that are not really required and you probably even overshoot yvour budget

becauseyou buyadditional items thatyou do notreally needrightnow.

That’s exactly what can happen in your financial life too. Sometimes, we are just shopping for
products without a plan. We purchase products which are intraduced into the financial marketand
make the headlines; we buy things which our friends and colleagues at work buy. We keep buying
orinvesting for all the wrong reasons - like pressure from a family agent (who is an uncle/aunty),
a perceived need to save tax, etc., and at the end of the day, we calt it our "portfolio”. it's time to

accept the fact that what we have accumulated over the years is mostly governed by randomness

andalackofplanningand strategy.

‘Inthis chapter, | will give you reasons to change the rule ofthe game and show you why it should be

the other way around, i.e, you must first decide what you want to achieve financially in your life,

“fix your priorities and then buy products or invest in such a manner that it helps you to achieve

yaur targets. [t's like deciding on your main destination and a route that you would fike to take to

get there and then finally planning your whole journay (based on the destination and the route

hatyou choose). You can decide onyour paceand speed based on your stamina.

_'Wha‘t isyourtarget?

why are we in this world and what is our iife’s objective? Why are we working hard at the jobs we
have? Fora moment, just askyourself why you are reading this book? What is that onesingle reason
that makes you go to work everyday? fyou say "Toearn money ', twili give you 8/10 points for your
answer; because you were true to yourself. Everyone is here to earn money at the end of the day
but if you go one levet deeper, you will realise that earning money is not the final goal. t's because
you want to do something with that money that you are working and earning; effectively, you are

workingtereachyourfinancial goals iniife.

All of us have some financial goals. These may include buying a nice house, a second house, going
on a world tour, getting a better regular income, funding your chitdren’s education, a refirement
free from money-related worries, etc. What do you think would happen if someone comes to you
and elts you that alt your financial goaisin jife will be met? With a 100% guarantee;irrespective of
how much you earn; no matter what happens; in fact, even H the world were to end! Your goals

willall materialize.

Then do you think you woutd still carry on with your investrents? Would you still worry about
buying the best mutual fund and not the 3rd best one? Would you still shift your investments to

anewfinancial productforthatextra 1%return?

No, you woulkdn't. | am sure that you would then concentrate on how to achieve your goals faster

rather than on how much returns, product names, fancy strategies... You would start thinking at
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a different level and that would resuit in a simple financial lifel Your only concernwould be how to

achieveyourfinancial goais fastand as easily aspossible,

Changeyourprocess by 180 degrees

Foramoment, et me tell you that whatever you are doinginyour fife is actually fine; aliyou need (o

doisjust tweakitabit.

Most people make their investment decisions like this: They find some product they want to invest
in. They hear about it in an advertisement, or via the internet or through some friend or in a sales
call, They look at the product and try to see if they get excited about it or not. I they are, then they
take the next step and decide how much they want to invest in it. The popular numbers you will
hear from agents are ¥ 12,000, T 24,000 or ¥ 60,000. These are all multiples of 12, so that thereisa

nice round numberfor each month. You start with whateverfits your budget,

A majority of investors do not consider how long they plan to invest in a product at the time when
they begin investing. They think about it later, perhaps once they start facing a financiai crunch or
they fee! that there is something more exciting in the market. Then they say goodbye to the old
product.Usually, the laststepis tothinkabout how that money will be used. The decisionregarding
which goal iniife will consume the money blocked by that product is determined by the "urgency”
of the situation. So, i you suddenty decide to buy s carormake a downpaymentforahouse crcdme

upagainstany medical emergency, youtendtodisinvest from somefinancial product.

Now this approach has some issues, which we will lookinto in a moment. Butlet me tell you thatall
the steps taken are correct; unfortunately, they are notin the right order. To get the maximum from
ourinvestments, what we need to do is change this whole approach by 180 degrees and follow the
reverse order. The whole experience will be more satisfying and have less stress overall. Tha right.

way of doing the planning istofirstfocus on your financial goals in fife. Once you seta goal, you can

choose the time required to achieve that goal and also an approximate amount you have to

Yenerate towards meeting it. After that, you can decide which financial productto investin. Notice

hatallthese steps are much the same, but reordering them results inamore robuststructure,

Difference betweenwishlistsand goals
"Unless you knowwhich portyou aresailing to, nowind isfavourable

Aot of people think that their goals in life are pretty clear. After all, there is an obvious list of goals
like buying a home, educating one’s children and saving for retirement, to hame a few, which
everyone strivesfor... Howevery, thesearejust wish lists, nothing more. If lask you tokeepyour goals
infrontofyou and then takea photograph of them, whatwill that photograph lookfike? Letmetell
you: It would look as if you shot it with a cheap quality camera, which you bought second hand
from Janata Market! Yes, you may be able to see blurred shapes, no fine details and naturally, you

will have no motivation toframe itup!

Here's an example to explain what | mean: One of my friends told me a coupte of years ago that his
goal was"to buya house” Whenl recently asked him aboutit, heiold me thateventoday he hasiton
his listof goals. | don'tthinkit’s his'goal’;it’s onlyhis'wish’because he never thought carefully about

it and has never defined it in detail. So, naturally, he can’t create an action plan for it and start
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working towards achieving it. if he has no idea of by when he wants It 'how big he wants it’,'which.

partofthe country he wantsitin, then how will he start movingtowards gettingit?

lam sure he will not get it at this rate. He needs to define his goais smartly. And when 1 say smartly,
tmeanitshould have proper dimensions - be of a certain size, realistic and aligned to his potential.

Alotofpeople callthis setting SMART Goals.

SmartGoals-SmartResults

Letme ask you a guestion: Can you share what is on your fist of “things to achieve”in your financial
tifethisyear?

Youwill think for amoment and then say of course  have alist, so what if itis not written down;itsin
my head and itis very clear to me. You will start saying, "l want this thing te happen”and“l wantthat
thing to happen”this year, But is all of this written down somewhere, where you can see it? No, itis

not.Foramoment, really check: Are you andyour goalsare on the same pageornot?

Now, we have heard alotabout goals. We have also heard about SMARTY goalsall ourlifeanditiscne
of the best teols to define and achieve financial goals. Most peopie try to set SMART Goals but they
miss out on something. itisimportant to see where your SMART Goals are leading you eventuatly.

Whatpurpose do SMART Goals serve after entaring yourfinancial life?

~Be clear that setting SMART Goals is one thing and achieving SMART Goals is a very different thing.
‘Setting SMART Goals can be the first step of the process. The car calied 'Goals’ needs fuel called

rigor, an engine calied ‘monitoring'and a steering wheel cafled’score card’to run atitstop speed.

inancial Goals that aren't tracked and scored are meaningless. imagine watching a football game

‘for 3 hours without knowing the score? Wouldn't that be a waste of time? Without knowing the

" seore, who caresaboutwhatthey're deing down onthefield.

Keepingthescore leads youtoachisving your financial goals.

: . Therealbenefitofsetting SMART financial goalsis achieving SMART Results!

Success - Setting SMART Goals [eads to Success, Your bank balance will tell you the truth about
whether your goals are SMART Goals or not. To experience financial Success, set one SMART goal in

your financiallifeand seethedifference. Thensetanotherandthenthenextone,

Momentum - Setting SMART Goals builds Momentum, ltgets you into action as you are very cleay
on what needs to be done towards each financial goal of your life. Your financial project begins to

gainmomentum and velocity.

Aztitude - Setting SMART Goals leads to the right Attitude., Your conversation about personal
finance gets different and you become a student of wealth, Your attitude can make or break your

financial life. The rightattiiude leadsto higher financial success.

Reallty - Setting SMART Goals grounds you in Reality, it is important to get grounded with
numbers as numbers don't lie; the more grounded you are, the better it is for you. It actually

reinforcesyour confidenceinyout ownfinancial goals.

Trust - Setting SMART Goals generates Trust. When you produce results in your financiailife, you
start trusting your decisions and that helps you to move forward, You not onty do well; there is a

nointwhereyou alsostarthelping other peopleto achieve theirgoals.
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SMART Resuits start showing up almostimmediately whaen we keep score of setting SMART Geals. intarested Goals

So, let's add a new meaning to SMART: . P , .
interested Goals are those goals which take a back seat in someone's mind, There is nothing wreng

Lin having_interésted goals. But most people weuld not like to achieve these at the cost of their

- Specific s

ol suecess . committed goals. it generally includes vacations, a bigger car, asecond house, etc.
Measurable | -~ Momentum , . .
SrysOTRRTGY e OD e The whole idea is to categorise your goals into committed goals and interested goals so thatyou
- Attainable’ S Rtitide o . h
Retevant i can gauge how much money you have to collect towards achieving them, You can first cover the
‘Refevanty oo S Reality , |
T Eaed T T TR committedgoalsandcn%yifyoucaﬂstallaffordto,youcanmovetowardsthemterestedgoa!s.
TenesBased: oL sy

Hereare some hypathetical exampies ofthese goals and howtheycanbe categorized:

Categorizing your goals

.~ Vacation abroad with 'spouse

Usa bucket lists Ead akh in 2016

It's notunusual to find that you have a number of geals in your fife. Quite often, you could get

confused about which one to take up first and which ones you can leave for fulfillment later,

Naturally, you cannot entertain all of them at the same time. Also, i might so happen thatyou have B
Distant:

teo many goals which might not makes sense, given your current and future earning capacity. The Sy

best way to take care of such a situation is to categorize your goals into committed goals and

interestedgoals.

Committed Goals

Committed goals are those goals for which you are truly committed to achieving. These goaisare : This way, you can categorize your goals according to theirimportance. You needto categorize your
mostimportantin your life and you are ready to compromise on other goals to achieve them. Fora B goals becausa not everyone in your life might think alike. Ask your spouse what she thinks abouta
lotof people itincludes children’s education, retirement, buying a house. These are the goals which certain goal, How important is it for you? How much wilf be the target amount? Based on these
are a pricrity for you and given any crisis situation, the thought of not achieving these goals will _ : answers you can find out how much you can save per month and the maximum investments you

worryyeu. canmake,
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The next partis to link each of your goals to an investment. You can make seperate investments for
each of yourgoals. That could make tracking them easy. For instance, you could start SIPs in mutual
fundsforyour children's education; you can investin a PPF account for the goal of starting your own
business and invest in debt oriented funds for your vacation. This way you know how your money

isgrowingineach product. ltwilaisolead to diversification of youroverall portfoilio.

However, a lot of people prefer not to differentiate between investment products on the basis of
goais. They would rather keep all their investments in a variety of products and then take money
out of the pool of wealth as and when the goal arrives. You can choose either of these methods,

depending onwhatlocks bettertoyou,

Make small promisestoyourself

Have you noticed a very simple fact in life: We all make promises to ourselves and then break them
very easily. For instance, we promise: "E will reduce my weight by 25 kgs in 1 year” or " will quit
smoking in 3 months” or "l will save T 5 crores for retirement’, and so on. These are all wonderful
goalsand veryinspiring and we have to set these goals for ourselves tomove ahead inlife. Butstill,
most of the people who set these goals never remember them within the next 1 month. These
intensions just evaporate or at hast, we start working towards those goals but then, in between, we
give up. Letus see why thishappensand howwe can makethe situation better by changing the way

welookatthem. Thereare two differentkinds of goals outcome goals and process goals,
Outcomegoals

Almost 99% of alt the goals which a person sets are cutcome goals. Qutcome goals are those goals
which have an outcome at the end of a particutar period; they involve meeting a target. To achieve
these goals requires a lot of effort, All the exampies we saw above were of outcome goals. Most
people setthese goais and startirying hard to achieve them. In the procass, they create a situation

wherein they are overwelhmed by the goal itself. The goal, which initially inspired them or gave

them happiness, now beginsto haunt them. After awhile, they startfeeling that "Wsunachievable”

Weloseinterestinthegoaf because wefeelthereisnopointintryingso hard.

Processgoals

While cutcome goals involve setting a target and overwhelm you at times, there is a better and a
more systematic approach to acheiving outcome goals. The wel known secret is to create process
goals.Process goalsare nothing but mere small and‘easy to achieve'tasks, which you can complete
daity, without feeling overwelhmed. You can be sure that you can de It. These are power goals,
which give you a sense of achievement every time you complete them. It makes you a winner ach
timeyou complete them and shows yeu thatyou candoit. Such goalsdonotgive youroomtomake

excuses because youcan compietethem comfortabiy.
Here'saverysimple example ofaprocessgoat:

One of my friends has a goal coming up after 20 years - he wants %0 have a substantiai corpus of
funds to spend on his child’s education. To achieve this goal, he had to invest ¥ 2000 per month for
the nex: 20 years. Setting aside a sum of ¥ 2000 per month may look gasy enough, but at the end

of the month, after all his bills were paid and he was already running fow on funds, that ¥ 2000

feltlikeabigchunkof money.

He managed to scrape together the funds for a month or two and then he began to lose focus,
it started to look unachivable, He used to feel awe-struck when he focused on his larger goal of
eollecting €30 1akh after 20 years. And once he skipped setting aside the 2000 for a month or two,

his motivation dwindled further and his goal seemed to diea natural death,

Then, as fate would have it, his wife intervened. Semehow, she made sure that she extracted 100
gach dayfromhimand putitinapiggy bank.Bytheend of the month, she comfortably had asum of
7 3000 to invest instead of T 2000; ali because it was easier to save T 100 per day than ¥ 2600 per

month.Thisisanexample of a process goak
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Herearesome moreexamples of how outcome goals can be broken down into processgoals:

Advantages of goa! based investing

Once you are clearabout your goals, you start investing towardsthem.There are some advantages
of linking your investments to your goals. For instance, you can invest in mutual funds A and B for
your children's education. You can invest in a2 FPF account to meet your daughter's marriage
expenses and you can invest in index funds to build up your retirement corpus. There are 3 main

advantagesthatarise from goal based investing. These are:

!s%l‘

Hoals based \“;
Investiments

1.1tkeepsyoumore focused and disciplined

Suppose vou planned for your financial goals in life - you have taken yourterm insurance; you have
started $1Ps in mutual funds for your long term goals; you have also started investing for your
retirement. Now here’s what happens. .. as you have set your goals and understand that each of

your actions is going to take you closer to your goals, you will be inspired to make sure that your

. premiums continue, your 5iPs keep geing and you don't disturb yourinvestmants for insignificant

reasons. If you go on a vacation, you will make sure that either it's planned seperately or its

scheduled onlywhen yourbigger and moreimportant goalsare achieved,

If some new product hits the market, you will be less curious to find out whatithasto offeryou, as
you have aiready started taking action towards your goals and are already onthe pathto achieving
them. You will not waste your time and energy on it because you have already planned for
everything and all you need to do is be discipiined enough to follow the plan and review it again
after few years to make sure that you are on track. You will notice that the biggest advantage of

goalsettingsisthatitinspiresyoutobe committed and gives dlarity to your financial life.

On the other hand, if you have no goals set, you have ne idea how much to save or how long you
need to keep saving or what kinds of products you should be investing in. Every now and then you
will consider investing in fresh products; products of the month. You invest in a particular mutual
fund and then shift toanother, incase the first one comes downinranking. Incase you haveno goals
set, you will just be putting your money in arbitrary products, without understanding how they are

goingtoiead youtoyourfinancial milestones!

Let'ssayyou have a goal whichisto collecta certain amount of money for yourchiidren’s education.
Towards this end, you invest intwo mutual funds for the long term. You know that after 15 yearsyou
will garner enough funds to help you achieve this goal, Now, when you have to buy 2 PlasmaTVin
petween, will you say,“Let’s take seme money out of our kids future education money and buy it"?
| don't think so. However, if there was no goal associated with that investment and you had no
rargetsand you were justinvesting your surplus money in those mutual funds, youwould say, "Let’s
take some money out of these funds and we will invest more in them next year’ You see the

behavioural change?!
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2.Youdon'tdisturbcompounding

Imagine you have not set any goals; you have noinvestments as per a plan and their are no target

dates. What do you do when suddenly some unnecessary or low priority expenses comes up? You .

dipinto yourinvestments and break themto use the money. The other thing which we keep doing
inour financial lives is that we keep on shifting cur money from one place to another, It can mean
selling something, keeping meney in cash for some months, if the markets zre doing badly and

theninvesting itlater in some otherinstrument. Doyouseewhatis happening here?

You are disturbing the wealth creation process. Money does not grow when you keep disturbing it.
Thisis not because you have less capital to Invest or because you jack knowiedge. |1’'s because you
just don't alfow it to happen. You disturb it! You have clearly seen in the first chapter that
compounding has to happen and linking your investments to goals will make sure you: don't

disturbyot.;rinvestmentsforalongtime.

3.Yourealizethatyourfinanciallifeis unigue;youstop comparing itwiththatof others

One ofthe majoradvantages of setting goals and then linking your goals to investmants is thatyou
separate your firancial life from the rest of the world and start chasing your goals rather than out
performing your peers! 1t's an understanding between you and your financial life, where Yyou are
convinced that fyou follow whatis required, you will achieve a goal, maybe early oralittle later, but

eventually you will,

Imagine this: You start investing ¥ 5,000 per month towards your child’s education. You know that
if you make 10% year on year, in 20 yaars you will reach the target of approximately 2 50 fakh. Now
suppose in a particular year, your mutuai funds gave a 21% return, but your friend’s mutual funds
gavea 4% return. Thiswiti definitely make you think that yourfund performed poorly comparedto
that of your friend. But you know that you are still on your path and have outperformed your own
benchmarks. You have made better progressthan expected. On the other hand, i yourfunds givea
5% returnand your friend's mutual fund gave anegative 10% return, you might be a bitrelaxed and

happy about the fact that atleast your mutual funds performed better than his, But the next

* moment you will come back to your own financial life and feel that whatever the case, you have

underperformedyour targetof 10%eachyear.

in bath cases, it will be about YOU and YOUR GOALS first and only then will you see it from a
comparison poini of view. if you dor't have any goals and targets, the only benchmarkycu haveisa
comparison to others. Then you startiooking at your friends'returns, the best funds inindiaand the
average in the category in which you have invested. While all that is fine and required, to some
extent, the only peint [ want to make is that after sefting goals and linking your investments to

them, your financial life becomes simpler and you have less things to worry about.

inthe above example, the per-year-comparision was justfor illustration. You should not be worried
just because your mutuatfunds didn't perform well during one particular year. You would be better
off cansidering the returns over a longer time span. In our example, you could check if your funds
havegivena10%yearlyreturnfora3-4yeartimeframe beforeyougetjudgmental.

FlashbackLearning

- Goal setting is the first thing you have to do in your financial iife. It's the foundation of your

financial house. Bettermakeitastrongone.
. Make small promises, which are easy to achieve. This wayyou can reach yourbigger goais,

- Linking your investments with goals in iife kesps you more focused and satisfied in your

financiallife.

« Categoriseyourgoalsintodifferentbuckets so thatyou prioritise themand chalkoutaplan,

Whatever steps you are taking right now are all relevant steps individually. But theymaynot bein

therightorder. Justrearrangethem!

2hour ActionPlan

1. Sitwith your spouse (ifyou are married) or alone (if you are not} and list down whatever you want

toachieveinyourlife.
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Chapter 4

2. Define the target amount and duration and aiso make sure you give a priority of "High",
"Medium" or "Low" toeachgoal.

3. Define whatyou are going to do to achieve each ofthe goals on a daily basis or monthly basis.
Make sure you define the process goals for each of the main goals and then be disciplined in

meetingthose processesinthe shortterm.

4. identify how youwant to start working towards each goal. fyouare confused, choose afinancial

: : 41,
planner based on the value you get out of him and not just his fees. Fees are merely a number, ; : Dur past experiences

4.2,
Eguity is Risky

4.3,
investing in Equity is "lnvesting in an idea"

whichyouwillrecoverduring the nextmonth!

4.4,
{earning from History

4.5,
Equity is risky in the short run and quite safe in the long run

4.6,
Are Secure Products really Secure

47.
So what's your recipe for wealth creation?

4.8.
What your money plate should look like

4.9,
Asset Allocation

4£.10.
Different stages of life and a typical porticlio for that stage

4.11.
Rebalancing a portfolio

4.12.
Flashback Learning

4.13.
2 hour Action Plan




Do you realise that the actions that you take and the decisions that you make today are a result of
the good or bad experiences that you have had in the pasi? What wouid you say if | told you that
whatever you heard or learnt in your fife has an impact on how you think about a particular thing

“today? Letmeteliyouastory:
Fleasinthejar

A scientist was conducting a study on limiting beliefs, For the experiment, fleas were collected and kept
inajar. Alidwas putonthe top ofthe jar. Little holes were made inthe lid so that air could circulate in and
out and the fleas could survive. Now, fleas can jump extremely high; so they tried to get out of the jar.
Every time they tried to get out of the jar, they would hit the lid and get hurt. The fleas were smart; they
startedlearning from other fleas’ bitter experiences, just like you and me learn from experiences we hear
about (most people have never experienced a loss from investing in equity but still they think equity is
risky and therefore, stay awayl. They started communicating to each other about the danger of hitting

thelid They madesurethat they did not jump higherthan Tinch belowthe lid.

Thescientist kept observing thefieas. He was observing how theImaginary fimits they had set kept them
from getting too close to the lid. After a while, he removed the lid. There was no lid now; yet all the fleas

were stifl constrained by the imaginary limit. Thelidwas ontheirmind andnoton thejar.

Alithe fleas stayed withinthe ”Tinch below the lid” limit. Over time, they convinced therselves that they
were happy staying in the jar. Then one of the fleas decided to stray from the herd. He decided to
experience theriskofgoing within 1inch of the lid, He didn't wanted to be constrained by the other fleas’
past experiences of hitting the lid. He took arisk; he broke the imaginary limit and got out of the jar. The

wholeworldopenedupforhim.

We too get constrained in life by our imaginary limits. We have learnt the art of staying comfortable
within our imaginary investment fimits. investment or money management is a skill and can be
learnt by anyone. The instruments are not risky but our hatf-knowltedge and imaginary limits make

them risky in reat life. it's time to break your imaginary lids and welcome new investment

opportunities inyourfinancial life.
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Our pastexperiences

Irmagine afamily In which the main bread winner lost a ot of money inthe stock market. His family,
which was once very happy and rich, saw a# their wealth and happiness washed away by market
crashes. Obviously, after this happened, they made no further investments in the stock market.
Everyone stays away from the markets or anything which has any element of stocks in it. Now, let’s
zeroin on a small child in this family. He will always hear statemants like, "Stack markets ara evil"

Never invest in stocks’, "You will loose everything in the markets®, “Stocks are nothing but
gambling”, ete, etc.

When this child grows up, what do you think he will believe about stock investing? Will he be

comfortable with mutualfunds, ETFs, investing directly instocks? No, very uniikelyl

Inthe sameway, let’s take anotherexample:

Thinkaboutafamily who made alot of money during a stock market boom, with of without a sound

knowledge of stock investing; that's not reievant to our example. The only thing is that they made

_ money, and a good amount of it. Apart from this, the bread-winner of the family earns his main

income by investing in someone else's business, taking losses sometimes and usually making
huge profits at the end of the year. This family has never seen 2 bad money crunch. The fatherrose
from being a small middie ciass person to a rich man. This famnily believes that taking a risk had
always resuited in something good. Yes, there were pains and problems, but eventually it helped
them. What do you imagine a smatt child from this family grows up thinking {and experiencing)?
Well, "Returns come only when you take risks’, "Stock markets are not for fearful people”, "if you

wanttogrow rich,youneedtobean enterpreuner”, ete, etc.

When this child grows up, if you ask him to put his money in an endowment plan for the next 20
years, will helistento you? NolHe is conditioned tothinkin a certain manner and that'sin his blood
now. § am not saying he will personally be successful in the stock markets, but he might bereadyto

taketheriskofinvestinginthem.

These two examples must have given you some idea of how our past experiences and pegople we
associate with, leave a powerful impact on us and our approach to cetain things. Thisis very true of

ourfinanciallivestoo.
Asafinancial coach, | take upon myseifthe task of ridding you of two misconceptions:
1. Equityisveryrisky {stockinvestments, equity based mutualfunds, ETFsand ULIPs)

2. Debt productsare safe and secure (fixed deposits, PP NSC, konds)

EquityisRisky

For readers who don't know, let me quickly explainwhat equity is. In simple English, equity means
ownership. 5¢, in the werld of investing, equity would mean any product which Is related to the
stock market, and the underlying instrument is shares, This product could come in various forms

like stocks, equity mutual funds, ULIP's, ETFs orindex funds.

77
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Getting backto the myth - "Equityis risky” - if some cne tells you this, just ask him what he means by
it. in aff probability, the answer wil be "You canloose your money” and it will be foilowed bydozens
of examples of people who lost money by investing in shares. And guess what, they are right to
some extent. But the onty problem here is that they have limited knowledge and a limited siumber
of examples. They have looked at one part of the story and not at the complete story. Most ofthese

peopleare shori-sighted and concentrate on short terminvestments.

Investors who donotinvest in equitiesfor the long term may have this opinion too- "Equity is Risky”,
and they investin PPF accounts, FDs, insurance plans for years and years, decades attimes. Theyare

30yearsoid andtheyinvestin PPF accounts fortheirretirement.

Investingin Equityis "Investinginanldea"

Most people who investin stocks and fail to make money never look at themas an asset, Theydon't
perceive stocks the way they would perceive a house orland or jewellery. They neverfeel asifthey
areinvesting in a business, whichissomeone'sidea. They feel as if it's a quick way to make money. if
you are going to invest in equity, keep in mind the fact that you are actually buying into an
underlying idea. Investors who have stayed invested in Bharti Airtef or infosys for years and years

areinvestingintheideas whichthese companieshave. ltsnotjust "investing for profit”,

twill share with you some very simple statistics, which show you how equity has glven excellent
returns to those who have had the patience to wait and let their investments grow over the long
term, i.e.a perlod of 8-10 years or more, I will show you that the risk of making a loss from equities

comes downwitheach passingyear.

Learningfrom History

Let's begin by taking a look at some instances from the Indian markets. For the sake of simplicity,
and to convey the concept, | have taken theindex value of the Sensex for my cafculations. One can
aisoinvestin indexthese days through an Index fund, which mimics an index value, however even

if one invests in a mutual funds, same kind of resufts should be expected. | have recorded the

Sensex value at the start of each year, Le. the first day on which the market is working each year.
More explicitly, the valuesare those recorded on thefirst working day in January each year, starting

from 1980 ight uptill 2010 (atotal of 30 years).

Now in the last 30 years, there were different instances of various holding period. To iHfustrate:

here will be 30 different instances of 1 year holding periods, like 1980-1981, 1982-1983 till

2009-2010. What this effectively assumes is that you invest at the start of each year and sell at the

end ofthatyear.

In the same way, there are 22 different instances of 2 year holding periods, like 1980-1 982,1981-83

and soon, 1l 2008-2010. Thenthere are 28 different occurances of 3year pericdsetc ete.

Now take a look at a table which shows the returns generated for different time frames. All

percentages areforyearly compounded returns or CAGR, as itiscalled.

Duration of Investments




P . .
16 Personal Finance Principles Every Investor Shouid Know

I % positive. |-

nstance




1& Personal Finance Principles Every Investor Should Know -

Howtoreadthetable

ifyoutake any arbitrary cel from thistable, say cell E5 which has 29%, it means that if someone had
investedanamount of money for 3 years, starting 1984, hewould have reapedanannualised return
of 29% (CAGR). If you double check my calculations, you can see that the index moved from 252.8
t0 542 in 3 years, that means that it gave a total return of 114% fora 3 year pericd on an absolute

basis. Accordingly, if we considera yearly compoundedreturn, itwould be 29%.,

By now, you may have got some idea about why I said at the start that "Equity Is not so risky in the

long term", but fet’s lock at some strong indicators which giveus proof thationg term investing has
given graatreturns,

Positive Returns

Letus see how many timesthe markets delivered positive returns whea investments ware made for

specificnumbers of years,

Total-instance

9% positive instance © 1 73% )

Positive returns in different time frames
100

80~

40~

20~

% of times the refturn was positive

T yr 2 yr 3yr 5 yr 7oyr 16 yr 15 yr

Time Frame
You will observe that as the tenure of investment increases, the percentage of times one coutd have
got positive returns increased. In the case of a 1 year investment duration, thera were a total of
30 instances, out of which 22 offered positive returns. If you consider a 5 year tenure, 88% of
the instances gave returns that were positive and when the hotding period or tenure is raised to

10years o1 15 years, noonelostmoney even asingle time!
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Quantum ofreturns

s notenough tojustlaokatthe number of years forwhich youcould have gotpositivereturns, but

also the quantum of those returns, on an average. While there are quite a few instances when there. .

were positive but lowreturns, we havetolookatthe biggerpicture and concentrateon the average

scenarios, So, lets look at some of the figures from the quantum of returns point of view. One thing
you.asaninvestor, have to understandisthat the lengerthe time frame, the more stable the returns

areandthelesstheyarepronetoluckandshortterm fluctuations.

Highestandlowestreturns

Let's consider the returns for the 1 year hofding period: different instances gave different returns,
ranging from 100% to negative 50%, at times. But the momant you lockat a 5 year holding period
{forwhichthere are 26 instances, the range between the highest and lowest returns contracts and
. becomes 43% (2003 - 2008) on the upside and just negative 2% (1994-199%) on the downside.
When you furtherincreasethe holdingtanureto 10and 13 years, you seea muchtighter range and

even the lowest returns are positive. Let's Inok at the tabie below, which shows the highest and

lowest returnsindifferenttime framesforthe 30vyearperiod.

A |3 | o2ew

Worst Retun |

Best and Worst return Contraction
150y

100

Returns.

ook Sl i e

5 yr 7 oyr
Tenure of investment

The Sbestandworstreturns

Many people will query, "What if | don’t actually invest in the time frame which delivers the top
returns, then will | still be doing well for myself by investing inequity? Ta clarify, let's iook at notjust
the topreturns, butthe average of the 5 bestreturnsinall the time frames, You can see that notjust
the top most, but the average of all the top 5 bestyears are also good and in fact, very close to the

top one, Thismeansthatyour chances of getting highreturns are much higherthanyou think.

dn the other hand, if things gowrong, do you lese as much asthe worst returns or thereabout? Not
really. As you can see in the table below, the average of the worst returns are almost haif of worst
returnin magnitude, in cases where the returns are negative and at least double the waorst returns,
in cases where the worst returns are positive. So onan average, your bad returns are not likely to be

veryclose tothe worstreturn.

Look at this statistic for the holding period of 15 years: the average returns for the 5 worstinstances was

12 percent!
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1004

50

1004 : - iy
1 oyr ! Zyr 3y 5 yr T oyt 0oy

15 yr ‘

% Best Return £ Average of 5 Best & worst Retumn £ Average of 5 Worst

Negative returns

You can't get positive returns every time. Sometimes you are faced with losses. So let’s look at
negative returns too. While it's true that there are bad years, by now we £an see that bad returns
come down with an increase in the invastment tenure. For instance, take the case of 1 year
instances: if you take an average of all nagative return years, it works out to -20%, whereas it

decreasesto-5%for 3yeartenwresand 0% for 10yearor 15 yearinvestmentianures.

We'ltletthedataspeakforitself...

Average of worst'5 years.

.}\_\_.r_e_i_'qgé{df':a_!f 'ﬁ:eg’;a:ti\ié'.:yéé'{s' 9% s i a3 NA . o

Note that al these iflustrations assume that the investments were made at the start of the year, Le.
January. But if you look at the pattern for investments made from June 1o June, it will be quite

similar.

Equityisriskyintheshortrunandquitesafeintheiongrun

The dataishared with you above shows you that in the short term, equtiy can be very volatileand it
is difficuit to gauge which way markets will move. But overthelong term, ithecomes more stable as
well as safe. You can expect good returns from equity in the long run. There will naturally be some
cases in which the returns have not been great even with long investment periods. For instance,
investments for a 10 year period from Jan 1993 - Jan 2003 gave a return of just 3%; but that's very
raze. 1t does not happen in general. That's the risk of investing in equity which you take in order to
gethigherreturns. Also, notethat thisistrue foran indexlike the Sernsex or the Nifty and itwould be
similarfor mutual funds, which do not rely ona single stock. You might get very different results for

somesinglestocks.

So, if you believed that equity is risky and that's why it's not for you, you would be right, if you
wanted tc invest only for the short term. I£, on the other hand, you have a long term view for your
investments, equity is something you shouid definately invest in, especially if you are young and
have plenty of time on your side, Also, remember that the data shown above is based on the

assumption that you don't monitor and review your investments, In case you put in elements of

moniotoring and active review, your returns couid getafurtherboost.
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Are Secure Productsreally Secure

In this section my aim is te break one of the biggest myths in our country which is "Debt products

are very safe” Now, if your defination of "safety” is assured returns and "the face value of your

investment not going down', you are correct. But fet me tell you that your defination of safe -

productsisflawed and itcan pose aproblemin yourfinancial life,

When we think about "safety”, we only think about assured returns and security of capital. We

forgettolookat the maturityvalue interms of its purchasing power.

When we say "debt products’, we mean any product which does not have much of a risk element
and we are more or less very sure of getting our money back. This includes fixed deposits, PPF,
honds, insurance plans or debt schemes of mutual funds. The biggest problem with debtisthatit
does not have the strength to fight infiation. Inflation, over the long run, erodes the purchasing
power of your money and debt products give returns which barely compensate you for inflation.

Ifyoufactorintaxes aswell, you will beleftwith nothinginreal terms.

A safeinvastmentis of no practical use if it does not have the power to help youreach your financial
goals, It's fike going onto the cricket ground with your head, legs, stomach, averything, covered...
you can be sure that you wili not be hurt; you wili be "safe”. But guess what? lwould notlike toba in
your team because your safety does not hefp you to hit 6s and 4s, which could make us win. in alf

probability, youwiti losel Buti have nodoubt thatyou wilibe "safe”.

We have always been taught that debt products fike FDs, insurance plans, PPF accounts, NSC, etc,
are very safe and there is no risk in these products. But that low risk factor is only limited tothe fact

thatyouwill receive assured returns. itdoes notassure preservation of purchasing power.
Letsnegiveyousomeexamples:

Suppose you have ¥ 100 today and you want to buy oranges. If an orange costs T 20, you will get
5 pieces. Suppose you invest this amount in an FD for the next 10 years, at the rate of 9%, your

7 100 will become T 236. But what will be the cost of T orange be after 10 years? Even ifitincreases

to ¥ 50, you will not be able to buy 5 oranges with that money 10 years down the line! This

: meansthatthe purchasing powerofthatmoneyhasdecreased.

Even though your money has grown, it has not grown in real terms., Hs purchasing power has come
down. That's the problem with debt and that’s really something which should concern you. Just
take a look at the previous generation, in which people purchased endowment plans with a sum
assured of T 2 lakh or €5 lakh or even ¥ 10 [akh. Their policies are maturing now and they safely get
their money back; norisk. Butwillit help them 1o cope up with the escalated cost of living today?
it can only help them survive in this world now; they will certainly not be able to enjoy the lifestyle

theyalways desired because forthat, they wouldrequire alot more money!

This Is one of the major reasons for limiting even your PPF account contribution. Don't over do it,
eventhoughit’sasecure, governmentbacked investmentproduct, youmight be losing outonalot
of opportunities toreap great returns from equity if you are over doing your PPF investments. Don't
getmewrong; PPFisnotabadinvestment product. Byall meanshavea PPFaccount andinvestinii,
but keep your investments within alimit. 1f you have 30 years in hand before you retire and you are
saving ¥ 1 lakh per year, | don’t see a reason why that 70k should go into your PPF account and the

restinequity;rather, itshould bethe otherwayaround.

Sowhat’syourrecipeforwealth creation?

Two simpleyetimmenselysignificantrulestorememberare:
1. Equityisriskyintheshortterm, butsafeinthelongrun.
2. Debtissafeintheshortrun, butextremelyriskyintheiongrun.

The clear messege to be gleaned from these is that for any short term financial goals, you should
use debt products like fixed deposits, debt funds, etc, which do not have any risk element.

However, for any long term goals, you should investin equity, as far as possible. in the short term,

thefocus is mostly on acheiving the goal and preservation of your money to reach that goal, rather
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than growth of your money. A great return with assurity can come only by tuck; if you want a great

return with low risk, thenyou will require "TIME" on your side,

igetalot of questions on my biog, like "Where can fget the best return if i want to invest for 2 years?
[ need to make a downpayment on my house around then..." or "t want to invest for my dream

rastaurantaround 20 years from now; should tbuy aninsurance plan?”

Peaple who ask such guestions have to understand what | just communicated. If you want
fabulous returns in the short term and you also want to have safety, you are living in some unreal
world. You can never get excellent returns with safety in the SHORT TERM; that can only happen

inthelongterm.

Now let’s consider different scenarios and see what you should do, using our rufes - equity isfor the

tongtermanddebtfortheshortterm.

Case 1:You wantto put up a down payment for a house 2 years from now; where should you

invest?

In terms of time, you have just 2 years ta go. 5o, you can't compromise on assurity of the safety of
your money; the available time element is not adequate to allow your money to grow. In this case,
you should be investing this money in some safe products like fixed deposits or debt funds, if you
can take some very nominal risks. But under no circumstances should you be investing your menay

in stocks or equity mutualfunds, ifithasto go towards meeting your down payment.
Case 2:Youwanttostart arestaurant after 20 years; where should you invest?

You have ampile time in hand. Your money has enough time to grow and hence, investing in equity
is the answer, inthis case. You can invest in debt products too and have your restaurant. But thenit
would beasmall, constrained one. Ifyou want to starta restaurant whichwill be the talkof the town,

thenyouwill have toinvestin equity.

Whatyour money plateshoula looklike

By now, you are very clear about 2 things - that equity products are for the iong term and debt

‘products are for short term goals. But does that mean that you should be completely invested in

eitherequity ordebt?

Have you ever glven a serious thought to the food on your plate? it might consistof many items:it
may have chapatis, dal, rice, curty, salads... Now imagine that one day you decide to eat just RICE.
That's alll One hundred percent of your meal consists of RICE. Does it make sense? Will it be tasty?

And more thanthat, will itbe whatyour body needs? NO!

vou need to eat balanced meals, They should have the right proportion of everything and yes, you
may consume more of what you like or need to eat. For instance, some people like to eat a lot of
salad; thelr meals may contain aiot of salad. Other people enjoy curries and their meaisare iikelyto
contain a lot of curry. But overall, a healthy, tasty meal will contain more than just one or perhaps

woitems.

In the same way, our portfolio should not be extremely tilted towards one type of financial
product. You shouldn’t have a 100% of your money in equity or 100%in debt, at any point of time.
You should strike the right balance between the two and hotd both in a combination which makes

you co_r_nfortabie.

Our financial life is very much like the food on your plate, wherein each financial product can be
likened to some kind of food item. Over the tong term, if we do not have a balanced financial life,
which has exposure to each componentin the right quantity, itwilt not be inthe bestinterest ofour

longterm financiai heatth.

A balanced portfolio does not mean a 50:50 ratio of equity to debt. [t means investing in a
combination of debt and equity which makes you feel "comfortabie’ and at the same time, it has

the potential toenableyoutoreach yourfinancial goals.
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Toitlustrate mypoint, here arethe profiles of Rajesh and Ajay, two very close friends,

Rajesh: Rajeshis 28 yearsold. Heis married to Kavita, Rajesh works in a software company where he
earns very well; Kavita is a government employee. Rajesh wants to start his own company at some

point of time and wants to retire early. He wants to make sure that his children pursue their

educationahbroad.

ajay: Ajay is 38 years old. He has two children and his wife, Heena, is a housewife, Ajay has already
built up a large corpus over a span of 15 years. He works in the middle-east and has a very high

salary, but he has no job security. He plans to come back to Incdia and start a business in his

‘hometown, whichis atier il city.

Now if you imagine the current and future financial lives of both Rajesh and Ajay, they should look
very different from each other because they at very different stages of life; they have different risk
profiles and different goals. Can you imagine Ajay investing a major chunk of his money in equity
mutual funds or pure equity and having very little or no insurance? On the other hand, can you
imagine Rajesh with very little money invested in equity and most of his money in a PPF account,

some FDs and an extremelylarge lifeinsurance coverwith hiswifeasa nominee?

Asyoucansee, Rajeshisstillveryyoung and earning well. His wife also has a stable job. This coupi.e
canafford to take high risks in thier life. Evenif things goa bitawry somewhere in their financial life,
they have enough time and the scope to get back on track. As thay have a lot of time in hand, they
need to invest in equity for the long term, then be patient and let it grow. Obvisouly they need to
take a good amount of life insurance, but must take into account the fact that Kavitaisalready in a

sacure job. Accardingly, they should notge averboard purchasinginsurance.

On the other hand, you can see that Ajay's situationis very different. Being the only member of the
family who is earning, he has to make sure that he has sufficient life insurance cover. it should be
enough to provide for his family and supplement his savings till date. You can see that because of
the nature of his job and his current worth and future aspirations, he needs stabiity from his
financial life more than growth. So his exposure to equity should be timited and he should mainly
concentrate on investments which can provide him with a monthly income. He should focus on

debtproductslike MIPs, PPFand balancedfunds ratherthanpure equity orequity funds,

Sowhatis Assetallocation?

th simple tarms, asset allocation is the exercise which involves dividing your money into different

asset classes in some ratio which you feel comfortable with. 5o, if | am the kind of person who
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understands the stock market and 'm up to date with developments in the real estate sector, | can
have 50% In equity mutual funds, 35%in real estate and the remaining 15% canbeinfDsand liguid
cash. Whereas, if you are a person who does not have the time to track your investments and are
around 45 years old with many financial responsibifities, you need financial stability and should
allocate 60% to FDs and PPE, 15% could be in the form of liquid cash and just about 35% can be

investedinstocks orequity mutualfunds.

50 you have to decide on your own asset aifocation. Jt might not be a simple task. Ask yourself:
If t have a total of Z 20 lakh in my portfolio, can | afford ta put 50% of it in equity mutual funds?
Will | be able to survive a hitin case markets move up or down? If your answer is yes, then you can
aflocate 50% of your money to equity and the rest to other asset classes, Ifyou are notcomfortable
with 50% in equity, then ask yourself whether you would be comfortable investing 40% of your

moneyinequity or perhaps merely 25%.

Differentstages of lifeand atypical portfolio forthat stage

Life keeps changing and with it, people’s firancial responsibilities and priorities change too,
For convenience sake, we can break it down into 5 stages. Each of these stages is associated with
atypical asset allocation pattern, which differs fram one stage to the other. Here's a look at those

5 stagesandwhatis usually recommended for goodfinancial health:
1}Bachelor

At this stage, you are most probably free from any
responsibilities; you have a high risk appetite and your
expenses are relatively low. This is the time to enjoy your life but
also the best time to save and invest, Your exposure to equity at
this stage should be the highest. If you are a sataried person,
your contributions to your EPF will account for an adequate

proportion of savings in debt and enable you to invest the rest

of your money in equity. Liquidity is not a big concern at this stage. So don't keep alot of moneyin
your bank account. You equity component can be anywhere between 80-100% of your total
portfolio at this stage. You should make sure that you invest heavily in equity at this stage and save
most of your money because the more you save right now, the more you will be able to relax later,

whereyourfinancesare concerned. Andonceinawhile—Party Hard!
2) Newily Married

At this stage you are likely to have more
responsibilities than you did as a bachelor. You now
have to pay rent, meet household and other
expenses and pay other bills, This is the time when
you have to get more serious and start pianning
your finances to accommaodate payments towards
big ticket purchases like a car or the downpayment
for a house or expenses associated with having a
child. This is the time when you need some

regularity of income, but you can still invest a

substantial amount in equity. it's the time when
you shouid build up an emergency fund, invest for short term goals in debt oriented instruments
and stilt put a majority of your investments into equity. As a rule of thumb, the allocation towards

equity should be arcund 75-90% of yoursavingstill date,

3)Parents withKids

This is a stage when you have a lot of responsibilities and you can’t afford to face a lot of
volatility and risk in your investments and income. By now, basic goals like owning a carora home
would be already met and you may be paying back the loans with which you purchased these.You

may stili he investing in equity, but froma psychological point of view, you might feel uneasy taking
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risks. You can go in for balanced investments in debt and equity and can put upto 60% of your

investments inequity.
&) Near Retivement

By this stage, you are likely to have achieved most
of your goals in life and you still have a few good
working years in hand. While you plan your
retirement, you can still have some expasure to
equity but your involvement and interest should
decide how much it can be. Another way to gauge
the permissible extent of your exposure to equity
can be to check whether your actual retirement

corpusison trackTowards your targeted retirement

corpus. if you are not on track and there is a farge
gap between your target and the actuat retirement corpus, you might want to allocate some
investments towards equity for the next few years, depending on your situation at that time.

Otherwise an outer-limitfor the extent ofequityin your portfolio can be 30-40%.

5)PostRetirement

This stage comprises the years after you have
retired. Until now, in all the other stages, the focus
was on the growth of your money. In this stage,
preservation of your money and its growth, if
passible, become your aim. Stability becomes an
important criteria, A major portion of your money
should bein debtoriented schemaeslike debt funds,

pension schemes, PPF, bank FDs, etc. Yoy can have

some amount of equity in your portfolio, but now it
should be a limited amount. if you are still a risk-
taker and like equity games, the amount can be higher. But by now, in all probability, vou are likely
1o choose assurity of returns over risk in investments. Your exposure to equity can be below 20%

atthisstage.

The 5 stages discussed above are generic and the advice comprises standard recommendations.

Theidealassetallocation at each stage could vary considerably fromindividual to individual.

Rebalancingaportfolio

Let’s assume that you read this book and understand the whole concept of asset allocation,
Then you say to yourself, "l will allocate 50% of my savings to equity and 50% to debt™. Then S years
go past. Stock markets zoom upwards and your money doubles or even tripples in value.
Your current asset allocation is 65% in equity and 35% in debt. Perhaps by then, the ideal asset
allocation for you may be 40% in equity and 60% in debt. What this implies is that you need to
"Rebalance” your portfolio to bring back your comfort level. You need to sell off 25% of your assets

held oneguityand investthe proceedsindebt,
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Justiike weneed to have balance in all the areas of life, there are times when we have to lookat our
portfolfc and keepitinabkalanced form sothat our assetallocation atall imesis suitable. Asyouare

now aware that asset allocation is all about dividing your investments into different asset classes

like equity, debt, real estate, gold, etc, it may so happen that due to an extreme'upward'o;‘ e

downward move in one asset class, the whole portfolio gets skewed towards cne asset class
and becomes deficient in another. If this movement away from your ideal asset allocation is
small, it's ok. But if it begins to make you feel uncomfortable, then you need to undertake a

rebalancing exercise,
twillgive youanother example:

Suppose you are 32 years old and you decide that you are comfortable with 75% in equity and 25%
in debt because that's the kind of composition which meets your risk appetite and also
accommuodates yourreturn expectations. Now, ifit changes alittle bit, to say 72:28 or 77:23, youcan
carryonwithit. Butbeyonda point, it starts getting into an unconfortable zone, Let's say ithecomes
85:15 or 60:40. Now, it has moved beyond your expectations and does not meet your requirements
anymore. 50, the best thing would be to rebalance it and bring the ratio back to one that you are

comfortable with,
Profitcase

Suppose at the age of 32, you have T 10 lakh to invest and you decide that you will invest itin an
equity: debt ratio of 75:25. Let’s say you invest ¥ 7.5 lakh in equity {it can be directly in shares or
equity mutual funds, ETFs, index funds or some cther equity based product} and you invest
¥ 2.5akh Indebt {it can be PPF, FDs, debtfunds, etc). Now, if in the next two years, equity has done
fantastically and the value of your equity doubles, your holding in equity reaches ¥ 15 lakh. in the
meanwhile, tet's say the value of ypur investment in debt has also increased marginally from

Z2.5lakhto¥2.8lakh.

7.5 lacs > 15 lacs

2.5 lacs -> 2.85 lacs

initial ratio ; 75:25
New ratio : 84:16

From a debt to equity ratio of 75:25, your asset allocation has become 84:16. Now, this is a big
change and you should bring it back to the original ratio, so that you are back to your comfortzone,

Forthis, youwill have to sell a partof yourequity and moveitinto debtproducts.

Losscase

On the other hand, suppose the stock markets plummeted in the next two years and the vaiue of

yourmoney in equity falls to 50% of its initialvatue.

7.5 lacs ->» 3.75 lacs
2.5 lacs -> 2.85 facs

Initial ratio ; 75:25
New ratic : 57:43

Thisisabig changetooand you should bring it back tothe original ratio, so thatyou are back toyour

comfortzone. Forthis, youwilthave to sell a partof yourdebtand buyfresh equity.

Note that this exampie does not consider the tax implications in either case. You will need to work

outthatpart.
Rebalancing -apassive way of tfiming the market

Mast invesiors take decisions based on market fevels, If the markets are very high, they will wonder

what to do. if markets are down, they still wonder what to do. They are so confused with the whole
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exercise of timing the markets that they take incorrect decisions guite often. One of the most
beautiful things which a lot of people miss is that portfolic rebalancing is a passive way of timing

the markets. When the market goes up, your equity aliocation will go up and by rebalancing it, you

will sell some equity and buy debt by default. Effectively, what you are doing is selfing when '

markets are high. In the same way, when stock markets go down, you buy more equity so that
you bring back yourassetallocation to therightlevel Hereyouare buying equity when the markets

aredown.

Soforthe simpie investor, who does not have access to advanced research or the time to study the
markets, portfolio rebalancing is the best way to take care of axtreme situations in the markets.
it's a common man'’s way of timing the market, but you need to undertake this exercise every
1-2years and notevery month. You need to be consitent with it and over time you will see that your

wealth growsattherightpace, it might notbe the best pace, butitwill be agood, comfortable pace.
Conclusion

Sit down and think about this: Are you a victim of "past experiences” when i comes to thinking
about“equity and debt”? You can now design your cown way of looking atinvesting and start along

term planforhowyouwantyourfinancial life totake shape.
FlashbackLearning

» We are conditioned by our past experiences and they largely determine how we think about

differentissues. Alotofthisistrueinourfinanciallivestoo.

» Twopopular beliefs "Equity is Risky" and "Debtis Safe” are only half true. They are true only in the
shortterm, butinthe long term, the opposite holds true,

- Assetallocation is dividing your wealth among different asset classes in a way which makes you

comfortabie.

2hour ActionPlan

1. You need to sit down and find out what the position of your current asset affocation is? Find out

now much you haveinequity/ debt/ reaiestate/ gold investments.

2. Once you are aware of your current asset aliocation, ask yourself if you are comfortable with #t?
Ask yourself: ifthe stock markets drops by 50% this year, will | be ok withitor willl regret leaving

somuchinequity? Nowdefine yourreal assetallocation.

3. Based onyour new asset allocation, draw up a plan regarding what you should sell and whatyou

should buy. Take the taxaspects of your decisions into consideration.
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“f a man is after money, he's money mad; if he keeps it, he's a capitalist; if he spends it,
he's a playboy; if he doesn't get it, he's @ ne'er-do-well; if he doesn't try to get It, he lacks
ambition. If he gets it without working for it, he’s g parasite; and if he accumulates it after a

life time of hard work, people call him a fool whe never got anything out of life”

e Wie Ofiver

Why we sometimes getstuckonthe groundfloor

After writing more than 500 articies on personal finance, replying tothousands of personal finance
queries and coaching dozens of people in their financial lives, | have realized that most people are
stuek on what | call the “Ground Floor” of their financial life. The one thing that keeps them stuck
on the graund floor is not having a strong “want te” in their financiat life. When | coach people,
| always suggest that beforethey startworking on: their fina ncial life, they must have a strong “want
0" intheir personatfinance Thisis simple, yetmost peopie overlookthis simplefact. Theyhaveput
allthe carrect ingredients into their dish calted“financiallife"butasmall pinch ofsaltismissing;and

that'stheright"wantto”,

|find that most people go around in circles whenit comes to their financial life. They are unable to
crack the code that will mike them financially successful; they are frantically seeking out the right
financial planner; they are busy searching for the right products (designed by God}} that will help
them achieve financial freedom; they are in search of secrets... Well the secretis that there is no
secret. When people realize or rather are confranted with the fact that their actions suggest that
they domt really want to succeed in their financlal life, they get very depressed. They blame the
agents, they blame their circumstances, they blame others for nothaving the rightievel of financiai
literacy. They start believing that there is something wrong with thelr financial life and ultimately,

they startbelievingthat thereis something terribly wrong with themselves.

But there is nothing wrongwith them. Thatisthe truth,
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Allthatthey needtodois stopcomplaining and tune into new beliefs about money. Anyonecando

it. Every day 1 see proof of that. | have no formal education infinance yet no one has ever asked me

whether|have any certificate in the area of personatfinance or not. People are surprised whenthey. .

hear about my background or rmy age or about my actual area of expertise, All that | add to my day.'

and i g i '
myworkeachdayisastrong “WANTTO” - that little extra passion; thatfittie extra commitment

to making a difference to people’s finandial lives and that has always helped me to get alf the

information I need- to create this book or a valueadded articleformy blog.

Marny people die with their music still inside, The dream of having an extraordinary life remains a
dream and doesn't turn into 3 reality. When your eyes are scrolling through this chapter, let your
mindrealize yourlevel of “want to” iz totally within your control. Youarein cha rge ofitstrue power.
Itcan be as simple asyou tuning into the radio station that you want to hear when you are driving
Your car; nothing in the external world can stop you from tuning into the radio station of your
thoice.Inmuchthesame way, yourfinancial future isin your hands. You can either stay stuck on the

ground floor or add the right “want to” and reach to the top and experience your full financial
potential.

“Uyouknowhow te swim, itdoesn’tmatterhow deep the wateris.”

Whatdrivesyourfinancial life?

In a book calted “Think Everest” written by Atul Karwal, a man climbs, rather conquers, Mount
Everest. It is an extremely difficult task to undertake. it involves 76 days of pain, and
unreasonableness. Mount Everest is too high, too far, too steep, too rocky and too difficutt, Butthe

thing that was driving his passion and dream was not Mount Everest but his personalcommitment
“lwillclimbit”.

Building wealth requires a similar passion and a strong personal commitment. Wealth is created

brick by brick, justasa plantgrowsinch byinch. That's how investments growin yourfife.

Your financiat life is driven by your bellefs more than your commitments. itisimportant to see what
beliefs, thoughts and feelings are dictating yourfinanciai life and how you can change them so that

yougetfully alignedtothefinancialiife you desire.

The fact is that most of what you believe about money is not true. Some befiefs got downloaded

fromyour parents, some from family, some from friends and some from the society you live in. You
feel trapped. You become resigned and cynical about your income levels and you stop seeing
investment opportunities that exist around you. Somewhere, you end up being a slave to money.

You stop having money and money starts having you.

You need to realize that your un-serving money beliefs block your financial success. When you
were growing up, your stories and beliefs about money wetre also growing up within you. You heard
a number of times from your elders that meney doesn't grow on trees. You heard it takes money to
make money. You heard that money is the root of all evil. You heard that money is power. You heard
that time is money. You heard that beggars can’t be choosers. You heard that more money equals
more problems. You saw all the bad guys in the movias taking away money from the poor. You saw
them, you heard them and somewhere it got ingrained into your belief system. Somewhere it

hecameapartofYOU.

That's what you heard and saw about money all your fife - no freedom, no abundance, It’s time for
you to step forward and question these beliefs. It's time to de-program your heliefs. It's time to re~

programyour beliefs and then really getinto massive action. This will ensure financial success.

5o part of the road to financial success is to de-program and re-program your entire belief system

regarding money.

FindyourownMasterKey

Alt of the books and blogs that you will ever need to increase your financial knowledge orhelpyou

to have an extraordinary financial life have already been written. People that have gone from rags

to riches and from financial failure to financial success have taken the time to write down their
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memoirs, 50 that you can learn from their experiences and mistakes. They have offered their

wisdomand experience so thatyoucanbe inspired by itandinstructed by it.

For amoment, think about who staps you from exploring such useful books? Who stops you from

creatingasmalllibrary athome?Who stops youfromreading informative biogs andwebsites?Who
stopsyoufrom studying incredible peopleslives?Itisno one butYOUiit]s yourbeliefsystemabout
maney that keeps you away from goid; from gaining the right financiaf literacy; from the right
financial knowledge; from taking theright ACTIONS. .,

Youholdthatkey

Most pecple loek at financial planners as magicians. Deep down, they know they have limited
financial resources; they know that their goals are un-realistic, but still they expect the plannerto
do some magic and fit alf their dreams into a 20 page document calied a financial plan. Sounds

Familiar?...atleasttoafew ofyou, ftmay.

Butyou are the source of all the moneyin yourlife, It's not an external thing; #tis purely internal, Itis
your beliefs, attitudes, thoughts, feelings, choices and decisions that shape and dictate your

experienceswithmoney. When you change, so does yourfinancialworld-ithasto.

"Time"isthe new"Money”

Most ofthe people | coach don't find the time for their persanal finance, They are serious about it,
they believe they don't have time, it is real for them. They have plenty of valid reasons to prove that
they really don't have time. People cant seem to find an un-interrupted half-hour during which
they can work on their personal finance in an entire month, for some an entire year. Sounds
familiar? if you look around, you are connected to everything that can help you slevate your

financiatlife. It'sall here.it's all avatlable, Afew keystrokesaway.

The so called‘busy’ people have no time for their personal finance but they somehow find time to

be on various blogs, chats and social media sites. Here you are wasting your time in small

installments and you are not even aware of it. Always remember NO capital is getting
generated from these activities. NO wealth is getting generated. There is NO increase in your bank

balancaduetoit

Most people swim around daily on geogle in search of “FREE solutions”. Two hours later, thay step
back from the screen wondering where time has flown. What got produced? What is the tangible

outcome? Onlyresearch, NOactionthat canlead to financial resuits,

it's time to identify such unproductive activates and take action with regard to your financiai life.

Atotofwhatyoudowithyourtime hasa directconnaction with whatyoudowithyour money,

Financial changebeginswith choice

If you don't like the way things are in your financial life, change them! You're not a tree, Yes you can
take action; you can change your direction; you can bring a shift in your financial life. Many people

have doneitanditis possible.

Itis clear that any day you wish to, you can take charge of your financial life and change it. You can
elevate the level by shifting gears. Any day you wish to you can open a new book or get on a
petsonal finance blog that will open your mind to new financial knowledge and insights. This
becomes possible when youbring about changesin the choices you make thatimpactthe financial
rasults in your life. Any day you wish to, you can start taking action on your finances. Any day you
wish to, you can start the process of change. You can either do it immediately or walt for the right
time or the right moment or after you handle a few emergencies or after you have the right bank

balance.lt'san important CHOWCE you make.

Yaur choices can make or break your financial results, You can sit with a financial planner and map
out your financial year... which properties to buy, which ones to sell, what investments to make.
This can bring a new momentum to your financial iife. Now, on the other hand, you can also ¢choose

to do nothing about your financiai fife. You can choose to stay busy with your routine life and let it
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meve and take shape on its own, if the idea of bringing a change in your financial fife is
uncomfortable or sounds like teo much of work, you can remain the way you are, with respect to
your personal finance, waiting for your stars to change their position, waiting to get into take-off

modeinyourfinanciallife.
Thechoiceisyourstomake."Thefaultisnotinthe stars.. butthechoices youmake”

You are 100% responsible for all your current financial circumstances. You have ¢reated these by
your own choices. Buying this bookis a cholce you have made. You have bought itand have chosen
toreadit. [tisnt what the book costs; ifs what it will costif you don't read it. Itisachoice you made in
your financial ife. All the books, magazines, blogs, planners, people that can help you achieve
personal finance growth,.. make a2 conscious choice to have them in your life. If you can't attract
wealth, atleast attract good books, the right knowledge and the right people in your life, That will
eventually help youattract wealth in your life.

Indecision is the thief of financial opportunities in life. We must make a personal commitment to
choose actions over thinking and worrying. Making the right choices at the right time is something

we cannotafford to neglect. Read on, you'ti understand why. ..
FatherandThreeSons-Whowillbe myleader?

This story isabout a man who had three sons. Afl three were working in the same business and were very
obedient by nature, They always did the work that was allotted to them with total sincerity and
commitment. The father was very happy to see all this but at the same time he could not decide who
should be the business leader after him. All three were eligible but he wanted to choose one from his
three sons. He wanted to choose the man who would lead his business to a greater height. The one

question bothering himwas “Who willlead?”
Hethoughtofanideathatcould fwelp himchoosetherightieader.

He cailed for a meeting with alfl three sons. He shared with them the news that he was going on a
pilgrimage for the next 6 months and would like to give ten gofd coins to each of them before he left. He

didnotgivethem any furtherinstructions aboutwhat they should or shouid notdowith the gold coins,

Hegavethemthegoldandleft.

While the father was gone, each son started thinking about the coins. One of the three traded the gold
coins in the marketplace, the other thought of making something fram the gold which he could gift his

father and the third, being a very cautious man, took the coins and buried them in the ground for
safekeeping.

Six months later, the father returned. He called for a meeting again and gsked each son what they did
with the gold coins he gave them. The first son said, *The ter coins you gave me are safe as | have buried

themin the ground forsafekeeping.” The secand one said, “Iconverted themintou goldchainand would

liketopresentittoyouasgift.” The third onesaid, " traded the coinsin the marketplace and now! have 15
coinsinsteadof 10"
On hearing what each one did with the gold cains, itwas very clear whom the father would select as his

business leader. He was proud of his son who had traded the coins in the market and created greater

wealth from what he was given, He saw a business opportunity in the coins, which the other two could

not.

So what do you see in the money you have? The risk of losing it or an opportunity to create more

" wealth than you have right now? Most people wait forthe big money to come into their tife andlose

theopportunity to become theleader oftheirown financiatlife.

What each son did with the gold coins is what most of us more or less do with our money.

Soundsfamiliar?

Maoney always seems to be attracted to those who create and multiply their wealth as an ongoing
process. Mostof us start small. We getourfirstjob; getourfirstpay;getprometions,,,thejourney|s
mote or less the same. We are either financially broke or we financially rock! it all depends on what

we dowithallthat weearnduring the journey.

The moral of the story is that whatever financial resources life has handed us, whether it is a few

thousands or a few lakhs orafew crores, itisour responsibility to do something with whatwe have
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been given! Thatis how we change our fortunes - by taking ali that we have and all that we are and

putting itto work. That's how wealth is created. That is how financiat freedom becomas possiblein

vourlife,

Youare amoviestar-Surprise!

#amovieismadeatthe end of yourfinandial life and shown to the world, how excited willyou be? It
will show your actuai financial life to the world, the reality and notthe ideal one thatyou would like
to showcase to the world, Each one of us have a unique financial story to narrate. Each story wilt
have its pwn twists and turns, Some are proud of the way they have lived their financial life and
some regretit. If, fora moment, you have achance to review your personal finance movieandrate i,
how many stars will you give to it out of ten? Be honest Will it be 8 stars, 5 stars or just 1-2 stars?

some clents we had didn'teven qualify fora ZERO rating, theywerenegativel

Many people will give a poor rating to their cutrent financial life. They ate not very happy with
the way their financial story ends or the way i started or the way it is moving or the way it is

taking shape.

If you could visualize how your financial movie would shape up, given your current direction,
perhaps you would becoma more serious about your personat finance. The good news is thagyou

canstillre-write new scripts foryourfinanciallife. The gameis not yetover. It's time 1o JAGQO!

Timetothinksmall

Rememberthat biggerisnotalways better; biggeris justbigger Whenweask people totake action
intheir financiallife, they simply delay doing so. They wantbig results and big changes to take place
intheirfinanciatiife. They don‘twantio bagin with small actions. This leads to procrastination, They
beilieve that they will take action, butnot now... on somefine day. They are unable to realize that it
is their habit of procrastination which comes in the way of their financial success, The book written
by BrianTracy “Eat that Frog”expiains very nicely how we should begin our day with completing the

mostimportantactivity first. The same appliestoour personatfinancesas well.
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The good news is that you can win your war against procrastination; it's possible, You can always
startsmall; taking small actions, ore at a time. Most of the time your mind makes ali your persenal
finance tasks look big and scary. We think of numbers and complicated calculations; we think of
graphs and pie-charts when it comes to personal finance, So we procrastinate. Personal finance’is

notaboutnumbaers, itisabout YOU and the relationship you share with money!

When we imagine creating a personal finance to-do list, the longer we push & into the future, the
more frightening it appears in magnitude. Which financial planner shouldyou trust? How can yoy
find the right products? You can see that objects in the mirror of the future always appear targer
than theyreallyare. Thisisatime to take little actions, Onlythenwill they seem fike funratherthana
chore. When we start seeing personal finance asa game, we startenjoying the processand thenit's

nowender that you stop procrastinating!

Here Actior’isthe uitimate answer,

Make small promises to yourself and complete what you set out to do, Sfart giving your personal
finance exercise half an hour of attention each week {You can address some neglectedthingsinthe

two hoursthatyou allocate tothataskeach month.) Take smallsteps, Butmakeastart.

if you take time out to plan your day, you make it more meaningful and productive, just like ifyou

give time to your relationships, they get better. The same applies toyour personal finance. !t needs
your time; it needs your attention. Set aside an hour each week as your"JUsT DO " time for taking
upr things you have been procrastinating on! Just make that a policyl lt will be the best policy you

canaddtoyourfinanciallife.
fuststartwithonething...youknowwhatitis...l5 the thing you're thinking aboutrightnow,

Keep your financial Bfe creative and simple. Think of what needs to be done to your personal
finances and do it, little by Httie. That's all you need to do for now. With this attitude, you'll never

have'procrastination’ever coming intheway of vourfinancial success again.

Startpreparing

When you change your beliefs and your persenal relationship with maoney, you will begin to have

more and morefreedorm and money flowing into yourlife. iIt's inevitable!

For this reason, itis important 1o be prepared. What can you do at a practical levet to getready for

more money in your life? You can learn more about money-managernent, explore investing,

organizeyourfinances... Getafinancialcoach...

Ensute you are open to bringing change inte your financial life and welcome new empowering

possibilitiesasthey wiill surely come yourway.

Hereisashortmoney exerciseto help you gauge where you stand with respact to your financial life.

Answerthese questions honestly:

Bonus: 1fyou complete this money exercise most sincerely, | assure you that you will be a different

person altogether once you are done, You can contact the author at manish@jagoinvestor.com

withyouranswers and if time permits, L will relpy with your answers.
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Ispayingforadvice an expenseoraninvestment?

Almost everyone 1 have met tiil date runs away from paid services, irrespective of whether the

adviceis being dofled out by a jerk who claims to be knowledgeable or someone whois actuallyan - :

industry leader. There are many excuses thatpop up:

These are various excuses used to avoid the paid'services of an advisor, As per my experience, there
isastrong reasonwhy people are hesitant to pay moneyforadvice. It's not about thejr salaryortheir

knowledge orhow muchwealth theyhave... 1t'smoreofa psychologicalreason.

it's because the facus is on fees and not the value. Fees are not seen as an investment. They are
considered asanexpense”. People look at fees as money that must be spent on somethingwhichis
forlmmediate consumption rather thanan investment which can provide tham with growthinthe

vaiueoftheir wealthintheverynear future,

Ask yourself: “ts taking advice from an expert regarding my financiai life an "expense” or an
"investment” which can improve my financial iife and enable me to reap benefits over the long
term?”l suggestthatyou should invest in anything that can take your financial life to the next level.
Be constantly in search of the best and rid yourseif of the attitude of looking for free advice, if you

tendto.Rememberthatfree advice canturn outto be extremely expensivein the big picture,

The right attitude would be to look at spending money for good advice as a great invastment. So,
while we are making this investment, we should not compromise on the quality of the planner that

we choose, as it would impact the quality of the advice that we receive. If there are two planners

you have to choose from, one who charges a fee of 7 10,000 and the other who bills you ¥ 25,000,
quite often peopla tend te go in for the planner with the"more reasonable”fee of 10,000, This is
becausetheylookatthis paymentasan "expense” Iifinstead they lcoked atitasaninvestment, they
would see the benefit of choosing the plannerwho charges more, since 2 betier investmentis more

likelytoresuitin betterresults,

While choosing a planner, lookfor one whois more interested rather than moreinteresting; [ook for
one who is willing to serve you rather than please you; look for 2 planner who is committed to
solving your problems; ook for one who is willing and able to bring about the change in your

financial lifethatyouhave been seeking... Thefocus must be onVaiue and notonPrice.

Wearewired tobargain

We are simply programmed to try to acquire anything we pay for at a lower cost. When we buy
vegetables or any other basic product, we tend to bargain to make sure that we pay the lowest
possible price for the same quality of product. After gauging the quality of such products, by
touching and feeling them, it makes us feel great when we are able to secure them for alower price.
However, not everything is vegetable. There are many things in life whose quality you can’t
determine by just seeing or feeling them, Quite often, you buy things on recommendations, other
people’sfeedback ora gutfeeling. Afinancial advisorisjustlike that.You can acquire the services of
such professionals for 10k or 5k or 50k or maybe even for FREE. However, you can't compare a
plannarwho charges 25k and one that charges 6K and imagine that you got a good deal when you
choose the fatter, It’s not ke purchasing a vegetable, which would be almostthe same in terms of
quality and differ in price, mainly because of its location or such factors. There is a reason for the

differenceinfeesand youhave toappreciate the difference.

Would you settle fora common school for your child, even if you can afford a better one? Would you
optfora hospital merely because the fees arelow compared to others in the vicinity, even though it

is the health of your laved ones that may be at stake? No. You wouldn't compromise on these
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services because you consider them as crucial, in these cases, you want the best guality that your
money can buy. Hthat's so, why Isitnot the case with a financial advisor? Keep in mind the fact that
your financial advisor is going to deal with your wealth; your hard earned money, which is going to
be used for your children's education, your dream home, your retirement, your other big goals in
life. A financial planner will work with you to make your financial iife awesome. So you would be
better off hiring someone who knows what he or she is doing. Go in for the best quality that your
money can buy becauseyouare putiing yourlife in his hands. . .after all, yourlife is governed by the

state of yourfinancestoagreatextent. Don‘tcompromise onguality foracouple of thousands.

In fact, 1 would recommend that you take your time while looking for the right financial advisor,
Look for someone who tells you to your face that you are in a financial mess, if you are, and not
someone who just tells you "how you can save for your goals" Then don’t worry about the fees that

youwilibe payingforthe former,

Your financial planner should be fike a coach to you, He should identify your weaknesses and
correct them. He should not be a person whe just takes your financial data and spits out afinancial
planin 5-10 days which tellsyou what products you should buy, uniess and untill that's exactly you

needfromaplanner.

Your“Financial Life”is aroom in ahouse called "Life"

Here's ancther little fun exercise. Imagine your whole life as a house. Each part of your life is a
“seperate room in this big house. So, you have a room for your family, you have a room for friends,

you havearoomforyour job, you have arcom foryour hobbies, aroomfor entertainmentand sc on.

Whenyou play withyour chitdren, when youare withyour speuse discussing something oryouare
having fun with your loved ones, it's your family time. it's the time when you enter your "family
room”. When you are tense and want to just unwind, you enter your "hobbies reom” or
“entertainment room” and begin reading a book or watching television or whatever it is that
makes yourelax. Most of thase rooms are adjacent to each other so that you can quickly move from

onetoanother,

am not sure if everyone in this world has all the rooms mentioned above or not, but thera is one
roorm which everyone hasfor sure. The rich have it the poor have itand the middle class have it too.
it'scalled the "financial liferoom” Even though it'sone of the biggest reomsin aur house, we hardly
enterit. 1t's just there... Empty. Once in awhile, a few peopie just step into the room by mistake, but
they are cut of it soon enough. Other rooms in the house get a higher priority. We keep on
renovating every other room; painting them every 2-3 years to make sure they are fresh and look
attractive, but our financial life room is lifeless and dull, stinking from years of neglecs; the same

paintonthewalls,even somespiders'webs canbeseen hereandthere..,

Interestingly, most of us spend 4-5 days each year in this room. That happens some time towards
the beginning of the month of February - during the tax saving season, During that time we enter
this room, clear away a little bit of the mess in it, just enough to find a small place to sit down. We
spend as little time as possible and as soon as we finish with our work, we just lock it up and throw

thekey somewhere. We neverwanttoreturn theretillit'sabsotutely necessary!

Remember, thisroomistheroomtowhichyou have to keep coming back. it'sthe strongest, biggest
and one of the most important rooms in your house catied "Life". You may not know it, but others
judge you by how beautiful this room is. So enter this room frequently. Keep it clean, Make sure the

wallsare decorated. Take your family into it sometimesand have acup of teainside it!! Enjoy it
Thopethischapter hasopened upyourmindabitand gotyou more interested inyour financial life.
Flashbackiearning

~ Unlessyouhave a "want-to"attitude towards changing your financiai life, things will not change
drastically. You are just expecting to have an awesome financial life by chance, It will never

happenwithoutyourhelp!

- Every book, every article, every thing that you need to know about personai finance is already
available. The onlything thatis required nowis your committment to finding what you need and

usingit.
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- Transformyous financial life sothat you would give it atleast 8- stars outof 10 Hyouweretorate

it. Getafinancial coachwho canhetpyoumove forward.

~ Consider paying for advice as an investment, rather than just another monthly expense. Getthe

bestadviceatthebestprice.

- Yourfinanciat lifeis that part of your life on which other parts are dependent. if youkeepitfitand

well, the restof your lifewili probably befinetoo.

2 hour Action Plan

1. Spend some time in the park or fishing {Yeah, | know no one does it in India, but you get my
point), and think about how you have handted your financial life till date. Does it deserve more

time and attentionfromyou?

2. Find out if you really need a coach in your life; one who can giude you with regards o your
finances and try to evaluate the value you can get by working with him orher. Price s important,

butdon‘ttetit comein theway of yourfinancial success.

3. Make small promises to yourseif regarding how you will handle your financiallife. Set aside just 1
hour this coming Sunday, after tunch, to have alookat your policies, investments, financial geals

inlife... and see ifyou are ontherightirackernot,

4. Read some nice books or money. Mail meand | can sendyou some written twice.goode-books,

Chapier &
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"The ability to simplify means to eliminate the unnecessary 5o that the necessary may speak.
¥ ¥ may sp
— Hans Hofman

Simplicity - sounds like a simple word, but It's a tough nut to crack! in every aspect of our lives
simpie things are much appreciated by everyone. Ask a groom what kind of girl he is looking for -
“Simple”is the answer, almost § out of 10 times. Ask a person what kind of blogs or magazines he
likestoread - the answerisnot“full ofknowledge” or‘powerfui content” It's mostly"Simple articles™
i can also see people switching from other networking sites to facebook and from their email

providerstogmaii becausetheseare simpie.

Stmplicity is inherently appreciated by mankind and no matter how much we deny it, we prefer to
deal with things which are simple enough. But there is anirony here - our financial lives do not see
this element of simplicity; and | don't see many people talk a.bout this aspect of financial lives,
Almost every other guy is looking for the best plans, the best policies, stocks which can make him
rich, a product which canhelp him to achieve hisfinancial goats, and s0 on. But one thing which can
help to make one’s financial life stronger, more robust, is never paid any attention to: and that's

simplifying one'sfinanciailife.

Askyour self-Whatare my priorities?

« Do you want to have a smoocth financiat life which doesn't require your attention every other

day?
Doyouwanttoearnwellandalsomake goodinvestments?

Don't you want to pay ali your bills on time and don't you want to avoid the mess of late fees and

penalties?

famsureyouwillyeil-"Yes that'swhatlreally want!”

in today's financial world, most peopie get the feeling that a simple financial life cant exist and in
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fact, cantwork! Switch on your TV and gotoa channel which runs ashow on personalfinance or any
money related topic. What do you see? | can assure that after watching the show, you will feel that

theperson ontheTVis much smarter than you and hasbeen expounding rocket science.

in today’s financial world, we are so overloaded with information and choices that investors just
keep delaying their decisions in search of the best timing or the best preduct. The fear of going

wrong whilechoosing a productissehigh thatitbecomesa roadblockfortakingactions.

With so much information, analysis and complexity, everyone has started believing that one needs
to have extraordinary abilities or thinking powers to choose products which can make their
financial tife a succass. A common man feels that he needs some strong external supportto fix his

pastmistakes orhelphimbuitd a good financial life. Thisis a highly axaggerated notion.

Complexity justtakesus awayfrom ourfocus

One of my friends is really good at his work, but over the last 2 years, i can see that he is not able to
puf in his best at his job. The main reason Is the plethora of wotrles related to his financial life and
consequently, the amount of time he spendsworking on it. He has bought around 20mutual funds
and to get tha bast from them, he keeps on analysing them, selling them and repurchasing other

funds. He also defaults on his credit card payments; and it's no wonder: he has 5 of themand every

" month he misses the payment of at least one of them, His inBox is flooded with so many emaiis and

© statements from his bankaccountsthathedogs notbothertoreadthem.

.. Totopitall, he has to keep a track of his dozen-cdd insurance policies and every now and then he

- keepswonderingwhethertokeep themgoingornot.

All this takes up his time and saps his energy. He can’t give his 100% to what can help him to

generate morewealthandideas.

- Don't be too surprised if you realise that even your financial life is not well optimized and well
' simplified. Our overall lives have become so complex these days because of various reasons that

. thesame element of complexity"hasslowly entered into curfinancial lives,

" As | said, we spend a lot of time getting involved in time consuming, unimportant tasks in our

financiai lives, which can simply be reduced, simplified or at best, automated. Only then can we

. concentrate on better thingsin life, like ourfamily, ourjob, curhealthorahobby.

© Butlsee alot of peopie constantly worrying about thelir financial life and being involved in it, as if

there is so much to do. If you have 7 bank accounts, 4 credit cards and 2 dozens-odd financial

products,and you have no ciue how they work or what they are doing in your financial life, what can

. youlogicallyexpect?

#y personal experience

Inour financial coaching program, when we interact with our clients, we notice a common patiern.
Some peoplehad nottakenalotof wrong decisionsin their financial life and have simple portfolios.
These clients were the easiest to plan for. They took the least amount of time to benefit from our
programme and were on thely way to generating more money much faster. But the clients who had
complicated their financial life, by buying every other financial product they came across, required
alot of fixing. Some had upto 25 insurance policies with sum assureds of Rs 1 lakh or 50,000 each,
8-10 banks accounts (husband + wife} and they had dozens of stocks with insignificant money in

each.ltwas asiftheyjustinvestedtotry outsomething; God knows what!
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Over and above that, they had 14-15 goals in their life, which only they were clear about. Each part
of their financial fife was linked with some other parts and if we moved one thing, it would bring
everything down iike a pack of cards! Life was tough for them! The element of simplicity was

missinginthekr financiallifeand itmade their life miserable.

Financial clutter anly takes away our energy, most of the time, and we don‘t evenrealiseit. Some of
the blame should be shared by the system around us, which has thousands of mutual funds on
offer, a hundred different kinds of policies with complex names and dozens and dozens of
insurance companies, banks and various other entities with simitar products and offers. All this
makes sure that we are totally lost in this world of choices. This only leads to delays in action

because more cholces transiateintoa greatetfearofnot picking the best productavailable.

My focus in this chapter is to suggest some small doable changes in your financial life in such a way
that your involvement goes down once you undertake a one time activity of restructuring in your
financiat life. The idea is te lower your involvement and generate more time for you to thinkand do

research.

The idea is to be fess sensitive to the outside world and create a tailor made financial life that is

simpleand effective and takes away lessofyourenergy.

3thingsyou cando tosimplify yourfinanciallife

There are 3 main areas which, if made simple, can make your overall financial life simple and more

effective,
1. Use oftechnology and automation
2. Choosinglessinstead of more

3. Documentation management

1. UseofTechnologyand automation

How many people have you met who crib about paying motor insurance or the fact that their
company cuts money from their salary for their PF every month or the fact that they have to pay

maintenancetotheirresidential society every month? Hardly Any ! Can youguesswhy?

Iwilltellyou. It's because each of these paymentsis compulsory and more importantly, theseareon
a"by-default”mode! They don'thave a choice regarding whether they want to pay forthese ornot,
ftis simply understoed that these cash outflows must take place. $o it hecomas part of fife and we
don't find reasons to avoid them. Just ask your seff, if a person had the option to pay for motor

insurance ornot{like lifeinsurance), how many would really do it?

Just imagine if each month, one had to manually transfer 12% of one’s basic salary to an EPF
account, voluntarily, how many people would be able to do it consistently? i more than 5-10% of

pecpledid, itwould be amiracle

When there are things on autopilot and happening ontheir own or if we feel a sense of compulsion
withregard to certain things, humans have a2 tendency to surrender to them and let i become part

cftheirlife.
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Sowhenyoustartan $IP and give your bankinstructions to automatically pay the fund, orwhenyou
navedirected your brokertosell yoursharesin case a conditionis metorwhen you havejustchosen
a date on which you pay all your bills and premiums and you are consistent with it, yuu are on
autopilot. Things start happening and you are less likely to disturb the system and that’s exactly
what you need to do as the first step. Start automating those things which you are doing manually

eachmonth/week. Startautomating things which you have planned todo.

Anather good thing about automation is that there are less chances of forgetting things, which we
alloften do.| have seen many people making their credit card payment on the last date. Obviously,

theyforgetabout it fromtimetotimeand getinto messy situationsandlosemoney.

Sotheideais to automate your financial ife in a way that calls for only a minimum level of thinking

from your side. Set things on autopilot. This can happen only i you are already clear zbout your

goals.Here are afewsimplethingsyou cando,

10%

Set up an §
in a mutual fund,
direct funds to
your PPE account, etg

Let's understand the concept of automation with the example of Ajay, a person who has some
financial goals in ife and can save 40% of his salary. Here is what he can do: Once his salary comes

into his account, he can transfer 10% of the money directly towards hisretirementfund {This can be

aMutual fund , PPF or any product) and 30% towards ather future goals, Hike his child’s education,
buying a home, a car, etc. As a result, 40% of his salary will automatically be investad each month in
some financial product (perhaps mutual funds). He can make use of the ECS facility that banks

provideoritcangointearecursing depositaccount (justanother example).

Maturaily, you will need to modify the flows in the example to suit your needs but the idea is that a

fixed percentage of your maney should leave your salary account and you should be left with just

theremainder.

Getting back to Ajay’s case, out of the remaining 60%, he can now pay his regular bills, like credit
cardhilt, his EMIs {ifany) and his other reguiarexpenses towards running a home. The numbers here

are 10%, 30% and 60%, butyoucan see whatnumbers make sense inyourfinanciailife, according to

your situation.

The automation has to be simple and this tip is only applicable for those things which can be
automated.

Consclidatethe dates for your billand EMipayments

{ have noticed that most people pay 5 bills on 5 different days and aithough they tend to be
preoccupied with the whole exercise of paying so many bills, they often forget to make one ortwo

of these payments. While discipline is required here, if there are more than a certain number of bills
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to be paid every month, | suggest paying them all on the same date. This way all the bills and

payments getdone together, ifyou have the optionto make paymentsonline, exploreit.

To make this paint, let me share with you an incident from my own life. | used to pay my phone bilt
directly by going to the phone company's office. Although it was near my office, the whole process
used totake me 30 minutes every month. Onthe face of it, L was spending 30 mirutes butactuallyit
wasalotmore. If | take into account the travel time and the inconvenience, it would amounttoalot
more. Then, as my internet provider's office was nearby, | used to com bine my trip to pay the phone

bill with paying the internetbiti too. And Hthoughtiwasbeing smart

Every monthlusedto consideropening anaccount with myinternet service provider, which would
allow me to transfer the payment onling, but i kept procrastinating and i kept telling myseif next
month” After 24 next months'l ultimately decided to take 10 minutes off from my busy schedule
and!finaty didit. lwas so amazed torealise howidioticl wasto pay my hill manually, whenall ttook

wasacouple ofdlickstodothesamething.

thope you are not making the same mistake that| did. Whatever billsyou can pay oniine, should be
paid antine. It saves time and energy. And, if you can't think of what to do with the time you have

saved, justuseittotake anap!

Setreminders

There are some things which can't be automated and can't be done online. There are various
facilities available today that can remind us that we have to do these things but we often ignore
these. The best thing that | can think of is the reminders in our phones. But let me tell you about
some fnore complicated ways of setting reminders as simplicity is something which we don't
entertain! Other ways of keeping yourself alerted are by using sites like http://www.futureme.org/
or http://www.followupthen.com/. Even google calendars have an exceiient feature which

reminds you on email and through SMS. Why don’tyou put reminders for your insurance premiums

and otherimportant paymentdates each month?

It's important to meet all your financial deadlines on time; and it's not simply about having to pay
late fees. When we miss cerfain important financial events In our life, they can have more far
reaching conseguencesthan weimagine. Let me share with you areal life exampie of howa person

delayedfiling histaxreturnsand gotintotrouble.
Afriendwrotetome:
HiManish

Oneofmy friends has his Form 16 for the fiscalyears 2007-08, 2008-09 and 2009-010. The taxfor 2007-08
wasnil. Forthe othertwo years, thetax has been deducted by his employer.

Now his Visa needs to be processed and he has been asked to provide his tax returns for the last three

years. Fromwhatlreadinyour posts, it seems like he cannow file thereturnsforonly 200810,

Butinyour posts | also read that thereis ¢ fee of €5k per late year. Is It possible to file returns for 2007-68
and 2008-09afterpayingthelatefees?

Isthereanysolutiontothisproblem?

You can see how this guy didn't pay attention to filing the return, thinking that it wouldn't impact
him in the future? He might have missed it or done it deliberately but the point is that one small
incident like this is impacting him now! What if he loses a good job opportunity because of Visa

issues
Trackyou portfelisand wealth

Anotherthing which t have noticed isthat a lot of people are struggling every now and thento find
out the status of their weaith and how their portfolio is behaving. But they never use online or
offline portfolic management software. These one time setups can give them many answers at the

clickefabutton.

There are varicus online and offline tools available {both free and priced), wherein you can enter

your portfolio information and track its performance. i nothing else, you can always put all your
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investrmentdetailsina singleexcel sheetand keep updating it 3-4 times a year to see the progress of

vourfinancial iife.

{A simple wealth tracker is part of our free book kit. just send us a blank mail to

book@jagoinvestor.comiogetith.

2.Chooselessinstead of more

In addition to the use of technology and automation, we need to simplify our product shopping

habits: it'sall aboutlimiting ourchoices,

Imaginea situation inwhichyou areinvited to a marriage oraparty. There isa buffetlunch ordinner
and everyone is ready with their plates, to attack the food. You will see that almost every one feels
compelled to try out every dish and after surveying the buffet, their plates are full, If there are
32 items in the spread, | can bet that 80% of the people there have more than 20 items on their
piate. The supply of so many items creates a feeling that each of those is great and if we optnot to
try out something, it would be our loss. A person with just 4-5 things on his plate is given rather

strangelooks,

I myself used to pile up my plate with everything that would possibly fit on ltand If | saw someone
with just 4 things in his plate, my friends and | used to be amused, But now | realise how sensible
such people are. Take what you like and focus on just that. Having plenty of choice and taking a

limited numberofitems doesnotmakeyouanidiot.

The same behaviourcanbeseeninong’s financial life. People are overloaded with 20 mutual funds,
8-10insurance policies, dozens of stocks at times, numerous credit cards and bankaccounts. Why?
There is no reason why! It's just the availability of financial products and the human mind’s need to

acceptallofit, More appearsbetter!

Abuse of Divarsification

Alotofpeople equate Diversification with MORE! That's a half baked understanding of the concept,
Buying 10 different mutual fund schemes is not diversification, especially when they are from the
same categery. Most people buy so much of the same kind of products that it only leads to
duplication and nothing else. It simply wastes their time as they have to track and manage those

products.
= Insurance

If you take a fook at the demand for insurance, you will find so many people who have bought
5-10 insurance policies at different times, The worst part is that ali those policies still do not cover
thern adequately. All they should have done is purchase just 1-2 insurance policies because once
they die, the only thing that will happen is that the beneficiary will receive a iump~suvm armnount,
whether it's from 10 policies or just 1. They are going to get the same amount of money, The only
exception here is thatif a person has bought policies for investment purposes and plans to receive

thematurityamountsatdifferentintervals.
» Mutualfunds

1 have seen thousands of my readers on the blog asking me if they should invest in the foliowing
mutual funds and then they list out 10-15 mutual funds. These mutual funds are of the same type
andthe amount they pian te altocate to each s 500 07 1,000 per month. Yetallin all, they want to
invest 8600-10000 per month. Mow in their mind, theythink that by investing in more mutual funds,
they are spreading the risk and getting the services and expertise of different fund managers. But
in reality, it's like killing a mouse with an atom bomb! All they are deing is creating so much
duplication in their portfolio that #t will lead to clutter and a waste of time, tracking those
mutual funds. In reality they just need a maximum of 3-4 mutual funds and that should give them

enoughexposure.

in fact, one mutual fund alone can expose them to dozens of stocks. Te glve you a deeper insight

into this, | have prepared a chart which tells you how much exposure a person can get by investing

in2,5and 10 mutualfunds.
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96% maney.

-85%, money.
74 ‘stocks '

10749 stocks

5 _; m 59 stocks '

/.| 180% money
~lyingin
60 stocks

* Funds used were HDFC Top 200 & DSPBR Top 100, UTI Opportunities, Franklin India Prima Plus, Birla

Sunlife Frontline and othertop 5 mutuol funds, ason Tst June 2011,

if you look at the chart above, you will see that a person who has invested in just 2 mutual funds is
already exposed to 74 different stocks, out of which 49 stocks are of big companies (large cap)
comprising 85% ofthe investment and the remaining 25 companies are mid size companies, which
accountfor the rest of his investment. Now that's a decent enough exposure already. But still some

morefunds can be added tothe portfolio, if onereally thinks he should add more.

By adding 3 more funds (a total 5), the exposure goes to 111 stacks, out of which 59 are large
companies comprising 81% of the money invested and the remaining goes into mid-sized
companies. Now beyond this poing, itdoes not make much sense toinclude more funds of the same

category becauseitonly addstothe clutterand doesnotadd anyvalue.

| personally feel that one should restrict oneself to just 2-3 mutual funds. This strategy provides

decentexposure and makesaportfolioextremely easy to manage.

The same thingis true for credit cards, ULIPs, bank accounts and most other financial products you
can think of; Bmit each of these to a number which is easy to manage for you and does not add

confusiontoyourlife.

Thinkbeforeyouact

We are not living in the 60's or the 70's, when life was relatively simple, Today, one needs to be really
careful about what one does and also needs to do things on time. | will share with you some cases of
people who didn’t think & lot before taking some action. They ended up paying for it later, either

monetarily or bylosing anopportunity.

Here's areal life example of a reader from myblog who was not ableto getloansfrom banks because

hedidn't thinktwice before helping afriend and got hisown credit history all messed up.
HiManish,

Orie of my friends took a car foan from an NBFC 3 years back and he wanted a reference for this loan
{1 now realize there is no such thing as a reference for a Joan}. I obliged and gave him a duplicate copy

of mypancard.

Foratleast 2 vears, | have been applying for credit cards and getting rejection letters from ail the banks
Lapply to. Iwas finally fed up with this and decided to call for my CIBIL report. Whealgot it, Iwas shocked
to see that | was a co-applicant for the car loan that my friend had taken 3 years back. He had defaulted
on this loan, which was reflected in my CIBIL report and that was the main reason for me not getting a

creditcard.

Like | mentioned earlier, | had given my friend a copy of my pan card but | had never signed any loan
application form. So, 1 followed up with my friend (who still cloims that was supposed to be areference

forthisloan) and alsowith the customer care at the NBFC (who lmustsay wete extremely rude),

Imanaged to getthe ican application form from the NBFCand 'm a cent percent sure thatmysignature
has been forged on the form. Now my friend (do not want to call him a friend anymore) claims that the
company whe gave him thisloan nevertold him about me being aco-applicantand he always thought!

wasonfyareference.

So now do you see why we should think twice about the consequences of what we do and not just
do whatever feels fine? A lot of things can haunt us later in our life and itis not possible to change

the past. So beware!
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Simple portfolinforacommonman

Nowthatwe realise thatasmallerandcleaner portfolicisideal iet’s seewhat it couldiooklike...
Forapersontokeep hisfinancial lifesimple, i suggestasimple portfolio, which has:
« 3-4equitymutualfunds (SIP)+indexfunds

« 1-Zbankaccounts(which hashisemergency fundsinthem)

» 1-2termpians (ifelnsurance)

» Thealthinsurance policy

« 1-2creditcards(ifone needsthem)

- MaybeaPPFaccount

+ 1-2FDsforshorttermgoals

< Alongtermviewofhisfinancialgoals

icanseethatonecanachieve alotwithasimple portfolio likethis. [t hasall the elements of liquidity,

tong term growth potential, protection against mishaps (lifeand health}, etc.

Note that this advice Is directed at someone who does not want to gettoo involved in his financial
life and wants to keep things simpie, This is definitely not the "best” portfolio, but it’s a “good

enough”portfolio.

3.Documentationmanagement

imagine some one iike you, who has a job and is supporting a family. Now think for a minute about

the answers to these questions: Who has all the information and knowledge related to your

financial life? Where are your insurance policias kept? Who knows about the FDs that you have
recently invested in? What are the passwords and other important details of your important

accounts?What'syouCA’s phone number?
In ali probabiiity, you are the onlycnewho knows.
Supposeyoudiel Whathappens?

However diplomatically | try to put it, the truth of the matter is that people around you will be sad
and crying for a month at the most. Then slowly life will return to normal. Soon the process of
confusion and irritation will start. Your loved ones will start to thini: How dowe claim the insurance
meney? Whowas hisagent? What is the agent’s phone number? Where are the details of his income
taxreturns? Let’s talk tothe CA, but where exactly is his office and what's his phone number? Where

arethe banklocker keys? Aretheyinthetopsheif of theblackalmirah orinhis office drawer?

| can only think of a limited number of guestions which will occur to your family. But believe me, this
is just the tip of the ice-berg! [ would like to assure you that you should not worry too much about
this bacause eventually, in few weeks and after a huge amount of confusion and irritation, your

ioved ones will find out everything they want to know, SOMEHOW!

Life does not stop because you didn't organise your stuff. But what if you did? What if you take
2-3hours ofyour'precious time, after reading this book, and just organise all the detaits whichyou
believe will help your loved ones, in case you are not around forever or for a few days. At times, this
small exercise of organising data can even help you. ltdoes not take more than afew hours and lot

of commitmentfoactually doit.

Il share with you an experience from one of our own events called ‘Action-Month’ When we
conducted this exercise during the event, more than 850 participants completed the task of
organising their documents and placing them in a folder, If 850 people can do it, why can't you?

Justgoaheadand doit!

iknow of a real life example of how a person was facing a problem while getting his policy issued

justbecause he misplaced hisincome taxreturn acknowledgements.
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Areaderofmyblogwrote:

HiManish

Tam trying to get aterm plan of €25 lukh from LIC and they have asked me for my income tax returns for -

thelast 3 year. Now, the thing is that | am unable to locate both the acknowledgment as well as form 16
for the year 2009-10. Because of this, LIC is not going to issue the policy. Can anyone tell me how ! can

securemyincometax return acknowledgments for 2009-107

thad filled this return through a Bajoj Allianz agent and I am unable to locate him. What candé in such

acase?

These things can happen to you too if you don't take care of the documentation in your financial

Hfe.Keeprecords properly,
Master Document

Now, what if we create a master document, which contains all the information in it? You will have all
the details that you need at one place. Store this document at a place which everyone is aware of,
This would solve allyour problems and also actas reference material for you yourselfin many cases.
Cnce you do this, you just need to make sure that you update it once a year, if not more frequently.

This documentwill contain-
Importantdetails of your life
+ Abstofimportant documentsandtheirlocations, e.g., passport, driving licence, PAN card, stc,

> Important instructions for your family to carry out, once you are no more. For instance, the
insurance claim process, steps to selling off some property, claiming the bank account,

investments, etc.

» fmportantcontact details of people like your CA, lawyer, your stock broker, etc,
Alistofallyourassetsandliabilities
Allyourinvestment and bank details

ltwilllook something like thefollowing documents

1.important Documents

. ‘Drivinglicence .

S VoteriDCard i

Z. Important Contacls

Insurance Agent (SBI).

: ]nsuraﬂce :- Agen_’:t:.'_'('[;_iéf]'- :

3. Critical Documents

© ‘Ramesh Gupta'

CUE Birth Certificate

£ mportant Keys

. Insurance Policies

- Pproperty Papers i ol

" Home Loan documenits -
e e
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Assets and Liabifities Document

PPE

. Mutual Funds -

Shares .

| 200000
C 00

You can getthese documents inthe book gift kit {just send a blank mail to bock@jagoinvestor.com

toreceiveit)

Defineyour simplification yourself

Each and every person has his own way of defining what'simplicity 'means to him and one can have
his own checklist of things, which if completed, car: make his financial Bfe simple. You should make

sure thatyou defineitforyourself, usingwhatever takeaways are relevant to youfrom this chapter.
Make a listofthings which will make yourfinancial life simple. Your listcouldlocklike this:

- Learningaboutpersonalfinance

- Understanding each productinyour pertfolio

» Keepingallyourdocuments properly

+ Attendingaseminarorciasson money

itcan be anything, it's yourlist. Justcreate onel

6 commitments you must keepinyourfinanciallife

So now that you are clear about how you should make your financiat life simple and why a simple
financial fife is powerful. Let's define 6 commitments that you should have i your financial life,
Then you need to act on these each month or each week, as time permits and the commitment

demands.
Commitment 1: Slow down and create your financial profile sothatyou understandyourself

You will be amazed ta hear that many pecple don’tknow themselves in the area of monay. Thay are
not sure how much risk they like to take, how ambitious they are, what kind of job they want to do,
when they want to retire and how much time they want to investin their financial fife. Knowing all

thisisimportant becausethatwill define howyouwillact!

The first commitment you should have is to slow down a bit and understand yourself, define ali

these pointsanduse them as the guiding principles foryour actionsinyourfina ncial life.
Commitment2: Remove the clutterfromyourfinanciallifeandtakeitbacktolevel 0

Once you are ready with your profile, you will discover yourself and will become ready to remove

the unwanted things from your portfolio and financial ife.

. Check how manybankaccounts you have and whether they are all required.Canyouclosedown

some oftham?

+ Checkall your investments - your mutual funds, ULIPs, FDs, RDs, bonds, stocks and endowment

policies.

. Make sure you have a minimum number of preducts, which can achieve the results you wantin

vourfinancial life.
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Commitment 3: Automate your financial iifz and make sure you are invalved in the least amount of

things.

The next commitmentyou canhaveisto doall the things which make sure that yourinvolvement in
manual tasks (tasks which takes time and energy) is minimal. Automate your bill payments, start

your SIPsand payyour premiumsthrough the ECSfacifity orat least make them online.,

Define your goals and decide what financial route you will take to achieve them. Then direct
investments automatically towards these at the start of each month. Set all the alerts and

reminderswhichareimportantforyourfinancial life.
Commitment4: Exerciseandprepareyourselfio enjoy retirement and yourfuturelife

fam not sure how many people will agree with this one, but your financial life is there to helpyouin
life. We strongly advise everyone to stay healthy and in shape, else there is no strong reason for
accumulating wealth. Start taking care of your body, your overait health and eating habits. If you

canonlykeep one commitment of altthe 6, thisis the one you should keep!
Commitment 5: Setaside o week or two just for shopping forfinancialproducts

Now once you have finished pruning and removing unwanted things from your financial life,
it’s time to fill in the gap and see what you need to add, so that you can complete your exercise,
The commitment here is not to decide an things, but to take action and move your financial life

from point Ato point 8. Define a planforthe next week and implementit!
Commitment &: Bepreparedtodoagreat Jobofmenitoring your financial life infuture.

The fast part is to equip yourself with knowledge and tools which can help you to monitor your
financiat life and make sure that you know what’s going on as fast as possible. You can use some
software to do this or it can be as simple as using an excel sheet, with all the details, which you can

updateeachmonthorquarter.

Letmeknow atbook@jagoinvestor.comwhetheryoy completed your cemmitments or not.

Chapter 7

10 THINGS TO DO TO MAKE YOUR
FINANCIAL LIFE AWESOME

7.1,

Bon't invest just to save tax

7.2.

Start Living with just 90% of your salary

7.3. _

Control excessive leverage and careless spending

7.4,

invest in great things other than financial instruments
7.5.

Become the CEC of your financial tife and deliver performance
7.6, ’
Don't fall prey to instant gratification in your financial life
1.7,

Teach your Spouse & Kids about money

7.8.

Focus on action, don't et little things get in the way

7.9.

Re-define "budgeting” as "priority spending”

7.10.

Look at the value or real return of a product




1. Don'tinvestjusttosavetax

We have complete 6 big chapters which conveys a topic to you , however there are many other
things which you should follow , have tried to cover the best 10 things you should follow in your
financial life to make {t more stronger in this chapter. These 10 rules are short, strong and very

powerful ifyoufollowthem,.
“Taxsaving should be the resuit of your investmentpianning andnotviceversa”

Whenyou hear thatyou will be able to save tax by investing in some financial product, what s your
reaction? Do you feel excited? Do you want to purchase that financial product no matter what it

doesordoesn'tdoforyou?

Formost people, saving tax is such a big thing, that they forget every other rule of personaifinance

and concentrate all thelr energy on saving tax. | see many people who are trapped in idiotic
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products because of their obsession with tax saving’ Most people today have products in their
portfolio which do not suit them at all; products which they don't need and which they do not

understand.This althappens because of their singular decision to“investing forTax Saving”!
TypicalScenario

In most cases, people don't do their tax planning at the start of the year or at feast much before the
month of january. Then somewhere at the end of the year, around February, when they receive a
letter from their employers requesting them to submit their documents for tax savings, they wake
up and remember their financiai lives. But wait, it just makes them stir alittle, it does notiead them
totake any action, because the deadline s still 10 long days away! [fthe 10thof Februaryisthe last
date for submission of documents, most people start coliating their documents and arranging for
maedical bills, HRA related bills, 80C documents, etc only on the 9th evening. And some even call
agents because now they want to "invast”. Can you imagine the scenario? it's actuaily come to a
sttuation wherein “Giving proof of investments” is much more important than “Making sensible

financiat decisions” It's toolate to plan for things! Soundsfamiliar?

Now alt mutual funds and ULIP agents, etc, are ready to take charge and sell you anything and
everything which can save you tax.That’s exactly what many people want, Atthelastmoment, they
have no choice but to invest, so that they can "save tax" | can'timagine a scenario where someone
says, "Wait a minute, jet me just pay the tax and leave my finances the way they are because it's
better 10 not get into something which { don't need”. To many, such a person would appear

extremely idioticand might even become tha news of the day!
The problemsarising due tothis

The worst sufferars are those who don’t need any insurance but invest in endowment polices
and money back polices just to save tax, These people do not realise that even though they are
saving tax for that particular year, they are actually getting into a commitment for the next 15-20

years{oraslongasthe policy tenure lasts} and they have no idea how it's going to meet their future

financial goals.

People who opt for ULiPs without understanding how these work and how they can hefp them
in their financial goals face a simitar problem, They invest for one particular year just to save tax.
But they have noidea about the charges or the othey formalities. They neverevenlookatthe poficy
and totally rely on their agents, By the next year, many of them have no idea if they can even afford
to pay the premium or not! The problem is not the ULIP or any other such product; the main

problemistheintention!

The next issue that arises is the “Liquidity Problem” Most people do not think about the lock-in
period and do not take into consideration their liquidity requirements for the next few years. There
are alot of cases wherein one hasinvested in taxsaving mutual funds, ULIP's, etc, or even tax saving
fixed deposits even though thay have some money requirement coming up in the next 1-2 years,
While they may be vaguely aware of this requirement, they don't pay much attention to itand just
fall prey to the moment, Their scle mission at that moment is to "Save Tax", They repent tater and

biame companies, agents and the wholeworldfor "trapping them”,

Whatwe mustiearn

Tax saving is simply a benefit provided to you by the government, when you invest your money.
Don't make it your primary objective when you invest. What you have to concentrate on is your
investment pianning and how to structure your investments in such a way that you get the
maximum tax benefits from them, side by side. By ali means, make sure thatyou save as much tax as
you can but not at the cost of your financial commitments in the long term. Investment planning
comes firstand tax planning is a by-product or a secondary concern. If you are not able to save tax,

it's fine. Pay taxes. Butdon't getintouseless productswhich youregretlater,

it's always better to avoid getting into unnecessary products which don't suit you and affect your
financia! life in the long run, Tax planning is important, but more than that it's important that you

don‘tgetover-cbsessed with it.
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2. Startliving with just 90% of your salary

You walk into the office tomorrow and your boss telis you, "You get a salary cut of 10% from this

monthiWeare sorry. Either take it orjust searchforanother opportunity’”.

fam sure that you will not like this idea one bit. But just foramoment imagine this situation. How is
this going to affect your financia ife? Will you be able to still do the following things? Answer this

honestiy.

Payyourrent

t

PayyourEMl's, incaseyou haveto

Meetallyourhousehold expenses

Pay yourchildren’sfees

i

Spendonthings youenjoy like entertainment, eating out, cccastonaf splurging, ete.

Most of you reading this book will answer YESHf people control and prioritize their spending, itis
certainty possibie for them to live on just 90% of their salary. Don't say Yes or No just yet. | want you
to imagine the situation. Take a paper and pen and do the math. is it really possible or not?
Obviously, there will be some exceptions, but then those people are really, really broke! We are

talkingaboutamajority of peoplehere,
Why isthisrequired?

Most people do not save anything at the end of the month. Theyfeel asif their fife takes away ali the
money from their pocket by the month end. However, this is a psychological effect. Many of us
never sit down and think about this. We just "adjust" our needs and desires in life to what we earn,
if our salaries increased by 50% in 2 years, a bike gets upgraded to a car; a small car gets upgraded
teabiggerone and anermal TVis replaced by a plasma. “Supply createsits own demand”is alaw of

economics and itappliesto persenal spending too.

When we have money in our hand, we will come up with numerous excuses to prove that we can't
ive onless money. Go back 5 yearsinyourlife and think again: have you created your own demands
in life? Almost ail salaried people contribute to provident funds from theilr salaries. What if there
was no concept of provident fund and you got all your money in your salary account? Do you still

feel you could have saved thatamounteach month with disciplinel i doubtvery much,
Whatyoushoulddo fromnextmonth

Areyoulookingata 10% cutinyour salary from next menth onwards? lam sure youare not. Butyou
cancertainly pretend that you are. The nexttime you getyoursalary, take 10% ofitand immediately
depositit in some other bank account, or better still, give your bank standing instructions to cut
10% of your salary and transfer it electronically to another bank account. Try to live your life with

0% ofyoursalary.ibetyoucandoit,

Saving 10% of your salary can have a drastic effect on your investments and you can create some
wealth in the long term. [ will not tell you which expenses you can cut out and how you can adjust

yourfinances, The best partofthistrickis thatitalt happens automatically once you startdoing this,
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You wilt automatically "adjust” to your circumstances. if you are fairly successful, try to give you rself

abiggerpay cut!
Doessaving 10% meansthat youstartiiving afrugallife?

Note that saving money does not mean depriving yourself of all the good things in life. The only
thing that | am saying here is that we have slowly started going the American Way, L.e. spending
mare than what we can earn. For the last couple of years, we have been using too many credit cards
and in the wrong way. We are a nation which saves but we do not invest properly. Now we have
started spending like never before, Spending is important but don't make it a hobby. It's like a

cancer. itwili nothurtyouimmediately, butkillyvousomeday.

3. Control excessive leverage and careless spending

In recent times, we have been spending like there’s no tomorrow. There are enough reasons these

days to convince yourself that "l canafford it".

EMIs are avallable on everything from international vacations to a pair of jeans! Aliit doesiscuta
big piece of debt into smaller chunks, to make us believe that we can afford it. f the EMiamount is
more than you can afford, just increase the tenure by 3 times and voila...the product just got
affordablel You have to pay only ¥ 6,000 per month instead of T 15,000 per month. i it still locks

unaffordable, increase thetenure alittie more!

it’s human nature. i you tell someone the £MI that needs to be paid to purchase a product,
chances are that they will believe that they can afford it, even though they would have thought
more than twice about purchasing itif they heard the actual price of the product. The problem lies
in the numbers, The lower the number, the more affordable it becomes! Howaver, this is not truel
Actually, the more you reduce the EMI figure, the fonger the tenure, and accordingly the higher

willbe the total cost due toall thatinterestyou have to payl!

This laverage available today has created a new mind-set - "buy now, pay later”. Unlike our parents
and grandparents, we are spending money, which we haven't even earned, We buy houses, cars,
vacations, etc,, and then pay the cost for the rest of our working lives, In some cases, it might make

sense, butalarge sectionof socletyjustlives beyondtheirmeans.
Wefeel guiltywhenwepaycash

Research shows that we feel less guilty when we pay with our credit cards than we do while paying
In cash. When we use cards, we don't see money going out; there's just a consolidated bill once a
month. Nething can be done {or undone} then. You just pay up the amount on the bettom-line.
Imagine you are paying cash every time you buy semething you really do not need. We buy
unwanted clothes and unnecessary gadgets. How many of us can claim that semetimes we just
can't survive without a cartain device, or feel that we can't enjoy our life without certain doodads?

Didn'tourparents and the old generation live without them or with limited quantitiesof them?

Why have we all suddenly shifted to plasma TVs instead of the oid TVs we have used in our
childhood? Of course, technological changes should happen and we shouid aiways move forward,

but buying a plasma TV just because it looks cool does not make sense at all, especially, if you
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haven't planned for your retirement or taken care of all the importantgoals in your life. i it’s really
yout nged, then go ahead, would encourage it. But most of the time, people buy it just to keep up
with friends and refatives. Once your other priorities have been met, you can go in for it. But it

should notbeatthe costof something more fmportant.

Pve heard horror stories of people who have boughthomes and are crying today. They have moved
into more fancy homes, but the quality of their life has drastically decreased. They suffer from stress
because now even small things inlife which gave them happiness look unaffordable. .. ali because

that 2 BHKflat'sEMi hastogothrough nextmonth.

No guality trips and vacations, heavy stress because of insecurities of jobs, imaging a double
income family who collectively earn more than Rs 1lakh (and belong to the top 1 percentile of the
highest earners in our country) may not be leading a happy Hife because of the excessive debt they
have taken on.What's the point of earning so well then? Dont try to be over ambitious at the cost of
your current lifestyle and happinesst Iif you can't manage your fife successfully and happily then the

carandthe house and allthatfinancial planningisjustawaste.

Most people take on more debt than they can afford or deserve. The criteria for giving credit is
mainly how much you garp. The credit card company never knows how much your expenses
amount to or what your future goals are or your risk appetite is or what future plans you have,
Pacople earning T 5 lakh per annum sometimes have a debt of ¥ 30 lakh due to ahome loan andyet
they unnacessarily take on further persenal loans to buy LCDs, to go on vacation and to spend on
other non-priorities inlife. This can bave ill-effects later. Also, companies are now keeping aneye on
your credit consumption behavior and it affects your credit score, which companies in india have
started using as a decision making variable. So, keep your credit consumpiion behavior within

timits,

4.investingreat thingsotherthanfinancialinstruments

When we say "investments’, we just think about money. if { tell you to visualize yourseif making
some great investments, by default, the only thing which will come to your mind wili be putting

some money into afinancial product. That's alll That's wired in us. Nothing wrong with it, butiwould

like to draw your attention to some other investments which are as important as monetary

investmenyts.

nthisfast moving world, we tend tooverlock somereallyimportant thingsand donot give themas
much value, time and effort as they deserve, We think too much about financial investments and
assume that they are the surest way to lead a great life in the future. However, that's far from the
truth. Alot of money is good, but not at the cost of other important things in life, such as family,

health, education and career,
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There are many people in the world who have built a lot of wealth over the years, but during their
journey towards their financial freedom, they have lost thelr health. They have several diseases as

they have never spent much time tending te their health. They have money today, but all that

money cannot be utilized as satisfyingly as they had imagined. No matter how much heaith

insurance you buy, the bestinsuranceis still a good heaithy body and good exercise. You should be
spending some dedicated time and effort making sure that you eatright and take good care of your
body. Life is full of small moments and a healthy body makes sure you cherish each momentin life.
Each moment shouid be full of energy, confidence and an enriching mindset, which can notcome
from a lot of money alone. So, invest at least 1 hour each day towards building up your health.
Exercise, go for walks, eat right. Even if you have a #ittle less money at the end, you would stili bé

betteroff.

Coming to the next thing, there are many investors who are so lost in generating wealth and
earning more and more money in life that they don't spend any guality time with their kids and
spouse. Life just becomes a daily routine where you eat, sleep and occasionally spend time with
family. But it’s notencugh. We earn a fot of money and keep investing it to make sure our family has
enough in the future. You want your children to have enough money tomorrow to live happily and
beabletoget whatever they wantinlife. While that’s agood thing to do, most of us over-doittothe
extent that we don't spend quality time with our loved ones, Remember that humans came much
earlierthan money and money is a creation of humans. Your parents, chitdren and spouse are more
importantthanany amountof money. So, why dont we make time forthem? Investingoodoutings
with your loved one so that they feel cared for and connected to you. Investing your time with your

family always givesyou assured returns.
SiP investmentin your Health and Family

The conclusion | want to make is that money is a creation of human beings. Its a medium to enjoy
ctherthingsinlife whichare givento us by natura. If we spend all our energy andtime just acquiring
wealth, there willbe no pointin having it, uniess that's exactly what you want in life. So, invest some

of your time in your heaith and your family, which are your real weaith, Most people shower their

love and affection on both their health and family inalump sum- once ina while, depending on the

situation. You need tostart ${P investrments for your health andfamily. Joina gym, gofora walk daity
and take care of your health on an ongoing basis. In the same way, take care of your loved ones and
invest time in being with them on a regular basis. Don't wait for a major event to happen in life

whichfarcesyoutoshowthatyoulovethemand careforthem.

5.Becomethe CEOQ of yourfinanciallife and deliver performance

Have you even run any company or even thought of owning one? If you are made the CEQ of a

company, how will you run it? What kind of dedication will you show to make sure that it remains
one of the bestin its category? Will you spend more time on it? Will you give your 100% attention to
{7 Will you make sure you employ the right people and ensure that they provide enough value to

your company?

What if you don't own a company, you own your financial fife today and it's nothing less than a
company, which needs proper management and dedication. For a moment, try to change the way
you look at your financial life. it's not just ancther routine job for you; It's not just something like

your 9 to 5 job, which perhaps you have to force yourself to do. It's some thing you own. it's
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something which is 100% yours. What if you don't own a company, you are still the CEO of your
financiailife and you canactasifyou are runningacompanyl! Focusonyour targets (target returns),
your revenues (monthly investments) and what kind of profits you are generating {returns per year

fromyourinvestments).

Each financial product which you have bought or which you will buy in future are your employees,
who will work day and night and will be responsible for the performance of your financial life. That
shauld show you clearly that you need to be very selective about who you choose to work for you
and pay full attention to what you are investing in. You need te look at their individual performance
records and make sure you reward those who are performing welt and get rid of those who are not

performing well or you willfind that you have made a mistake by employing them,

Hereare same paraliels between running a company and handing your financiallife:

Employing someone Buying a financial product

interviewing someone Deoing the pre-buying research and findings

Making profits and losses each year Getting positive or negative returns

Firing some one from a company Getting rid of a bad product

Cecreasing your operating cost Optimizing spendings and expenses

Maximizing revenue increasing your investments (increasing income}

Hoiding a team meeting Deoing an annual or quarterly review of your

portfolio

Andthereare many more..,
Conclusion

The whoie idea is to convinceyou thatyou actually already ewn a company and must undertake all
the activities required to make that company successful. Be more committed and you will

automatically become more successfulfromnowonwards.

6. Don'tfall preyto instant gratificationinyour financial life

Humans are programmed by nature to fall for things which give them happiness instantly. Thisis
known as ‘instant gratification’ Instant gratification is the habit of always wanting te enjoy now,
and not having the patience to wait for future benefits. Anything which gives us temporary
happiness or excitement, butis not actually a good thing for your lifs, can be put in this category.

Forexample...

« You have to get up early in the morning and go out to exercise, but instead you keep slesping.

Thisgivesyou instant comfortand joy, but it’s notthe best thing foryou inthalong run.

= You eat those unlimited sweets in your office cafeteria; you enjoy that moment. 8ut from the

long term point of view, it's something which vou should control else you will have medical

Issues later,
» Similarly, you eat that burger with EXTRA chease!

lassume thateveryone willagree that none of the above gives you any benefits in the long term. Al
these sxamples are to give you an idea about what instant gratification is — mainly concentrating
on the immediate result and not thinking about the outcome in the future or how it will affect us

fater in life. If you can control yourself and concentrate on “delayed gratification”, which means
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what youwill get later inyourlife, your life can change! Considerably. Butin our day to day lives, we
never bother ahous all these points and never have any motivation to think so hard! Doyouknow

why this is? Let me be straight and blunt. The chalienge is that most of us do not have to face life or

death situations, or seek food and shelter or defend our territory everyday anymore. Whatever -

happens, we will getour next meal and the next movieisdefinitely on the weekend plan. We arejust
moving on and enjoying ourlife. A lot of us have just lost that attitude of looking at things without

instant gratification.

The result is that we car't see the impact of our current spending on our future life. Think about a
poor persenwho strugglesdaily forfood. Ifhe hasto spend ¥ 100 on something, how will hethink? If
you offer to buy him a Burger, he will instead askfor the equivalent amount in cash. This is because
he knows that the money will help him get food for the next 3 days. He's not focused ontaste in this
case. The burger might taste better than what a poor person has everyday, but he will not be ready

tolose 3 days'worth ofhisfood, by fatiing forinstant gratification.

if | connect this with personal finance, | can highlight 3 areas which force people make bad

decisionsbecause theylookforinstant gratification,
#1 Notsurrendering Endowment/ULIPs

Thisoneismy favorite."What shbu!d I dowithmy policy? Should i surrender it or makeitpaid up?” is
onre of the top most queries | come across, 1t feals bad, accepting and acknowledging that you've
made a mistake, and it hurts psychologically when youlose by not continuing the policy. Butwhat
istheeffect, tong-term?You stillcontinue paying huge premiums and it delivers atowerreturnthan

you cangetfrom otherproductsinthelongterm.

Soyeoudon't take any decision on your junk policies, ergo you do not have toface a tough situation,
By nottaking any action, you have notencountered a bad feeling. You do not feel like you have lost
some money. But it's for your own good though. it's instant gratification, in a way! You should take
action and take that foss right now, because right now it's a whole lot smaller than if you stick with

the poticyandtrytoquitlater!

#2Getting into the wrong producisfortax saving

Whanwetalktoalotofour clients about whythey have bought Endowment or Money back policies
or even ULIPs, the only reason turns out to be "Tax Saving”. Millions of people, get into the wrong
products which they dont need and don't understand; products which have no power to meet

theirfinancial goalsinthe future, justto save tax!

Isometimeswonderhow muchtaxpeoplereally save by goinginforsuch productstifoneinvestsin
a ULIP with a premium of ¥ 50,000 per annum, for instance, and if that person is in the 30% tax
bracket, he will save ¥ 15,000 in tax. But if that was a ULIP with a 50% premium allocation charge
{which is the case, quite often}, ¥25,000is lost the moment you sign the documents! 50 you save
15k and lose 25k as charges! And yet, these are the same people who say “10k for a financial

1

planner—toocostly
#3Heeplosingmoneyinbadsharesand selling yourwinners

Have you ever bought a share and seen an immediate spurfin its price after that? What was your
reaction? Most people would like to sell off such shares and take that profit right now, otherwise
the profits may vanish! But what happens in most cases? The same stock or portfolio would have

given hugereturnsinfuture, ifitwasleftuntouched.

Unfortunately, that feeling of instant happiness is so powerful sometimes that so many can't

resistit,

In the same way, you might be holding some stocks which are not performing weli. But instead of
getting rid of them and investing in better stocks, we keep on holding on to the losers in the hope
that some day they wiit go up! it's another case of instant gratification as yvou seek temporary
comfort, You don't take the tough decision of selling the loser, because the moment you seil it,
it gives you a feeling of loss, but if you just keep it as it is, it’s a case of “l stili have some hope!”

Don'tdoit!
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7. TeachyourSpouse &Kids about money

From time immortal, a woman has been dependent on her father or h{isband for money and to
fulfill her dreams. If she wants to go for a trip or buy some jewelry or anything else, for that matter,
she has to ask her husband (or demand) for money. Many a times women have their own dreams,

whichtheywanttofulfillon theirown, butthey cannot.

There are many men who de not invoive fadies at home in the decisions regarding insurance,
investments, retirement planning, banking, budgeting, etc, and it’s not the right thing to do. Most
often, women have z better understanding about the future goals of the family, especially
children's education related expenses and so on. Men, sometimes ¢cannot understand long-tarm
expenses, forinstance, they may not be able to envision how the family expenseswill be after they
retire and what kind of situation they would be fiving in. However smart we feel we are, there are
many things that women sutsmart us at. We should involve them in every dacision we wantto take
in our life. So, the next time you think about insurance, talk to your spouse about her needs in case
you are gone. Don’t shy away, feeling that this is taboo in this country. You have to plan things well
and understand her needs. Also while planning for retirement, take her advice and her views on

what your standard of living Is likely to be after retirement, what your (and her) post retirement

plansare, etc. She wiligive you many suggestionsanditwiilhelpin planning.

On the fiip side, women do not take much interest in personal finance. Here are the top two

reasonsforit:

1. Women traat the activities that contribute to their earnings as meraly time pass: The
biggest reason for this is that since the dawn of time, man has been the main provider and the
primary bread-winner of the family. He was responsible for earning and managing money and
taking care of financial goals. Women, on the other hand, were mainly responsible for raising
children and taking care of household activities and to a farge extent, maintaining refationships
outside the house and in the community. Many women, despite being qualified enough, and
having the skills to earn money, view thelr earnings as secondary to that of their men. They “feel”

that theyarenot atthe same level, eventhoughit's nottrue; most of thisis psychologicat.

2.Evaryone handling her money buther: For centuries, awoman's financial dedisions were taken
care of by her father, then her hushand and then her sons. She never got invoived and was never
encouraged to do so, because she was not considered smart enough! Men have always shown
dominance over women in this space. One reason, which could be responsible for this is that
wamen hardiy ever ventured outside the house for these activities and never got time enough to

dosofromtheirhousehold chores.

As per an in-house poll on my blog, 88% of urban women have either a very basic or no knowledge
of personal finance, These are women in metros like Dethi, Mumbai, Bangalore and other tier-1 and
tier-2 cities. Only a smali percentage of women respondents have a good knowledge of personal

finance. Herearethe actuairesults
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Financa Literacy Level for Wemen in India

50 4

44%

Percentage

Good Excellent

Almost Zero 22 Very Little

Whywomenshouldiearn aboutpersonaifinance

Qur mind is designed to think about good situations and not dwell on situations which are
uncomfortable. However, life is not always fair and sometimes we realize that when it is too fate. A
fot of wornen never learn about banking, insurance, investments, how to get their money to grow
and related topics throughout theirtives. They are smart, have goodjobs, are earning well, butthey
neveriearnabout money. Then some day, when sadly, things gowrong - forexample they lose their
husband because of an accident or some other reason, apart from emotional pain, there comes a
bigger paininiife, i.e. taking care of the chifdren’s financial needs and overall finances. By then she
has neidea how toinvest money toensure that the children's educationis funded, her retirement is
secured, etc. She suddenly finds herself in a very tough situation and has to rely on others,
{refatives, friends etc.). This is not a good situation. Girlst Ladies! Piease learn about money, even if

youdon'tfike the thoughtofit... Learnthe bare minimum, enough to enable you to take charge of

things sothatno one cantake advantage of your situation.

Teachysur kidsaboutmoney

Do your children know how much you earn? Do they have a clear picture about howyou are placed

financially? NO!

Kids should know about your work and how much you earn. They should be aware of how you are
saving money to fund their education, bike, trips, etc. Once they know about it, chances are they

willbaalot moresupportive, morereatisticintheirdemandsand stay weltwithintheirlimits.

Kids don't know sometimes, how much effort it takes to earn money. Most of the time, kids know
your salary and your designation in a company and assume the family to be a*higher middle class”
one, Once you telt them about home loan EMIs, car loans, other liabilities, retirement savings,
education expenses, marriage expenses and the medical emergencies for which you are saving,

theywilt have abetteridea aboutthe currentsituation andthey willact responsibly.

Parents feel a little uncomfortabile telling their kids these things, as they feel that the children are
still young and such information will create unnecessary psychologicaf pressures, Parents feel that
children should start learning about finance and applving that knowiedge once theygetajoband
start earning. | say, if your finances and spending habits are messed up today, one of the main
reasons could be thatyour parents never talked withyou openly aboutfinance. The sameappliesto
spouses.imagine, ifyou had amuch better knowiedge and attitude towards money 10 yearsago; or

when you started earning? The situation would have beenvery different today, wouldn'tit?
FinancialEducation for Childran

Financial Education for Children is as important as thelr regular education. Sadly, we do not have
financial education as part of cur schoel curriculum. Howevey, you can start teaching your children
the basics of money, so that they become more aware, more responsible and think more
realistically about finance. It'H not just help your children but even you, as a parent, in many ways.

Here, Ipresent 2thingste teachyour childrenas yourfirststep.
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Differentways ofinvesiing:

Teach them banking basics: how banks operate and what it means to earn interest on an amount.
You can also buy them some games which teach investing. Ask them to deposit some amount with
you and you can pay them interest per month. When you give them pocket-menay, let’s say ¥ 300
per month, ask them to deposit T 250 with you, with the assurance that next month you will pay
them 10% interest on that ameunt, i.e. ¥ 275, Though you might be out-of-pocket by T 25, the
knowledge youimpart tothemis pricelessiThis T 25 gives themthe important message, that saving
their money and investing regularly can increase thelr money many times over. When they start
earning later in lifg, this gvan will be something they respect you for! Also, don't forget toopen a

bankaccountforyourchifdassocnastheyturn 12-13yearsold.
Howtoliveonabudget:

¥ you give your children pocket-money, make sure they live on it the entire month. Make sure that
they do not come to you in the middie of month, asking for more, for expenses they could have
managed with the amount of pocket-money they had. This happens only when children deviate
from their monthly needs and carelessly spend on what they don't need. While they may ask for
more because of some emergency need sometimes, over a long-term, you should make sure they
stretch that pocket-money through the month. Children will understand budgeting better if you
yourself practice it (ouch!), When they see how you allocate expenses each month, and stick to it,
chances are, they will replicate It at their level. While, this whole thing can be tough initially, help
them out by giving them the extra money they need in the first 2-3 months and then restrict it

gradually.

8.Focusonaction, don'tietlittiethings getinthe way

Have you noticed that in your life, you have often wanted to complete something or find out
something and then you lose focus, after trying for soma timet This Is exactly what happens inour
financial life. Most investors chase a lot of unimportant things when it comes to personal finance.
They will keep running around looking for the best policies; they will keep doing research, study
whatthe bestand the worst huys are; they will make sure theyfind outthe best strategyto getmore
than better results for their portfolio... However, they will fail to do the mostimportant thing and

that'staking action!

Taking action is actually doing things and moving forward. In our financial life, we generally come
10 a stop because of one reason or ancther and waste our time doing useless or relatively
unimportant things, Details some times block our way and limit our action taking capability. [ will

giveyouareailifeexampieofthis.
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My teammate wanted to buy an amazing book, which he had heard about from someone, He was
reatly excited about buying itand wanted to do so asap, He went te an erndine book shop and placed
the order; it would cost him ¥ 270 there. As he was going 1o hit the "Buy Online” button, he
remembered that there was another wehbsite selling books online and he thought he should check
cutthe price atthat online store too. To his surprisg, the cost of the same book was just ¥ 245 there,
{twascheaper by¥25. He was confused now brecause ha was sure this¥ 25 profit came at some cost,
Looking deeper, he realized that the delivery time was 10 days! The firstwebsite promisedtoshipit
injust 2days. This sethim thinking aboutwhat he should do now. As he did notneed the book really
urgently, he didn't mind waiting for 10 days. But then he also read a customer review on how both
the websites’ customer care was bad and ten other problems coupled with some good feedback
too. | hope you can see where | am heading. He was clear that he wanted the book. He had the
money, but there was too much analysis and no ACTION. He didn’t order that book finally, Ajl his

focuswas diverted to smaitthings and he never took any ACTION.

Don'tlet this happen in your financial life. Once you are clear about something, take action and do

it.Let’slookatourfinanciallife and see howwe deviate most of the time from taking action.

Example 1: Let’s suppose you wanted to buy a term plan. You know that your family needs it and
you know you canshell outthe premium easily. Butsuddenly you realize that your premium will be
higher than you initially expected due to some medical issue. Just because you didn't expect this,
you balk atthis extra premium you have to pay. Deep inside, you know that there is nothing wrong
with anything, That extra premiumis something genuine, But then you go to other websites, try to
justify yourinkling thatthe firstcompanyisa cheatand nottransparent. You do everything; butyou
don'ttake action! You just have to accept it and move forward. You mustn't deviate from your main
goal and that’s "securing your loved one's against some mishap®  have known people whoneed a
% 50 lakh cover and their premium was originalty T 10,000 but after medical check-ups it was
increasedto? 14,000 and these people just cancelled the policy. They are still searching for the best

opportunity. They do some greatanalysis but take no action!

Example 2: Suppose you want to hire a great financial advisar/planner and transform your
financiallife. Your ultimate goat here isto goahead and do your financial planning. Nowifyoufinda
planner who is exactly all you expected and hire him, you will benefit a lot, for sure, Butlet’s say he
mentions that hisfees are T 20,000, You show your concernabout the fees and try to negotiate with
him and bring them down to ¥ 15,000. it doesn't go through and you don't go ahead. Do you know
what has happened?You got a mental block here because of the fees! Here fees became such a big
thing for you thatyou deviated from your main agenda. The fees became bigger than your financiat
jifeitself. An amount of T 5000 will not make a differenceto the financial planner’s life, but thatsame
25,000 wili completely change your life. Iftoday € 5,000 was your reasonfor nothiring the planner, it
can cost you lakhs in the coming years because of the mistakes you might make. This is not to say
that you should pay anything that a planner asks for, but a fot of times, we just want to bargain and
get things at iower costs, If you succeed in getting your price, you're in luck! Otherwise, just move

forward!

Example 3: If you hold stocks or aquity mutual funds and your investments have given good
returns, it's time to realize your profits. You keep on expecting prices to go a bit higher so that you
geta little extra return. Then prices move up and down and you keep getting driven by greed and
fear. ifyouwere going to book 70% gains earlier, how doesitmatterifitisactually 69 or 68%. Why do
you have to take it so seriously that it stops you from your actual motive of booking profitst in the

end, youmightend up with a 50% profitinstead of 70%, along with alot of frustration,

Example 4:You want to open atrading accountwith a broking house and startbuying shares. Here
yourmotiveistoopenatrading account. ffyou are a serfous trader/investorwhoisgoing to buyand
sell frequently, the costs per transaction should be a big concern. But for someone whois going to
undertake afewtrades ayear, analysing the costs teo much wilfonly keep delaying your decisionto
open that account. Company A will offer brokerage at 50 paisa per trade and company 8 may offer
40 paisa per trade, You will getlost inthese small and unimportant details when what you should
really doisjustsomebasic checks and settle for areputed brokerage house. Now, ifyouare going to
invest just % 20,000 per vear in stocks, how does it matter much if your brokerage is.75% or .30%.

Again, littlethings gotintheway!
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Don'tforget totake action. Look at the bigger plcture always. Smali things are Important, but make
sure you give them only as much importance as they deserve. Don't make them so big that they

startdominating youractual goats.

9.Re-define "budgeting” as "priority spending”

Budgeting works, but only for a handful of dedicated and disciplined people in this world. All the
rest just plan to make a budget, start this exercise and then again just plan to make a budget and

startthe exerciseaiioveragainandsoon...

Budgeting is boring because it makes you feel as i you don't have any controt over where you can
spend, incaseyourealiyfeelthe urgeto, ltrequires some follow-up and coming backeach month to
find out how you have fared and no one fikes to fail, so guess what? They just avoid it all together. |
havenaver seen enough people who budget to justify my calling it a popular activity! Budgeting is
all about allecating your money for future savings and expensas, So, if you earn ¥ 5 lakh per year,

budgeting would require you to define exactly how much wilt go towards rent, EMI, groceries,

utitity bills, petrot bills, kids education, clothing, etc., etc. Most people view it as ovar-defining how
you should spend and that really bores them. Finally it de-motivates them to keep doing it month

aftermonth.

Can we undertake something that is similar to hut not exactly budgeting? Something which is
much simpler that budgeting, in a way. | can’t say that it will control your spending, but it couid
improve the quality of your spending. Here is the rule...”"You can spend like crazy on things which
you enjoy doing but you must cut down on anything which does not make you feel that you are

adding valuetoyouritfe”. Andhere’'showyoucandoit.

List down all your expenses, i.a. list down all the things which you pay for each month. List down
eachthingonebyoneandalsotheamountyouspend onit. Now assign a priority numbertoeachof
them, starting from 1; 1 being most impertant. So, if you have 10 things on the list, they wili be
ranked from 110 10. Now, re-write all these things so that what is ranked 1 comas first, then what is
ranked 2 comes second and so on until what is ranked 10 comes last. Then, take 30% or 40% of the
things towards the end of your list and write down why you need each of those things. Also put
downways inwhich you can restructure this spending so that it would cost less, Forexample, when
i did this myself, one of the items on the list was telephone expenses, which used te be around Rs
4,000 each month. However, when ! thought really hard about it and sat down one day to write
down what | could do aboutit, Ireatized that if | switched to a pre-paid plan instead of a post paid, i
coulddoalotbetter, asprepaidpricing was cheaper and there were many top up plans which saved
a lot for me, as per my situation, My telephone bill came down to ¥ 2,500, albeit with a littie
inconvenience since | had 1o recharge my phene every week now. But | saved # 1,500 and | was

talking forthe same amountoftime withthe same people. No compromise on that.

Thewholeideaof priority spendingistonotcutyourexpenses, butto makesure you cut out useless
stufffromyourlife and ytilize that money on something useful orrather on what you are passionate
about. If you love photography, spend well on it; learn more about if, take photography classes,
attend workshops, get supreme guality lens, invest in good equipment, ete. But you should do all
this only to the extent that you are able to cut down on expenses on other things, which youdo not
considerasa priority; things which do notadd much value to youriife. Mark my words: you will need

tohavestrong gutstedothis.
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Separate yourwantsfrom yourneeds

When you undertake priority spending, it's a good exercise to separate the items on vour

expenditure list into "Needs" and "Wants". Improper handling of money takes place when you

spend too much money on your wants and too little on your needs. The first aim should be to

spend/save money for your needs and then take care of your wants or desires. Once you prioritize

allyourexpenses/goalsinthese categories, it's much easierforyou toimprove your financial tife,
Whatisthe Differencebetweena Need and aWant?

Needs: A need is something which Is essential for you, irrespective of your financial conditions.
These are the things you have to take care of first and only then can you spend on other things, i.e.

thingswhichyoucandowithout.
Exampleofneeds

~ Househeldexpenses

- Children'seducation

~ Saving moneyforretirement

- Medicalexpenses

~ School/coflegefees andrelated expenses

- Familyvacationsand outings (within limits)

Wants: These are things which vou wish to have, but they are not above your needs. Forexample, a
fancy car is a want when compared to your child’s school fees or saving for her higher education.
You tan live your life without car, but your child’s education is vital and can’t be compromised on.
Some people’s"wants" canbe otherpeople’s"needs” and vice versa. Itall depends onyour personal
life style and attitude. But the main peintlam making hereisthat you have to differentiate between
your'needs’ and 'wants' What's more, your needs and wants can change over time, so qualify them
as pertimeframes-shortto mediumtime frame orlong term. Now L do not mean thatyou shouldn’t

try to fulfill your wants in life. My only pointis that your needs should not be compromised because

ofyourwants.

Example ofwants

- Extravacation
- Expensive clothes, over and above your normalrequirements

- Fancycaroranyvehicle beyondyour budget,

10.Lookatthevalueorrealreturnofaproduct

Price - Y5 - Value

In today's financial world, a lot of products are made to appear as if they are amazing. The
advertisements and promos make you feel that if you don’t invest in them, you will miss an
opportunity of a life time. The reason why this happens is because buyers concentrate a lot on the
price of a product, rather than on understanding its value. Let me define value and price here so

thatyoucanunderstand them more distinctly.

» Price: Price is the amount of money required to buy something or the monetary profit arising

fromsomething
- WYalue: Valueistheworthorimportance of something.

Imagine someone offers to create for you a financial plan which will cover all the aspects of your

financial life along with research, analysis, recommendations and personal supportfor 1 year. The
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costof the whole package isT 3,000. In all probability, it is likely to be an automated financiai plan,
created from some software because ¥ 3,000 cannot get you a customized financial plan. Even

though it might logkike an inexpensive product, it might turn out to be one of the costliest things

you have bought,  total waste. Obviously, ¥ you pay T 3,000 for something and you geta ZERO- .

return out of, it's a 100% loss. We have seen many of our clients coming to us with those kinds of

pians, whichwereworthless forthem,

Ontheotherhand, anotherfinancial planner asks forafee of 25kand he can make amajor changein
yourfiﬂancia! life by just sitting with you and counseling you on your financial life and the mistakes
you should avoid. it might look expensive (if you look at the price}, but if you look at the value you
getout of it, it would be a worthwhile product. In fact, if it delivers good results, it could even cover
its cost and coma to you free, because you save 10times the money it cost you to buy the plan, just

by notdoing alithose stupid things you did before hiring that planner.
ispurchasing terminsuranceawasteof money?

Millions of investars have discarded the possibility of buying term insurance as they don't get any
money back at maturity. You now realize what they all concentrated on: the price, They feel that
they "lose” their money. They have concentrated only on what they don't get and not on what they
are getting, These investors do not think, for a moment, about the value which term insurance

providesto their family and dependents attheprice they payforit.
Yaluedoesnotmersly meanveturns

Alotof peopledonot surrender their policies, which are doing badly, just because the amount they
will get will be lowear than what they have paid. All of them just concentrate on "price” and
"amount’. They never fcok at it from the long term perspective and never question the value it's

providingintheirfinancial tifeinthe presentorinthe future.

I am sure that if you start incorporating these 10 commandments in your financial life, it would
become more strong and robust, A lot of confusion and wrong doings wil vanish and your focus

will get better and better. There are many other good things which you can practice, but at the

minimumtry toincorporate these 10 pointsreligiousty inyour financial life,

Chapter 8

16 PRINCIPLE EVERY INVESTOR
MUST KNOW




Finally, your journey through this book has come to an end. While reading it, you have certainly
come closerto your trystwith wealth, Although you are metivated and all charged up after reading
all the eye-opening insights that you have come across in the book, you have not reached your

goalyet.There are 2 things youstill needtodo:

Rememberand Live by the 16 basic'Rulesforan Excellent Financiaf Lifel
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Take action - Complete all the important tasks.

What's Next?

Finally, your journey through this book has come to an end. While reading it, you have certainly
come closer to your tryst withwealth. Although you are motivated and all charged up after reading
ali the eye-opening insights that you have come across in the book, you have notreached your goal
vet, Thereare 2thingsyoustilineedtodo:

Firstiy - Remember the 16 basic'Rules foran Excellent FinancialLife’

Based onalithe 7 chapters you have read sefar, here are 16 foundation rules thatyou should always
Hve by These 16 raleswill helpyoulead an excellentfinanciallife,

Investas muchasyou can, as soon as you can. The sooner you begin investing, the higher wili be the benefits thatyou receive
h\mthelong term.

Protect your family’s happiness with a term insurance plan 50 that in case you are not around, your family can still achieve
g\everyzhingyau had plannedforthem.

Start out by defining your financial goals very clearly the always take actions which witl take you closer to those financial
&\ goais;anything elseyoudomightbe awaste of timeand energy.

Whenever you take investing decisions, always remember that "Equity products are best for lang term investments”and
b\:Debt(securE)productsarebestforshOftterminvesting".

o\ Always have a’want-to' attitude when it comes to yaur financiailife. You have to make things change, don'tjust expect them
tohappen.

Befora you take any action in your financial life, make sure that it will simplify your financial life, not complicate it;, if it
b\fomphcaﬂngthmgs, itmight notbeworthtaking!

G not invest with'Saving Tax’ as your primary motive, if you are abia to save tax as a by-product of your decisions, its fine,
Xotherw»sedon’teven considerit.

-\fayyourself by saving 109 of your salary each month withaut fail and imagine thatyour salaryis only 90% of whatitactualiyis.

Enjoy your fife by spending on thirgs which matter; don't spend on useless things which dom's add value to your financial
fife.

health and family.

Behave as if your financial life is a company and you are its CEQ. Think from a CEQ's point of view before taking any financial
decision.

Da not fali for short term gratification which gives you instant happiness although it is not that good for your financiatlife.

v—\ Always see your finandcial life as an extension of your Tife, not LIFE itstef] There are other greatinvestments inlife Hka career,
’\ Good things come with patience, so take hard decisions which contribute toa great future,

Teach your spouse and kids about personal finance, it's not just a good thing, but a requirement in today’s workd. An
>\educated familymeansabetter future.

v-\ Focusonactions, notthe smal obstacles which come inthe way and do notmatter much.

G\Peﬁne how you witl spend yous money and onwhat. Prioritize wall

Ratherthan Price, look at the Value of something before buying it. i the value you derive is more then the price you pay, the
‘”\ price does not matter,
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Secondly -Takeaction - Complete ali theimportanitashs

The next thing you have to do is complete your impaortant actions points which will take your
financial Hife to the next level, Don't wait for that perfect morment, which is never going to come.

Juststartwork now at this moment To helpyou movefurtherinyourfinanciallife we suggest:
Option T-You can buy our nextset of books (titles listed below) -

» Howtobeyourownfinancial plannerin t0steps

+ 11 Principlestoachieve financiaifreedom

in the former you, you will see how anyone can undertake base leve! financial planning all by
themselves. The latter is 2 guide on how to achieve Financial Freedom written by my colleague

Nandish.

Option 2 - You can also hire afinancial planner to give you unbiased advice and a roadmap for your
next few financial years. He will work with you on how to take your financial life forward from
where it stands. You can either look for one in your city, or you can alsc hire us, if you feel we are the

right people. Justcontact us at manish@jagoinvestor.com orvisitwww.jagoinvestor.com/services

Jago Investor Wealth Club

Qurcommitment toensuring that everyinvestorlives anawesomefinanciallife

We invite you to buiid on what you have learnt in our bools and blog today by joining the

jagoinvestorwealthchub,

The wealth club comprises of an online community of committed investors. We would like to
help you to become a more successful investor. The focus of the club is to provide investors with
a safe environment where learning personal finance becomaes fun. The central theme of this club
is‘wealth’; itis designed to help you engage in conversations regarding living a good financial life.
And how are we going to do this? By serving up, on a monthly basis, premium material that helps
you as an investor. As a member you will receive premium content in audio and video format.
You will also get dedicated e-bools on different personal finance topics, different financial
products, such as ready a reckoner list, excel based different tools, calculators and templates,

that helps youfacilitate andimprove your financiatlife.

To get things started, we invite you to experience a part of wealth club. Send a mail to
manish@iagoinvestor.com and we will send you some useful material that willhelp youimmensely
as an investor. We invite you visit www.jiwealthclub.com and become a part of this committed

community ofinvestors.

Manish Chauhan,

FinancialCoach
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How to be your own Financial Planner in 10 Steps

"How to be your own financial planner in 10 steps” by Manish Chauhan shows us, how a common
man can be his own financial planner and complete his financial fife in a step by step manner

witheasytounderstandlanguage and actionabletables.

This book is the next step and a powerful extension of “16 Personal finance principles every
investor should know.” You understand the base rules of personat finance in this book, but in the
next book, you can learn how to take actions and how 1o do some of the calculations related
to youwr financial life, You can look at the next book as your passive financial planner which

guidesyouinyourfinanciallife.
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