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Introduction


Some people just seem to be smart with money, while others let it slip through their fingers as soon as they get it. I believe there are strategies and tactics that can not only help us to be smarter with money, but also let us build a more secure future for ourselves. These ideas work whether we’re in a boom or a bust and, over a lifetime, can bring real benefits to anyone who gets to grips with them.

Being smart with money isn’t difficult; it simply requires you to look carefully at your finances and make responsible decisions. Being smart with money isn’t about having lots of it - it’s just about making the most of what you’ve got. Whether your income is from state benefits or a trust fund, I firmly believe that it’s not how much money you have, but what you do with it that makes the difference.

In Britain, we have an odd way of talking about money. We’ll brag about how much or how little we paid for our car, but we won’t talk about how much we earn. It’s as if it’s a taboo subject - even some married couples don’t discuss their salaries or their spending habits (which is probably why money problems are cited as the second-biggest cause of divorce after infidelity). We have experts on TV telling us how we can save £30 on our gas bill or our home insurance, but not how we can save for our futures. As the old saying goes, we know the price of everything and the value of nothing.

It doesn’t help that we have become distant from money. I remember getting my weekly wages - in cash - in a small brown envelope with details of deductions written on it. I could touch it, feel it and count it, but now our income bypasses us and  goes straight into our bank accounts. We don’t spend cash any more so we no longer see the amount from our wage packets reducing, which makes it harder to count how much we’ve got left.

I believe there are some basic skills we can all acquire that enable us to have a much better relationship with money. Being good with money is not that hard, yet it’s an area of our lives that we often defer to ‘experts’ because it seems so complicated. These days, children get taught a little about money at school, but most of us have never had any education about how to look after it. So it’s no wonder that so many people get into bad money habits or get caught in a cycle of debt. And I’m not just talking about people on the breadline here - one of the biggest lessons of the credit crunch has been that many people working in our financial institutions didn’t understand the fundamental rules of being good with money. If there was a GCSE in Money, then perhaps we’d all be better off.

I want to explain how money works: if you know what controls money, you can make smarter decisions about what you do with it. As the fallout from the financial turmoil of 2008/2009 continues to impact on all our lives, I think it has become blindingly obvious that if we don’t understand money, then it’s going to control us rather than the other way around ●




Boom and bust 


When I started work on this book, people said to me that it must be a nightmare to write because I’d surely have to change my advice depending on the latest catastrophic headline. While it certainly might have been easier to write this kind of book in the mid-1990s when jobs were easier to find, stocks pretty much always went up and property soared in value, writing this book in turbulent times has helped me focus on what really matters with money management. In chaotic times it’s not possible to say ‘take out a pension’, ‘get a better paying job’ or ‘get into buy-to-let’ because it’s clear that the financial  certainties of the past couple of decades have not been certainties at all.

So what I’ve tried to do with this book is to return to the fundamentals of money, to pass on the essential rules that guide its ebb and flow so that you can make the best decisions about your financial well-being. I’m not going to tell you whether or not you should take out a pension or use up your ISA allowance; I’m going to give you the information so that  you can decide if it’s right for you. That way, this book should stand the test of time - these are universal rules and the advice here holds true if we’re in a recession or a boom. I have no axe to grind, no product or philosophy to promote. I don’t mind if you follow my advice, I only care that you’ve got enough information to know which bits of advice are right for you and which bits aren’t.

If the recent financial turmoil has taught us anything, it’s that we can’t live beyond our means for long. The mistakes of bankers and individuals who borrowed more than they knew they would ever be able to repay have proved to me that we all need to be responsible. Money is too important, too fundamental to 21st-century life, to leave to ‘experts’ to sort out. We need to be responsible for our own financial choices, and it’s my hope that this book will give you the confidence to take the reins of your finances ●




The sooner you start, the better 


What has become clear as I’ve written this book is that the sooner you take control of your finances the better and, frankly, that sometimes means the younger you are, the better. The long-term returns that pensions, savings, property and stock-market investments offer are much greater if you have the luxury of time to ride out a couple of financial storms. If you can avoid debt in your twenties and get an early start on the housing ladder, your long-term financial future will look bright. However, I got to my 30th birthday with barely a penny  to my name so I know it’s possible to make up for lost time. I know others who left it to their forties before they found financial security. Even if you are nearing retirement, there are tools and suggestions here that will have an immediate affect on your finances if you take them on board.

I completely understand why so many of us drift through life without taking our finances in hand; it doesn’t help that the TV news is full of arbitrary statistics, interest rates, exchange rates, inflation rates, share prices and jargon that baffle and bamboozle us - how do these things actually affect us? No one ever says! And when we do talk to the people who should know about money - our bank managers and financial advisers - we don’t get advice, just a sales pitch for a new financial ‘product’ or ‘vehicle’. Sometimes it seems that financial services are deliberately made complicated so that we won’t understand them that way we won’t be able to shop around for a better deal! We find it impossible to take control of our finances because we’re just not given the skills or the information we need.

Worrying about money blights many people’s lives. Will we have enough to pay the bills? Will we ever earn enough to clear our debts? What will happen if we can’t meet the final demands or pay for the school trip? We tie ourselves up in knots about money and in the end it gets so complicated - and so depressing - that the only way to cope is to ignore it. And when that happens, things will only get worse.

And if we’re not worrying about money, we’re dreaming about it - about the cars and houses we’d like to buy. The problem I see is that between worrying about money, and  dreaming about it, so many of us forget to think about it. A lot of the advice in this book encourages you to start thinking about money in a practical way and move you away from useless panicking and unhelpful dreaming.

My life has taught me about the importance of money: I know what it’s like not to have it, and I know what it’s like to be wealthy and - crucially - I know how hard you have to work to earn it. I was born into an extremely poor family where  there was never any money around. The only time I had any as a kid was when I got a paper round so I could save up for a bicycle. For 15 years after I left school, I drifted from one dead-end job to another, sometimes saving up enough to buy a car, sometimes having to sell the car because I’d run out of cash. It wasn’t until my thirties that I started a business and set out on the road to becoming wealthy. My journey has taught me to value money rather than count it.

This book isn’t about getting rich, it’s about taking control. By the end of it, you’ll have the confidence to make decisions that are right for you and the skills to make your money go further and work harder for you - no matter what happens to the economy ●




What’s in this book? 


This isn’t a book about cutting out coupons or the best way to reduce your household bills - there are other books on the shelves about living frugally and websites where you can compare prices. This book isn’t about the edges of your financial life where you can save a tenner there or get an extra 5% here: it’s about the fundamentals of finance and your core relationship with money.

This book isn’t about global economics either, nor will it give you specific advice about financial products that will be out of date by the time it hits the shelves. I won’t be able to give you answers to specific concerns or problems, but I can give you information that will let you work out your own answers. This book is about understanding long-term, fundamental principles and behaviour that will enable you to be in charge of your financial options. I’m going to introduce you to some basic theories about money and show how balancing five factors - earning, spending, borrowing, saving and investing - is the key to financial security.

Over the years, I’ve developed a series of concepts that have really helped me to understand money and enabled me to  make the most of whatever I’ve had. For me, being good with money means insulating oneself from the worst the financial world has to throw at us and making the most of the economic opportunities that come along. This book will show you how.

The book has three parts to it. A bit like learning to drive, Part One is the theory section where I’m going to share some of my observations about what money is and how it’s controlled. The next part of the book contains the practical sections where I’ll discuss strategies and options for the major factors that influence our financial lives. And then, finally, instead of taking a driving test, I’m going to take you through the preparation of your own personal financial plan.

You don’t have to read the book in the sequence it’s been laid out. For example, if you want to start with the section on saving, then go ahead. It might even be that some of the theoretical stuff in Part One will sink in a bit better once you’ve read the practical stuff in Part Two. It’s my hope that no matter what order you read the book in, when you take Parts One, Two and Three as a whole they add up to a comprehensive guide to understanding money that will enable you to take responsibility for your financial choices and this will ultimately make you wealthier ●




Who’s this book for? 


You don’t have to know any jargon to be able to get the most out of this book (I’ve tried to avoid it as much as possible and added a glossary of financial terms at the back just in case). You don’t have to have money in the bank or a good credit rating. You don’t even have to know what a ‘credit rating’ is or why it’s important. Whether you’ve got money in the bank or not, whether you’re 18 or 80, self-employed or unemployed, the principles of being smart with your money are the same. So if you want to make the most of what you’ve got, this book is for you.




My history with money




1949-1964 

I grew up as one of seven children in a council house in Clydebank. My dad worked in the local factory and money was extremely tight. When the ice-cream van came round I was told I couldn’t have one because ‘we were poor’. The only time I had money was when I got a paper round so I could save up to buy a bike and my ambition was to be ‘not poor’.




1964-968 

I worked as a stoker in the Royal Navy and earned so little that I didn’t need a bank account. When I was dishonourably discharged (for throwing my commanding officer overboard), I was nineteen and had no qualifications or prospects.




1969-1978 

I spent my twenties is a series of dead-end jobs - cabbying, bar work, working in garages, selling ice-creams on the beach - and spent every penny I earned. As I approached 30, I realised that my party lifestyle couldn’t continue as I wanted to settle down and start a family. I made the decision to turn my life around and made a promise to myself and my soon-to-be wife that I would become a millionaire.




1979-1985 

I finally got a bank account when I was 30 so I could stockpile the cash I was saving towards a deposit for a house while working shifts in a bakery. I made extra money on the side doing up  cars I’d bought at auction. When an ice-cream van came up for auction I bought it for £450 and started an ice-cream business. Within a few years I had a fleet of six vans, lucrative concessions in local parks and a turnover of £300,000 a year. I used some of the cash to buy up cheap property that I rented to Social Security tenants.




1986-1997 

I sold the ice-cream business, my car and even my house to start my next business, Quality Care Homes. We offered superior elderly care in purpose-built residential homes and when I ran out of cash building the first home, I borrowed £30,000 on credit cards to complete the project. I expanded to nine homes and floated the company on the stock exchange for £18 million. I continued to expand, and sold my share of the business in 1997 for £46 million. During this time I also started other ventures, including children’s day care nurseries and health clubs.




1997-present 

Bannatyne’s is now the largest privately owned health club chain in the country with 180,000 members in 60 clubs. In 2004 my personal wealth was estimated by the Sunday Times rich list to be £100 million. In 2008, they calculated my net worth to be £310 million.




PART ONE

The theory of money




1.

Money is a tool - you’ve got to learn how to use it


Have you ever stopped to think about what money actually is? If that sounds like a weird question, take a look at a bank note. That £5 note isn’t actually five pounds: if you look carefully you’ll see the words ‘I promise to pay the bearer on demand the sum of five pounds’. What that means is that your £5 note is just a promise of five pounds.

When I was kid I thought that meant that I could knock on the door of the Bank of Scotland and exchange my note for five actual pounds, which I’ve always presumed would be made of gold. I’ve no idea what would happen if you actually tried to do that, but I’d be willing to bet that you’d probably get some strange looks and be asked to move along! And if we all turned up and asked for our ‘pounds’ in exchange for our notes, I don’t suppose there would be enough gold to go round.

So if money isn’t a real thing, if it’s nothing more than a promise for something you can’t get your hands on, what is it? Over the years I’ve heard lots of explanations about money being ‘a unit of exchange’ - something that can be exchanged for something else of equal value - or even an ‘illusion’ because money only works if we believe that your £5 note is worth whatever you buy with it. I can’t quite get my head round those explanations, but I get that the key point is that money isn’t actually very valuable in itself, it’s only when we do something with it that it has a value.

Personally, I see money as a tool. And like a hammer, it’s only really worth something if you use it. Sure, it’s great to have a hammer in your shed in case you need one, but it’s only  really of value when it helps you drive a nail into a wall or a stake into the ground. A hammer is a tool that can help you achieve a certain outcome, and money is no different.

Now you might well be able to drive a stake into the ground with your bare hands, but the hammer makes it a lot easier. And of course, if you can afford a bigger hammer, the job gets even easier. Let’s make no mistake things get easier when you have more money, but the key thing here is that it’s still you  doing the hammering, it’s still your muscle power, your brain deciding what to hammer. Without you and your know-how, the hammer is pretty much useless. So the key to being smart with money is not just to have more of it, but to use what you’ve got more wisely.

You might think that a pound on its own can’t do very much (unless you buy a winning lottery ticket with it, of course), but if you don’t fritter your small change away and save it instead, you build up a lump sum. The more money you have, the more powerful a tool it becomes and the more you can do with it. If you don’t have a pound to spare, don’t worry, later in the book there are a lot of suggestions for ways to get your hands on extra cash.

If you can create a bit of financial muscle by gathering together your individual pounds into a lump sum, imagine how much power we create if we join our lump sums together. The best example I can think of is giving to charity. If we all give £5 to thousands of different causes, it doesn’t help very much, but if we co-ordinate our donations and all give our £5 to an organisation like Sport Relief, suddenly there’s a huge total that can be powerful enough to create real change. I’ve been on trips with Sport Relief to Ethiopia and seen just what a force for change money can be - and it can bring some pretty incredible changes in your life too.

The same force for change is created when we deposit money with a bank. The banks can then lend all our tiny bits of savings to individuals and companies that can make more money, some of which is returned to us in interest payments. Another example is starting a business: you might not be able  to afford to start a business on your own, but with a few friends, you might have the capital to launch a new venture. The stock markets make this even easier: you probably can’t afford to buy a whole company on your own, but you can buy a few shares that will hopefully increase in value as the company uses the muscle power of all that lumped-together money. So even if you don’t have very much of your own, you can join your money together with other people’s small amounts to create a really valuable tool ●




The flow of money 


The fact is that we are all connected by money. A very basic illustration is the £5 note that I receive in change in one shop and spend in another, which ends up in your wallet. Money flows between us, which means that what one person does affects another. This is why when US banks started lending recklessly to people who could never be expected to repay their home loans, the phrase ‘sub-prime mortgage lending’ became headline news all over the world because our financial lives are so interconnected.

The recent past has shown clearly how one person’s financial choice affects another person’s bank balance. When banks started to fail in America in September 2008, investors lost confidence in British banks too and sold their shares, which sent share prices down. Shares in HBOS, the Halifax Bank of Scotland group, lost 90% of their value. In turn, this meant anyone holding shares in HBOS had lost a lot of money and savers with money in the Halifax became very nervous. Yet while fortunes were being lost, there were also quite a few people making money and that’s because they understood something fundamental about the nature of money . . .

Just like the basic physics of water, the flow of money between us creates a force. Just as a stream can be harnessed to turn a watermill, understanding the flow of money can enable you to harness the power of money. This is why I say  that it doesn’t necessarily matter how much money you have: if you can get close enough to the stream you can start to benefit, and a lot of this book will be about helping you identify the flow of money.

The first key to being smart with money is to stop seeing it as a finite thing in itself and start thinking about it as device that can be leveraged to your own advantage. Money is not an end in itself, but it does give you the means to get there ●


[image: 001]

CHECKLIST


• Money is a tool that can help you create change. 

• The more money you have, the more power you have to create change. 

• Money connects us: what happens in one part of the economy has an effect elsewhere. 








2.

Stop worrying, stop dreaming - start thinking


Even really smart people aren’t always smart with money. For some reason, it’s a subject huge numbers of people just can’t handle and if they tell themselves that ‘they’re just not very good with money’ then they can let themselves off the hook for not getting on top of their finances. When the subject of money comes up, there’s a big percentage of people who just put their fingers in their ears and choose not to listen. From what I can tell, they’ve decided that money is far more complicated than it really is and, as they’ll never understand it, they may as well just switch off.

This is rubbish. The rules that govern money are pretty straightforward and all you have to do is engage with the subject a little bit, and things that once sounded bizarre will start to make sense. So my only absolute rule of being smart about money is to THINK about it.

When there are bills to pay, kids to feed, debts to repay, you just don’t get a chance to think about money because every penny is spent before you even get your hands on it. It passes through your fingers within seconds so you never get a chance to think about what you want to do with it. It’s so easy to go through life worrying about money instead of really thinking about it, but if you make the switch from worrying to thinking, you’ll be on the right road.

The fact that you’ve picked up this book and made it this far tells me you want to be better with money, and if you’ve found enough time to read the first few pages, then you can create enough time in your life to think about money. If the only thing you get out of this book is a few hours spent thinking about  your financial life rather than ignoring it, then this will be the most valuable book you’ve ever read.

When I say ‘thinking’ about money, let’s be absolutely clear that I don’t mean daydreaming! I’m not asking you to think about what you’d buy if you won the lottery, I’m asking you to think about some pretty basic things:
• How much do you have?

• How much do you need?

• Where can you get a bit more from?

• How can you manage what you’ve got a bit better?





So let’s start with a really simple question: how much money do you have in the bank? It’s a straightforward enough question but it’s amazing how many people can’t answer it. If you don’t know the answer, how do you know if you can afford that last pint in the pub or that treat you’ve been promising yourself? You might be able to take cash out to pay for those things, but paying for them and affording them are two very different concepts.

Here’s another simple question: how much money do you need to live on each month? If you can’t answer that question, then how can you possibly know if you’re earning enough to cover your costs? And if you suspect that you’re ending up in the red, if you’re smart with money you’ll already be asking yourself the next question: where can I get a bit more from?

If you haven’t been asking these questions, and you’ve just been paying the bills as they come in without thinking about them as long as your bank will give you the money, then I reckon you fit into one of two very different camps: you’re either really rich or you’re more broke than you realise.

If you’ve sensed for a while that your financial life is a bit of a mess, I completely understand why you haven’t asked yourself these basic questions - it’s because you’re scared of the answers. It’s my hope that by the time you finish this book, those answers won’t hold any fear for you: if you are in the red  and panicking, you need to know that the first step of sorting your finances out is by calculating what your current financial position is. The next chapter is all about that.

Once you’ve got a grasp of your basic financial situation, you need to keep thinking about money.


• Am I earning enough?

• Am I borrowing at the lowest rates?

• What are my priorities for the next week/month/year?

• What extra expense am I likely to incur in the near future?



We’ll cover all of this in detail later on, but right now I just want you to start thinking financially. Take the first question in the list: you might think it’s a joke question - the answer is always ‘no’, right? - but it’s actually really important. Getting hold of money isn’t easy, and if you’re wasting your career in a job that isn’t rewarding you financially, then it’s time to look for another one. If you’ve been in the same company for years, the chances are your pay rises haven’t kept pace with the salaries new recruits are asking for at interviews. You need to start looking at every area of your financial life and think about whether you’re earning enough or paying too much.

Learning to prioritise is an essential financial tool. If you spend money on the wrong things, you might not have enough left over for the things you really need. If you spend everything you earn every month, you’re never going to be able to save or invest for your future. It can be very difficult to see beyond the end of the month, but I want you to be able to see even further into the future so that you can make plans. Not all of our money fits into the monthly and weekly cycle of salaries and wages: whether it’s a holiday, a splurge in the garden centre at the beginning of summer or increased use of the central heating over winter, there are peaks and troughs in our spending. If you can anticipate when this extra expenditure will be required, you can budget for it.

As well as these day-to-day and month-to-month decisions,  I also want you to think about a handful of really big questions:
• Where do you want to be in a year’s time?

• What will your life be like in five years’ time?

• What kind of lifestyle do you aspire to?

• What kind of retirement would you like to enjoy?





If the questions you’ve already asked yourself are about coping in the short term, these bigger questions are about succeeding in the long term. I’m going to let you into a secret: it’s the foundation of why I became wealthy. It’s dead simple: I made the decision to become wealthy. I also started a series of businesses and worked extremely hard, but that followed on from my initial decision to take control of my life.

I was just coming up to 30 and I wanted to get married and have kids. I knew I wanted my children to have the things my parents hadn’t been able to buy for me. I knew I wanted them to grow up in a nice house - and I knew there was no way I could afford that kind of lifestyle. I made the decision to become wealthy. I started by working every shift I could at a local bakery to save up the deposit so we could buy a house. Then I did that house up so I could sell it for a profit. I made money on the side doing up second-hand cars - whatever it took to take me from penniless to secure. I had a vision of the life I wanted to lead, and that vision guided the choices I made in my early thirties. When I saw the opportunity to start a business, I started to see a completely different future for me and my new family.

A lot has been written about how visualising something can help make it happen (if you ever read a book on sales techniques, it will tell you to imagine making the sale before you talk to a potential customer because seeing how a sales pitch can turn out right is the key to making it turn out right) and although it sounds a bit far-fetched, I think it’s absolutely true. Imagining the kind of life you want is the first step to getting there. If you know what you want, then you can plan for it, aim  for it and budget for it. Knowing what you want out of life makes it much easier to prioritise the things you spend your money on. And getting what you want out of life is really what being smart with money is all about.

If you don’t think strategically about money, you won’t be able to do anything strategic with the money that passes through your bank account and your wallet. I know it sounds a little bit crazy, but thinking about money really is the foundation of getting the most out of it ●
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CHECKLIST


• Worrying about money, or dreaming about it, is not the same as thinking about it. 

• Think about what you want to do with your money before you get it, that way you won’t waste it. 

• Planning your financial future is the first step towards making it a reality. 









3.

Budgeting is rewarding


If there is one basic, fundamental, unchanging way of being smart with money it is this: you’ve got to have more coming in than you’ve got going out. And the way to make sure that this happens is by learning to prepare and control your personal budget.
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