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    Dedication




    This book is dedicated to my beautiful wife and children, who have always been a natural inspiration.


  




  

    Overview




    This book contains 500 ideas with practical examples that are designed to give you the knowledge required to gain control over your financial destiny.




    In addition, the implementation of these will provide a stronger financial position and the creation of greater wealth opportunities.




    The author has a wide range of financial qualifications and industry experience, and for more than twenty years has worked with individuals from all walks of life and businesses to assist their financial positions.




    The purpose of this book is to provide the reader with real ideas that will increase wealth, reduce debt, reduce financial risks and create financial opportunities.




    Contained within the book are 10 chapters, each with 50 ideas plus 50 examples that are easy to read, easy to understand and highly likely to help achieve a stronger financial position.




    The contents are designed for ordinary people who want fast answers but feel they don’t have time to study for years or learn through making mistakes.




    It is written in a practical manner in point form to maximise the benefits gained by absorbing the concepts and ideas contained within the book.




    Good luck on your trip to greater wealth!


  




  

    Disclaimer




    This book is not a substitute for professional financial advice and the writer takes no responsibility for individual decisions made using, or in connection with, the thoughts, ideas and information contained within this book.


  




  

    The Author




    David has worked in senior management positions within multinational organisations for more than 15 years.




    These businesses were involved in Manufacturing, Construction, Property Development, Tourism and Transport.




    For 20 years he also ran an Accounting practice that provided accounting and taxation advice, mortgage broking, financial services and business development advice.




    David became qualified and licensed as a Public Accountant, Commissioner for Declarations, Tax Agent, Financial Planner, Mortgage Broker, Property Developer, Real Estate Principal, Motor Vehicle Dealer and Second Hand Dealer.




    With his exposure to many thousands of business dealings, David shares his wide industry experience with practical insights into ways of operating that provide opportunity to gain financial control.


  




  

    Introduction




    During a period covering about twenty years David formed an accounting practice, which at the peak of the business spanned a wide geographic area and numbered about 1,500 clients. These included individuals, companies, trusts, superannuation funds and partnerships. In the early stages of this period, David also worked for large corporate organisations at a senior level, responsible for accounting, systems improvement and profit.




    During this period David encountered a diverse range of business and monetary issues and spent a great deal of time assisting other businesses and individuals to find solutions to problems and mechanisms to improve financial performance, both at an individual and business level. This included providing advice on financial planning, tax planning, bookkeeping, acquisition of real estate, due diligence issues on property contracts, acquisition of motor vehicles, personal finances, insurances and many other financial matters.




    Over a number of years David also studied to become registered or licensed as: a Tax Agent, a Public Accountant, a Financial Planner, a Real Estate Principal, a Mortgage Broker, a Motor Vehicle Dealer, a Property Developer and a Second Hand Dealer.




    Like most business people, David has had his own share of significant financial successes, failures (learning opportunities), and new successes from which many ideas in this book have been derived. In addition, David shares first-hand similar decisions and their consequences from many hundreds of business associates over the years.




    This book consolidates 500 ideas, each with an example, which should result in gaining control over your financial position. These ideas come from the many years spent with other people wanting or sharing this same information.




    This book is designed to be of benefit to a wide range of people, from those with very little money to those who are already wealthy. It snapshots the essential principals and strategies that can literally change a persons life experience from boring to exciting, from poor to wealthy, and from financially weak to financially free.


  




  

    1. Managing your Cash flow




    1) Educate yourself about cash flow




    There are many books on the market which focus specifically on this subject. It is probably the most important area in financial management. If you master cash flow, you can master many things. Keep learning about cash flow.




    Example – Allocate a percentage of your income to education on cash flow. Look out for seminars or good books and invest in something each month. Raise it in conversation socially with the right people. Practice making your own positive cash flow investments. If you do something successful to create cash flow, duplicate it.




    2) Keep some cash with you at all times




    You never know what opportunity may arise, and the perception of others will be better if they know you have cash or easy access to it.




    Example – When you open your wallet you are providing an insight for others as to who you are. Your mentality should always be that you have cash, and the perception by others should be the same, so that you leave an open door to opportunity.




    3) Cash flow doesn’t just happen




    Cash flow is a planned event. If you have insufficient cash flow your plans need to be improved. There are many clues in this book which will assist.




    Example – Document your existing cash flows and plan your next addition to cash flow, such as an investment property, interest bearing deposit, interest bearing bond, business venture, or saleable asset.




    4) Positive cash flows in any venture are essential to sustaining long term financial growth. If cash flow is inadequate, some business and personal cash flow requirements are temporarily best supported by using working capital. However, if working capital has to be used to offset a shortfall in cash flow, find out why. Be very careful to accurately estimate your future cash flow requirements so that your working capital is used to make money, rather than support a cash flow shortfall.




    Example – Maintain a balance between positive and negative cash flow investments, and liquid and non liquid assets. Build positive cash flow over a long period and always grow it. Your cash flow from one year to the next should always increase. Some excess cash flow should be designated to supporting cash flow shortfalls, rather than accessing your working capital. Aim to achieve multiple cash flow sources.




    5) Most businesses that fail because of a lack of working capital actually relied on it too much to fill the shortfall in their cash flow. In contrast, a business generating positive cash flows will be able to build its working capital.




    Example – Positive cash flow investments should be set aside as much as possible to build more positive cash flows, working capital and also support for your activities. For instance a positively geared rental property can be used to generate the deposit for another positively geared rental property. Accessing the capital gain on the properties adds to your working capital. Over time, your working capital should include a significant spread of liquid assets, such as cash, term deposits, shares, bonds, precious metals, and properties on which bank borrowing facilities are established.




    6) An asset (such as a rental house) which normally has a negative cash flow may be useful in adding to cash flow if it increases in price and you draw down a percentage of the increased value by increasing the loan on the property.




    Example – A house purchased for $300,000 which later becomes worth $450,000 may be useful for drawing down 80% of the increased equity (80% of $150,000 = $120,000) as a line of credit that can be accessed to help facilitate cash flow.




    7) When buying a business, be careful to consider whether you are buying a job or buying a cash flow. If you are buying a cash flow without having to work in the business, any onsale of the business will attract a lot of interest from others. Buying an independently managed cash flow is far better than buying a ‘job’.




    Example – A fish and chip shop that is run by an independent manager and still makes a profit can be viewed as an investment, by looking at the cost to buy the business and the resulting profit (the return on capital). i.e. A business costs $100,000, has its own independent manager, and makes $8,000 per annum profit. In this case the purchase is of cash flow, whereas a purchase requiring an owner-operator, even if it makes the same net profit, is a purchase of a job.




    8) “Cash is King” is a saying repeated by many wealthy people. In business decisions the person with the cash will control the outcome. To get control, get cashed up. Having cash will allow you to action cash flow opportunities.




    Example – A person who is desperate to sell an asset will normally have the opportunity taken up by someone positioned to buy. The person with the cash has the control because he/she has the choice.




    If you don’t have cash right now, you can:




    (a) Save up the cash;




    (b) Borrow the cash from someone else;




    (c) Sell assets and convert them to cash;




    (d) Borrow against existing equity in assets;




    (e) Devise a plan to generate future cash;




    (f) Apply for a credit card/s;




    (g) Apply for personal or business loans;




    (h) Partner with someone else who has the cash.




    8) Five common sources of cash flow are a job, a positively geared investment, a profitable business, a one-off investment, and an annuity. Any of these can be planned for. Ideally you should aim to have at least five separate sources of cash flows, and each should be independently funded. If it appears difficult to do all five at one time, create one each year for the next five years.




    Example – You might start out with:




    (a) A job;




    (b) Saving up a deposit for a positively geared rental property;




    (c) Saving up for a positive cash flow business;




    (d) Saving up for interest bearing shares or bonds;




    (e) Placing funds into an account for an interest bearing deposit.




    9) Annuities can be purchased as a means to provide cash flow. Many banks will accept, as your cash flow, annuities such as fixed five year income streams providing a monthly income, that has actually been purchased from capital. The lesson is that various forms of income can be purchased.




    Example – You can purchase:




    (a) A positively geared rental property;




    (b) A cash flow positive business;




    (c) Interest bearing bonds;




    (d) Interest bearing shares;




    (e) Funds that you loan out for interest;




    (f) Annuities;




    (g) Items for resale;




    (h) Management rights to a unit complex.




    10) It is very useful to have a cash flow positive mindset or to see yourself as a person with strong cash flow. Positive self-affirmations are useful. Your conscious mindsets will become actions generated by your subconscious which will try to fulfil the mindset.




    Example - You could set yourself the following mindsets to remove “bad” debt:




    (a) My bad debt constantly reduces;




    (b) I operate with my own cash;




    (c) If my investment debt increases, my assets increase by a higher amount;




    (d) Whenever I receive money, some is allocated to remove bad debt, and some is saved.




    11) Most people are in a hurry to deal with cash flow. Instead, plan for cash flow over your lifetime. Any move you make in your lifetime to increase cash flow is a good move. So for instance, saving for superannuation, saving small amounts regularly in your bank, paying off your rental property, slowly increasing your share portfolio to reap dividends, or any such activity headed in the direction of positive cash flow is good.




    Example – If you take the approach that each year you will plan to implement one thing that increases your cash flow, then year by year your cash flow will grow. Give yourself realistically achievable targets and never let them go. If you are wondering how far to go, start by applying 10% of your net income to cash flow processes.




    12) Keep a constant look out for cash flow opportunities.




    It is easy to get into the routine of thinking your primary source of cash flow (for instance your job) is all that exists for cash flow, but cash flow can also be generated through:




    (a) Garage sales;




    (b) Selling off odd things you no longer need;




    (c) Buying a positively geared investment;




    (d) Achieving a pay rise;




    (e) Changing jobs or careers;




    (f) Buying something you think is cheap with a view to selling it for a profit;




    (g) Starting a home business;




    (h) Having your partner or kids take on a part time job;




    (i) Cutting back on expenses.




    Example – If you always carry cash with you, you might happen to drive past a place having a garage sale. You drop in. While talking to the owner you discover he wants to sell an expensive car for a cheap price. Why? Because he is short on cash. It is a marital split-up and a desperate sale. You do an ownership and security check while you are at his house, then you use your cash for a deposit.




    Your working capital account is accessed for the balance. Because you keep an awareness of the value of a range of items, this happens to be one you knew the price of. You buy it for $20,000, sell it for $25,000 and you have just made $5,000.




    13) Be constantly aware of your ability to attract cash flow. “See yourself” as a person who attracts cash flow. Many people miss cash flow opportunities because they see their financial dependence as being based on only one source of income, and many other opportunities can just pass by. Be opportunistic in your approach to cash flow.




    Example – Believing something is the first step to attracting it. Mindsets allow your subconscious to continuously seek answers without you consciously being aware of it. If your mind is in a constant state of readiness, you will quickly attract cash flow opportunities. This could be reflected in your communication with others, what you choose to see and hear, who others understand you to be as a person, and what you are intuitively attracted to.




    14) Be constantly on guard against drains to your cash flow.




    Often these can be caused simply by other people knowing your position. Most people do not have a good grip on their cash flow. Consequently if they think you have plenty of cash, they may present all sorts of demands on you for some of your cash flow. Keep your cash flow position well guarded.




    Example – By keeping your cash flow discrete, you will better protect it. Also be wary of any expenditure or investment which reduces your cash flow without an effective return, such as investments requiring ongoing cash contributions in excess of the cash or benefit they generate.




    15) Alert others to the fact that you have a genuine interest in cash flow opportunities.




    It can be surprising how one person will have an idea or an opportunity, but be unable to act on it within the required timeframe, whereas by involving another person, it can open up many opportunities.




    Example – Two people may combine together to purchase a business that allows both people to share in an investment opportunity that would otherwise be unaffordable if only one of them tried to purchase it.




    16) Use daydreaming time – such as when you are travelling – to come up with new ideas that assist your cash flow position or improve on existing ideas. Challenge yourself to come up with an idea as you travel from “A” to “B”, before you arrive at “C”.




    Example – While travelling, try to think of a new cash flow idea. Picture a new source of cash flow for next year. Picture your cash flow in five years, or in retirement. Then think of ways you could achieve it, or steps you could take towards it. Start exploring the creative side of your mind and be open to ideas that you come up with.




    17) Try developing a second income source for cash flow such as a home business. If it is managed well, it may become a suitable source to supplement your existing income. This could potentially be useful in a husband and a partner situation, where the husband is at a standard job, and the partner works a second income by way of a home business.




    Example – You could consider a few different sources such as:




    (a) A network marketing business;




    (b) Sales of a particular item for commission;




    (c) Working on your existing investments;




    (d) Part time work in your existing profession;




    (e) Tuition in your existing profession;




    (f) Researching new investments.




    18) Take out an annuity policy so that in the event of your death, your spouse has regular income. These are different to life insurance policies, which can also be a good idea.




    Example – Most financial planners or large investment companies can provide information on annuity policies. Sometimes these policies can be combined with life policies but in principle, in the event of death a regular amount of money for a fixed period is paid to the person you nominate.




    19) If you have a cash flow ‘crunch’ and you have loans, such as housing or motor vehicle, consider contacting the lending institution and temporarily decreasing or deferring the amount of the regular payments. It is more important that your cash flow can sustain your activities than stretching yourself beyond what you can honestly maintain.




    Example – If you are paying off your mortgage at $3,000 a month, but you are unable to keep it up over a tight period, ask the institution if you can pay a lower amount such as $2,500 for three months to get you through, then make up the difference in the fourth month.




    20) Devise a cash flow plan.




    Your overall cash flow should lead into the accumulation of working capital which in turn should be invested, thereby adding to future cash flow. If you don’t know how to do this, educate yourself, read books, and consult others. Make sure that the person whose advice you follow is reasonably qualified or experienced or can lead by example.




    Example – A “life” cash flow plan should take into account major financial peaks in life such as children completing their education, retirement, marriages, purchase of a new home, medical procedures and reinvestment of cash flow into new investments. It should capture the broad picture, sources of cash flow, and it should evidence the capacity to deal with lifes’ cash flow requirements.




    21) Being profitable does not mean being liquid. Being liquid means that available cash resources are adequate to support the costs, whatever they might be. Differentiate between profit, liquidity and cash flow, and keep a balance between each.




    Example – Net profit in a business is typically seen as taxable profit, but this would include non-cash costs such as depreciation or accrued costs. Liquidity refers to the ability to get cash from existing cashable assets, or things that can virtually immediately be converted to cash, such as shares. Cash flow refers to the actual cash in as compared to cash out. Each of these should be balanced, because allowing an imbalance can be expensive. For instance, a business might have a cash flow of $16,000 per annum, and a net profit of $10,000 per annum, while its liquidity might be $40,000.




    22) There is always a market demand for cash flow positive assets. Being liquid is assisted by having cash flow positive assets, which will always sell well. Over time, plan to accumulate cash flow positive assets as well as liquid assets.




    Example – Assets that generate cash flow include:




    (a) Interest bearing shares or bonds;




    (b) Positively geared investment property;




    (c) Interest on cash at bank;




    (d) Annuities;




    (e) Positive cash flow businesses;




    (f) Monies loaned out with interest;




    (g) Accounts set up for trading in the purchase and sale of assets.




    23) Use a cash flow planner.




    A variety of these can easily be obtained on the internet. Even for personal expenses, recording cash in and cash out over a twelve month period is a great exercise and brings you face to face with any shortfalls.




    Example – Cash flow planners are similar to budgets. They are a useful tool for leading into a life-long cash flow plan. They can be used for business or personal purposes, and should record all known cash in and cash out over a specified time. Once shortfalls or cash flow goals are identified, you can then construct a cash flow plan. You might even use a cash flow planner just to achieve one goal.




    24) In a business, attention to cash flow is highly important. A business can be profitable, have strong assets, but be in a high risk situation because it cannot meet its expenses. If you have a business in this category, restructure it.




    Example – If a business is capital intensive, or its income is not regular, delays in the receipt of money can have a negative impact on cash flow. In such a business, spread out the receipt of cash flow by using mechanisms such as:




    (a) Using a budget;




    (b) Setting up banking facilities to balance out the receipts of cash;




    (c) Injecting sufficient working capital to reduce the pressure on cash flow;




    (d) Acquiring liquid assets;




    (e) Using lump sum monies to purchase income streams.




    25) If your personal situation requires restructuring to facilitate better cash flow management, then restructure it.




    When you have done that, ensure that in future your growth forward is based on cash flow being adequate, and sound financial principles. Make each step forward, something you do not need to retract from. Growth forward may accelerate beyond what you previously thought, but be wary because constraints on cash flow can seriously impact on moving forward financially.




    Example – You may be paying off three houses, of which two are negatively geared. Assuming they are all good investments, you may need to access some equity from one of them by drawing down on that equity in order to free up sufficient working capital to sustain all three properties, and to leave sufficient funds banked to eliminate any financial ‘surprises’.




    26) If you owe money, investigate if there is a way to reduce the debt. Many entities will settle for a small amount of regular payments for a short period while you catch up on your financial position.




    Example - For instance a credit collection agency will often settle for less if you pay cash up front. Or, they might stretch out the debt a lot longer if you arrange to pay small regular amounts.




    27) If you buy a cash flow positive property, find ways to increase the cash flow.




    The cash flow from positively geared rental properties does not have to be limited to the monthly net difference between rental income and normal expenses such as interest and rates.




    Example – Some ways to increase cash flow from a positively geared rental property might be:




    (a) Start the loan repayments as interest only, instead of principle and interest;




    (b) Prepay some expenses up front;




    (c) Incorporate some expenses into the loan;




    (d) Set up a loan that allows a redraw facility;




    (e) Renovate the property at time of purchase to charge a higher rent;




    (f) Collect the rent weekly yourself instead of using an agency.




    28) If you have a self managed superannuation fund, (one where you have control over the investment decisions) you can seek out positive cash flow investments that add to your cash flow within your superannuation fund, which then may facilitate investing that cash flow into something different. Think laterally about what you use the money for.




    Example - If the tax laws of your country allow it, you may start with smaller amounts to invest in rare coins, art, vintage cars, antique furniture, property, artefacts, or other items which may increase in value quickly compared to cash in the bank.




    29) Protect your cash flow.




    Over time, bank interest rates have been more stable than inflation. Costs (excluding interest) tend to increase each year. Similarly, so do rents on a property. So for instance a property which is cash flow neutral now, may become cash flow positive next year, and in ten years time may be very cash flow positive.




    Example – If you are going to buy a rental property, calculate for the next ten years, the estimated cash flow of the property. Determine when it will become cash flow positive and how much cash will be required to get it to that point, and how that amount of cash will be funded. Work out how to protect your cash flow out, for the time it takes the property to become cash flow positive.




    30) Being employed does not normally allow opportunities for exponential cash flow with your employer, unless you use the income from the employment to borrow or invest in other areas which do allow cash flow positive opportunities. So rather than trying to get ‘blood out of a stone’ accept your employment for what it is, and seek cash flow opportunities elsewhere.




    Example – Joe has a great job as a warehouse manager and earns $900 each week. After his household expenses, he is left with $150 each week. Joe allocates $90 (10%) per week for investments, so after one year and $4680 later, by using his cash flow planner, he knows he can apply this to painting his rental property which increases its value by $10,000 and allows an increase in rent of $15 per week. His investment has doubled, and the $15 per week is much more than he would have received if he was looking for interest from the bank on his $4680.




    31) If you are in business, you open up a vast amount of opportunities compared to being employed. The transition between being employed and being in business can be daunting, but the fear factor will be reduced if it is planned for. Planning for this should extend to ensuring you have a range of liquid assets and cash flow outside of your employment to fall back on. It might take you a while to build these up, but the end result is well worth it.




    Example – Your overall cash flow plan might show you that in four years you can make this move. That’s great! This could allow you plenty of time to plan every aspect of the change so that it is smooth and profitable. Being in business could allow you more time to plan, provide associations with a wider circle of people, and give you more spare income and greater investment opportunities.




    32) Constantly keep your mind focused on cash flow. The natural energy of your focus and desires will tend to draw all sorts of opportunities to you. Keep in mind that cash flow management is not necessarily about just getting more cash. It includes the following:




    (a) Cutting back on expenses;




    (b) Removing expenses;




    (c) Managing change;




    (d) Managing perceptions;




    (e) Liaising with others;




    (f) Managing your position.




    Don’t be daunted by the apparent difficulties with just getting in more cash. Any one thing you do to improve your position is a good move.




    Example – If you want something in life, you tend to get it. So if you want cash flow and cash flow opportunities, plan how you will utilize them. Paint the picture in your mind very clearly. Try to think of one thing, no matter how small, that will improve your cash flow position each day.




    33) One of the most important rules associated with cash flow is leverage.




    As you increase your cash flow, you should leverage off this situation to create an even stronger cash flow. A job in itself supplies virtually no leverage but you can leverage off the investments you make with the excess cash you saved each week.




    Example –




    (a) If you buy a rental property where the rent incrementally increases each year, you have some built in leverage;




    (b) If you have shares that pay dividends, you might set up your portfolio so that dividends automatically re-purchase more shares;




    (c) If you set aside monies to buy and sell products off the internet, you leverage by utilizing the profits earned.




    (d) If you use your savings to loan to others, you leverage by utilizing the extra interest earned.




    34) Prioritise cash flow over consumer desires.




    Once you are on top of your cash flow, you can buy whatever you want that fits into your budget. If instead you adopt a ‘buy now, pay later’ approach, the real price will be very high, because the investments you miss out on in the meantime, generally mean that over your life as a whole, you have less, for longer.




    Example – If you use your cash flow to acquire a good investment from which you make a significant capital gain, some of the capital gain could be used for your consumer desires. You could make a decision that your entire consumer desires come from investment gains, in which case you have a built-in incentive for making successful investment decisions.




    35) Each time you make a financial decision that affects cash flow, consider the principles that you are applying. As you continue to make decisions affecting cash flow, you will progressively learn what works and what doesn’t, and in the process develop your own cash flow positive habits. Strong habit patterns that increase cash flow are a great asset and will make your life far easier.




    Example – One thing good about a habit is that it repeats itself. If you make a mistake, you will have the opportunity to get it right next time. Keep a note of the habits that work for you. Build up your own list. You might educate yourself faster than your emotions and psychology allow you to accept, so the list of habits you are comfortable with can grow at a rate you can emotionally and psychologically adjust to.




    36) Avoid waiting for a single big event.




    This is a trap that many fall into. Rather than ‘putting all your eggs into one basket’, constantly seek out a variety of cash flow opportunities, which will develop better habit patterns and offer a lower risk approach to cash flow.




    Example – Cash flow investments should be relative to what is affordable for you. What matters is what works. You are better off with the certainty of six smaller cash flow positive investments that are spread into different categories than one single cash flow investment that potentially carries a higher risk.




    37) Many people looking for answers to cash flow are seeking an actual source of cash flow, such as a positively geared investment. Although this is important, the same end result can be achieved by developing good habit patterns.




    Example - Good habit patterns include the following:




    (a) Living within your budget;




    (b) Keeping consistent goals;




    (c) Actualising your goals;




    (d) Reducing repayments where possible;




    (e) Increasing your available cash each time you increase working capital through a successful deal;




    (f) Considering if any debt can be reduced, prior to paying for it;




    (g) Always looking for discounts.




    38) Do not leave assets idle.




    Any of your dollars should constantly be working for you. Assets should either be going up in value, or generating cash flow. If you have idle assets, replace them with assets that earn better money for you.




    Example – Idle assets could include the following:




    (a) A rental house that is not rented;




    (b) Vacant land;




    (c) Monies that are not invested;




    (d) Investments that have already reached their likely financial peak and need to be sold.




    39) If you acquire multiple properties that require regular injections of cash, and the properties do not go up in value, you could have a restricted cash flow and as a process, it could eventually fail because you will run out of cash required to service the loans.




    In contrast if you collect cash flow positive properties, you will have far greater scope to continue the process, and the available cash to service the loans. If you cannot find cash flow positive properties, add neutrally geared properties to your portfolio which will later become positively geared as rents go up, or cash is drawn down from equity increases.




    The lesson is that cash flow positive investments are good because they naturally grow by themselves.




    Example – You may find that two positively geared rental properties financially support one negatively geared rental property, but that the overall mix is very good because the negatively geared property is in an area likely to have significant capital gain.




    Equally, you might stick to only positively geared properties because your habit is that every investment you make must be positively geared. Be careful however, to not lose a capital gain potential if your existing cash flow can support a negatively geared investment.




    Alternatively you might adopt the approach that you only ever buy positively geared investments, and re-invest their earnings.




    40) A carefully selected geared share fund may work for you.




    An example might be where you purchase for instance $50,000 worth of shares for cash and also then borrow a further $20,000 so that you have $70,000 invested in shares, even though you have physically outlaid only $50,000.




    In theory, the $20,000 would be repaid by way of dividends generated from the $70,000 portfolio. There are many variations on this principle, but it can be used to generate additional cash flow which is then used to pay off the acquisition cost of the additional shares. Additionally, you get the capital value increase on the extra shares you have purchased and you are buying them at today’s price.




    Example - $70,000 worth of shares might have annual dividends of say 6%, being $4,200. The annual interest cost on a $20,000 loan might also be 6%, or $1,200. Therefore $3,000 ($4,200 less $1,200), with let’s say, tax of 30% or $900, could be used to reduce the loan by $2,100 in year one. As the loan amount decreased, the effective return would increase.




    Let’s say in just over nine years time the portfolio was owned, the investor would then have shares that should have a capital increase above $20,000 but were secured for only $20,000.




    41) Do not over extend yourself.




    If you have already done this, it may be time to sell off some possessions. If you have a tendency to do this, you can recognise the habit, self correct, and force yourself to earn the money first, before buying the next item.




    It can be a good practice to work out what you want, then how you will get it, rather than just assuming your existing cash flow will cover it. Avoid spending money which requires repayments unless you can definitely afford it.




    Example – If you are expecting a pay increase, avoid spending it in advance. If it does not eventuate, your purchase might not be affordable, and the cost of selling it might make the decision costly.




    The old saying is “Don’t count your chickens before they hatch”.




    42) Generally taxes are geared in favour of businesses rather than individuals. A successful business can be a great asset in generating cash flow. Depending on your profession, you may be able to partner with others (such as Accountants, Architects, Lawyers etc.) to become a partner of a firm. This can be a good step to get into business. The asset of your share is then a saleable item, and if the business is managed well, it will go up in value and provide ongoing cash flow.




    Example – Three lawyers form a practice – All three might be experienced in criminal law, so one lawyer could back up another if the workload required it. All three pool proceeds and the practice splits up the overall earnings, retaining some for expansion, investment, and working capital. The end result is a more balanced cash flow for each of the lawyers.




    43) Some stocks provide good cash flow such as interest bearing bonds, or private company bonds, and can be a good use of converting capital to cash flow. If you are structuring your own portfolio, you can always use these as an option to other forms of cash flow, although the share/stock prices normally have very minimal capital increase, if any.




    However your loan serviceability may be improved by acquiring stocks that are based on specific cash flows, and a bank may be more impressed if they can see you have acquired a range of cash flow investments.




    Example - $100,000 invested into interest bearing stocks at 7% pays $7,000 per annum. The investor therefore has a cash flow of $7,000. Banks will typically recognise this as income for the investor, allowing better loan serviceability should the investor wish to borrow monies from a bank.




    44) Integrity in your dealings is essential to proper cash flow management.




    If your outgoings already exceed your incomings, then creating and managing a budget is the next step. If you are in business where incomings exceed your outgoings then you will have more flexibility in your decisions.




    Once you have an accurate budget you may find that you need to sell off some assets which carry cash flow liabilities. Alternatively you can convert some liquid assets into cash to temporarily cover loan repayments. Being honest with yourself (personal integrity) about your income and expenses is essential in arriving at solutions to cash flow.




    Example – Almost everybody, whether in business or not, should have a budget that allows them to clearly see their cash flow situation for themselves. Integrity in your dealings refers to being honest with yourself, being honest with your business, and being honest in your business dealings. Maintaining that integrity is essential to proper management of your affairs.




    45) Bankruptcy is not normally a good option in managing cash flow. It has its own consequences which can stretch far beyond the timeframe it would take to effectively deal with the cash flow issues. If you are seriously considering bankruptcy, get professional help and advice as soon as possible.




    Example – People and businesses go bankrupt with liabilities ranging from virtually nothing to many millions of dollars. On occasions, bankruptcy is the only or the most logical solution if you take the overall position into account. As a tool to manage cash flow, it would normally only be of use if the legal risks or monetary risks far outweighed the time cost of the period of bankruptcy.




    46) Structure each element of your lifestyle so that each cash flow is independent.




    If you combine income and expenses without having any sense of separation, then the more complex your affairs become, the more entangled they will become, which makes decision-making far harder.




    If for instance you own multiple investment properties, ensure that each one has its own stand-alone loan and stand-alone record keeping. If you have more than one form of income, allocate expenses against the income to which the expenses relate.




    Example – This principle is similar to an accounting principle of matching income with expenses. However it goes beyond that to include some level of asset protection by separating each cash flow source both from a legal and accounting viewpoint. For instance you might own each investment in a different company or trust, and plan that each legal entity must operate on a stand-alone basis.




    47) Plan to secure specific cash flow positive properties.




    Work out what you can reasonably afford, even if it is not immediate, set aside the amount needed, and acquire properties that are cash flow positive. (Possibly they can be acquired through your superannuation fund). Over time, these will become more and more valuable. Consider looking a lot further away than where you live. Consider other states or countries for investment properties.




    Example – An executive lives in New York but buys an investment property in New Zealand for $100,000 with a $30,000 deposit. The investment is positively geared, owned in a foreign company, is independent, and allows a good spread of investment risk. Later when the property increases in value, the foreign company will buy another property in New Zealand. Ultimately the properties may be sold and the funds returned to the executive, or the properties retained for retirement cash flow purposes.




    48) There are many financial products on the market which allow you to save over a seemingly long period of time, to then later receive an income stream for a fixed period of time. These income streams can be used for children’s education, paying off a property, buffering retirement, or many other purposes. It is advisable to look forward in life at major costs and plan your cash flows so that an adequate cash flow will be in place to assist with paying for your costs when you need it. Most people do not do a cash flow projection for their life, yet it is a valuable exercise.




    Example – When a child is born, take out a policy that matures at the time the child enters University. Save for retirement from an early working age. Set aside an investment property in case of medical costs. Set aside an investment for a holiday upon retirement.




    49) The more immediate your cash flow requirements, the harder they are to fulfil. Equally, the more you can plan long term for cash flow, the better and more easily your cash flow requirements will be met over the long term. Taking a carefully planned approach to cash flow is the best long term strategy. If you fail to plan, you plan to fail.




    Example – There are many aspects to planning for cash flow. Cash flow might be required to sustain you in retirement, to provide for your children’s education, to pay for a new car, to bridge a gap between employment and a business, or any other purpose. Once you identify the particular cash flow requirements you have, you can seek out investments and cash flow sources that best facilitate paying for that expense.




    For instance, three rental properties might be sufficient for retirement. That could be 25 years away, so each property could be structured to be paid off in 25 years. That might mean that the first and second properties need to be positively geared to pay for the third property. The main point is to match cash flow needs with appropriate cash flow sources.
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