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INTRODUCTION


Although I have worked in the financial services industry since leaving school way back in 1980, many readers will be surprised to learn that I really only began to understand money, and how it can be used to create financial freedom, around the time I first published this book (2005/6). Some of that new-found understanding came from reading books like this (two that spring to mind immediately are Rich Dad, Poor Dad1 and Who Moved My Cheese?2 Much more came from the lessons learned when I established my own independent financial advisory firm and helped clients to achieve financial freedom for themselves. In this book, I have attempted to put an Irish perspective on the US financial self-help books I have read, as I have found that the very American style has been used as an excuse as to why the lessons cannot be applied on this side of the Atlantic. Not only this, but the US legislation around the accumulation of wealth, as well as the financial products offered, is very different to those that apply here, often meaning that the tactics they promote cannot be as lucrative, and/or carry far more risk, in Ireland. What is true, however, is that money is the same wherever it is found, and it works the same way, for the most part, no matter where you earn or where you spend it.


This book is intended to serve as a self-education piece to unlock financial freedom in Ireland. However everyone’s situation is different – so, if you enjoy this book and are ready to take the next step, you can book a consultation at askaboutwealth.ie.


Money, of course, is an extremely important part of our lives and, because it is so important, a massive and powerful industry has been built up around it. One of the “Eureka” moments of my financial life came when I realised that the institutions (banks, insurance companies, fund management companies, etc) that have been built up around this vital commodity are, in the first instance, there to make profit for themselves and their shareholders, not to make profit for their customers. I say this neither as a criticism nor in an attempt to discredit these institutions – you will see as you read this book that they have a vital role to play in your attempts to create your own financial freedom – but to point out a simple fact. Indeed, if I was (or you were) a shareholder in any of these businesses, this is what I would expect of them – to deliver profit to me (or to you) and not to concentrate on making their customers wealthy. Sure, if clients become well-off by investing with, or borrowing from, the institution, I would have no objection to this but, as a shareholder, my first concern is profit for the institution and for myself.


This does not mean that we should not use the services of these institutions, but it does mean that we should avoid taking their advice! Since the primary objective of such institutions is their own profit, you can immediately see that they have a conflict of interest when attempting to give advice that makes you profit. Their financial products are designed with the institution’s own margins to the fore, with client value-for-money necessarily in no better than second place. Unfortunately, for most of us, such institutions (and their agents, whether they work directly for the institution or are an independent agent paid by the institution) to date have been the sole source of financial advice. Thus, it is no wonder that so few people ever reach their financial goals (and I include the agents here too – very few of them ever reach financial freedom).


When I sat down to write this book, I had not yet decided what to call it. However, the title The Tricks of the Rich came to me quite quickly because, quite frankly, there are so many of them. It should not surprise anyone that the “rich” deal with their money in a very different manner than most of us – after all, they are getting a very different result, so they must be doing things differently.


I have read many reports that tell us the vast majority of the world’s wealth is owned and controlled by a tiny minority of the world’s population. While quoting modern statistics, it struck me that this has been the case throughout human history. No matter how far back we go, ”the vast majority of the world’s wealth has been owned and controlled by a tiny minority…”. The modern “tricks” are much more subtle than those used in ancient times, where the wealthy simply enslaved half the population and bullied the other half, but the very fact that the wealth distribution figures are still the same means that the modern “tricks” are just as effective.


The real “trick of the rich” is that they learn about money themselves and never depend upon large institutions for advice. They pay professionals, where there is no doubt as to who the professional is working for, to give them impartial advice and, therefore, they make their decisions without the usual conflicts of interest clouding their judgement. This book is an attempt to give you the basics of what is known as “financial intelligence”, so that you can start to understand and then take control of your money. Yes, your time is needed, not only to read the book but to take the actions that are necessary to move forward on your journey towards financial freedom. It is the time that you are willing to give to your money, and managing it, that will make the difference in the long run.


This book has been written for two main reasons:


• To put on paper the basics of how you can look after your own finances and to point out the common errors that lead to inefficiencies in how we spend, save, borrow and repay money.


• To attempt to share with the reader many of the lessons I have learned (some of which have cost me dearly), so that the mistakes I have made may be avoided as you attempt to reach your financial Nirvana.


In addition, I hope to impress upon you the fact that it is your attitudes and pre-conceptions about money, investments and risk that may be the most significant block on your route to financial freedom.


During an interview with a journalist from one of Ireland’s national newspapers, I was outlining some general wealth accumulation ideas and was asked a question: “Can I become financially free without taking risks?”


My answer was a swift and emphatic “No”. If becoming financially free was easy, to coin a phrase my father is fond of, “everyone would be doing it”.


The methods you can use to reach the elusive goal of financial freedom are easy to outline and, I hope, easy to understand. However, there is nothing easy about acting on these ideas – that is the really difficult part, the part that requires you to show discipline, stamina and the courage of your convictions. Like most things in life, something worth having is rarely easy to achieve but, as long as you can follow the right path and avoid the pitfalls that many people will lay on that path, you will achieve the financial reward that is complete financial freedom. It should not surprise any reader that some of the recommendations made in this book will contradict much of what you think you know about money. The reason I say you should not be surprised is that, assuming you are not already financially free, the way you have acted with your money until now has not made you wealthy. Indeed, very few people ever achieve true financial freedom and so, as stated above, we must recognise that those few must be doing something that the rest of us are not doing.


When I gave the first draft of this book to friends and colleagues to read, the comments each one found most surprising were those made around financial advice. As you read on, questions will be posed as to whether you have ever received genuine advice and some of my early readers thought I was being too tough on the financial institutions.


So, to avoid any demonisation of these institutions, let me say it again loud and clear, such institutions are fantastic product-providers, and, in my view, nobody can work effectively towards financial freedom without using their products. However, they are not fantastic advisers (no matter how much they purport to be) and you should not be taking advice from them. The reasons for my views will become very clear as you read on.


Since my interview with that journalist, I have thought about her question and my answer many, many times. The “risks” she referred to, I presumed, were financial risks, which of course are not the only risks that one might take on the road to financial freedom. Financial freedom could be reached via the institution of marriage, with a big lottery win or simply by being lucky enough (or not, as some might think!) to be born into a wealthy family. Each of these methods carry with them major risks, emotional risks, security risks and many others. So, on reflection, I stand over my answer: financial freedom cannot be achieved without taking some risks.


In my experience, despite the importance we attach to money, we give very little time to the subject. We grab a couple of minutes here and there to concentrate on our own finances – but usually only when some form of problem has become apparent.


We all recognise that to succeed in any walk of life, whether in sport, business, the arts, etc, requires dedication, knowledge and/or talent and we all recognise that to hone these skills requires practice and diligence.


Why then do any of us think that financial freedom will be handed to us on a plate or that it can be achieved without the same dedication of time, without the same knowledge accumulation, without the same passion and ambition that we bring to so many other areas of our lives? The simple fact is that, other than through blind luck (and, in my experience, there is as much bad luck out there as there is good), financial freedom cannot be achieved without effort and knowledge. This book, hopefully, will give you much of the knowledge – but only you can supply the effort.


Good luck!


Paul A. Overy QFA, FLIA
 December 2024


 


1 Robert Kiyosaki & Sharon Lechter (2000). Rich Dad, Poor Dad: What the Rich Teach Their Kids About Money That the Poor and the Middle Class Do Not, London: Little, Brown.


2 Spencer Johnson (1999). Who Moved My Cheese? An Amazing Way to Deal with Change in Your Work and in Your Life, London: Vermilion.
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SO WHAT IS FINANCIAL FREEDOM?


As mentioned previously, up to the time I established my own financial advisory firm, I had worked in the life insurance industry, selling a range of pre-packaged financial products, Products like investment vehicles (pensions, unit-linked funds, life and health insurance … etc.) and calling myself a Financial Adviser.


Over time, I had become disillusioned with the industry, coming slowly to the conclusion that, although I carried business cards proclaiming myself to be a Financial Consultant or Financial Adviser, I was not a financial adviser at all, but merely a product-seller. In hindsight, I cannot understand how I ever believed myself to be a financial adviser, as being paid a commission to sell a product is blatantly product-selling. I will revisit this issue later.


As I established my business I decided that I must deliver impartial advice and, to deliver on this goal, I would have to build a service that the public would want to buy. I locked myself away in a darkened room with a number of trusted friends and colleagues and asked a key question: “What is the ultimate financial goal?” or, in other words, “Why do people plan financially at all?”


Over many days we debated and considered, made decisions and then reversed them, until we eventually came up with the answer of financial freedom. Yes, we all agreed, that was it; financial planning’s ultimate goal was the achievement of financial freedom.


We defined financial freedom as follows:




Reaching a stage where your investment assets can replace your lifestyle income without the necessity to continue working.





Whether you have defined your long-term financial goals in exactly these words is unimportant. When I say these words to people, no one has ever replied, “That is a rubbish idea”. Most do what you probably did when you read it: nod their heads and give a wry smile. I interpret these two reactions this way: the nodding of the head recognises the desirability of the goal (who does not want to be financially free, after all?), but the wry smile questions whether such a wonderful outcome is possible.


If you doubt whether financial freedom is possible, pick up any business newspaper or magazine, or any of the celebrity magazines that are so popular today, and flick through the pages. There in front of you are hundreds of individuals who are financially free, so it follows, does it not, that financial freedom is possible. What you might be thinking is, “Yes, but they have talents that I don’t have” – and this may well be true, but it is just as likely that you have talents that they do not possess. What they do have, however, which you have not had until you decided to read this book and to seek out truly impartial financial information from askaboutwealth.ie, is an impartial adviser on their side helping them to make the right financial decisions.


It has been my experience that, in order to achieve financial freedom, you must know why you wish to get there. Financial freedom in itself is not enough to motivate anyone that I have ever met; those who are successful know exactly what they are going to do with their freedom. Whether it is spending more time with their children, travelling, working for charity, writing a book, lying in the sun – the reasons are as numerous as the individuals on the journey.


For me, financial freedom is getting up in the morning because I want to–not because I have to.For a friend and work colleague who has an apartment in the south of Spain, it is going to Dublin Airport and buying a one-way ticket, because he can decide when to come home once he gets there.


Before reading on, give this matter some thought. If I could wave a magic wand and make you financially free right this moment, what would you do? Without the necessity to work, how would you fill your day? What would you do that you have always wanted to do? Where would you live? Would you have a second home in a different country, state or city? Talk with those around you if these questions are difficult to answer; talk to your spouse to see if they share the same dreams. Certainly, there is little point in you taking a journey that your family do not wish to take.


STARTINGTHE JOURNEY


When you know what you will do once you reach financial freedom, you are ready to start the journey. As with many life- changing events, the journey towards financial freedom starts with a look backwards to see where you have come from.


To give you an idea of how much you will have to accumulate to hit your financial freedom target I have set out in Table 1 a simple ready-reckoner. The assumptions used are outlined at the top of the table, where I have assumed that inflation will run at 3% per annum (this means that your assets will have to rise by this amount each year, simply to keep the same “real” value) and that the return you will get on your accumulated funds is 4.5% per annum (which assumes a relatively low risk investment to house your funds when the financial freedom figure is achieved). Furthermore, the figure has been calculated assuming that you will live for 10 years beyond your life expectancy.


I am not suggesting here that all of the investments you make between now and achieving your goal should be “low risk” – that will make the achievement far more difficult. What I am suggesting is that once you achieve freedom, then you should not risk losing it simply to get “richer”.


I am reminded of a meeting I had many years ago with a relatively young man who had made substantial wealth during the Celtic Tiger by investing in and developing property. When we met, he shared with me an asset statement that showed his net asset value at €33 million. He also told me he had recently married and that he and his wife were expecting their first child.


“It is obvious you don’t need my help to make money”, I said, “so why are you here?”


“I want to be a billionaire” was his answer.


“Why?” was mine and, at this point, the conversation slowed considerably. He looked at me quizzically for a moment, as if he did not understand the question, so I repeated it.


“Why?”, I asked again. “You have enough money”, I continued, “to not only live a superb lifestyle for the rest of your life, but also to give your new child an inheritance that will deliver the same for them. Why risk all that to accumulate more?”


We continued to talk and eventually he admitted that, over the last few years, he had been focused on his wealth as a “score” and he only felt good about himself if the “score” at the end of each year was higher than it had been 12 months before.


My suggestion to him was to re-consider this attitude and consider that what he had already achieved would deliver all his and his family’s financial needs for the rest of their lives. I further suggested that he calculate how much of the wealth he already had should be set aside to underwrite their financial freedom and to invest that in as risk-free an environment as possible. Any residual asset value could then be invested to grow his wealth, but if it “crashed and burned” that would not impact on their financial security.


We worked together to calculate his financial freedom number and set it aside. A few years later, when the property market hit a brick wall (property asset values fell by more than 50% in a year), he lost much of the wealth, but none of the assets set aside.


My advice certainly was not given for him to “become a billionaire” and, initially, he found it difficult to take. However, what it did do was protect his financial freedom, to invest a certain amount of this wealth with the focus of “asset retention” as opposed to “asset growth” and so not to risk the financial security he had managed to create in the previous years.


Once you achieve your financial freedom, you should stop taking major risks with that amount, hence my use of relatively low annual returns earlier.


Later, I will outline for you how to calculate your lifestyle income (the income you spend on yourself: food, clothing, light and heat, transport, holidays, etc). However, for now, guess at that figure – but remember to deduct any guaranteed retirement / pension income (for example, State pensions).


Once you decide your monthly income requirement, simply find this figure in the left-hand column of Table 1, decide what age you would like to be when you achieve financial freedom (see the appropriate Target Age column) and look down for the figure that tells you how much you need to accumulate to have financial freedom. For example, if your income requirement is €24,000 per annum and you want to be financially free from age 55, then you need €727,154, whereas if your income requirement is €60,000 per annum and you want financial freedom at 60 then you need €1,685,100.


Note that Table 1 aims merely to give you a broad idea of how much in the way of income-producing assets you will require to fund your financial freedom. As with any ready-reckoner, it will not be exact, since individuals’ circumstances vary. To get an exact figure, use the more detailed Financial Freedom calculator on www.askaboutwealth.ie.




Table 1: Calculating Your Financial Freedom Figure








	Assumptions







	Inflation


	2%







	Fixed Interest Growth Rate


	4%







	Term


	To age 100










Note: It is important to note that the numbers that follow assume that investment growth will be 2% per annum above inflation after taxation. Thus, the inflation and growth assumptions are irrelevant by themselves; it is the gap between them that is important. I have also assumed that these amounts will draw down to a zero value by age 100.
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