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it will help you to understand the guiding principles of personal finance and bring about a change
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Financial Products will change...
Personal finance tools will change...
Financial planning models will change...
Strategies RARELY change
and

Principles NEVER, change!

This book is based on principles of personal finance.
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Preface

“A man's reading program should be as carefully planned as his daily

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

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

yourfirststep.

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

and wake you up; it will showyou the missing elements of your financial life.

Most people graduate from college and go in search of their dream job or venture. Many a times,
they do get that dream job and start earning money that can make their life comfortable and
exciting. Getting a dream job was all they planned for. But getting a well paying jobis not the end; it

isjust thebeginning.

People get caught up with various big and small experiences that they encounter in the first few
years of their career; they have no idea that managing money is as important as earning money.
Lack of direction leads to either accidental growth in money or it invites unavoidable bad
experiences in money management and investments; some forced learning also takes place in life
when one buys various financial products from friends and relatives. All this can be avoided if you
carefully plan your personal finance reading program. This book can act as an action guide to
you. It will help you make strategic choices, which can take you from where you are to where you

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

askingyoutotake someactioninyourfinancial life,
Rightabout nowyou mayfeel thefirsttremor:| have some good newsand bad newsforyou...

The good news is that you are your own boss when it comes to personal finance; the bad news is
that you are your own boss when it comes to personal finance. The one person who is coming in
betweenyou and an extraordinary financial life is YOU. While reading this bock you will realize how
you do that to yourself. But this book will also teach you to become more financially accountable to

yourself,

There are only two outcomes for investors: either they reach their financial goals or they don’t. The

bookwillact asa passive coach towards ensuring that you reach yourfinancial goals.

Money is considered one of the most emotional subjects in the world. Money as a subject is never
taughtto usinschools or colleges and has avery limited space in our overall education system, But
on the other hand, itis something around which our life revolves and evolves. Yet not much light is

thrownonthis subject.

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

onenessinit.Ifthe subjectbelongstoall of ushow canthis book belongto me.

This is your book, not mine; you own it. Read it as you want to, think whatever you want to think,
make notes all overit... Just remember, you are spending your valuable time and energy reading it.
Make that time and investment pay by taking some action that will mobilize your financial life to

thenextlevel.

Thatwould be the best ROl you can receive from buying this book!

Manish Chauhan

Financial Coach
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Chapter 1 | Burning The Jungle

Overthelast couple of years, | have come across thousands ofinvestors who wanted that one secret
for wealth creation; that one secret which can change their financial lives. Everyone is logking for
that magic formula which will transform their wealth creation process. Sadly, there is no single
thingin life which can make it happen; but one thing comes very close, Andl am going to share that
open secret with you. | call it an "open secret” because its not hidden; you're probably aware of
it...you just have to recognise it, that's all! That secret is "Start investing early”. In the next few
pages, | want to make you aware of the power of early investing and the impact it can have on your

financial life.

These days, common Indian investors are worried about how to save money to meet financial
goals. These could be the finances required for their child’s higher education, a nest egg for
retirement, the money needed to buy a house...or any otherbig ticket dream on the horizon.When
they think about the amount of money they would need after 10-20 years to fund a particular goal,
itscaresthem! Itstarts tolooklike a daunting and unachievable task. Forexample,amanwhois 30
years old today would require several lakhs after 20 years to fund his child’s graduate +
postgraduate education.The big figure could be anywhere between 40-50 lakh, who knows! If you
consider all the expenses you have to shell out right from your child’s primary school till she
completes her college degree and add to that living expenses, it can total up to an amount which

mightliterally give you shock.Thinkaboutit.

So what is it that this common investor should have done to make the whole process of wealth
accumulation much, much simpler? Many think that the answer lies in some "hidden" knowledge
orabig secretorjust plain luck. While all of these may be important, they are not the key! The key to
accumulating wealth is unbelievably simple - just start investing early in life. This doctrine is so
powerful that it sometimes even discounts the mistakes or stupidities you make in your financial
life.It’s sucha“"common sense” thing that itis not visible tothe common investor, they just overlock

thissimplefact.

A
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Areyou procrastinating?

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

greatwealth.Theyfeel,
“How muchcansaving of fewthousands permonthimpact my goalswhich require lakhs and crores!”

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

coumpounding”

Example1

Imagine two friends Ajay and Vijay. Vijay invests Rs 1,000 per month for 30 yearsat 12% perannum,

whereas Ajay invests Rs 2,000 per month for first 10 yrs at 12% and then just lets it grow for next 20

‘
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yrs . And Ajay is going to accumulate 45 lacs at the end of 30 years although he has contributed a
total of 2.4 lacsduring thefirst 10Qyrs.

Vijaywillaccumulate onlyRs 36 lakh, despite investing Rs 3.6 lakh overthe 30 yearperiod...

Even though Vijay invested more than Ajay, he was not able to accumulate more money than Ajay.

Thisissimplybecause Ajay contributed more atthesstart.

Example2
Reduction in Final corpus
Reduction of is only 14%
50% in _ >
investment
tenure

Suppose you have 30 years in hand and you decide to invest a certain amount every year, in a
financial product that gives you a 12% return. You will collect a certain amount - principal and

interest-after30years.

Now, let’s say you reduce the investment tenure by half - from 30 years to 15 years, and allow the
money to grow in that same financial product which gives you a 12% return for the next 15 years.
The amount that you collect after 30 years - principal and interest — will be only 14% less than it

would have beeninthefirst case...whereyou contributedforall 30years.

' Assuming that the interest is compounded monthly

A
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Example3:

Late
by 10 years

Investment required per month to generate Investment required per month to generate
5 crores in 35 years, assuming a 15% return 5 crores in 25 years, assuming a 15% return

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

financial life. Now let’s explore why thisis possible...

From hereon, whenever|refertoinvesting and compounding in this chapter, Iwill be assuming a capital
ofRs 5,000 permonth invested foraperiod of 30years at arate ofinterestof 12%, unless/state otherwise.
1 have chosen the rate of 12% as a benchmark because it is considered a standard return for equity over
the long term. In case you don't understand ail this, don’t worry; just skip it and move forward. Don't let

theseassumptions create ablocktowards understanding the examples thatare coming up.

Timeinhandislike a powerful sword

When we coach people with regard to their financial life, we notice something: The biggest reason

why their financial life is in a deep mess is not because of their lack of knowledge or their lack of

‘
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earnings. Infact, most of them earn well and are pretty smart. They
are all successful at what they do. The biggest reason is that they
have lost that part of their financial life which could have created
magic - "the starting years", It all boils down to not having taken
actionearlyinlife.Timeisthat one weaponwhich, if presentinyour

financial life, increases your chances of financial success greatly.

You cancallitthe"Bramhastra™ of creating wealth.

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

whichisstartingtoinvestearly!

When we start earning, we are generally single. We have less responsibilities and have ample ways
of cutting down on our expenses. We are in a position to save a substantial part of ourincome. We
usually have someyearsin hand before we getinto a marriage and all the responsibilities that come
withit. Instead of using that precious time and opportunity, a lot of us waste it thinking that we can
always start saving later; perhaps when we have more money orwhen we geta job that pays better.
But sadly, lifeis not like the’Saas bhi kabhi bahu thi'serials, whose structure can change every week

orwitheveryepisode.

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

crime which will hauntyouforthe next 40-50 years. Don't commit this crime!

‘
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Creatinglong termwealthislike growingatree

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

happen.

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

However, nothing comparestostarting earlyin life.

How does money growand multiply?

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

inthelJungle".

Have you ever heard news of a whole jungle catching fire and everything getting burned down?
Now imagine howit might have all started... Doyou think someone went fromtreeto tree, burning
each onedown one by one? | don't thinkso! Perhaps one can gofromtree to tree and bush tobush
and setfireto each one, one by one, to get the same effect, i.e.a jungle onfire... but you don't need
to work so hard! All you need to do is to make sure is that you fire up some of the trees to a self
sustaining level so that thefire catches onand spreadsto other parts of the jungle.There willcomea
point when it would be idiotic to burn up mere trees because by the time you burn a single tree,

hundreds oftreeswould be catching fire ontheirown!lt’s called "compounding".

‘
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What on earth has this fire in the jungle to do with growing our wealth and starting early in life? It
hasalotincommon,Theinvestments madeintheearlyyears of yourlife arethe sameas spreadinga
firein the jungle... after a point, just like the fire compounded itself and spread so vigorously, your
money will also grow to some extent and then the returns generated on it will be so great that your
contributions will look small in comparison. A lot of investors miss this part and never act on

startingearly!

So now can you tell what makes money grow? The answer is”"Money itself”] And obviously, we also
need to help it to grow by investing it. When you start investing, your money starts getting
accumulated and every year it starts generating returns which are added to the investments. While
thatreturnis a smallamount in the starting years, over time it keeps on accumulating and then the

interest peryear becomes really significant.
Letmeshowyouhow...

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

remaining 6lakh comesfromtheinvestments madeinthe next 19years.

It's critical to understand why this has happened. Imagine your wealth as a Money-Tree, which was
small when you started, but grew bigger in size over the years. At some point, branches begin to
emerge and grow in all directions. Coming back to the example, your wealth at the end of the 10th
year will growto Rs 11.6 lakh. So visualize your Money-Tree; it has become biggerand it's worth Rs
11.6 lakh at the end of the 10th year. What happens after 1 more year, i.e. the 11th year? How much
more will be added to this Money-tree? There will be 2 kinds of additions. The first one will come
from you, which is Rs 5,000 per month or Rs 60,000 per year. The other part will be the return
generated onthe wealth thathasalreadybeenaccumulated.Thisturns outtobe aroundRs 1.4 lakh.
So the total addition in the 11th year will be Rs 2 lakh, out of which only Rs 60,000 was due to your

contribution and the remaining Rs 1.4 lakh was generated by the existing wealth itself. Now, if you

A



consider these two branches, the branch which is a result of returns generated from the existing

wealthwill be much much biggerthan the branchwhich you contributed afresh. | guess you got my

pointhere.
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In the first 10 years
Rs.5,000 per month

Now, if you fast forward to the 29th year, your corpus would increase to Rs 1.56 crore. In the 30th
year, youwilladd another 60k from your pocket, butyourownwealthwilladd a12%returntoit.And
thatwould be closeto Rs 18 lakh!You can actually skip contributing that 60kin last yearand it won't

really be missed. The best part has happened already, which is the accumulation of wealth in the

earlyyears!

Thetake-away

You will agree that the money you invest early in your life has a drastic effect on the money you
accumulate over the years. This is true for long term investing. But if there is no”long-term’, there is
no time for "compounding”. Time is agreatingredientand everyone has agood amount ofit. If you

loosetime atthestart, youlose wealth.So, it'snowonderthat they say "Timeis money"!
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Investing early lowersyourburdenlater

| want to convince you that early investing is the best way to make sure that you are not burdened

laterinyourlife...Here’sanexample...

Ajay, a 26 year old software engineer from Bangalore, has recently started his career. He has around
30yearsin handtill his retirementand he wants to accumulate a good amount of money, which can
fund his needs and aspirations. He has decided to accumulate a minimum of Rs 3.5 crore by the age
of 56. Towards this end, he has a "plan". | will call his plan OPTION 1 and it's the most obvious way

anyonewould think.

Option1

Assuming, very logically, that hisincome will keep increasing as he progressesin his career...
+ Ajaydecidestostartbyinvesting Rs 5,000 per month forthefirst 10years

« Thereafter, hewillinvestRs 15,000 per month forthe next 10years

- Andfinally, hewillinvestRs 50,000 permonthforthelast 10years.

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

standard longterm equity return of 12% CAGR.

Thisseemslikethe mastintuitive waytoformulateaplan.Doyou agree?
Now, let’slookat the otheroptionshe hastoreachthe sametarget.
Option2:

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

where he can continuewith the sameinvestmentamountand notincreaseitlater.
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Option3:

If he invests Rs 14,000 for first 10 years, he does not have to invest any further. In this case, he is
investing Rs 9,000 more than he planned to in option 1. You can see that this extra investment of
Rs9,000in the starting phase is so powerful that he does not need to invest anything for the next for
20years. So, an investment of Rs 9,000 extra in the first 10 years can replace his old plan of making
future payments of Rs 15,000 per month for 10 years in between and Rs 50,000 per month for the
last 10 years (as per option 1). You will appreciate from this example that a greater contribution in

thestart helps himtoaccumulate the same amountof moneywithoutanylater contributions.

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

amountinitiallyand graduallyincreasing infuture years.

Option 1
5000 15000
10 yrs 10 yrs 10 yrs
OR
Option 2

10,000

Y

30 yrs
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OR

Option 3

| No Investment

v
A 4

10 yrs 20 yrs

In a nutshell, if you look closer, you will realise that investing more
at the start gives you the freedom to invest less in the future. So, if
you want to invest for 30 years, the investments that you make in
the first 15 years will make up a significant portion of your whole
corpus; contrary to popular belief, it is not the investments that
you make in the last 15 years. Your investments in the last 15 years
will, of course, add to the corpus, but the contribution willnot be as

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

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

15 years, youwould stillamassRs 1.51 crore, which is 85% of the final corpus.

You canalsoincrease yourinvestments by Rs 830 permonth (i.e.from Rs 5,000 to Rs 5830) and invest
onlyfor15years and you will stillmake the same Rs 1.76 crore at the end of the tenure (provided you

leave your moneyto grow forthe interim 15 years).

Earlyinvestmentandreturnsrequired

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

running at a steady rate of 4 km per hour. Accordingly, he will complete the distance in 5 hours.

A
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However, you are more relaxed at the start and decide to run at a pace of 2 km/hour, thinking that
you will cover up for this slow start later. You keep running at a pace of 2km/hour for 3 hours and
coveratotal of 6 km. Now youdecide toincrease your pace. But imagine the situation.You have just
2hourleftand 14km to cover. It's a situation where you have torun at a speed of 7 km/hour. It might
not be impossible, but it's certainly not easy! Your chances of winning come down considerably.
Manythings can preventyoufrom achieving that pacein the last 2 hours-you may geta cramp, you
could meetwith asmall accident while running so fast, you could getexhausted... Overall, your task

is rather challenging!

What could you have done? If you had decided to run faster than your friend at the start, at say 5
km/hour (while yourfriend ran at4 km/hour), you could have completed 15 kmin the first 3 hours.
Thenevenifyou jogged ata speed of 2,5 km/hourfor the next 2 hours, you could easily have won. It
becomes much simpler than the previous situation. Even if you wanted to rest for 30 minutes, you
could afford to do so and still complete the rest of the race at a speed of 3.4 km/hour. Or you could
alternate between jogging and walking towards the end.This leisurely pace would be possible only

because of the effort you made atthe start.

Your financial life is no different. It's a race. If you are happy with what you have acheived inlife, you

have won the race. If you contribute more at the start, things become manageable at the end.
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And, each and every opportunity or chance to save more or contribute more, means a lower
burdenlater.

Now let'slookathowthis appliesto wealth creation...

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

However, your friend's life will be a lot easier...getting areturn of 10%is almost 10 times easier than
getting areturn of 20%!

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

seeearlyinvesting asa"strategy" ratherthana"fact” foryourinvestments.
Investmenttable

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

10%, 12% and 15%.
Table 1:Aonetimeinvestmentof1,000forX numberofyearsatR%.

It’s very simple to use this table. If you want to invest 1 lakh in an FD which gives a return of 8% and
your investment tenure is 7 years, run one finger down the column titled 8% and another finger
across the row titled 7 and they will meet at 1,714. Now that’s how much Rs 1000 will become in 7
yearsat 8%;so,Rs 1 lakhwillbecomeapproximatelyRs 1,71,400.

Inthe same way, if you considera mutual fund which says that its overall return was 12% perannum

for the last 23 years, you can quickly see that Rs 10,000 invested in that mutual funds would have

beenworth 135520(13552x 10) oraroundRs 1.35lakh after23 years.
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OnetimeRs 1000 invested for XyrsatRinterestrateperannum

Interest
Years 6% 8% 10% 12% 15%
1 1060 1080 1100 1120 1150
2 1124 1166 1210 1254 1323
3 1191 1260 1331 1405 1521
4 1262 1360 1464 1574 1749
3 1338 1469 1611 1762 2011
6 1419 1587 1772 1974 2313
7 1504 1714 1949 2211 2660
8 1594 1851 2144 2476 3059
9 1689 1999 2358 2773 3518
10 1791 2159 2594 3106 4046
11 1898 2332 2853 3479 4652
12 2012 2518 3138 3896 5350
13 2133 2720 3452 4363 6153
14 2261 2937 3797 4887 7076
15 2397 3172 4177 5474 8137
16 2540 3426 4595 6130 9358

17 2693 3700 5054 6866 10761
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