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How to Use This Interactive Workbook

How can you get the most out of this interactive workbook? Research has shown that the more
ways you interact with learning material, the deeper your learning will be. Nightingale-Conant
has created a cutting edge learning system that involves listening to the audio, reading the ideas
in the workbook, and writing your ideas and thoughts down. In fact, this workbook is designed 
so that you can fill in your answers right inside this document, or take a sheet of paper and do the
exercises at your desk. By the end, you’ll have your own personal success system.

For each session, we recommend the following:
n Preview the section of the workbook that corresponds with the audio session, paying

particular attention to the exercises.
n Listen to the audio session at least once.
n Complete the exercises right in this workbook.

Don’t just listen to this program — devour it! Strategies don’t work unless you use them. Test and
use the strategies that make sense to you, consistently, over time — until they become habits. 
Listen to it more than once. Listen for the key ideas that you can use to impact your attitudes, 
actions, and results. True change takes focus and repetition.

Let’s get started!
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The Late-Start Investor
Introduction

Welcome to The Late Start Investor . In this program, you’ll discover some very workable, very
practical ideas to get you into the way of thinking of how to be a late-start investor. M o re
i m p o rt a n t l y, you’re going to learn the whole idea of FINDING a sustainable new pro s p e r i t y.

Retirement Is Obsolete 
Retirement isn’t what you think it is anymore. This program is going revolve around your life
goals and not money. Don’t focus on thinking, “I need a million dollars to retire,” or “I have to
have this money or else I’m going to fail at being a retiree. “ This program focuses on you, what
you want to do, and the ways that you can achieve your life goals.

You can have the life you want. You can spend time with your family, friends, and community,
but you can save money on major life expenses and enjoy the most precious commodity of all,
your time on Earth. The best part of all this is that you can do it on your own.

There’s nothing complicated about the ideas in this program. You just have to defy conventional
wisdom. Most financial planners and financial advisors are telling you that you have to have a
million dollars, or a certain kind of house, or a certain kind of lifestyle.

Well, none of that is true. Your life is a flexible process. You can plan for the things that you
want. You can demand quite a bit out of life, and it’s really a matter of applying yourself and
using some of the knowledge that has been accumulated over the years. 

This program is going to give you some ideas that will help you succeed, save money, cut your
expenses, and do some very practical things. Along the way you’re going to have a lot of fun.

This is a program in which you will be able to trust your own resources. You’ll be able to learn
everything you need to know to get where you want to be and enjoy the life you want. Best of
all, you can do it yourself. 

How to Use This Workbook
How can you get the most out of this workbook? By using it in conjunction with the audio pro-
gram. For each session, do the following:
• Preview the section of the workbook that goes with the audio session.
• Listen to the audio session at least once.
• Complete the exercises in this workbook.

By taking the time to preview the exercises before you listen to each session, you are priming
your subconscious to listen and absorb the material. Then, when you are actually listening to
each session, you’ll be able to absorb the information faster—and will see faster results.

Let’s get started.
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Session One:

Looking at Your New Prosperity

Why Save?
A lot of people are living only for today. They’re buying the cars that they want now. They’re
buying the lifestyle that they want now. They feel that they have to live in a certain house in a
certain neighborhood. There’s nothing wrong with this, but you don’t have to do it all at once.
Let’s take a look at some of the common things people are counting on instead of saving.

Social Insecurity
A lot of people are concerned that Social Security isn’t going to be there when they retire, then
they panic and think, “Oh my gosh! I’d better start pumping up my stock portfolio because
Social Security isn’t going to be there.”

In fact, Social Security has been the most successful social program ever invented in this coun-
try. A lot of people don’t realize this, but it’s really a social insurance plan. It’s a safety net for
people who haven’t saved but who want to avert poverty.

If you’re thinking of Social Security as a pension plan, stop thinking of it that way. It’s a safety
net. It will be around in some form, but you have to look at what you will be receiving from
Social Security.

First, there’s the retirement portion of it, which is like an annuity. It will pay you X amount,
based on how much you’ve worked in your life and how much you’ve made. It will pay you a
fixed amount upon retirement. Most people don’t realize that the official retirement age for
Social Security is going up from 65 to 67, depending on when you were born, so you may not
be able to get full benefits until then. Even though you can apply for it at 62, those benefits are
reduced, so you have to keep in mind that it depends on when you retire. Obviously, the longer
you wait to get Social Security, the more money you’ll get.

Another thing that’s not known about Social Security is that it is several programs in one. For
example, if you are permanently disabled and you can’t work, you get a disability benefit from
Social Security. If you meet your demise in an untimely manner, your survivors will get a sur-
vivorship benefit. All these things are rolled into one. It’s a rather efficient program. 

Look at how much you’re going to receive, based on your projected income and time in the
workforce. Social Security sends out a statement to you every year. If you don’t get it, you can
go on the Social Security web site and apply for it or estimate your benefits (www.ssa.gov).
Look at it, and ask yourself, Can I live on this? Is this the kind of future I want based on this
amount of money coming in? 
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Pensions
Another area that’s essential is the area of pensions. Thirty years ago you either had a defined
benefit pension or you had nothing. Today, workers are largely given 401(k) plans and then left
on their own. The defined benefit plan is a great deal if you have one. If you work for a compa-
ny that offers one, it is probably one of the most stable benefits out there because it will pay
you a fixed amount of money for the rest of your life, based on your years of service and the
amount of money you earned with that company. For most companies, a defined pension is a
very stable, very reliable proposition. 

However, companies are really phasing these plans out, so the dominant plan is really the
401(k) plan for which you have to set aside the money. You have to figure out the investments
and put enough money in to tide you over. So these days nobody else is going to take care of
you. And even if you do have a defined benefit pension, a lot of companies are going bankrupt.
If you are in some of the old-line companies, such as steel or automotive or anything connected
with heavy industry, the airlines, a lot of those pension plans have been taken over by a govern-
ment entity called the Pension Benefit Guaranty Corporation (PBGC), which is like a Federal
Deposit Insurance Program for pensions.

Now the sneaky little thing about the PBGC is, yes, they will insure your pension; however, you
will not get your full benefits. They have a minimum they will pay, and if there are any other
benefits attached to that, such as a shutdown benefit or a supplemental benefit or vacation pay,
you won’t get it under this insurance plan. You will simply get a minimum. 

So the bad news here is that your defined benefit pension is only as reliable as the company
providing it, and if they somehow do go into bankruptcy, the pension insurance is not exactly
full coverage. This is not to depress you, but should only prompt you to think, “Wow! I should
be saving some more money.” 

Investing
Wall Street tends to focus on that you have to get a certain percent return on your investments.
So, they’re constantly advertising mutual funds and stocks that are up 100% or more. Then once
they have a great year, investors will stream into the mutual fund or stock that has had a great
run-up. This is exactly the wrong thing to be doing because you can’t get last year’s returns on
any of these things. This past performance is unlikely to repeat. Unfortunately, most investors
invest this way, and it’s a really bad way to go about it.

What do you need to do when you invest? Well, you need to save enough for retirement. That’s
something that takes a little bit of time to figure out, but it’s not very difficult—it’s basic math. 

The most important thing you should be doing with your investment
portfolio is beating inflation.
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Inflation is this ugly old grouchy bear that tends to steal your money over time. It’s the cost of
living and it always goes up. Again, you don’t need to really clean up in the stock market or real
estate or bonds or any of these things that Wall Street is promoting. You can do it all safely by
beating inflation.

How do you really get to the plateau where you’re thinking, “Oh my gosh, I’m doing everything
right!” It comes down to creating a balanced goal. If you have some imagination, you know
what you want. You know where you want to be. 

Everything that you plan for in terms of a goal is seen through the lens of ecology. Ecology is
the study of relationships; how is something related to something else? If a plant doesn’t get
water or nutrients from the soil, it doesn’t grow. If human beings don’t get fresh knowledge that
they are able to apply, then they really can’t grow as people. This also relates to money. It also
relates to work, leisure, family, self, and your future. You’re really looking at a relationship here. 

We’re not looking at that million-dollar pot of money that is either attainable or not. You’re
looking at how to really balance your life, how to bring everything into balance so that you can
obtain personal prosperity. This is a new definition of prosperity; that is, one in which you’re
really living something that’s sustainable, something in which you’re balancing work and family
life; you’re balancing the things that you love to do with the money you need to make in order
to achieve your goals. 

This new prosperity is going to be the most powerful theme of this program. It’s not talking
about retiring at 65. If you want to do that, then plan for it. If you want to do something else,
then plan for that instead.

Action Steps: Where are you starting?
1) The first thing to do is to clearly understand your starting point. So, in this exercise, you’re
going to review where you are now financially so that you can get a better idea of what you
need to do in order to achieve your goals. 
• First, look at all your employer’s or your self-employed retirement plan statements. What kind

of plan do you have? Employer or self-employed? 
• How much have you saved so far? 
• Get your latest statement from Social Security. How much will you be receiving from that at

retirement age? 

2) Now take a look at all of the above and ask yourself the following questions:
• Can you get into a new plan that you maybe didn’t think about?
• Are there matching programs from your employer? 
• Is there a way you can save a little more money than you are now?

A great reference is a website called www.choosetosave.org. It’s full of financial calculators that
can help you calculate quite a few things, including retirement and other types of savings goals.
It doesn’t cost you anything to get into it. All you need is a computer and Internet access. If you
don’t have this, you can go to the library and use it for free. This way, you don’t even have to do
the math. That’s the beauty of these things. 
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Don’t worry if you haven’t started saving or investing yet. That’s why this program is called The
Late-Start Investor!

This program, going to give you several dozen ways of doing it. It’s something that anybody can
do. You don’t even need a college education. You just figure out what you need, and most
importantly, stop thinking about the money first. Focus on your goals. Get your own house in
order; figure out what you want in terms of the new prosperity. As you work through the rest of
this program, you’ll have the tools you need to get what you want!
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Session 2:

Getting Where You Want to Be 

To start this process, you need to set some goals. And the best way of doing that is to talk about
them. Talk about them with yourself, talk about them with your spouse or significant other, talk
about them with your family.

You have to think about where you’ve been, and of course, where you’re at today, and also
where you want to be. So you have the past, the present, and the future.

Goal Setting 
In order to set goals, you really need to be honest with yourself. Here are some examples:
• Do you want to retire early? 
• Do you want to move to a different part of the country, a different climate? 
• Do you want to pay for college educations? 
• Ask yourself some of questions that involve the American Dream. Do you want to save money

for your dream house? 
• Do you want to change jobs or careers? 

Exercise: What do you want?
For the next 30 seconds, write down all the things you’d like to have in your ideal life. This
includes cars, homes, vacations, dinners out — write down everything you can think of in 30
seconds.

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________

That was fun, wasn’t it? What did you write down? Did you write that you’d like a big house? A
fancy car? Would you like to take expensive vacations every year? Maybe you’d like to eat din-
ner out twice a week. That would be a great life, wouldn’t it?

Maybe not. In reality, you’ve probably never lived that way before and you don’t really know
what it would be like. You only think you want those things because we’ve all been conditioned
to think that this is what we want. This is what we have been told is the American Dream.

Do you really want to have to clean and maintain that big home? “I’d pay someone to do it for
me,” you answer. Oh really. If you spent $1,000 a month on cleaning services, landscaping, and
pool maintenance, over 20 years that would be $240,000 just to have a clean home. That is not
even counting the increased property taxes you’d be paying.
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How about that fancy car? It would be great to impress your friends and family with a fancy
car. Then again, won’t they be impressed only the first time they see the car? After that, you’re
left with higher car insurance premiums.

Do you really want to take fancy vacations? To go to a resort such as Disneyland, for a family of
four will cost $150 a day just for admission. If you fly, rent a car, stay in a hotel, and eat the
food inside the park, you’ll easily be adding on $350 a day. Is it really worth it to visit the
“Happiest Place on Earth” if you are spending nearly $500 a day to be there?

Added together, that fancy lifestyle is costing you more than $1million. Do you really want to
pay a million dollars for 20 years of vacations, dinners out, lunch at fast-food restaurants, and
cleaning services? Take a look at your list again. Are you sure you really want those things?

So, remember, whatever you do, this really isn’t about money. It’s about getting the life you
want. You’re building a new prosperity. You’re making your life work for you, and you’re
employing money as your servant. 

A lot of people say, “Well, gosh, I’m stuck in this job. I have to do it for the health insurance. I’m
really working for money at this point.” If you follow all the things that you need to do to obtain
your new prosperity, you will no longer be working for money. Money will be working for you.

What’s very revealing about this part of the process is that a lot of people come to the conclu-
sion that maybe that’s not what they want. Maybe they are pretty happy in the neighborhood
they already live in, and maybe they can really be comfortable with a certain lifestyle, a certain
way of living, and they may ultimately realize that what they have, the neighborhood they have,
the schools they have, the community they have, is a very good thing, a very secure thing. 

You may come to the conclusion that what you thought you wanted is what you’re going to
have. Also keep in mind that your life is dynamic. It doesn’t matter if you write something down
now and it doesn’t come true, or when you were a kid you thought you were going to live in a
certain place. We’re talking about a dynamic process in which things change, your priorities
change. When you have children, things change. When your parents get old, things change. 

That’s why the whole idea of some planner or some financial advisor or broker saying, “Well,
you know, you won’t be comfortable, in your lifestyle unless you have a million, or two million,
or four million.” Stop thinking about that. That’s not relevant anymore. Your personal and fami-
ly needs come first. That’s what you should be focusing on. 

What we are doing here is establishing some guidelines, so after you’ve determined your family
and personal needs and goals, don’t even write down a figure on a piece of paper. Just have
some general ideas of where you need to be and if you’re on the right track, then look at the
percentage of money that you can save toward these goals. This is just a rough way of going
about it, and, of course, we’re going to get into a lot more detail on how to do this, but at this
point we’re just kind of doing round estimates. We’re kind of getting a feel for the types of
things we want, how much they will cost, and what it will take to get there. 
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Lifestyle Management
Lifestyle management is living within your means. You’re able to save money, and you’re doing
the things you want to do. Now a lot of people, they have an unrealistic idea of what this
lifestyle management issue is all about. In fact, they don’t manage anything. They let the whole
lifestyle issue get out of control, and that’s why there have been more than 1.5 million people fil-
ing for bankruptcy in the most recent year.

Lifestyle management is really getting you toward your new prosperity; that is, realizing what
you really need in life, realizing what your goals are, putting them down on paper, and docu-
menting them. That’s so important in this whole process. It’s knowing what you want and actu-
ally having a record to look at, saying, “Oh! I wrote this last year, and look, I’m on my way to
achieving it.” And it’s a good progress report. It’s a good way of gauging if you are heading
toward that new prosperity.

So how do you really start this whole process? Let’s redo the previous exercise, ignoring what
others tell you you should have, and looking at what’s really important to you.

Exercise: What do you really want?
What do I want for me? What job do I want? Where do I really want to be living? What kind of
lifestyle do I really want?

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________

Next, ask yourself, “What don’t I need?” Are you working too much? Are you spending too
much? Are you spending too much time on a certain part of your life that you wish you
weren’t? 

If I were to change one thing in my life, it would be: 
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
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What is your current self-image when it comes to money? Do you see yourself as an excellent
money-manager? Do you see yourself as lacking in self-discipline? Are you someone who buys
“things” to make yourself feel better? Be as honest as possible about your relationship with
money. Write down five statements that you believe are true about yourself and your relation-
ship with money:
1) ______________________________________________________________________________________
2) ______________________________________________________________________________________
3) ______________________________________________________________________________________
4) ______________________________________________________________________________________
5) ______________________________________________________________________________________

Action Steps: Turn your problems into goals.
1) The purpose of this step is not to become depressed about your current situation, but instead
to be able to change it by asking the right questions. For example, say you make the statement
that you are not saving enough. You are overspending. Well, turn that around in terms of your
self-survey. How am I not saving enough? How am I overspending? 

Say you make the statement, “My investment strategy is not together yet. I don’t have one. I
don’t have an investment strategy.” Ask yourself, “How do I develop an investment strategy?”
Turn all your statements into empowering questions. Do that here:
1) ______________________________________________________________________________________
2) ______________________________________________________________________________________
3) ______________________________________________________________________________________
4) ______________________________________________________________________________________
5) ______________________________________________________________________________________

You find that you have this fulcrum, this mechanism for turning around these problems and
turning them into goals, something you want to achieve, something you want to attain. 

No matter where you’ve been, how much you’ve learned, where you’ve learned what you’ve
learned, it doesn’t matter. Everybody from any walk of life, or with any degree of education, can
do what he or she needs to do. 

2) The first step is to acknowledge that you are 100% responsible for where you are and where
you are going in life. Write that here:

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________

Signed __________________________________________________________________________________
Date: ___________________________________________________________________________________
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Session 3:

Choosing a Sustainable Lifestyle 

This session, we’re going to talk about the things that you can do to get started. A lot of people
don’t know exactly how much they’re spending. They don’t know how much they need to save.
So they have no benchmark to go by.

A lot of people can’t even get to the point where they’re saving. They really can’t achieve what
they need because they have “money maladies.” These are situations in which they just can’t
stop spending. They just can’t ignore the sale that’s going on in the department store. They just
can’t conceive of living without that new piece of audio equipment or that new big-screen TV or
that new car.

Exercise: “Money Malady Madness”
Do this exercise to see if you have a “money malady.” First, have a “virtual garage sale.” Go
through each closet, drawer, and bookcase in your home. Take a hard look at each item you see.
Was it an impulse buy? Did you really need it? How much did you spend? Are you still happy
with the purchase?

This can be a real eye-opening exercise. You’ll probably find that the majority of things you
bought were not really necessary. You were probably trying to fill some emotional need. There
were probably specific places, people, and things that caused you to spend more money than
you should have. By taking a look at those situations and examining why you were likely to
overspend, you’ll be better equipped to handle it differently the next time. 

Places
Most Americans are familiar with the term “malling.” This refers to the habit of going to the
mall, with no specific purchase in mind, just to “see what’s there.” Why do people really go
“malling”? What need are they filling? Boredom. 

Another area where people tend to overspend is on entertainment. By dining out at fancy
restaurants, seeing plays and shows on a regular basis, and taking day-trips to amusement
parks, many people are entertaining themselves right into debt. This is not to say that an occa-
sional outing to a nice restaurant or the theater is out of the question. But it should be a treat,
not a lifestyle. 

Oddly enough, many people are able to avoid such obvious traps as the mall or fancy restau-
rants, but still have money flowing out of their pockets unnecessarily. The grocery store, for
instance, is one place where it is all too easy to blow your spending plan. Most markets these
days have gourmet items, fine wines, gift baskets, floral departments, and more. It is all too
easy to get in the habit of spending your allotted grocery budget on these extravagances before
you even begin to shop for food. Why do many people do this? “I like to provide for my family.” 
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What are the places that you are most likely to overspend? What need/desire are you filling?
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________

People
Practice responding to the people in your life when they ask you to spend money that you have
not planned to spend.

“Honey, let’s go out for a nice evening of dinner and dancing. I’ll get a baby-sitter and we can
paint the town red!”

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________

“Oh wow! Look at that great leather jacket in the store window. Let’s go try it on!”
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
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Things
“If you order now, we’ll throw in the special bonus prize for free. But, call now, quantities are
limited.” We’ve all been tempted by things that we wanted that we hadn’t planned on buying.
The advertisers know this and use it to their advantage—and your disadvantage.

When you are facing the “gimmes,” your best weapon is delay. Implement a rule that you never
make a purchase the same day you see it. Even if it’s at a “One-Day-Only Sale,” stick to the rule.
In all likelihood, you’ll rethink the purchase.

More often than not, in all these situations—places, people, and things, you are looking to get a
feeling. In the examples mentioned in this workbook, you might be making purchases to enter-
tain yourself, to feel that you have an abundant lifestyle, to provide well for your family, to feel
like a hero, to be romantic, or to feel included. These common human emotions are often the
real reason why we purchase items we don’t really need.

Identify some emotional needs you have tried to fill by spending, and come up with some other
ways to achieve those feelings. This may be a little challenging, but give it some time and you’ll
be surprised at what you find!

Item Purchased                     Feeling/Emotion Desired       Another Way to Get It
_________________________    _________________________    ___________________________________
_________________________    _________________________    ___________________________________
_________________________    _________________________    ___________________________________
_________________________    _________________________    ___________________________________
_________________________    _________________________    ___________________________________
There’s no way you can create a late-start savings plan or find new prosperity without identify-
ing and resolving these issues. 

Cut the Budget
Another piece of conventional wisdom is the concept that you can live on a budget. Budgets
don’t work. They don’t work because every month is different with most families. You have
unexpected needs, the car breaks, the furnace breaks, things happen. You might lose your job.
You never know what’s going to happen, but you can prepare for these contingencies with a
decent new prosperity plan.

Instead of setting a budget, all you really need to do is to just identify the items that you’re over-
spending on. To do this, get your credit-card statement and your checking-account register and
look at the things that you’re spending money on. When you do this, and even if you don’t have
a problem, it’s a very instructive process, and this really allows you to fine-tune your lifestyle.
You have to focus on the word “need,” and not “want.”

The Big Expenses
One of the largest areas of spending is always on your transportation. In terms of your vehicle
budget, this is an incredible category in which you can make some changes and really get going
on your new prosperity plan. So look at your transportation expenditures first. How much are
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you spending on vehicle loans? How much are you spending on maintaining those cars? How
much are you spending to insure those vehicles? 

Buying a New Car
You don’t really need a new car every other year. Keep in mind by the time you pay for the car, a
third of your payments have gone to the bank. The bank makes money on interest, as does the
finance company. And guess what? You don’t get that back in terms of increased equity as you
would in a house.

The best situation, of course, is to get a no-interest loan to pay for a vehicle if you can. If you
have an opportunity in which you can buy a vehicle that is a program vehicle (a previously driv-
en car that’s been in a rental program) it’s usually a good deal. You’ll get 20% to 30% off on it
that way and it’s usually a great value. Plus, these vehicles are usually very well maintained. So
you can save 20 to 30% right off the bat if you purchase that way.

A lot of people fall for the idea that leasing will get them a better vehicle at a lower price. Most
people don’t realize that leasing is designed to get you into this trap where you’re constantly
leasing the vehicle -- so you never own it. The payments go to the bank or finance company.
You’re not building any equity. Leasing really only makes sense when somebody else is paying
the bill; that is, your employer is paying for the bill or your business is. That’s when leasing
makes sense. 

There are strategies you can use if you really do want to buy a new car. What you do is you go
into the dealer toward the end of a model year, which is usually the end of a calendar year, and
you go in on a Saturday toward closing time. And when you walk into the dealer, you know
what you want and you know about what you want to pay for it. You do some research on the
Internet to see what their invoice price is, and you say to the dealer, “This is the vehicle I want.
This is what I’m willing to pay for it. If you’re willing to do business with me, we have a deal.”
And the dealer says, “Well, wait. Let me talk to my manager. I’ll see what we can do.” Well, what
happens is the manager will come back to you and say, “Well look, if you take it for this price, if
you take the floor mats, if you take the extended warranty, we’ll do a deal.” At which point you
say, “No, I’m walking away. This is the price I’m willing to pay for it, and you have a sale. You’ll
make your numbers for the month. You’ll make them for the year. All you have to do is give it to
me for the price I want.”

This is hard for a lot of people to do, and most people don’t do it this way, but keep in mind
that all dealers make money on cars at invoice price, and you’re not really hurting them and
you’re doing yourself a favor.

A way of not dealing with all the dealer’s various sales techniques is to say, “Look, I’m a busi-
ness. This is what I want; this is the price I’m willing to pay.” Then you’ll get exactly what you
want.

Your Home
Look at your mortgage. Can you refinance? How much will it cost you to refinance? Can you
reduce your property taxes? A lot of people have no idea that they can appeal their property
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taxes. First, you go to the assessor when you get your assessment. You look at your property
description. Most property descriptions are inaccurate. How many rooms do you have, how
many bathrooms, how many bedrooms? Is your garage heated? Is your basement finished?
Make sure that it’s accurate. If it’s inaccurate, you just go to the assessor and say, “Look, I have
only three bedrooms and you have me down for a four-bedroom home.” And guess what? You
lower your tax bill right there. Sixty percent of tax assessments are inaccurate. Property taxes
are one of your biggest bills, so you should really concentrate on looking at that tax bill every
year to see if it’s accurate.

Another way of challenging that is to look at how similar homes in your neighborhood have
sold. If they’re selling for less than what you’re being assessed for — and your assessor will tell
you what they think your market value is — you can challenge them. There’s a whole appeals
process for your property taxes, and do it every year if you think you are being overassessed. 

Insurance
With life insurance, the best deal is usually a no-commission, level-term policy. This is the kind
of policy for which you pay a fixed rate every year for a set term, such as 20 years. You don’t
need whole life. You don’t need universal life. There are all sorts of things an agent will try to
sell you, but you don’t even need to go to an agent. Go on the Internet. You can get a quote
through any number of sites. Just plug in the term “ life insurance.” You can get a quote from
half a dozen different insurers. If your health is good, you will get the best rate. If you have any
major health problems, of course, you’ll pay more money, but that’s how insurance is priced. Go
for the lowest price. It’s a commodity.

Keep in mind you don’t even need life insurance unless you have dependents, which means that
somebody be financially hurt if you die. The rule of thumb is you need about eight times your
income. This is not written in stone. It’s based on how much money you’ve saved, so look at
your whole picture. 
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Assets
Here is where you’ll start to do the math. First, list your assets. It might take a little research to
get these numbers, but it’s critically important to know where you stand.

1) Equity in your home:
(The market value minus what you owe on your mortgage) __________________________________________

2) Your car:
(Do some research to find out the book value of your car) ___________________________________________

3) Interest in a business: _________________________________________________________________
4) Other sources of income: ______________________________________________________________
5) Other real estate equity:

(A second home or a vacation home) ___________________________________________________________
6) Savings bonds: ________________________________________________________________________
7) Cash: _________________________________________________________________________________
8) Passbook accounts: ____________________________________________________________________
9) Savings: ______________________________________________________________________________
10) Whole life insurance policy: ___________________________________________________________
11) Mutual funds:

(401(k)s, 403(b)s, IRAs, Keoghs, Roth, SIMPLEs) ________________________________________________
12) Retirement plans: ____________________________________________________________________
13) Inheritance: _________________________________________________________________________
14) Other income sources: ________________________________________________________________
Add all these numbers together. These are your assets.

TOTAL _________________________

Liabilities
Mortgage: _______________________________________________________________________________
Car Payments: ___________________________________________________________________________
Debt Payments: __________________________________________________________________________
Other: __________________________________________________________________________________

__________________________________________________________________________________
__________________________________________________________________________________
__________________________________________________________________________________

__________________________________________________________________________________

TOTAL _________________________

Action Step: Highlight Your Weaknesses
This is going to again require a little bit of honesty on your part and a little bit of diligence. Pull
out your credit card and your checking-account statements, and then get a highlighter pen and
mark over the nonessential items. These are the unsustainable items, the things that don’t add
value to your life, things you can live without. Put a highlight over these items and these are
your savings items. You can start knocking these things off your expenditures and start putting
that money in your new prosperity fund. 
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Session 4: 
Choosing the Right Work Style

In this session, we’re going to be talking about some inward-looking things that you can do to
get your work style in balance. We live in an age in which work has become the most flexible
part of our lives. There are so many options available. There have never been more educational
opportunities, whether through the workplace or outside of it. As long as you have the ability to
learn and the ability to apply yourself, your work style will become something that you can
change, you can alter, you can really shape to fit what you want to do in life.

Work style isn’t just working more. It isn’t devoting as much time as you can to the office. It
means thinking more creatively about work. It means thinking about other things you could be
doing. And if you’re thinking, “Well, you know, I’ve gotten to the age where I really can’t learn
anything new. I really can’t do anything different. I really can’t put myself in a different mode of
thinking about work.” It’s just not true. There are a lot of people throughout history who have
started in one career and ended up in another. This is the natural course of human evolution.
We do learn things. We do already know what we love to do, and we just have to find a way of
doing it. 

Seven Types of Work
The definition of work is an application of some kind of physical activity and mental activity
that you integrate into your life. There are seven basic kinds of work.

Leisure Work
Leisure work is a combination of applying yourself and your labors to something. It could be a
hobby; it could be a craft. It could be model airplanes or model railroads or crafts or gardening.
Leisure work requires quite a bit of labor, quite a bit of application, intellectual insight. It is
work, but it’s also leisure, hence the term “leisure work.” This type of work is usually called fun,
but it isn’t always fun. It requires an extensive application.

Body Work
Body work involves physical work. This is exercise: sports, rock climbing, walking, running, jog-
ging—all forms of physical exertion. It’s not something we do to make money, but we need to do
it to keep ourselves in shape and to keep our bodies finely tuned. Body work is just as essential
as leisure work.

Livelihood Work
Livelihood work is usually the one that makes you money. For some people, their livelihood isn’t
necessarily what they do for a living. It’s what they do to make them feel alive. For example,
some people just love being doctors, and some people just love being lawyers, or whatever.

Passion Work
Passion work is something that you would do without pay. It doesn’t matter if you’re paid to do
it. Maybe it’s a community activity, a volunteer activity. You might go into a nursing home and
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read books to people there, or you go and help out with kids in a daycare center. That is passion
work. That’s the thing that makes you feel most alive.

Soul Work
Soul work is the work that you do for spiritual fulfillment, whether it’s through your church or
synagogue or temple. These are things that really appeal to your higher calling.

Love Work
Love work is the work you do to maintain those that you love. Raising your family is one thing;
taking care of your parents is another. These are things you do because you love somebody.

Labor Work
Labor work is the kind of work which is just pure labor. It’s the thing that you don’t like to do.
It’s the thing that you somehow sense that you need to do, not always the thing you want to do.

Exercise: Seven Types of Work
In this exercise, you’ll identify what you do for the seven kinds of work mentioned above. You’ll
also identify things you’d like to start doing to achieve a balanced life.

1) Leisure Work 
a. What I am doing now

b. What I would like to be doing __________________________________________________________

2) Body Work
a. What I am doing now __________________________________________________________________

b. What I would like to be doing __________________________________________________________

3) Livelihood Work
a. What I am doing now __________________________________________________________________

b. What I would like to be doing __________________________________________________________

4) Passion Work
a. What I am doing now __________________________________________________________________

b. What I would like to be doing __________________________________________________________

5) Soul Work
a. What I am doing now __________________________________________________________________

b. What I would like to be doing __________________________________________________________
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6) Love Work
a. What I am doing now __________________________________________________________________

b. What I would like to be doing __________________________________________________________

7) Labor Work
a. What I am doing now __________________________________________________________________

b. What I would like to be doing __________________________________________________________

The idea here is to achieve a new prosperity that you’re no longer working just for the money,
that you’re no longer just doing labor work. You’re doing all these other types of work. You’re
integrating them into your life so that they’re part of a balanced approach where you feel com-
fortable with the kind of work that you’re doing.

“We Don’t Need No Education!”
The more experience that you have, the more training you have, the more education you have
will always help you no matter what you’re doing. It will give you more flexibility. It will
increase your salary.

The thing that you have to decide is if it is worth it for you to invest the time, the money, and the
e n e rgy in getting additional training or education. Is there a clear benefit? Will you recoup the
expense in terms of salary or your ability to make money? Will it give you greater job security?

Once you’ve decided you want to invest that time and energy, here are some of the options avail-
able to you. 

First of all, you might approach your employer. If you’re working too much, explore how you
can get more realistic hours while retaining your career path. A lot of employers are very flexi-
ble on this if they value you as an employee. 

How can you reduce your hours without sacrificing your career path? One option is called job
sharing. Job sharing is actually sharing your job with somebody else. 

Telecommuting is another option. You might be able to work part or all of your hours from
home. That will save on commuting time, and you might just find that you work more efficient-
ly without the distractions of the workplace. This could lead to accomplishing the same work in
fewer hours. 

You also might be able to work it out so that you’re doing a different job within your company,
or that you’re taking on a new responsibility or perhaps dispensing with responsibilities. 

Your best option is always to approach your employer first and then see what can be done.
Always look for opportunities within the company to make your value to that company
enhanced. This may involve more training. 
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Training Venues
There are so many opportunities out there today. Years ago, the options were limited. You basi-
cally went to college or you didn’t, and the employer hired you accordingly. But now we have
these things called certificate programs, and these are usually part-time programs. You don’t
have to get a degree. You don’t have to attend full time. A certificate is a great way to advance
your career and give you more security so that when the employer is thinking about layoff, and
he or she says, “Well, John, here, has a certificate in this area, and we really need that knowl-
edge, so we’re going to hold on to him.” 

There is also adult education, also known as continuing education. This is made up of courses
that are taught at local high schools or colleges and are very low-stress environments. Most
don’t grade you. You don’t have to write papers. You don’t have to do dissertations, and you can
study anything. You can pick up specialized knowledge or just have fun with it. These programs
are in every community. You can enhance your knowledge base, and it’s a lot less expensive than
college tuition.

Another level that is very often ignored by a lot of people is the community college. Now this
has got to be America’s best-kept education secret because these are in just about every county
in the country. Community colleges focus on two-year programs. If you want to change your
vocation, you can do that through the community college system. You can come out of it with a
two-year degree. If you want to get a four-year degree, you can transfer elsewhere, but the com-
munity college gives you a foundation, and the price is great. The tuition is very affordable, and
you can learn hundreds of new skills. 

Also consider graduate degrees. First, approach your employer and ask your employer, “Do you
have a tuition reimbursement program?” Always check with your employer first to see what he
or she offers.

There’s always community education. These are classes that are offered in any number of set-
tings: churches, libraries, etc. These are usually no-credit courses that give you a little bit of a
leg up on different subjects. These are often free of charge!

Exercise: What do you want to learn?
In this exercise you’ll brainstorm 10 different things you want to learn. Some may be career
goals; others may be hobbies. Next to each item, identify where you could go to learn that skill.

2) ______________________________________________________________________________________
3) ______________________________________________________________________________________
4) ______________________________________________________________________________________
5) ______________________________________________________________________________________
6) ______________________________________________________________________________________
7) ______________________________________________________________________________________
8) ______________________________________________________________________________________
9) _______________________________________________________________________________________
10) _____________________________________________________________________________________

21 The Late-Start Investor



Vocational Opportunities
After you explore all your different educational options, it’s important to look at what other
vocational opportunities are out there. Again, just go to your public library. If you really want to
get out of your current career path or profession, you’re going to have to do some research, and
you’re going to have to really examine some areas where there is job growth. 

How do you find job growth? You either go to the Occupational Outlook Handbook in the
library or you can go to the U.S. Department of Labor’s Bureau of Labor Statistics. They com-
pile all these neat numbers on which businesses and industries are growing. You can find out
where they are hiring people. This information is also available online.

Some areas that are showing the highest percentage of positive employment change are health
services, educational services, food services, social services, and different kinds of computer
services. 

There will always be a need for education. We will always need teachers. In fact, there are a lot
of teachers who are going to be retiring over the next few years. So consider this career, or one
of the many others where there’s going to be a paucity of workers. As the baby boomers retire,
there will be a lot of people retiring from federal and state government. 

There will also be a demand for travel and leisure services, amusement, recreation, public rela-
tion, childcare, and eldercare. You name it. All these services are going to be vital to an aging
society.

If you were looking to change your career, just keep in mind that as people are getting older, the
entire fabric of society is going to be much different in the future. You can accommodate it
through additional kinds of training. 

If you want to make a change, if you want to change your work style, if you feel that you’re
working too hard at something you really don’t want, put down on paper what you do want,
and then seek that goal and get the training you need. 

Your Age Doesn’t Matter. It Only Matters That You Have the Desire to
Learn and That You Are Keeping Your Mind Engaged with the World.
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Action Steps
Answer the following questions to get you on your path of changing your work style.

1) Is your job/profession/industry endangered or subject to outsourcing? _____________________

2) If Yes, what do you need to do to protect yourself? (Another degree? Moving? A certificate
program?) ____________________________________________________________________________

3) Ask your employer, “What do I need to do to make myself more valuable?” Write what he or
she says here: _________________________________________________________________________

4) If you need to do some training, if you need more education, how much is this going to cost
you? _________________________________________________________________________________

5) How much time will it take? ___________________________________________________________

6) Will the results be worth the time, money and energy you put in? _________________________
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Session 5:

Making Savings Automatic

We’re in the midst of a longevity revolution. People are not just living longer, they’re living bet-
ter lives. They are healthier, they are more active, and they are more engaged. This is something
that really works in your favor.

Because people are going to live longer, they’re going to have even greater opportunity to save
money. The combination of longer lifespan and what we used to call the retirement period
means that we’re going to have more time to work, more time to be in our new prosperity
mode. The more time you have, the more life skills you can accumulate, and of course, the
more money you can save toward the goals that you want. 

How do you get things going? How do you really get things started? Well, here’s a really simple
principle that works for everybody. It doesn’t matter if you’re educated. It doesn’t matter if
you’ve not been saving all these years. You put this one principle in place, and it will take care
of 80% of the savings part you need to do, and this is a very old philosophy.

Pay Yourself First
Pay yourself first is the idea that you make automatic contributions to your savings plan, your
retirement plan, or whatever you choose to set up. 

What you do is you say you’re going to save X amount of dollars per pay period. You’re going to
put away so much per month, so much per year, and by the end of a certain period, you have
the amount of money that you need to live that life of comfort and ease that you’re looking for.
Make the commitment and make it happen.

Exercise: Make the commitment

THE PAY-YOURSELF--FIRST PROMISE

I, _______________________ (insert your name), hereby promise myself that starting this week,

I will start paying myself first, a minimum of _____________% of my gross income

no later than _________________ (insert the date).

Signed by__________________ 

Just leave this money alone and do nothing. 
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Vehicles with Which to Pay Yourself First
This Pay-Yourself-First plan is the concept that you put away money today for tomorrow. There
are different vehicles in which to do this. The most common plan offered through employment
today is called the 401(k). There are different variations on this, called the 403(b), the 457, and
the SIMPLE plan. We’re going to go into detail about what each of these plans are is. 

Under any Pay-Yourself-First plan, you should contribute as much as you possibly can. This is
the simplest part of it. It will make your life a lot simpler, rather than trying to sit down and say,
“Well, should I do 10%, should I do 2%, should I just take the match?” Make it simple. Make it
easy on yourself. Just contribute as much as you possibly can after you’ve gone through your
expenses, after you’ve freed up the money to put into your plan.

Once you have this money, and you’re saving every month, and you’re taking it out of your pay-
roll automatically, guess what? You won’t have to think about it, and better yet, you won’t have
the opportunity to spend it. 

In order to use these plans effectively, you have to educate yourself about your retirement plan
options. There are several kinds of pre-tax retirement plans:

401(k)
So what choices do you have? The most popular is the 401(k). You can contribute a certain
amount every year, but it changes every year. Try to contribute the maximum. It’s a percentage
based on your pay, and it automatically comes out of your pay and goes into a choice of mutual
funds. 

The brilliant thing about a 401(k) that most people don’t realize is that the money you put into
it is not subject to federal tax. You have to pay Social Security and Medicare taxes on it, but you
don’t have to pay federal and state tax, so it’s virtually a tax-free savings incentive. And all these
defined contribution plans, including the 401(k)s, will enable you to grow your money tax-
deferred. You pay taxes on it when it comes out, but you don’t pay taxes on it when it goes in.
So the amount of money that you put into the plan is not subject to federal income tax. Your
contribution is, in effect, lowering your total tax bill. You really can’t conceive of a better tax-
saving mechanism than a 401(k) contribution. 

You can pull your money out free of penalty at age 591/2, or earlier if you have a severe disabili-
ty, or if you’re buying a first home, or if you’re using it for college education. You have to keep
in mind that this is tax deferred until you pull it out. You pay tax on all withdrawals. 

Variations on a Theme
There are variations of the 401(k). 403(b) plans are for religious, charitable, nonprofit groups.
There are the 457 plans; these are mostly for nonprofit local, state, and county government
employees. There is another kind of bare bones 401(k), which doesn’t have a lot of bells and
whistles, called the SIMPLE plan. A lot of small businesses offer this. And then if you have a
really small business or if you’re self-employed, you have a Self-Employed Pension or a SEP
IRA. It works very much like a 401(k), except contributions from the employee and the employ-
er tend to be from the same person, so there are a few more rules involved. Another variation is
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a Keogh, which is kind of an old-style plan for self-employed people. The maximum you can put
into a SEP or a Keogh is $41,000 per year for 2004.

If you don’t have a plan through your present employer, you can do this on your own. You just
have to approach a mutual fund company and get a plan with the lowest cost and the best per-
formance. Anybody 50 or older can make catch-up contributions of an extra thousand dollars in
addition to what they’re able to save. So if you feel you’ve fallen behind, then you can catch up
with these catch-up contributions.

Exercise: What Pay-Yourself-First Options Do You Have?
Do you have a plan at work? If so, what kind is it? _________________________________________
What are you contributing to it? __________________________________________________________
If not, which kind do you want to set up? __________________________________________________

So you have an automatic retirement plan. You’re contributing. You are setting aside the money.
You are taking your employer match if it’s there. What do you need to do from there? Well,
make sure that you have adequate understanding of what this plan is doing for you. How much
are you going to be able to save in a certain period of time? And the math is really simple. 

But for now, focus on how much you can save. Run a couple of different scenarios. See how
much your money will do at 6%, based on your contribution rate and your salary increases. See
what it accumulates to and how much closer it will get you to your new prosperity goals. And
again, all these calculators should either be provided by your employer, or you can just go on
the Internet, to choosetosave.org. It’s easy because they do all the math for you. It will give you
some ideas, and then you can make a decision as to how much more you can contribute.

So if you have your employment plan set up — that is, either you’re self-employed and you have
a plan you set up by yourself, or you have one through your employer — contribute as much as
you can. Now you can still save a little bit more money, and how do you do this?

Other Vehicles for Saving
Well, there’s that really neat vehicle called a Roth IRA. If your household income, if you’re mar-
ried, is under $160,000, you can contribute up to $3,000 a year per person. The Roth IRA is like
any other individual retirement account. You can’t pull the money out without penalty until you
reach 591/2, unless you have those other circumstances that were mentioned previously. The dif-
ference with a Roth IRA is that you get to pull the money out tax-free. 

You pay taxes on the money going into the Roth IRA, but when you pull it out, you don’t have
to pay taxes. So at the very least you should have a Roth IRA if you qualify. It’s a good supple-
mental savings account. You can invest it in any mutual fund. 
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Insurance
Make sure you have proper home insurance and also make sure that you have the right kind of
health insurance. Know what your out-of-pocket expense is, whether it’s through an employer
or whether you’re paying for it yourself. How much will you have to pay in the worst-case sce-
nario? If you have a thousand-dollar deductible on your health insurance, that’s how much
you’ll have to pay before the insurance kicks in, and you can apply this to every kind of non-life
insurance you have. If you raise your deductibles, you will pay a lower premium. It’s one of
those things the agents don’t like to tell you but which you can save quite a bit of money on. 

But keep in mind that your deductible is what you need to have in savings in order to cover a
loss. So if you have a thousand dollars, then it makes sense to have a thousand-dollar
deductible. If you don’t, then you’ll probably need the coverage if you really have to fix some-
thing.

Action Steps
1) Take an inside look at your savings and expenses. To do this you need to put your employ-

ment plan on the table. You need to put all your documents, including your insurance premi-
um forms, and anything you need that is related to your financial life. Put it on the table.
Take a look at it. See how much it’s costing you. See how many expenses are attached to any
one of your mutual funds within your plan. See how you can reduce them. Educate yourself. 

2) Make the decision, “I’m going to reduce costs wherever I can find them, and I’m going to take
the savings that I gain from reducing costs and put them into an autopilot savings concept so
that I’m automatically saving more money. I’m taking these cost reductions and turning them
right back into my new prosperity plan, and it’s going to work for me year in and year out.” 

Now for this action item you’re going to discover in doing some of the math that you’re proba-
bly paying too much for insurance policies. You’re probably also getting overcharged in terms of
your retirement funds. So what do you do about it?

Calculate how much the fees affect your return. There is a huge difference between a 1% fee
and a 0.10% fee. Once you do this with the money that you have in your accounts and figure
out how much you’re losing to fees and to broker commissions, you’ll discover how much more
money you can save if you just make a couple of simple decisions. Go to the mutual fund cost
calculator at www.sec.gov to find out how much you’re overpaying and how much you can save. 

Then you can:
• Find lower-cost mutual funds. 
• Find lower-cost term insurance policies. 
• Cut costs wherever you can. 

You’re just like the best business out there. There’s no reason why you can’t be a very tightly run
corporation in and of yourself and make these things happen automatically.

When you are looking at these costs very intensively, and you’re taking your savings and you’re
putting it in your new prosperity plan, in the end you’ll be where you want to be.
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Session 6: 

Making Your Retirement Plan Work

This session is about understanding your retirement plan options. Most people don’t fully
understand them, and yet they’re a critical part of your prosperity plan.

Your 401(k), SEP IRA, or Keogh, all work through tax-free compounding; that is, the money that
is working for you is growing over time and is not subject to taxation while you’re growing it. 

If you have money sitting in a savings account right now, the money really isn’t earning what
you think it is because it’s being ravaged by inflation and taxes. Even in a savings account that
gives you a 1% return and you think is absolutely safe because it has FDIC insurance, you’re
actually losing money due to inflation and taxes.

So within your retirement plan you’re at least protected from taxation. You always have to keep
in mind that inflation is out there.

Six Reasons to Get a Retirement Plan
One: You don’t pay any tax on the money either when you put your money in the plan or on the
interest until you take it out . 
Two: You can put thousands of dollars into the account, depending on what year it is.
Three: You can arrange to have the money automatically taken out of your paycheck and auto-

matically put in your retirement account. 
Four: In most cases, your plan at work is already in place
Five: You get free money  —both in the form of saved taxes and in the form of matched contri-

butions
Six: You benefit from the power of compound interest.

Always Take Matching Contributions
Whenever your employer matches your contribution, take that match and double it. If you’re
saving at least 10% of your income, no matter how much you’re making, you’re going to be
doing okay in the next 20 or 30 years. If you want to be more aggressive, you can, but make
sure you are saving at least 10%. It’s all a matter of trimming your expenses, taking that extra
money, and pouring it into savings.

Here are some of the things within your employment plan that you may not realize are there, or
if you do realize they’re there, maybe you don’t quite understand them. For example, a lot of
401(k) plans have loan provisions. That is, you can take the money out and pay it back at a very
low rate of interest over time. 

What is not generally understood is that if you change your employer the loan balance becomes
due, or else you’re paying full taxes on it. The IRS considers it a taxable distribution. That
means you get nailed for the penalty of taking that money out. 
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So, taking a loan from your 401(k) is not recommended. You know the money’s there. Don’t
touch it unless it’s an absolute emergency, like some health crisis. This is the last money you
should touch. So even though you have a loan provision within your plan, and there are hard-
ship provisions for you to take it out, try never to touch it. 

Resist the Temptation
With your retirement plan, you’ll get a statement on a regular basis, and you might even have
access to it on a website. A lot of people tend to think, “Boy, I should be monitoring this every
day. The mutual funds are listed in the paper. I can check it anytime on the website.” Don’t do
it. Resist the temptation. Look at it once a year, every other year if you can. 

The natural human inclination with these retirement plans is to see how much they go up and
down every year, but that’s going to make you think about a bad decision of pulling money out
when it shouldn’t be pulled out. It’s just human nature to think that if the market’s going down,
you should pull your money out. Actually, that’s when you should leave it in. You’ve only lost the
money if you take it out. The stock market is a cyclical beast: it goes up; it goes down. Over
time, the long-term curve is up. 

You’ll probably get anywhere from 6% to 10% if you just leave your money alone, so try to for-
get about your retirement plan statements. Try not to look at them more than once a year.

Choosing the Right Plan
So how do you really choose the right plan for you? Well, if you don’t have a choice, if you only
have a 401(k), take advantage of it. 

If you’re self-employed, the simplest thing to start up is a SEP IRA, a self-employed pension.
You can do it with one sheet of paper. You do it with one mutual fund company that offers a lot
of funds. They will do all the paperwork for you and all you have to do is contribute. You con-
tribute your portion every year, and you have up until April 15 of the next year to make your
contribution. If you’re self-employed, you are the employee and employer. It’s based on the
amount of profits that you make. You can make your contribution as an employee, and then if
your company’s profitable, your company makes the contribution. You can really double your
contribution that way if you do it right.

Keoghs are a little bit more complicated. They take a lot more paperwork. You’ll probably need
a CPA to set these things up because you have several variations on them. They require a lot
more administration, and they tend to be a little bit more expensive, but they are good plans to
have. If you have a small business, maybe a few employees and it’s not just yourself, it’s worth
considering. A SIMPLE is a similar plan that works like a Keogh and a SEP, and is also worth
considering. 

You can also set up your own 401(k) plan if you are self-employed or if you have a small compa-
ny. It is very simple to set up and they automatically take the money out of your paycheck, and
you can have matching contributions. You can have all sorts of things that regular 401(k)s do,
and it really doesn’t cost you very much. If you can do your own 401(k) — also called a Solo
401(k) — it should be your vehicle of choice. 
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Now don’t forget, if you qualify you can also do a spousal IRA. You can contribute for your
spouse and put in another $2,000 a year into his or her account. That adds to the kitty. Spouses
can also have Roth IRAs, again, if they qualify. Every one of these vehicles helps you get to
where you need to be, and if you set aside the money and it’s doing the tax-free compounding,
it’s absolutely the surest way to set the money aside and know that it’s there when you need it.

Exercise: Identify Your Options.
In this exercise, you’re going to identify which of the above retirement options is best for you.
You’ll also look at how much you should be contributing, total, to these plans.
My gross annual income: 
10% of that figure is: 

This is the amount you should be contributing to your prosperity plan annually. You can see
with the power of compound interest, this will really add up!

Place a check mark next to the options that most interest you:
_ Defined retirement plan
_ 401(k)
_ SEP IRA
_ Keogh
_ SIMPLE
_ Solo 401(k)
_ Spousal IRA
_ Roth IRA

Your Home as an Investment
There is a whole universe of things you can do on your own in terms of investing. Some of the
commonly accepted advice can be bad advice, however. For example, while most people don’t
really consider their home as a savings vehicle, people are led to believe it’s a virtual piggy bank.

Far too many people are depending on their home and the equity in their home as their only
retirement source. Now keep in mind that nothing in terms of your home price appreciation is
guaranteed. It’s not. There are housing cycles. Anybody who has lived in Southern California or
Boston or New York, or anyplace where there’s a huge swing in housing demand and supply,
will tell you there are times when housing prices go down. It has happened in just about every
part of the country. It will certainly happen in any part of the country where there is a single
dominant employer or industry. Housing prices will go down somewhere. That’s guaranteed.

So the notion that your home is this FDIC-insured piggybank is totally wrong, but there is
another way of looking at it.

Here’s how you should regard your home equity. It is still a savings vehicle, but you should see
it a little bit differently. Home equity is this sort of tax-free bond that will pay you, but there are
several other costs attached to it. For example, some people, when they say, “Oh, I made
$200,000 on my home,” they mean that in a very nominal sense. That is, whenever you have a
gain in real estate, you really have to subtract a few things from it. You have to subtract proper-
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ty taxes. If you leave your house, you obviously have to pay the taxes that are owed. You have to
pay the real estate agent’s commission of 6%. It’s great if you can negotiate down, but most bro-
kers will want 6% to sell and buy a home. There are also the other costs of maintenance,
recording, deeds, and all sorts of other paperwork costs. If you’ve done a mortgage lately, you
know that it can take several thousand dollars. So when you think of a gain out of your home,
you have to subtract all these other costs.

Now, the wonderful thing about home equity is that there is this thing called the tax-free
exemption. If you are married and file jointly (and this is the IRS definition), you are allowed to
take up to $500,000 of your gain, subtracting all the expenses) tax-free. So if you make a gain of
$200,000 on your home, and you sell it and either don’t buy a new one or buy a home with a
lower value, then you will be able to keep that money tax-free. Now you can’t do this with any
retirement plan. You can’t do this with your 401(k). This only applies to home equity.

Now, of course, there’s always a catch with anything involved with the U.S. tax code, and here it
is. You have to do this on what the IRS considers to be your principal residence. It doesn’t apply
to second homes. It doesn’t apply to trailers. This applies to your principal residence where you
live most of the time, and you have to have been there at least two out of the last five years. So
if you were only there one year and you made a huge gain, you’re going to have to pay taxes.
You have to be there at least two out of the last five years.

However, the IRS has a couple of exclusions for that. They’ll waive the two-out-of-five-year pro-
vision if you have some sort of disability, lose your job, or get a divorce. Consult your CPA, but
the two-out-of-five-year rule is not hard and fast. 

How to Make It Work for You
Here’s a scenario that could really make your late-start plan work. Say you have a home that’s
worth $400,000, and you want to make a lifestyle change. You want to move from an expensive
area to a less expensive area, so you go and buy a condo, say, somewhere in the Sun Belt, and
you buy the condo for $300,000. So the $100,000 difference is your tax-free gain. You can save
that money. You can invest it, and that’s part of your nest egg. You don’t have to pay taxes on
that. 

So keep in mind that home equity is something that can be used, but you have to use it in the
right way. A lot of banks will encourage you to get into home-equity debt. Sure you can get your
money out, but it’s going to cost you, and the irony is that it’s your money and they’re charging
you for the use of your money. The best deal in the world is not to pay taxes on it and to re i n v e s t
that money. 

Buying Real Estate
Always keep in mind that when you are looking at property, you have to look at taxes. You have
to look at what the local tax rate is. Property tax bills rarely ever go down. If you’re looking in a
high-growth area, you’re going to pay for that growth one way or another, usually through prop-
erty taxes. Instead, consider buying in a stable area that’s already built out. That’s always more
desirable from a real estate point of view.
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If you’re looking to buy real estate for investment purposes, keep in mind that you’re looking for
low-maintenance, low-priced properties. Every market has these properties. They’re basic
starter homes in places where there’s stable employment, and you basically hold on to them for
as long as possible before you sell them. 

Action Steps: Costs and Equity
Let’s get a realistic view of the costs and equity in your home.

1) Sit down and do a market value estimate of your home. See how much your home is worth.
See how much equity you’ve built into it. If you need to, contact a real estate agent and get
an estimate. 

2) Consider making a lifestyle change. This is one major thing that you can do and boost your
savings automatically because your home-related expenses are probably your biggest nut, and
if you can somehow lower them or get them to a sustainable level, then you’ll have more
money to save. You’ll have more disposable income. You’ll be much further along on your
new prosperity plan if you can just make this one lifestyle change.

3) Look at your property-tax bills. See if they’re accurate; see if they can be reduced. Challenge
them every year.

4) Lower anything connected with maintenance of your home. If you can lower your utility bills
or other maintenance costs, you can save the difference. Anything counts. 
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Session 7:

Picking the Right Mutual Funds

Mutual funds are the engines that drive most retirement plans. In a modern defined contribu-
tion plan — your 401(k), your 403(b), etc. — you’re really investing in mutual funds. These are
independently managed funds that are run by professional managers. And what they do is they
invest in a basket of stocks, bonds, or real estate securities, and of course, they’re trying to grow
your money over time.

Now what a lot of people think is that they should always pick a winner. They think that they
should always pick the one that has the best return over time. People who do this are doomed
to failure. If you pick the hot stock or the hot fund of the previous year, the chances are very
good that this stock or fund will not perform that well the next year.

So how do you invest? The entire financial services industry is saying, “Look, we were up 60%
last year. Buy us, buy us,” and every human instinct tells you to buy that fund because you
think you’re buying a winner. In truth, you’re buying yesterday’s horse.

Your broker’s commission is predicated on buying and selling and not on whether you make
money. So they’re making a commission coming and going. They’re not selling their advice.
They’re selling a product. They don’t care whether it makes money for you. So if you think
you’re going to run into your broker and get another mutual fund that’s going to be a hot win-
ner, it’s just not going to work that way.

Diversify
Diversification is an essential part of building a mutual funds portfolio. Being diversified means
that you spread your money around. You don’t put all your eggs in one basket, and if something
happens to a particular part of the financial market, then you don’t have all your money in one
place. 

The greatest mistake is to invest most of your 401(k) in company stock.

That’s concentrating your risk. It’s not spreading it around. If you have your money predomi-
nantly in company stock, get it out. Spread it around with mutual funds.

What Is a Mutual Fund?
Mutual funds are basically your money put with with other people’s money. This money goes to
buy stocks. It goes to buy bonds. It goes to buy real estate securities, sometimes commodities.
It’s a pooling of money, and the idea here is that there is more safety in numbers than there is in
just buying one stock or investing all your money in your employer’s stock. It is a way of spread-
ing around the risk. And when you do that, you have a better chance of making money and a
lesser chance of losing it. 
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So really, forget about performance now. Just erase from your memory that such a concept
existed that you should be chasing return and going for the highest-performing mutual fund out
there. It’s not going to help you in the long-term. The best mentality is to be diversified, to man-
age risk, to control risk, and the best way to do this is through mutual funds.

Each mutual fund invests in a variety of stocks, or bonds, or whatever type of security it’s
designed to invest in. The fund is therefore more insulated from being devastated by a drop in a
single security.

For example, if a fund invests equally in 100 different stocks, five of those stocks could lose all
their value, yet your net asset value in the fund would be reduced by only 5%, because those
five stocks represent only 5% of the fund’s holdings. Whereas, if you had invested the same
amount of money you put into the mutual fund into any one of the five companies that failed —
you could have lost 100% of your money.

Of course it’s highly unlikely that five companies held by any mutual fund would go out of busi-
ness. Any fund manager who selected stocks that poorly would be out of a job in a month.
What’s more likely is that some stocks in the fund may go down, but other stocks held by the
fund might just as likely hold their value or go up. So it’s possible that the overall gains in the
stocks that go up could offset or exceed the losses from those that go down. 

It’s highly unlikely the average person could afford to spread his or her risk as broadly as a
mutual fund automatically does for us. Most mutual funds are invested in at least 100 securi-
ties. For you to accomplish the same amount of diversification would take a considerable
amount of money. Even if the average price per share across the 100 companies were just $25, it
would cost you $25,000 just to buy 10 shares of each stock. Whereas, you could invest in a
mutual fund for as little as $1,000, and get the same 100-stock diversification protection as
would have cost you $25,000 if you bought individual stocks.

A lot of people say, “Well, if I just concentrate in this tech company, or just have my faith in my
employer, you know, I’m going to have that big winner.” Chances are, you are not. Most academ-
ic research suggests that you need at least 50 stocks that are diversified among different indus-
try groups to have a portfolio that represents the market. So, real no-brainer part of this is that
you can do this all through mutual funds. You don’t even have to buy the stocks. Somebody else
buys them for you, and you have a piece of different kinds of markets.

Index Funds
The single best vehicle is a mutual fund called an index fund. The index fund basically is a bas-
ket of stocks or bonds or other securities that represents a market. When you are watching the
news and the newscaster says, “The Dow Jones Average gained today,” or “The S&P 500 lost 5
points today,” he or she is referring to indices. An index is simply a measurement of how well a
group of securities is doing. So, if the stocks that the index is tracking went up, on average, then
you will hear that the “Dow Jones Average posted gains today.” If, overall, the stocks went down,
then you’ll hear that the index posted a loss.
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For example, there is an index called the Wilshire 5000 Index, which represents more than
6,000 stocks. That’s just about every listed stock on the U.S. stock exchanges. So in one mutual
fund you have exposure to just about the entire U.S. market. There is no better way of doing
this. You cannot buy these stocks all on your own. You cannot find a manager who can buy
them all on his or her own. You might as well do it through an index fund. 

If more of the stocks go up than go down, then the index goes up. If more go down than up, the
index goes down. It’s a barometer of how the stock market is doing as a whole. Essentially what
you are saying when you invest in an index fund is “I am confident enough that this group of
securities will continue to go up over the long-term, and I want to invest in the whole group
rather than just a few stocks.”

And the sad truth is that most actively managed funds — that is managers who go out and try
to time the market — and pick the right stocks and the right industries and get it just right. 80%
of those guys will not outperform the market, and the market is best represented through an
index. So why expose yourself to more risk by taking the chance that these guys are going to
guess wrong? And they guess wrong most of the time, despite what they tell you. They’ll have a
couple of good years, but most of the time they’re either average or below average. They’re not
going to advertise that. They’re going to advertise only the good years. 

There are more than 10,000 mutual funds, and most of them are not going to beat the index. So
why even try? Why even pretend that any manager is going to do this?

So in every portfolio, if you need growth (growth is what beats inflation) — this is the increase
in the price of the securities within that portfolio, within that mutual fund — you’re going to
need a total stock market index fund. 

There are several kinds of indices you can choose from:
• Tech Sector — groups of technology stocks
• Pharmaceutical — companies that make drugs and medicines
• Banks
• Transportation
• Utilities
• Precious Metals
• U.S. Broad-Based Stock Market Indices
• International Market Indices
• Bonds
• Real Estate Investment Trusts
• Commodities
• U.S. Small, Medium, and Large Companies

You can directly invest in these kinds of funds — whether it’s in your IRA or your 401(k)-type
vehicles. Ask your employer to get index funds. If you have your own plan, you can just simply
go right to the fund company and say, “This is what I want. If you don’t have it, I’m going to
find somebody who does.” You should have the total stock market index as a core holding. That
means at least 40% to 60% of your funds should be in this index.
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Bonds, Market Index Bonds
There’s a total bond market index, which represents most of the listed bonds, and there are
quite a few bonds. Most bonds are going to lose money because of inflation, and they will
expose you to even more risk because there are several different types. There are corporate
bonds, government bonds, and specialized government securities that invest in mortgages.
There’s a whole range of bonds, and there’s no way that you can properly diversify on your own,
so why try? Just get a total bond market index, and this will insulate your portfolio from the
stock market. 

You want funds within your retirement plan that move in different directions so that when one
goes down, the other goes up. That’s diversification. It’s the old seesaw effect, and it works over
time.

International Stocks
A lot of North Americans in particular do not realize that 55% of the world’s stock market is
outside of the United States. You need some foreign exposure, and sometimes foreign stocks
move in the opposite direction of U.S. stocks; that is, when U.S. stocks are going down, foreign
stocks may be going up. Not all the time, but there’s some argument that you should have expo-
sure to these things. 

Besides, there’s so much growth going on throughout the world. You look at what’s happening
in India, China, Malaysia, and Vietnam; all these countries are young and industrializing, and
there’s growth there. In the United States we’re looking at 3%, 4%, 5% percent growth; in Asian
countries you’re looking at 7% to 10% percent growth, More than a fifth of the world popula-
tion is in Asia. These economies are going to be producing companies that make money, and
you want to have exposure to that. You want exposure to growth wherever you can get it. The
best vehicle is through a total international stock market index fund, which tracks international
stocks. 

Small- and Mid-Caps
These are the smaller, lesser-known companies that are also probably growing better than the
Microsofts and GEs of the world, but they are extremely difficult to buy on your own because
there’s not a lot of research out on them. It’s easier to pick a loser than it is a winner in these
areas, so the mutual fund again is the best vehicle. 

Over time, the small-cap stocks return, say, 12% on average versus, say, 10% for the large cap
fund. And these are, again, the household names, the Proctor & Gambles, the GEs, companies
like that. Small-caps are not as well-known as the big-cap stocks, but certainly should be part of
your portfolio.

So here are the components of your very simple, no-brainer, autopilot, pay-yourself-first, new
prosperity plan. We have the total stock market index; it covers most stocks in the United
States. We have the total bond market index; it covers most bonds. And we have the total inter-
national stock market index, covering everything else in terms of stocks throughout the world. 
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The REIT Stuff
In addition to that — and this is a very useful addition that gives you even a little bit more pro-
tection — is something called a REIT, which invests in commercial real estate. These Real
Estate Investment Trusts and are bought by mutual funds. They are excellent to have in any
portfolio because they tend to create income and they tend to move in the opposite direction of
the stock market.

For example, over the bear market of recent years, REITs and REIT mutual funds (that is, real
estate securities within these mutual funds) moved in the opposite direction of the stock mar-
ket. They made money, as did small cap-stocks, mid-cap stocks, and value stocks. So while your
brand-name blue chip stocks were getting absolutely hammered, down 30%, 40%, 50%, your
small-cap stocks, your REIT stocks, and your value stocks* were doing well, and that’s how
diversification works. 

*A value stock is one that's bought at a discount to it's book value, which is what the company
would be worth if all of its assets were sold tomorrow. In other words, in the opinion of value
managers, these stocks are bought at bargain prices. 

So the really the brilliant part of a diversification strategy is that you can have a portfolio that
works in all kinds of market conditions, and you have it within your new prosperity plan. And
guess what? You don’t have to think about it. You don’t have to time the market. You don’t have
to worry about what the Federal Reserve is doing. You don’t have to worry about interest rates
going up or employment going down. You don’t have to think about the big picture, and these
mutual fund managers don’t think about it either. They leave the money alone. You keep it
invested. You don’t get in and out of the market. The result? You’ll do well over time, and you’ll
beat inflation.

So when you are picking these funds, one thing you have to look at is what you are paying for
the funds. Any fund you look at should be below 1% a year in total expenses. Index funds
should charge you no more than 0.50% per year.

Never pay a sales commission; never deal with a broker.

There is no reason to ever pay a sales commission on mutual funds, so don’t buy them through
banks, brokers, insurers, or other commissioned sales representatives. Also, don’t get into a
fund with what they call a 12(b)1 charge. This is, basically, an extra charge they layer on.
There’s no need to do it, because you can find funds without it. You find something that is just a
pure index that doesn’t try to beat the market. 

If you diversify across these categories, they’re staples. You need them to build your wealth, and
they will produce growth. They will produce some income, and then you reinvest this money,
and you don’t take it out until you absolutely need it. 

You can do it by yourself. You can do it with mutual funds. You can do it at low cost. And guess
what? After a while you don’t have to think about it.
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Action Steps:
1) Look at your retirement plan with your employer to see what they offer and to see that they

offer index funds, to see that they have value funds, the small-cap funds. See that you’re pay-
ing 0.50% a year or less for these funds. That’s a reasonable amount to pay for these. If you’re
paying more, or if these funds aren’t offered, you can actually go to your employer and say,
“Look, this is what I want. You have a legal responsibility to ensure that this is a diversified
plan.” It’s written in a law called ERISA. They have what they call a fiduciary responsibility
to see that you’re not only diversified, but they’re providing the best-performing funds for the
lowest cost, and, in most cases, are index funds, so they have to be in your plan by law.

2) You can also do this on your own through different fund groups. Call them directly. You can
go online; you can get their 800 numbers. Go to the Vanguard Group, the Dodge & Cox
Group, American Century, or T. Rowe Price. These are generally the lowest-cost operations
throughout the mutual fund industry, and they can provide you the index funds and the other
actively managed funds that you need.

Now keep in mind that it’s up to you to make these decisions, and you can do it all by yourself
if you know what you want going into it. It’s like buying a car. You’re going to be at the mercy of
the salesperson if you go in there hemming and hawing and saying, “Well, I think I’m going to
get a convertible, or maybe I’m thinking about a sedan, or maybe a minivan.” If you’re indeci-
sive, somebody else is going to make the decision for you, and it’s going to cost you a lot. 

Keep in mind that no matter where you are in terms of your life, or your career, or your educa-
tion, it’s never too late to get started. You can put all of this into practice tomorrow, and it will
work for you the rest of your life.
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Session 8:

Should You Buy Stocks? 

Once you learn about investing, you want to know more. You want to apply this knowledge.
That’s what this session is about — applying the knowledge you’ve learned.

The Mistake Most People Make
Most people, once they buy a stock, are unwilling to let it go. They’ve fallen into the trap that
they will pick one great stock and retire from buying stock. So, it becomes an unwillingness to
admit that they bought a stock that isn’t going anywhere.

It takes a lot of courage to say, “Look, I got a bunch a dogs here, and I got to send them out of
the doghouse and start over.” Most people can’t do it. The human tendency, which is confirmed
by numerous studies, is that once people get latched on to a stock, they don’t let go of it. They
don’t sell it, even though it could be the worst stock in the world, because they think it’s going
to rebound. You say to yourself, “It’s going to come back. The market’s going to come back.
They’re going to recognize what a great company this is.” What they don’ know is that the
longer you hold onto a losing stock, the longer you’re denying yourself the opportunity to make
money elsewhere. It’s called a lost opportunity cause. 

Investment Clubs
This is why investment clubs are such a great idea. You learn about investing one stock at a
time. You don’t have a lot of money at risk. You have a lot of different opinions. The best combi-
nation is where there’s a mixture of males and females because they balance their natural
instincts and they tend to make a little bit better decisions because there’s a diversity of opinion. 

It’s sort of like a mutual fund, only on a very much smaller scale, and it’s a great way of learning
about stocks. So if you are going to invest in stocks, the investment club is a great vehicle. 

Buying Individual Stocks
If you are going to take the plunge and try to invest in single securities, there’s a way of going
about it, but it’s not based on the concept that you go for the big winner and you get rid of it
and go into another stock. This is not the way you make money in the stock market. Instead, if
you stop dealing with a broker, if you just do your own transactions and your own research, and
make your own insights and hold on to the winners and dump the losers, you’re going to do
well over time.

Here’s how you build a portfolio. First of all, keep in mind if you do pick a broker, get one that’s
going to make transactions at the lowest possible cost. Brokers are not really in the advice busi-
ness — they are salespeople — and that means that they are not really going to provide you
with research. You do the research. 

What kind of stocks do you look for? The common practice is to buy stock from companies you
are familiar with. Unfortunately, the familiarity factor is going to get you in trouble because it’s
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going to provide emotional glue to that stock so you can’t get rid of it when it starts losing
money, and it’s not a good way to pick stocks anyway.

Here’s what you want. You want consistency. You want a stock that’s been in business for 10
years or more, and that means that they have a record you can check. You can see if its earn-
ings are growing. Look at 10-year records. 

Here’s the second point. You want companies that have been producing earnings for that period
of time, so that eliminates all start-ups, a lot of tech companies. If they don’t have an earnings
record, you don’t need it. You don’t want to take extra risk. Most companies go out of business
within the first five years of inception, so why take that added risk of a start-up blowing up in
your portfolio. It doesn’t matter what kind of thing they sell, the chances are they’re going to be
out of business, so why take that risk? Get a company with an established business, preferably
one that has a strong franchise — something that is very durable in terms of every market and
every business cycle. You want a marathoner. You want something that’s going to last more than
10 years.

Take a look at what you think this company is going to be doing a decade from now or two
decades from now.

If you want durability, you have to do your research.

That’s why it’s so difficult to pick stocks. If you take the time to do it, do it with other people,
share some of the responsibility, do it through an investment club, do it through a family set-
ting, do it with your friends. It’s going to be a lot easier to do, and don’t invest a lot of money in
it. It’s just a learning experience. Keep that in mind.

Now, take the next step. You found a company with at least 10 years of solid earnings. Next,
look at dividends. Dividends are a portion of the earnings that are paid back to investors, sort of
a little reward for hanging on with them. What do you do with the dividends? You cash them
in? No. You take those dividends and you reinvest them in new shares. One of the greatest
secrets in investing is called a dividend reinvestment plan. These are programs set up through
banks where, say, if a company pays a quarterly dividend, you go out and buy more shares. You
can buy it with cash and you can buy it with the dividend, so your dividend is reinvested in new
shares. So you’re constantly reinvesting in that company.

Now the best way to employ a dividend reinvestment plan is to do it consistently. If you’re buy-
ing $10 or $20 or $100 a month, buy new shares and don’t try to time your purchase. Go into
this thinking that you don’t know what the market’s going to do, so you’re going to buy at low
prices; you’re going to buy at high prices. This is called dollar cost averaging. Dollar cost aver-
aging smooths out the market’s ups and downs so that eventually you’ll be getting a good price,
and you’re not buying at the peak; you’re not buying at the trough; you’re buying somewhere in
between. You don’t know what the market’s going to do, and you certainly don’t know how to
time it, so you use your dividend reinvestment plan to do this consistently, so you’re always buy-
ing new shares.
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Example: David and Dollar Cost Averaging
David plans to invest $300 a month to buy a stock that costs $15 a share. The first month, he’ll
get 20 shares. Next month, the market slips a bit, and share prices drop to $10 a share. David is
still investing the same $300 but now is able to buy more shares. This month David can get 30
shares for the same money. When the price goes back up again, he now has 50 shares of stock
worth $750, but he paid only $600 for them. Dollar cost averaging allows him to buy more
shares when they are on “sale.”

The momentum behind dollar cost averaging is that the stock market usually rises over time.
This is why your investments should be considered long-term. If you panic and sell your shares
when the price is falling, you’ll only lose money.

Now, ideally, find stocks that pay a dividend. If they don’t pay a dividend, then they’re not as
attractive as those that do. If they’re paying a dividend, that means they have the earnings to
pay you, and they also have a little bit of a cushion if the market goes down. If the market is
going through a sell-off, and it will, the brokers and the traders are going to dump those stocks
without the dividends before they dump the stocks that have the dividends, so there’s a little bit
of an insulation factor there. It’s certainly not a bulletproof way of protecting your money in
stocks, but it’s better because that’s real cash. The dividend they hand you is cash. You get taxed
on it 15%, but it’s even better if you reinvest it because then you’re buying new shares and often
you’re buying these new shares at a discount. 

So if you’re dealing with a broker, tell him you want to get one share of stock. You can start out
with one share, and you don’t have to buy a big lot of stock. You want to go cheap and deep.
You find the broker who’s going to do it for you as cheaply as possible. Find the one who’s going
to do it with the lowest commission and the lowest fees. From there you tell your broker, “I’m
getting into the dividend reinvestment plan.” 

Even better, buy from a company that has a direct purchase plan. This is called a DP plan. It
means that you don’t even have to go through a broker. You don’t even have to pay a commis-
sion. You pay a small fee to get into the stock directly. You buy it directly from the company,
and you’re automatically in their dividend reinvestment plan

Now, it’s nice to find a company that’s growing at least 5% a year. There are lots of companies
that grow that amount. To do this kind of research, you can go online. You can through
ValueLine in the library. The research really doesn’t cost you anything. 

What to Look for When Investing in Stocks
• Find a broker who’s going to do this for you at the lowest possible fee and commission 
• Find a company that is growing at at least 5% a year.
• Find a company that’s paying a dividend, and reinvest the dividends in new shares through a

dividend reinvestment plan. 
• Find a company that has at least 10 years of consistent earnings or more. 

If you set it up in your dividend reinvestment plan to reinvest that dividend in new shares,
guess what you have to do? Nothing. You don’t have to do anything. Once you set it in motion,
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it takes care of itself year after year, and after a while, if you’ve really diversified, the dividends
will compound, and that means you have a little savings account. 

What’s really interesting is that in this time of low inflation and passbook and savings accounts
and money market funds paying 1% or less (and really, they don’t pay anything after you sub-
tract inflation and taxes), the best dividend-paying stocks, reinvesting that dividend, compound-
ing, you can get up to a 9% dividend on a stock today. In a savings account you’re always losing
money to inflation. There is no growth. It will track short-term interest rates, but no capital
growth, no chance for the stock price to increase.

If you’re going to invest for the future, think about the next 20 years. Don’t think about selling
the stock next year. Don’t think about unloading it if there’s another bear market. If it’s a good
company, it’s still paying dividends. If it’s still profitable, hold on to it, and over time you’ll have
this nice little fund. And you can do it by starting in your family investment club, and then mov-
ing on to your own portfolio. 

What Really Builds Wealth is Consistency.
This is something you can do at any age. The people who are the most diligent investors, who
are sticking to the program, are all in their 60s, 70s, and 80s. You can start it at any age; you
can continue it at any age. You’re always learning. The more knowledge that you gain, the more
you can apply to your own portfolio and to your new prosperity plan.

Action Steps: Get your investment club together 
1) First, write down the names of friends and family members whom you might want to form

an investment club with:
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________

2) Now, get these people all together in one room. Not everybody gets along, so make sure you
find a group that gets along. If there are people in your family who don’t get along, then it’s
not going to work, because everybody’s going to have to do some research. Everybody’s going
to have to fulfill a function. You’re going to have to pick officers. You’re going to have the
president, vice president, secretary, and treasurer. Somebody’s going to have to keep the
books; somebody’s going to have to buy the stocks. You’re going to need to find a working
dynamic within a group and develop the attitude that “We’re all going to learn something dif-
ferent, and everybody participates.” 

3) Start researching stocks and set up the club. The single best resource is the National
Association of Investors Corporation, also known as the NAIC. Here is their web address:
http://www.better-investing.org. This is a nonprofit group. Their mission is educating people
on investing, and they’ll also have information on mutual funds. They also have accounting
programs. They give you the whole shebang, so start with them. Another good group is the
American Association of Individual Investors. Here is their web address: http://www.aaii.com.
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Session 9: 

Safeguarding Your Portfolio 

Bonds serve a very interesting role in your portfolio, but not the role that you’ve been told over
the years. Bonds come in many forms, and they serve a few purposes that are essential in pro-
tecting your new prosperity portfolio. 

Now if you talk to your broker, your broker’s going to say, “You know something? Cash is trash,”
and he or she refers to bonds. That usually means that he or she’d rather sell you something
with a higher commission, something like a stock, annuity or a mutual fund. But if you look at
bonds realistically and use them properly within your new prosperity portfolio, you are going to
be preserving your wealth, getting a little bit of growth, and beating inflation. 

Now the whole idea that bonds are going to protect you from the ravages of the stock market is
partially true, but it’s more important to remember that bonds serve an entirely different pur-
pose. There are very few people who’ve gotten wealthy from holding bonds. Instead, bonds real-
ly are there to preserve your wealth and to produce income. If you keep that in mind, you’ll
have a much better attitude about bonds.

Types of Bonds
What kinds of bonds are there? Well, you have to look at the most useful forms of bonds, which
aren’t even called bonds. The most popular and most often-used portfolio bonds are called a
money market account, and this comes in two types. There is the bank money market account,
which is called the money market deposit account, and the money market mutual fund. Now
these are two very similar vehicles. The one out of the bank gives you FDIC insurance, so your
principal is guaranteed. The money market mutual fund will give you a little bit higher rate of
return but will not carry Federal Deposit Insurance.

Both money market funds are useful as cash vehicles; that is, you’re not going to get rich from
these. They’re not going to produce any growth. You’re only going to get a very minimal rate of
return, and they are largely parking places for your money. If you have emergency funds, if you
have a fund from which you pay bills, this is what a money market fund is for.

As you are building your new prosperity portfolio, you have to have a rainy day fund. Life
comes at you in strange ways: Things need to be fixed and you have emergencies. The best
cushions against that is the proper amount of insurance and having an emergency fund.

Now, how do you determine how much you should have in this emergency fund? Well, let’s look
at it this way. Look at your job situation first. If you are in a volatile profession, say there’s a lot
of coming and going, there are a lot of layoffs, your job is unstable, or if you’re in an industry
that is prone to a lot of outsourcing right now, you should have a very hefty emergency fund —
at least money for a year. In some job markets it’s very difficult to get work, and you should
have a good cushion. So if you’re in the most volatile labor market right now, for your profes-
sion or industry, you should have at least a year’s worth of emergency funds, and that’s equiva-
lent to 12 months’ worth of take-home pay.

43 The Late-Start Investor



Now if you’re in a very secure profession or industry, for example, you’re a teacher or a govern-
ment employee or in a job in which you’re not really prone to a lot of layoffs or volatility, you
should have about three to six months’ worth in the emergency fund. Again, this is best held in
a money market account or fund.

Exercise: Finding money for your emergency fund
Imagine you had a ruptured appendix and needed to take off one month from work. You’ll need
to come up with an extra $3,500 for living expenses and your medical co-payment. What are
five ways you can come up with an extra $3,500 if you need to?

1) ______________________________________________________________________________________
2) ______________________________________________________________________________________
3) ______________________________________________________________________________________
4) ______________________________________________________________________________________
5) ______________________________________________________________________________________

Now, if it is reasonable, do those things and put them in a money market account!

Money market funds are interesting vehicles because they hold short-term bonds that are bonds
with very short maturities; generally under a year.

Now the thing that happens with bonds is that they have prices and they have market risk. So
when inflation or interest rates go up, bond prices go down. Why does that happen?

It’s very simple. Investors, when interest rates go up, want to get a bond with a higher interest
rate. Therefore, the bonds with interest rates that are lower than what is reflected in the bond
market have a lower price; hence, they have a lower value. So holding a portfolio of bonds,
especially in mutual funds, is not a sure way to protect against risk. Bonds are always subject to
the ravages of inflation. They do not keep up with inflation generally, and so they are not good
vehicles to hedge against inflation.

So, remember, one of our objectives earlier was to at least outpace inflation in your portfolio.
Bonds won’t do that. So thinking that if you load up on bonds in your 401(k), in your retire-
ment plans, in your own portfolio, aside from retirement plans, it won’t do what you need to do,
especially as a late-starter. A common problem in 401(k)s and retirement plans is that people
think to themselves, “Oh my God! I’d better avoid stock market risk. I can’t afford to take any
risk at all, so I’m going to load up on bonds.” In reality, you lose money, because you are not
outgrowing inflation and you’re not building your money.

A Good TIP
Now the best way to deal with inflation through bonds is a very little-known vehicle called a
Treasury Inflation Protected Security, also called a TIPS. TIPS are essentially Treasury bonds
issued by the U.S. government with full faith and credit coverage for the principal. TIPS have
two components to them. The first part is a fixed rate of interest, and this is determined in an
auction to investors in the open market. 
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The second thing is that the inflation rate is added back on! The Consumer Price Index deter-
mines the inflation rate, and so you have the fixed rate plus the inflation rate. Not only do you
have something that’s competitive with the Treasury bond market, so you get that rate, but you
also get this little kicker called the inflation rate that is added on to your TIPS. 

These are great vehicles to protect your money. Don’t think of them as a way of building your
wealth, but as a way of preserving your wealth. If you have TIPS in your portfolio, you have a
great inflation hedge. And if you are cautious about the stock market, if you don’t want to invest
more than 60% of your portfolio in the stock market, put the rest into TIPS. 

I-Bonds
There is a sister security that is related to TIPS, called I-Bonds. You’re probably familiar with
savings bonds. They come in many varieties now. I-Bonds are just the same thing as TIPS, only
they’re savings bonds with inflation protection added on to them.

I-Bonds are even easier to buy than TIPS. You can buy them at any financial institution that
offers them, and that means your corner bank, your savings and loan. You can often buy them
through your employer. I-Bonds are really indispensable for short-term savings. If you have a
money market account and you’re a little bit disappointed in the return, or if you just want to
protect your money against inflation, these are good all-around vehicles. 

How do I-Bonds work? Basically, you go into your bank and you ask for them. You can buy
them in denominations from $50 all the way up to $10,000, and they are very liquid. You can
cash them in at anytime; however, you will pay an interest penalty if you cash them in before
five years. Now what that means is that they will reduce the interest paid on the bonds if you
cash them in before that five-year period. You can get your money out at anytime. You’ll just
pay a little bit of an interest penalty. So they act like certificates of deposit in some respect.

The principal on these bonds is, again, a full faith and credit instrument by the U.S. govern-
ment, and the rates, again like the TIPS, are indexed to inflation. What you’ll get is a fixed rate
plus the inflation rate. And they base it on the Consumer Price Index for all urban consumers.
It’s called the CPIU; it’s put out by the Labor Department, and they do that twice a year. So you
get this rate adjustment that reflects the nominal cost of living, and that is adjusted two times a
year, and you can invest up to $30,000 in I-Bonds every year. I-Bonds are a great alternative to
money market funds, plus they give you that hedge against inflation. 

Unlike double E bonds, for which you get a 50% discount, that is, if you want a $50 bond you
pay $25 for it, for I-Bonds you have to pay face value. That is, if you want a $50 bond, you have
to pay $50. They don’t give you a discount on that; however, the interest on I-Bonds grows up to
30 years, so you are accumulating inflation-indexed earnings for up to 30 years. They are great
vehicles if you just want to leave them alone. You don’t have to cash them in; they won’t be
redeemed; they won’t be called: and they are ideal for special savings. Some people give them as
gifts for holidays, birthdays, and weddings. They’re also great for emergency funds. They are
also good for some college savings.
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You’ll also get a little bit of a break on taxation for bonds, and here’s how it works. Bonds are
exempt from state and local taxes, and the federal taxes on them are deferred up to 30 years. So
you really pay taxes on your I-Bonds only when you cash them in. When you hold them, you’re
not paying taxes. 

For more information on TIPS or I-Bonds, go to www.treasurydirect.gov.

Single Bonds
You might encounter several brokers who want you to invest in corporate or municipal bonds.
The main problem there is that you’re incredibly undiversified if you buy a single bond. 

With corporate bonds, for example, you have credit risk. This is the risk that the issuer, the
company actually selling the bond, won’t pay you in terms of interest, or they could go bank-
rupt. You also have market risk, the fact that inflation or interest rates could depress the value
of that bond, and you also have exposure to one single company or issuer, which even magnifies
your risk more. There’s really no sense in buying a single bond. You don’t need to have any in
your portfolio, but you just need to realize that these are vehicles. If you use Treasury Inflation
Protected Securities, if you use I-Bonds, they are going to insulate you from inflation risk. 

If you’re five years within retirement, think about protecting your money. Shift your money out
of stocks and stock mutual funds into TIPS or I-Bonds. You will preserve that money when you
need it. So this is a good fall-back position. It’s a good idea for people who need to save money
and preserve that wealth and protect it from inflation. 

Now the question that a lot of people have is, “Well, suppose that I don’t like stock market risk
to begin with.” Well, here’s the other side of it. You’re going to have to take some risk to grow
your money.

That means you’re going to need growth through stocks, so don’t think that you will achieve
your goals by putting all your money into an inflation-protected security. It just doesn’t work
that way. You won’t get enough growth. 

You won’t build your portfolio to the place where you need it to be, so these are just little insu-
lation tools. They are ways of keeping your money safe from stock market risk down the road,
but they should comprise no more than, say, 20%, 30% of your portfolio if you are into the
wealth-building stage, and certainly no more than 40% if you are heading toward retirement or
your new prosperity.
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Exercise: Where are you?
TIME TIP: Where in your investment life cycle are you? How much time do you have to invest
in the market? Are you planning to retire 10 years after you become wealthy? Or, do you plan to
keep working and investing for the rest of your life? Are you in the home you’d like to retire in,
or do you plan to buy another home? Comment on that here:

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________

Ideally, if you’re doing this right, you should have enough money to cover your bills every
month and the rest goes into your new prosperity fund. 

Cash Management
Keep enough money in your money market fund or your checking account is to cover your bills
every month. Make sure you are paying yourself first by contributing to your retirement plan. 

Whenever you get a little bit more money than you need to pay your bills, put a little bit more
money in your rainy day fund so that if something comes up — the furnace breaks, the car
needs to be fixed, holidays coming up — you have a little bit more money set aside.

There’s nothing wrong with having one or two credit cards, but you have to keep in mind that to
really make your new prosperity plan work, you need to pay off those credit cards every month. 

What this does is it increases your cash flow so that you’re not paying money on interest for
those credit cards, because that’s money that goes nowhere. Interest you pay on credit cards
goes into a hole. You can’t deduct it. You can’t use it for any other purpose. You’re just adding to
the profits of a bank. So when you get that credit-card statement, pay it within the grace period;
usually it’s between 25 and 30 days, and that’s really the use of credit. 

Even better is to get one credit card, use it only for emergencies, use it for only expenses that
you will pay back within that month, and stick to that policy. For most people this is not very
difficult to do. You know how much money you’re bringing in every month. You know how
much money you’re going to be putting in your new prosperity plan and your rainy day fund, so
why not just stick to the program and pay off what you can every month and don’t worry about
finance charges? 

N o w, go one step furt h e r. When you refinance or get a new mortgage on a home, tell the mort-
gage bro k e r, “I want a no-escrow loan.” Now, as you know, an escrow account is the parking
place where they put money for insurance and taxes. But if you’re a really good saver, if you’re
really diligent on your cash management program, you can save for your own taxes, for your
own insurance. You don’t have to stick it in a bank escrow account. If you don’t that means
y o u ’ re earning interest on that money and the bank isn’t. This way you have a little bit more
money coming in, plus you’re building confidence that you can pay your biggest bills — pro p e rt y
taxes are huge bills for most people — by yourself. You don’t need somebody else to do it for you. 
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This is an important step psychologically because you realize, “Hey, I can save all this money
myself, put it aside, do it on a regular basis. I can certainly save more.” 

Action Steps: Cash Management
1) Estimate what your emergency expenses might be. Do you see a big medical bill coming up?

Do you see some big dental bills coming up? Write them here:
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________

Now, put that money aside. Put it in your emergency fund. Put it in a money market account.
Don’t touch it.

2) Get a good idea of what your bills are like every month and how much they could vary. Write
your monthly expense total here: 
Set that money aside in your bill-paying account (keeping in mind the extras like birthdays,
etc.)

This way you’ll have the money set aside so you don’t have to panic every month. You’re build-
ing confidence, and that’s what’s important if you’re going to reach your new prosperity.
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Session 10: 

Creative Ways to Save for College 

We live in the golden age of retirement- and college-saving vehicles. There are many ways to
save automatically and still build your new prosperity plan. This session will look at some ideas.

Let’s talk about college first. This is a very scary topic for a lot of people. It’s really been com-
pounded by the fact that the college tuition rate has been running double the regular inflation
rate. That means it’s been running about 6%, and tuitions are just out of sight. Most financial
planners are going to say, “Well, you know, you’re going to easily be paying six figures for col-
lege tuition when your kids are in school. What are you going to do about it?”

Try to ignore the scare tactics because there are many different vehicles to save money. There
are a lot of ways to address this subject, and you can take advantage of them down the road,
but start saving now.

Here’s what you should be looking at. The simplest way of saving is to get your family involved.
Now a lot of parents think they’re in this boat by themselves alone. They’re not. Your family has
a vested interest in seeing that your kids are educated. It’s that old phrase, “It takes an entire vil-
lage to raise a child. Well, your family’s involved here too, so here are some suggestions.

Savings Bonds for College
The easiest one is that instead of asking for gifts for your children at holidays and birthdays and
special events, ask your relatives, “How about some savings bonds?” Most people are happy to
buy your children savings bonds. They won’t be offended. They’re happy to buy savings bonds
because they can just walk into the bank and say, “Look, send this bond to little Johnny or little
Theresa,” and it makes a great gift. Kids can’t spend it right away. They look at the savings bond
and say, “Mom, Dad, why don’t you take this, put it away. I can’t do anything with this.” It’s a
great way to get started, and you will be surprised at how many bonds you’ll accumulate over
the years. 

Private Versus Public
If you’re looking at college expenses, you’re probably noticing how much they are. At a private
college you’re going to spend between $30,000 and $40,000, with tuition and room and board.
At a state school, you’re going to pay much less; you can pay half that amount. So maybe part
of your thinking should orient yourself toward state schools. If you want a private school, that’s
great, but keep in mind it will require a little bit more money to get there.

529 Plans
Brokerage houses are extremely aggressive in pushing what are called 529 plans. Section 529
plans are special college savings vehicles. They are sponsored by the state, and they allow you to
invest up to around $250,000 total in these plans. They’re like IRAs. You can put in the money
and it will compound tax-free. You can use these only for tuition and anything connected with
college expenses. Every state sponsors one of these plans, but they are all different, and it gets
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to be very confusing because they are all loaded up with mutual funds. They are all vehicles in
which you can invest in a number of diff e rent ways. 

Some require quite a bit of hand-holding, but, generally, here’s the principle. There are two
types of plans within a 529 program. One is called the age-adjusted plan, and this is a portfolio
that the program manages for you, based on your child’s age. So let’s say you’re just starting to
save for college. That means your child is probably under five years old and you’re starting to
put money away. Well, the age-adjusted program will put most of that money into stocks and
mutual funds that are mostly oriented toward growth.

Say you have a 15-year-old and you’re looking at college coming up on the horizon pretty soon.
If you’re in an age-adjusted program, the portfolio will automatically be shifted to a majority in
bonds. So the presumption here is that you’re protecting your money a little bit, or you’re pro-
tecting it from stock market risk the closer you get to college. Now there’s a little bit of a flaw
here because there’s also risk in a bond market, so these are not foolproof sorts of funds. 

The other plan within a 529 plan is simply called “you manage it,” which means you get to pick
the mutual fund of your choice within that plan. Basically the run from growth to bond funds
to any type of fund that’s available on a general market. This again requires quite a bit of
research. Of course, just pick a solid stock index fund, because the costs are low and you’ll
probably be okay.

Unfortunately, most of the 529 lans sold throughout the United States are sold through brokers.
Sixty to 80% of them are sold by people on commission. So the money you put into these plans,
if you’re dealing with a broker or a financial advisor, is clipped. That means they’ll take a com-
mission out of the dollars you put in there. 

Here’s another consideration. Several state plans offer you a tax break. The amazing flexibility
of 529 plans is that you don’t have to invest in your own state plan, so, for example, if you live
in New York and you want to invest in a Nevada plan, you can do that. You just won’t get the
state tax benefit if you invest outside that state. 

So if you are considering a 529 plan, always look at the tax benefits first. Remember, a broker
will not always tell you about these things. If you can deduct some of that money and it’s grow-
ing for you tax deferred, it tends to be a good deal. But you also have to watch expenses. Some
are going to charge you 2%, and that’s horrible because you can spend as little as 0.5% for some
of these plans. 

Look at your state tax plan first. See what the state is offering you in terms of a tax break, but if
you’re going to invest out of state, look at Utah, Nevada, Nebraska, and New York. These are
among the lowest cost plans in the United States. You’re shopping for these things as if you’re
shopping for a car, so you want to spend as little as you can while trying to get all the options
you need.

If you set up a 529 plan, anybody can contribute to it. You can say, “Look, I have this plan set
up. Grandma and Grandpa, you want to help out. Little Johnny doesn’t need another bike; he
doesn’t need any clothes; he doesn’t need any toys, but he does need a college education, so if
you want to write a check, write any amount. Put it in his 529 plan.” 
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Grandparents can set it up too. They can set it up in their name so you can literally have as
many 529 accounts as you have relatives, but the most convenient way is to just set up one
account and you control it. You control the funding. 

If you have two sets of grandparents, aunts and uncles, nephews, nieces, godparents, people like
that, they’ll all want to take part. They will all have an investment in the future of your children,
and it’s a very good feeling once they do this.

Coverdell Educational Savings Account
Another great starter vehicle is called the Coverdell Education Savings Account. This used to be
called an educational IRA, which made no sense at all, but Congress kind of wised up to it and
said, “Well, let’s just call this a Coverdell,” after the Georgia senator. This is a very basic sort of
starter vehicle for college savings. You can use this for any other educational expenses as well,
so it’s not just restricted to college. You can’t save as much in it. You can only save up to $2,000
per child per year, but it’s a great starter vehicle, and it offers you a lot of flexibility. It’s not tied
into any state. It’s not tied into any mutual fund. Every mutual fund company offers it, and if
you’re going to get one, it’s a great way to just get your feet wet in terms of college savings.

Scholarships
What if your child is within two years of entering college? What do you do? Do you panic? No. 

What you do is you go to the Internet and you start searching for scholarships. There are thou-
sands of them out there. Some are pegged to special interest groups, some are pegged to service
groups, and some are pegged to alumni. There are so many scholarships out there that go beg-
ging every year because people have not taken the time to look for them, and the Internet is the
ideal way of looking for them.

Go to any search engine and you will get thousands of different sites that will tell you where to
look for college scholarships. One great site is www.finaid.com. It’s a tremendous resource that
will not only tell you how to fund college, but will give you an estimate of college costs and it
will walk you through this very important form called the FAFSA form. This is the Federal
Student Aid form that you need to fill out if you’re going to apply for student aid. It’s online; it
doesn’t take long to figure out. What it does is it asks you about your income and assets. It asks
you about your children’s income and assets. So if there’s any money in your children’s name, it
will count in a formula in terms of calculating financial aid. 

What most schools look at is not how much you make in terms of income, but in terms of how
much you can contribute to your child’s college education. If you’ve lost a job, or if you’re going
through some transitions, or if you’ve taken a hit in pay, these are actually positive things in
terms of the financial aid formula because the schools, through this FAFSA form, through this
process will say, “Well, you know, a parent has been out of work for a little bit and their income
suffered,” or “They’ve had some extraordinary expenses, so we will give them a break. We will
try to find a little bit more financial aid for them.” Obviously, if you’re doing very well it will
show up on the form, and if your children have a lot of money in their name that will count
even more against them in terms of this formula. 

51 The Late-Start Investor



So here’s another little caution. A lot of people have saved money in terms of trust accounts.
They’re also called UGMAs or UTMAs, which stands for Uniform Gift to Minors Act accounts.
These are the old-fashioned trusts that people used to set up, and they’ve been in place for
years, and basically it hands the money over to your child at age 18. If you have one of these
trusts in place, you might want to talk to a CPA or a financial planner to get the money out of
your child’s name if you think they’ll qualify for aid, because it’s really going to hurt them in
terms of the financial aid formula. There will be some tax consequences, so consult a qualified
tax professional before you make a move. 

Look for every piece of financial aid you can, even if you’re far away from college. Start it in the
junior year of your child’s high school—not the year that they apply. Maybe there is a scholar-
ship program that’s keyed to your ethnic group, or to your church, or to your synagogue, or to
your community. Inquire into your service organizations, your alumni organizations — any
group you belong to. Chances are, they have some sort of scholarship fund, and that’s where
you should go first. And also, do a complete search of what’s on the Internet. See what’s out
there; apply for everything. Many students have done the full search, spent a little bit of time,
and had most of their college paid for. So keep in mind that the money is out there. You have to
look for it. There are these other vehicles. If you’re able to, save. If you’re not, you can probably
get some help.

Incentive Programs
There are two major college incentive programs: Upromise (www.upromise.com) and Babymint
(www.babymint.com). These programs will rebate some of the money you spend at certain ven-
dors. Say if you spend money at a department store or online, they will take 1% of the purchas-
es that you make, or on the credit cards that they issue, and put it into a college savings fund.
They will put it into a 529 program. So if you have a credit card, think about changing it to one
of these cards so that you are saving for college when you’re charging on your credit card. If
you’re going to have a credit card, get it to provide some benefits.

Action Steps:
1) Take a look at your college-saving options. Place a check mark next to the ones that appeal to

you the most:
__ 529 Plan
__ Coverdell Education Savings Account
__ Scholarships
__ Incentive Programs 

2) Now, go set up the vehicles you checked above. Don’t just think about it, pick up the phone
and take action!

Don’t forget, you can also save on your own. If you’ve funded all these vehicles, you can always
set up your own stock index fund and set up your own little college fund. You don’t have to use
all these vehicles. You can do it by yourself, but the important thing is to try something and get
your savings plan going for your kids. Get your family involved, and everybody will be a part of
it, and it’s going to be a great time doing it.
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Session 11: 

Forming an Action Plan 

In this session, we’re going to look at some of the things you can do that are really right in front
of you in terms of streamlining your approach to a new prosperity plan. No matter where you
are in life, you can do these things and they’re very simple to do. 

So what do you need to do? You need to focus on the large expenses, and these are generally
your taxes and your housing expenses.

Taxes
A lot of people have this incredible misunderstanding as to how to regard their taxes. Many peo-
ple are thinking, “Boy, you know, I got a refund this year. That was great.” The truth is, if you’re
getting a refund from Uncle Sam, it means you overpaid Uncle Sam in taxes. It’s nice to get
money back, but what you’ve done is you’ve given the government an interest-free loan for more
than a year. If you asked the government, or a bank, or any financial institution for that matter,
for an interest-free loan, they would laugh you out of the place. People like to get paid for the
use of their money, and when you get a refund from your taxes, you’ve handed over your money
to the government for nothing.

Sit down with your CPA or tax preparer every year. Find out why you’re getting that refund.
Now, you may have that refund earmarked for certain things. However, if you’re not overpaying
in taxes, you can save the money on your own and gain a return on that. Take a hold of that tax
money and put it to better use than giving it to the government. Just sit down with your CPA or
tax person and say, “I’m being over-withheld.” They’ll say, “Look, this is how much we need to
set aside,” so that you’re pretty close to exactly what you owe for that year. Then, you tell your
employer or you adjust it yourself, in terms of your payroll account. 

Another tax issue that people are rather confused about is that they don’t deduct everything that
they possibly could. Your 401(k) contribution is your biggest tax saver, and so many people
don’t even take full advantage of this. If you can boost your contribution in your retirement
plan, do it, because it’s going to help your tax bill and bring it down. So focus on how you can
reduce your taxes. 

Let’s look at some expenses that most people don’t even think about. Say you’re in a transition
right now, and you’re looking for a job. You can deduct certain expenses that go along with
looking for a job, such as résumé preparation, outplacement fees, or employment agency fees.
All these things are deductible, and they go right on your Schedule A on your tax form. 

If you travel for your work and you’re not reimbursed for it, or if you’re self-employed, you can
claim either mileage or the expenses on your car; one or the other, whichever is higher. You
make the choice, and the IRS will allow you to deduct a certain amount of mileage. 

There are also meal and entertainment costs. They’re not fully deductible, but keep your
receipts. Keep a log of anything you do for business. You can even deduct mileage you take
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going to a charity, a church, a synagogue, or a mosque — any sort of volunteer activity, some of
that mileage is deductible.

If you have any legal fees or tax-preparation fees, they are also deductible. Take them off your
taxes; put it on Schedule A. A home office is another way of deducting business. The IRS is very
picky about this, however. You have to be careful. It must be your principal place of business.
So if you have an employer and you occasionally bring some work home and you want to
deduct your den as a home office space, you can’t do that. But if you’re self-employed and you
work out of your house principally, this is something you deduct. You can deduct a portion of
that space in terms of utilities, property tax, and all the other expenses connected with that par-
ticular office. So keep in mind, if you have a home office, it’s a good deduction. 

Also keep in mind that any tools, any uniforms, anything that you use in your work that you’re
not reimbursed for is a deductible expense. If you have union dues and expenses, if you pay fees
to an association, if you have any educational expenses that are not reimbursed, these may be
deductible too.

All these little miscellaneous expenses can really add up, and this is a great way of reducing
your tax liability. Always be asking, “What more can I deduct? What are my major expenses
costing me?” 

Now let’s look at the big types of expenses going out the door.

Mortgage Payments
Most people think, “Wow! A mortgage payment is great. I can deduct the interest. I can also
deduct the property tax. It’s wonderful to have as much of a deduction as possible.” Well, the
government is really only subsidizing up to a third of that. They’re not giving you full credit on
all the money you pay on interest, so why not cut that bill down if you can? The most obvious
way of doing this, if you have the flexibility, if you’re going through a transition, is to move to a
less expensive area. 

Example: Mark and the Mortgage
Mark has a home that has a market value of $500,000. He had to borrow $400,000 for his mort-
gage. He lives in a major metropolitan area and is paying $15,000 in property taxes. Altogether
he’s spending about $3,600 a month, for interest, principal, and escrow for taxes. 

Mark is thinking, “Okay. I can deduct the interest. That’s good. I can deduct the property taxes.”
The truth is he can’t deduct all of those expenses. And the interest rate on the mortgage makes
it a losing proposition. So, he sits down and does the math.

Mark’s monthly mortgage payment:                                                 $3,600
Multiplied by total number of months in the loan:   x (360)
Equals total amount paid for his house loan:                = $1,296,000
Compare to the amount mark borrowed:                                     $400,000*
The difference is dramatic, isn’t it? This is the impact of mortgage interest. You want to save as
much of that interest money as you possibly can. 
*You also need to figure in escrowed amounts for property tax and insurance.
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Suppose Mark could reduce the cost of living. If he moved to a different area, took his $100,000
and put that down on a house that costs less, he would have to borrow less, his mortgage would
be less, he’d be paying much less in mortgage interest. This extra money is now available for his
prosperity plan.

The Monthly Payment Trap
The natural tendency is for a mortgage broker to say to you, “You know, we can save you even
more money to lower your monthly payment.” Well, don’t get caught in this trap, because what
they want is to get you into an adjustable rate mortgage. Now for a lot of people, if they’re
short-term, if they know they’re going to be transferred, if they know they’re going to be in a
property just a short period of time, an adjustable rate mortgage is great because they’ll get the
lowest possible rate on an adjustable mortgage.

The downside of an adjustable mortgage is that when interest rates go up, the mortgage rate
goes up. Your cost of living will go up automatically if interest rates climb. You have no protec-
tion against the cost of living on your mortgage. So keep in mind that while you can get a better
rate with an adjustable rate mortgage, it will cost you if rates go up. If you don’t have the sav-
ings to cushion you against your cost of living, then don’t do it. 

When you are refinancing or getting a new loan, mortgage companies will try to sell you credit
life plans or disability insurance policies. These are exorbitantly priced. They have huge com-
missions for the people who are selling them. You don’t need them. You know, if you can’t pay a
mortgage, you can always sell the house. These are largely insurance plans that benefit the
insurance companies and the banks that sell them. Avoid them at all costs.

If you can, avoid private mortgage insurance (also known as PMI). This is a special kind of
insurance. If you have less than, say, 20% down in your home’s purchase price, you’ll have to
pay PMI. And this doesn’t insure you; this insures the lender in case of default. So you’re actual-
ly paying a premium if you put less money down.

You’ll have the opportunity to switch to a 15-year loan. This can be a really good concept; how-
ever, most people move within seven years of purchasing a house. The 15-year loan is probably
not a good idea for most people unless they know they’re going to be in that house for the next
15 years. The secret that the bankers don’t tell you about is that it’s loaded up with interest.
You’re paying twice as much interest per payment on a 15-year loan versus a 30-year loan. 

You don’t even need a 15-year loan to reduce the term. Mortgages are very simple vehicles. It’s
just a flat-out debt. Once you pay it off, you’re done. You don’t have to pay more, just property
taxes and maintenance expenses. So with a mortgage you can add money to your principal pay-
ment. That means instead of paying, say, a thousand dollars a month on your mortgage, you
can add an extra hundred dollars a month. Actually, you can add as much as you want to that
monthly payment, and guess what? You will pay off your mortgage in a shorter period of time
because you’re reducing the term, and that reduces your total interest bill. 

All you have to do is to be able to commit the money to your principal payment. You have to
earmark the check and tell your bank, “This money goes to principal and not to interest.” So
you’re reducing your term this way and this is how it works.
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Let’s go back to Mark for a moment.

Mark has this $400,000 mortgage and is putting aside $200 extra a month into principal.
Remember, he has a 30-year term, that extra money toward the principal knocks the 30-year
mortgage down to a term of 25 years and 5 months. He’s knocked almost five years off the loan.
But that’s not the best part. 

Because Mark reduced the principal amount that he owes, and the interest is based on the prin-
cipal, he knocks down the total interest bill. That extra $200 a month translates into a savings
of $98,276. 

The more money you put down on principal, the shorter the term and the more interest you can
save. Let’s take our $400,000 loan again, and say Mark wants to add another $200 to the princi-
pal every month. So he’s putting down $400 a month. Now we’re looking at a 21-year loan, 21
years instead of 30, and the interest savings are $159,601!

How could this possibly be? The more you reduce the principal, the less interest is owed on that
principal. There are any number of mortgage calculators on the Web. My favorite all-around
calculator site is www.choosetosave.org. Every mortgage company and every personal finance
site has a mortgage calculator. All you have to do is plug in the mortgage calculator, and you
can figure out how much you save if you add a little bit to your mortgage. You’re shortening the
term. You’re saving on interest.

You don’t need an Ivy League education to figure this out, because it happens automatically. It’s
simple math. 

Now you might be thinking, “Where am I going to get that kind of money?” 

Well, again, you’re looking at lifestyle management issues, and you’re looking at things that you
can save money on. Again, the theme of what we’re talking about is ways to streamline this
whole plan.

Pay Down Your Debts
The average cost of a vehicle for people every year is about $8,000, so let’s say you pay off the
car. It’s nice to be debt-free, and it’s even better if you don’t have car and other vehicle loans. So
you pay off that first vehicle. So you save $8,000 a year. You don’t spend the money you save.
You take that money you would be spending on the car payment, on the SUV payment, on the
truck payment, and you use it to pay down another debt. You pay down your credit-card debt,
or you can pay down your mortgage.

Now for most people, the priority is to pay down that credit card debt. You can’t deduct the
interest. It’s going into a hole. You want to get into a position where you’re saving. You’re not
saving if you’re spending money on credit card debt every month. 

So knock that down first. Then if you’re in real good shape and fully funding your retirement
plans, you have your short-term debt knocked down, your credit-card bill is clean every month,
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then you look at that mortgage payment again. You apply that money to your mortgage, and
this is where you get the money. It’s not a robbing-Peter-to-pay-Paul situation. It’s a helping-
Peter-to-pay-Paul’s situation, and that’s the wonderful part about it, and it works for anybody,
and you just have to focus on the major expenses.

Action Step:
Take out the records of all your major expenses. Put them on the table, and say to yourself,
“How do we get these down to nothing?” And of course, your priority is always your credit card.
Get that out of the way. Then you focus on your retirement plan; how do you pay yourself first?
And the third priority, getting that mortgage down. 

It’s very simple if you focus on the big expenses, work on those, make them part of your action
plan, and you’re moving forward. You may lose your mortgage interest deduction, but you can
contribute more to charity.

Once you get to the place where you’re seeing the light of day, you’re able to give back, and
that’s one of the best parts of this plan. 
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Session 12: 

Maintaining and Growing Good Life Habits

If you learn nothing else about creating a new prosperity, learn that failure is good. The remark-
able thing about life is that it gives you so many opportunities to learn. Failure is the best vehi-
cle for human learning. It is the one thing that can trigger so much growth, and if you use it to
your advantage, turn crisis into opportunity, then you will have your new prosperity.

Failure gives you strength if you learn from it.

A lot of people are going to tell you, “If you failed in the market, you shouldn’t get back in
again.” Instead, take that knowledge of the failure and convert it into growth.

Your life’s going to change. Change is the only constant in life. You can count on things becom-
ing difficult. You can count on failing.

But, this shouldn’t keep you from moving forward. What are some of the reasons you might
stop implementing your new prosperity plan? Two of these barriers are procrastination and
indifference.

Procrastination
Procrastination, in this sense, is developing a new prosperity plan and then not doing it. It’s not
working through the exercises in the workbook; it’s not making the calls and taking the action.

There are three reasons why people procrastinate. 1) They don’t really want to do it (like clean-
ing the garage), 2) They don’t know how to do it, or 3) They haven’t set aside the time to do it.

This program eliminates all three reasons. You want to do it, or you wouldn’t have bought the
program. You’re learning how to do it by reading the workbook and listening to the audio. And,
you’re setting aside time to do it when you complete the action steps.

In this new prosperity plan, you’re going to sit down, and you’re going to look at everything you
need to know about your financial situation, your goals, your aspirations, your need for educa-
tion, and put it all on the table and read it and make statements as to what you want to do,
what you have done, and where you’re going. You’re documenting it, and you have a plan.

What really fuels your new prosperity plan is knowledge. If you want to educate yourself, you
can, and it doesn’t cost you anything. Most of it you can do for free. You could go to the library
and learn it. You can go online and learn it. None of this stuff requires a college degree. So even
if you think you don’t know something, that’s a good start. That’s admitting that you can learn,
that you need to learn, and you just have to put everything into motion so that the knowledge is
building you up.
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Indifference
How do you cure indifference? Ultimately, your objective is to enjoy your life. Who cares how
much money you save? Who cares how much income you make over your lifetime? It’s irrele-
vant. If you hate your life, it’s all for naught. 

There are a lot of people who have made a lot of money in their lifetimes, and they’re miserable.
They don’t own their own time. They don’t have any meaning to their life ,and they are very
unhappy.

Where are we headed? We’re headed toward happiness. We’re headed toward injecting joy into
your life, and that’s the most important thing. Can you have fun and do all this stuff? Of course,
you can, and that’s the theme of this program. 
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Program Review
Establish Goals
First of all, establish some goals. Write them down, discuss them with your significant other,
and make sure that you review them from time to time to make sure that you’re on track. Note
any progress, reward yourself, go out and get an ice cream if you’re on your track. Part of mak-
ing this plan work is that you give yourself rewards. You don’t have to go out and buy a new car.
You don’t have to go out and buy a whole new wardrobe. You can just give yourself a little treat.
Buy yourself a pizza. Take your family out. Have a good time. The important thing is you have
goals, you’re on the path, and you need to reward yourself from time to time.

Identify How Much Money to Put Aside
If you put at least 10% away, you’re going to be doing fine. If you can put away more than that,
you’re going to be doing even better. So exceed your expectations. When your expectations are
exceeded, that’s a reward in and of itself.

Fund Your New Prosperity Plan
Always look at funding your new prosperity plan with low-expense mutual funds. Diversify. Also
keep in mind that you need emergency funds. You need cash to cover the unforeseen circum-
stances. Make sure you have a money market fund, and if you want to insulate yourself from
inflation and stock market risk, you’ll always have the option of TIPS and I-Bonds through the
Treasury Department. You can buy these and provide a little bit of a security blanket for the
money that you’re trying to save.

Watch Your Expenses
Also keep in mind that really what you’re looking at are the major expenses in your life, the
housing expenses, transportation, and anything connected with those two items and all the
other incidental items so that you are able to pay your bills every month. That’s a major objec-
tive, nothing sexy about it, but if you do this, you will be three-quarters of the way there, and
you’ll be ahead of most people in terms of saving for your new prosperity plan.

Get a SUSTAINABLE Life
Now, most importantly, you are looking for a sustainable life. You are trying to do something
here that a lot of people haven’t done, and it’s going to be difficult. You’re finding equilibrium in
your life, a certain kind of ecology that works. You’re working with your family. You have the
right work style. You’re not spending too much time in the workplace. You are contributing to
your community, and guess what? You’ll have money and time left over to enjoy even more of
your life. So there’s another reward built into this system.

Keep Learning
You have to keep learning. You have to fill your mind with new ideas, whether they’re related to
your job or not. They may have nothing to do with your job. They may have nothing to do with
things you need to know. Keep your mind engaged. Keep your spirit engaged. Do something
that is rewarding, fulfilling, and is going to help somebody else. This is going to help you grow.
So not only are you gaining knowledge, acquiring new information, but you’re putting it to use.
You’re developing as a person, and as a result, you’re helping everybody else around you.
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Reduce the Junk
Reduce the wastefulness in your life. Just look in your closet or your garage and see all the
things that you accumulate that you don’t need. You can also have this experience by looking at
your credit-card statement or any way that you’re incurring expenses, and ask, “Does this add
value to my to my life? Do I really use this?” 

You just start out by the simple act of cleaning out the junk, and it’s amazing how you will feel.
You’ll have this new sense that you are reducing to gain. What you don’t need, you can give
away. You can donate clothes, cars, computers, just about anything to a charity. That makes you
feel good, reduces the clutter in your life, and makes you focus on the things that you really
need. 

By reducing the clutter in your life, the noise, the extraneous details, the things that you don’t
need, the things that don’t add value to your life, you can enhance it. 

Re-examine Your Work
Keep in mind that your work is not necessarily who you are. Who you are is a complex mélange
of experiences and knowledge. It’s unfair to label yourself. 

Find a way you can disconnect your identity from the work you do. Find a way to say, “Look,
I’m a poet.” “I’m a writer.” “I’m a... ” (whatever else it is that you do that you feel passionate
about). Have a little fun with your identity, and in terms of who you are; and who you think you
are is more often than not the person you will become. 

Forget the Status Symbols
Get your new prosperity plan to the point at which you’re no longer thinking about it. It is
working for you, and you don’t have to work for it. Forget about the status of spending. Forget
about the idea of working exclusively for money to pay bills. Once you have these things out of
the way, your life is going to be very much more enjoyable than what it was before.

The meaning you have in life, the meaning you have in work, has infinite value. You can’t put a
price tag on it, and it constantly gives you something. It constantly restores you, renews you,
and helps you grow. Keep in mind that in creating balance and understanding sustainable
lifestyles and managing these things, that you are doing them to create value in your life — and
it has an infinite value.

Continuous Education
Another objective is continuous education. Don’t think that if you have a degree, a certificate in
something, specialized training, that’s it. Keep getting an education all the time, no matter what
your age, and just keep getting it because there’s so much to learn. So think about continuous
education. This should be part of your new prosperity plan. 

Continuous Spiritual and Emotional Growth
Real growth comes from knowledge, from gaining from that experience. Build upon failure. 
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Get Involved in Your Community
A lot of people are living these cocoon lifestyles, where they just don’t go out. They don’t see
what their neighbors are doing. They don’t know what’s going on. And a lot of communities
need to be restored; they need to be strengthened. 

Get Rid of the Losers
All your investments should be growing and working for you. If you’ve got losers in your portfo-
lio, you should get rid of them. It’s hard to do because of human nature, but again, it’s admit-
ting failure, and you move on and you learn from it.

Give It Time
You’ve got to give yourself time. This isn’t going to happen overnight. You’re going to have to
adjust these things, and they’ll become more powerful if they’re attuned to where you are at,
and life always changes, so this is a dynamic process. Just keep that in mind.

Communicate
Another thing, which is just critical to making your new prosperity plan work, is communica-
tion. Communicate with yourself. Make sure you review the material you wrote in this work-
book. You’ve also got to talk to yourself about it. You have to talk to others about it. If you have
a spouse involved, a significant other, a partner, make sure that he or she understands what
you’re doing and how you’re doing it, and he or she can give you great feedback. It’s a very posi-
tive process.

Be Flexible
If something doesn’t work in your plan, try something else. There are any number of ways to
save for retirement, if that’s what you choose to call it;, college savings, emergency savings, so
many options out there. They are increasing by the day. Look at things that are out there and
realize none of this is really set in stone. You have a little bit of flexibility. You don’t have to
commit to something and say, “Well, you know, I’m locked into this.” You’re not locked into any-
thing. This is a flexible, sustainable plan. If it needs to be changed, you can change it.

Building your new prosperity is going to be fun because the rewards are infinite. If you have
something that you’re striving for, you’re going to get there, and your new prosperity plan is
going to do it.

Follow your passion, and your new prosperity plan
will be working for you every day.
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The material in this program and corresponding reference guidebook contains historical per-
formance data. Presentation of performance data does not imply that similar results will be
achieved in the future. Rather, past performance is no indication of future results and any asser-
tion to the contrary is a federal offense. Any such data is provided merely for illustrative and
discussion purposes; rather than focusing on the time periods used or the results derived, the
listener/reader should focus on the underlying principles.  

None of the material presented here is intended to serve as the basis for any financial decision,
nor does any of the information contained within constitute an offer to buy or sell any security.
Such an offer is made only be prospectus, which you should read carefully before investing or
sending money.

The material presented in this program and the accompanying reference guidebook is accurate
to the best of the author's knowledge. However, performance data changes over time, and laws
frequently change as well, and the author's advice could change accordingly. Therefore, the lis-
tener/reader is encouraged to verify the status of such information before acting.  

The author and the publisher expressly disclaim liability for any losses that may be sustained by
the use of the material in this program and the accompanying reference guidebook.
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