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Introduction. 
ü Wouldn’t it be great to know how the world’s financial systems work and how money could work 

for you instead of the other way round? 
 

ü Wouldn’t it be better if you could also know how to hit your financial goals with a fair degree of 
certainty? 

Most of us would answer a resounding yes to those questions. For many people, the goal of making 
money is not the accumulation of wealth for wealth’s sake; instead, the goal is to have enough money 
to do the things we’re passionate about. But very few people have a lot of money, and the time to 
enjoy it. 

There are only three things people need to know about wealth: how to create it, how to protect it, 
and how to distribute it. But most people never figure out how to do all three, although almost anyone 
can. The key to doing so lies in applying a simple principle: 

 

Since you spend most of your time trying to make money, in the profession of your choice, isn’t it 

logical that you learn more about money itself? 

 

Based on this principle, this book explains how money works in today’s global financial systems and 
how you can follow simple yet effective techniques for making and managing wealth better.  

The information in this book is widely available in the public domain, but very few people have access 
to it simply because they don’t know where to find it. I have collated this important information and 
summarized it; in easy to read language that can be understood by the average person, who may not 
be in the finance industry. 

As an Independent Financial Advisor, based in Dubai since October 1997, I have helped many expats 
from different nationalities and occupations. My discussions with them on financial matters revealed 
common concerns about Personal Financial Planning and Wealth Management. 
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Common Concerns of Expats 

 

• I spend first, and save the remaining 

• I never have enough money at the end of the month to do anything meaningful 

• I have a substantial disposable income, but I don’t know where to invest 

• I am not a finance guy and investing is not for me 

• I don’t know much about different investment options or how investments work  

• I have a huge lump sum in the bank and I don’t know what to do with it 

• I keep my money in the bank 

• I invest only in my home country 

• I invest only in property 

• I invest only in Gold 

• I only do fixed deposits with my money  

• How much do I need to put aside every month to save for my child’s education? 

• How much do I need to put aside every month to save for my retirement? 

• How do I protect my assets? 

• How do I replace my income? 

 

The Goal of this book 
This book aims to answer the questions above and give the layperson a clearer understanding of- 

ü ‘How money works’, and  

ü ‘How to achieve personal financial goals through planning’ 
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How the Monetary System Works 
Wealth, Cash and Money 
This book revolves around the topic of “Wealth”. So let’s look at the definition of wealth. 

 

What is Wealth? 
‘Wealth’ is measured in ‘time’ or the number of months you can maintain your 
current lifestyle before you run out of money.  

So, if your monthly expenses are $5,000 and your bank balance is $50,000, you 

are wealthy for 10 months. 

 

What is Cash? 
This question may sound silly, but most people equate money with cash. Cash 
is just the physical money you have in your wallet or at home. Money in the 
bank is not cash. 

Money that is physically not in your possession is not Cash. 

 

What is Money? 
Now I am going to challenge your definition of money. If there is one idea you can take away by 
reading this book, I really hope it is this one. Think about it for a moment, if ‘cash’ is money in your 
possession, what is that stuff in the bank? 

Money in the bank is ‘Debt’ 

How? If you want proof, ask your banker. Bankers call customers deposits in their bank accounts 
‘Liabilities’. This means ‘they are legally bound to pay you back your money in your account as 
‘Cash’, should you wish to withdraw it. 
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The Bank for International Settlements (BIS) 
The BIS is an international organization fostering the cooperation of central banks and international 
monetary policy makers. Established in 1930, it is the oldest international financial organization, and 
was created to administer the transaction of monies according to the Treaty of Versailles. Among 
others, its main goals are to promote information sharing and to be a key center for economic 
research. 

The real purpose of the BIS is to help the International Banking Cartels  

control the world economies and make money.  

Essentially, the BIS is a central bank for central banks; it does not provide financial services to 
individuals or corporations. The BIS is located in Basel, Switzerland, and has representative offices 
in Mexico City and Hong Kong. Member banks include the Bank of Canada, the Federal Reserve 
Bank and the European Central Bank. 

 

Money as Debt 
This topic is very important, and central to the theme of this 
book. To understand the concept of ‘Money as Debt’, one needs 
to understand how the ‘International Fractional Reserve Banking 
System’ works. 

The history of the Federal Reserve System in the US is also 
important to understand how the world economies work. The 
central banks of most countries follow very similar fractional 
banking systems that are governed by the Bank of International 
Settlements (BIS). The top bankers in the world run the BIS. 
Thus their fates are tied to the fate of the US dollar and the US economy. 

“Each and every time a bank makes a loan (or purchases securities); new bank 
credit is created — new deposits — brand new money.” 
(Walters, 1939), Director, Bank of Canada 

Over the years, the fractional reserve banking system and its integrated network of banks backed by 
a central bank has become the dominant money system of the world. At the same time, the fraction 
of gold backing the debt money has steadily shrunk to nothing. 

Money used to represent VALUE - Money now represents DEBT 

The basic nature of money has changed.  

In the past, a paper dollar was actually a receipt that could be redeemed for a fixed weight of gold or 
silver. In the present, a paper or digital dollar can only be redeemed for another paper or digital 
dollar. 

In the past, privately created bank credit existed only in the form of private banknotes, which 
people had the choice to refuse just as we have the choice to refuse someone’s private check today. In 
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the present, privately created bank credit is legally convertible to government issued “fiat” 
currency, the dollars, the loonies (Canadian dollars) and the pounds we habitually think of as money. 
Fiat currency is money created by government fiat, or decree, and legal tender laws declare that 
citizens must accept this fiat money as payment for debt or else the courts will not enforce the 
obligation. 

So, now the question is… If governments and banks can both just create money,  

then how much money exists? 

In the past, the total amount of money in existence was limited to the actual physical quantities of 
whatever commodity was in use as money. For example, in order for new gold or silver money to be 
created, more gold or silver had to be found and dug out of the ground.  

In the present, money is literally created as debt. New money is created whenever anyone takes a loan 
from a bank. As a result, the total amount of money that can be created has only one real limit - the 
total level of debt. 

"The process by which banks create money is so simple the mind is repelled." 
(Galbraith, 1975), Economist  

 
Governments place an additional statutory limit on the 
creation of new money, by enforcing rules known as 
fractional reserve requirements.  

Essentially arbitrary, fractional reserve requirements vary 
from country to country and from time to time.  

In the past, it was common to require banks to have at least 
one dollar’s worth of real gold in the vault to back 10 dollars 
worth of debt money created. 

 

Today, reserve requirement ratios no longer apply to the ratio of 

new money to gold on deposit, but merely to the ratio of new debt money to existing debt money on deposit in 

the bank. 

Today, a bank’s reserves consists of three things: the amount of government-issued cash that the 
bank has in its vault, the amount of credit it has with the central bank, and the amount of already 
existing debt money the bank has on deposit. 

"Permit me to issue and control the money of a nation, and I care not who makes 
its laws." 
(Rothschild, n.d.), International Banker  
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How Money is created by Banks 

Did you know that by keeping your money in the bank,  

you are contributing to your own inflation? 

 

"I am afraid that the ordinary citizen will not like to be told that banks can and do 
create money ...And they who control the credit of the nation direct the policy of 
Governments and hold in the hollow of their hands the destiny of the people" 
 
(Mckenna, n.d.) Past Chairman of the Board,  
Midlands Bank of England  
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Let’s imagine that a new bank has just started up and 
has no depositors yet. Investors have paid for the bank’s 
infrastructure and have supplied it with sufficient cash 
to meet the demand for cash withdrawals. Typically, 
cash in the vault will amount to no more than one 
dollar for every 20 or 30 dollars that could be 
demanded from the bank. The bank has joined the 
central bank system, which permits the new bank to 
borrow cash from the central bank if it’s needed. 

The doors open and the new bank welcomes its first 
loan customer. The customer needs $10,000 to buy a 
car. On approval, the bank creates an account for the 
borrower and types in that the borrower owes the bank 
$10,000. This $10,000 is not taken from anywhere. It 
is created on the spot. The borrower does not take this 
money out in cash. Instead he writes a check on his 
account to buy the car. 

The seller then deposits this newly created $10,000 check at her bank. At a ratio of 9:1, this new 
$10,000 deposit allows the seller’s bank to create a new loan of $9,000.  

If a third party then deposits that $9,000 in another bank, it becomes the legal basis for a third issue 
of bank credit, this time for the amount of $8,100. 

Like one of those Russian dolls, each layer of which 

contains a smaller doll inside, each new deposit contains 

the potential for a slightly smaller loan in a decreasing 

series. 

Now, at any stage, if the money created is taken in cash 
and not deposited at a bank, the process stops. That’s 
the unpredictable part of the money creation 
mechanism. 

But more likely, at every step, the new bank credit 
money will be deposited at a bank, and the reserve ratio process can repeat itself over and over until 
almost $100,000 of brand new bank credit money has been created within the banking system. 

All of this new money has been created entirely from debt, and all transactions have been carried 
out with bank credit. None of the banks involved have needed to use any of the cash in their vaults. 

“Thus, our national circulating medium is now at the mercy of loan transactions of 
banks, which lend, not money, but promises to supply money they do not possess.” 
(Fisher, The Concise Encyclopedia of Economics, 1922), Economist and Author  

What’s more, under this ingenious system, the books of each bank in the chain must show that the 
bank has 10% more on deposit than it has out on loan. This gives banks a very real incentive to seek 
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deposits to be able to make loans, supporting the general but misleading impression that loans come 
out of deposits.  

Now, it can’t be said that any one bank got to multiply the initial $10,000 of bank credit into $100,000 
of bank credit. However, the banking system is a closed loop. Bank credit created at one bank becomes 
a deposit in another, and so on and so on. 

In a theoretical world of perfectly equal exchanges, the banks would owe each other nothing at the 
end of the day, and the $10,000 created out of thin air as a loan by the first bank could indeed become 
almost $100,000 of new loan money in the banking system. 

If that sounds ridiculous, try this. Actual reserve ratios can be much higher than 9:1. For some types 
of accounts, twenty to one and thirty-three to one ratios are common. There are also many exceptions 
where NO reserve requirements apply at all! So...while the rules are complex the common sense 
reality is actually quite simple. 

Banks can create as much money as we can borrow. 

Despite the endlessly presented mint footage, government-created money typically 
accounts for less than 5% of the money in circulation. Someone signing a pledge of 
indebtedness to a bank today created more than 95% of all money in existence.  
(Grignon, 2002) 

What’s more, this bank credit money is being created and destroyed in huge amounts every day, as 
new loans are made and old ones repaid. Banks can only practice this money system with the active 
cooperation of government. 

ü First, governments pass legal tender laws to make the use of national fiat currency mandatory. 

ü Secondly, governments allow private bank credit to be paid out in this government currency. 

ü Thirdly, government courts enforce debts as payable in this currency.  

ü And lastly, governments pass regulations to protect the money system’s functionality and 
credibility with the public while doing nothing to inform the public about where money really 
comes from. 
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The Simple Truth 
The simple truth is that, when we sign on the dotted line for a so-
called loan or mortgage, our signed pledge of payment, backed by 
the assets we pledge to forfeit should we fail to pay, is the only thing 
of real value involved in the transaction. 

To anyone who believes that the banks will honor their pledge, and 
that their loan agreement or mortgage is now a portable, 
exchangeable and saleable piece of paper, needs to think again. It’s 
an IOU. It represents value and it is therefore a form of money. 
This money the borrower exchanges for the bank’s so-called loan. 

Now a loan in the real world means that the lender must have 
something to lend. If you need a hammer, my loaning you a promise 
to provide a hammer I don’t have, won’t be of much help. But in the artificial world of money, a bank 
is allowed to pass off its promise to pay money it doesn’t have, as money and we accept it as such. 

Once the borrower signs the pledge of debt, the bank then balances the transaction by creating, with 
a few keystrokes on a computer, a matching debt of the bank to the borrower. From the borrower’s 
point of view this becomes “loan money” in his or her account, and because the government allows 
this debt of the bank to the borrower to be converted to government fiat currency, everyone 
has to accept it as money. 

Again the basic truth is very simple. Without the document the borrower signed, the banker would have 

nothing to lend! 

Have you ever wondered how everyone...governments, corporations, small businesses, families can 
all be in debt at the same time and for such astronomical amounts? Have you ever questioned how 
there can be that much money out there to lend? Now you know. There isn’t. 

Banks do not lend money. They simply create it from debt.  

Since debt is potentially unlimited, so is the supply of money. 

"If all the bank loans were paid, no one could have a bank deposit, and there would 
not be a dollar of coin or currency in circulation. This is a staggering thought. We 
are completely dependent on the commercial banks. Someone has to borrow every 
dollar we have in circulation, cash, or credit. If the banks create ample synthetic 
money we are prosperous; if not, we starve. We are absolutely without a permanent 
money system. When one gets a complete grasp of the picture, the tragic absurdity of 
our hopeless situation is almost incredible -- but there it is." 
(Hemphill, 1935), Credit Manager, Federal Reserve Bank, Atlanta 
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Debt Causes Inflation 

"Banks lend by creating credit. They create the means of payment out of nothing."  
(Hawtrey, n.d.), Former Secretary of the British Treasury  

That’s not all. Banks create only the amount of the Principal. They don’t create the money to pay the 
Interest. Where is that supposed to come from? 

The only place borrowers can go to obtain the money to pay interest is the general economy’s overall 
money supply. Almost all that overall money supply has been created exactly the same way –as bank 
credit that has to be paid back with more than was created! 

So everywhere, there are other borrowers in the same situation, frantically trying to obtain the money they need 

to pay back both Principal and Interest from a total money pool, which contains only Principal. 

It’s clearly impossible for everyone to pay back the Principal plus the Interest unless every penny of 
interest the lenders take in is recycled back to those who 
need this money to make their payments.  

This means interest earnings must be 100% spent so that 
borrowers can earn these dollars repeatedly. While much 
is spent as interest to depositors, operating expenses and 
dividends, some of the interest income becomes new loans 
at interest, or investments, creating additional demand for 
money and an ultimate shortage of debt-free money 
available for borrowers to earn. 

To maintain a functional society, the rate of foreclosure 
needs to be low. So, to accomplish this, more and more new 
debt money has to be created to satisfy today’s demands for money to service the previous debt. Of 
course, this just makes the total debt bigger, and that means more interest must ultimately be paid, 
resulting in an ever-escalating and inescapable spiral of mounting indebtedness. 

It is only the time lag between money’s creation as new loans, and its repayment that keeps the overall 
shortage of money from catching up and bankrupting the entire system. However, as the banks’ 
insatiable credit monster gets bigger and bigger, the need to create more and more debt money to 
feed it becomes increasingly urgent. 

"If two parties, instead of being a bank and an individual, were an individual and 
an individual, they could not inflate the circulating medium by a loan transaction, 
for the simple reason that the lender could not lend what he didn't have, as banks 
can do. Only commercial banks and trust companies can lend money that they 
manufacture by lending it." 
(Fisher, 100% Money, 1935), Economist  
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A vicious cycle 
Debt facilitates production and trade. As the debt supply increases, money just becomes increasingly 
worthless unless the volume of production and trade in the real world grows by the same amount. 

Add to this the realization that when we hear that the economy is growing at 3% per year, it sounds 
like a constant rate. But it’s not. This year’s 3% represents more real goods and services than last 
year’s 3% because it’s 3% of the new total. Instead of a straight line as is naturally visualized from the 
words, it is really an exponential curve getting steeper and steeper. 

More money is needed to fuel this growth and that is generated through debt, so the total debt, and 
subsequently the total money supply continues to grow, causing money in the system to 
become more worthless. 

This is called inflation. 

It’s the value of money falling every year that causes inflation, 

 NOT the rise in cost of goods and services. 

No Debt No Money 

“That is what our money system is. If there were no debts in our money system, 
there wouldn’t be any money.” 
 
(Eccles, n.d.), Chairman and Governor of the Federal Reserve Board  

 

If this is news to you, you are not alone. Most people 
imagine that if all debts were paid off, the state of the 
economy would improve.  

It’s certainly true on an individual level. Just as we have 
more money to spend when our loan payments are 
finished, we think that if everyone were out of debt, there 
would be more money to spend in general. 

 

But the truth is the exact opposite where national economies are concerned.  
If banks stopped lending there would be no money at all! 
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Predictions for the near future (2015 to 2020) 

The world economies are just recovering from the recent recession,  

but the fact is starting 2015, there will be a bigger recession in global markets. 

Factors that support this conclusion 
ü In the earlier sections, we have proven without a doubt that ‘No Debt equals No Money’ 
ü The central banks of most countries including the UAE are following the BASEL III standard 

for international banking. 
ü The Bank for International Settlements (BIS), which governs BASEL III standard, has decided 

to raise the Liquidity Coverage Ratio (LCR) starting 2015. 
ü The LCR will be raised from the current 10% to 60% in 2015. 
ü In 2016 it will be raised to 70% 
ü In 2017 it will be raised to 80% 
ü In 2018 it will be raised to 90%, and 
ü The LCR in 2020 will be 100% 
ü This means that banks will only be able to lend the money they have, instead of fictional 

money by 2020. 

Specifically, the LCR will be introduced as planned on 1 January 2015, but the 
minimum requirement will begin at 60%, rising in equal annual steps of 
10 percentage points to reach 100% on 1 January 2019.  
 
(BIS.ORG, 2013) 

This will significantly reduce the money available through loans globally, thereby crippling the world economy. 

Growth will slow to a halt and eventually create a depression. 
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Summary of the facts thus far 
Wealth is measured in terms of time – how long your money will last at a given rate of spending 

 

 

Money not in your physical possession, is not CASH 

 

 

Money in the Bank is DEBT 

 

 

The more you keep money in the bank, the more you contribute to inflation 

 

 

Inflation affects us all; so don’t keep your money in the bank. 

 

 

You cannot escape the modern monetary system in its entirety 

 

 

The world economy will move into depression by 2020 

 

 

But you can still take steps to mitigate the risks, grow and protect your wealth. 
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What you can do about it 
The sad truth is ‘Our current financial banking systems are flawed by design’, designed by the wealthy 
few who own the banks and the largest business empires. These people are so powerful that they 
control the rise and fall of governments worldwide. They also control the rise and fall of the global 
economy. This is a global system, so pervasive, and woven into the very fabric of the current financial 
system, that changing it will take a lifetime, and may very well be impossible for normal individuals.  

Short of changing the world, the average individual can take some steps to manage wealth properly 
and contribute to fixing these issues in the system. 

Increase your Financial Awareness 
You have studied for many years to be the best in your 
profession. All this effort was, and is directed towards making 
money and meeting your personal financial goals. 

Isn’t it logical that if the end goal is to make money,  

you should study about -  

How to Make Your Money Work for You? 

 
Reading this book is the first step. In the later chapters, you 
will find more educational information on how investments work and how the markets work. You will 
also get information on which investments are risky and which are safe. 

Reduce Bad Debt 
It's almost impossible to live debt-free; most of us can't pay cash 
for our homes or our children's college educations. Too many of 
us let debt get out of hand. 

Ideally, experts say, your total monthly long-term debt payments, 

including your mortgage and credit cards, should not exceed 36% of 

your gross monthly income.  

That's one metric mortgage bankers consider when assessing the 
creditworthiness of a potential borrower. Of course, avoiding 
debt at any cost is not smart either, if it means depleting your cash 
reserves for emergencies.  

The challenge is learning how to judge which debt makes sense, and which does not and then wisely 
managing the money you do borrow. 
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Good debt includes anything you need but can't afford to pay for up front without wiping out cash 
reserves or liquidating all your investments. In cases where debt makes sense, only take those loans 
for which you can afford the monthly payments. 

Bad debt includes debt you've taken on for things you don't need and can't afford (that trip to Bora 
Bora, for instance). 

The worst form of debt is credit-card debt, since it usually carries the highest interest rates. 

Sometimes the decision to borrow doesn't hinge on how much cash you have but on whether there 
are ways to make your money work harder for you. If interest rates are low, compare what you'll 
spend in interest on a loan versus what your money could earn if it were invested. 

If you think you can get a higher return from investing your cash, than what you'll pay in  

interest on a loan, borrowing a small amount at a low rate may make sense. 

Invest Money 
Don’t keep money in the bank unnecessarily. When you keep money in the bank you are giving 
the bank a free rein to create 9 times more money than you have deposited, thereby contributing 
to inflation.  

Keep enough money in the bank to service 6 months of ongoing monthly expenses.  

Invest the rest. 
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Create a Personal Financial Plan 

Get serious about Personal Financial Planning, and  

Create your own Personal Financial Plan.  

Personal Financial Planning is nothing but a method of keeping more of the money you make and 
using it to meet your financial goals and objectives. The way these basic well-known principles are 
applied can make the difference between ‘Success and Failure’ or ‘Happiness and Sorrow’. 

 
The principles of personal financial planning are really not too hard to understand and apply and 
consist of the following steps - 

Personal Balance Sheet 
Robert Kiyosaki, the well-known and renowned author of the best-selling book ‘Rich Dad Poor Dad’, 
says that creating a personal balance sheet is the first and most basic step of Personal Financial 
Planning. 

Take stock of your current situation 

A Personal Balance Sheet is a way of calculating - 

ü Your Net Worth, and 

ü Your monthly cash-flow 
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Net Worth 
Your ‘Net Worth’ is nothing but your ‘Total Assets’ minus your ‘Total Liabilities’. Very simply, 
‘Assets’ are things that put money in your pocket, and ‘Liabilities’ are things that take money out of 
your pocket. 

Logically it follows that the higher your net worth the more secure you are financially. 

Cash Flow 
Your monthly cash flow is simply your ‘Total Income’ minus your ‘Total Expenses’ on a monthly 
basis. This also means that the higher your cash flow, the more disposable income you will have to 
commit towards meeting your financial goals. 

 

How to make a Personal Balance Sheet? 
To create your own Personal Balance Sheet, you can download a FREE Excel template I have 
created. Excel Template - Personal Balance Sheet.  
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Create your Financial Planning Pyramid 
The financial pyramid is the main part of the Financial Planning Process. The planning process 
always starts with a base plan, which is a written Personal Financial Plan. 

 

You should enlist the help of a Certified Financial Planner to help do this correctly. 

 

As you can see from the picture above, the personal financial planning pyramid relies on having a solid 

foundation of protection on which the rest of the pyramid is set up. 
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Financial Planning Checklist 

Protection 
Protection, or more appropriately ‘Income 
Protection’, revolves around replacing income in 
case of unplanned events happening to you. 

Replace your income 

 

Medical Insurance 
Medical insurance is meant to take care of immediate medical expenses for any 
medical condition no matter how big or small.  

Get medical insurance, & avoid spending a lot of money on expensive treatments. 

Critical Illness Insurance 
The next step after medical insurance is to take care of income replacement in 
case of major illnesses such as ‘Heart Attacks’, ‘Cancer’, ‘Brain tumors’, ‘Multiple 
Sclerosis’…etc.  

Get a critical illness policy that pays out a lump sum when any of the qualifying 

illnesses occur within the term of the insurance policy. 

Disability Insurance 
As the name suggests, disability insurance replaces your 
income in case of disability resulting from any type of accident. 

Get a disability insurance policy that pays out a lump sum if you are permanently 

disabled within the term of the policy. 

Life Insurance 
Finally, Life insurance replaces income lost due to the death of the breadwinner.  

Consider how many people will suffer from your death, how much would they need every month and 
what would be the consequences of not having adequate insurance? 

Secure your family’s future through adequate Life insurance 

 

Wills 
Wills protect your income from falling into the wrong hands or not being 
distributed correctly in case of your demise. 

Do you have a Will? 
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Debt Reduction 
Reduce your debts by planning your spending habits, and protect your income from loss, thus making 
it available to achieve your financial goals. Start by taking stock of where your money is being spent.  

Use this personal balance sheet I have created for you. 

 

Regular Savings 
The next step in the pyramid is putting money aside 
towards your planned commitments. Planned 
commitments could be any of the following. 

 

Emergency Fund 
Emergencies can happen at any time. The only way to survive without problems is to be prepared.  

Put aside at least six months of income for the rainy day, the day when you most need it in case of 

emergencies. 

Children’s Education planning 
Putting aside money for your child’s higher education fees is the best 
gift parents can give their children.  

Start an education savings plan to secure your children’s future. 

Retirement planning 
Financial independence during retirement is very important if you do 

not want to depend on someone else for your expense during the twilight 
years. Saving money now, to have a retirement income is the only way 
forward. 

Start a retirement savings plan now for your retirement 
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Home ownership planning 
Buying their own home to live in is every person’s dream at some point 
during their life. Like other planned goals, regular savings can also achieve 
this goal. 

Start a savings plan to accumulate capital and buy your dream home 

 

Lifetime aspirations 
Lifetime aspirations like traveling across the world, buying the dream car, etc... also need proper 
planning and regular savings. 
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Growth and Diversification 
This phase of financial planning should only be started once the 
first two phases have been taken care of.  

Investing in stocks, bonds, mutual funds and ETFs require 
proper research and slightly higher understanding of how the 
markets and different asset classes work. Proper research and 
patience is the key to succeeding in this phase.  

This phase is designed to maximize the growth of disposable income through taking calculated risks. 

Speculation 
Speculation is not for the weak-hearted and generally also known as 
the wealth-accumulation phase of financial planning.  

You only think about speculation when you can afford to lose the 
money at stake and not be affected financially. 

Different ways of getting into the speculation phase of investing are 
by investing into high-risk asset classes such as ‘Futures’, 
‘Commodities’, ‘Forex’ and ‘Real Estate’.  

Yes! Real estate is a high-risk asset class, because mostly the amounts at stake are high and almost anything 

can affect the property value. 

Distribution 
Distribution of the wealth built-up during the lifetime is the 
final stage of financial planning. This can be achieved 
through proper estate planning and succession planning. 

Wealth distribution planning ensures that instructions 
regarding the distribution of assets and possessions after 
death are carried out. Wealth distribution involves the 
essential financial planning strategies of creating a will or 
trust to establish how wealth should be transferred.  

Individuals, who have created a will, have executed the first and most basic of financial planning 
strategies for wealth distribution. A will is the document that identifies how you would like your 
property distributed.  

As one of your financial planning strategies for wealth distribution, you need to make certain that 
your will specifies who should inherit specific items of property, a guardian and alternative guardian 
for children and the name of your executor. Your executor is responsible for following through with 
the directions you leave in your will, including distribution of property, and paying any debts and 
taxes owed by you after your death.  

Wills should be updated or reviewed every few years or in the event of a marriage or divorce, the 
adding of a child to your family and the unfortunate passing of a family member or beneficiary of 
your estate. This review is essential to your basic financial planning strategies.  
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Trusts are another one of the financial planning strategies used for wealth distribution. One of the 
more common types of trusts is what is known as a Credit Shelter Trust, also referred to as an AB 
Trust. This type of trust is one of the most frequently used financial planning strategies in the trust 
world, due to the tax benefit that is provided and the simplicity of execution.  

Death is a topic that is difficult for many individuals, and the conversation about how their assets and 
possessions are handled in the event of death is an even more difficult topic.  

Even the best of financial planning strategies regarding investments will not be able to prevent the damage done 

from an estate that does not have a distribution strategy for this eventuality. 
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Budgeting and Prioritizing 
Regardless of the number of goals a person has, it is seldom 
possible to start trying to achieve all of them at the same 
time. 

Sometimes, the monthly cash flow acts as deterrence and 
sometimes the timing of each goal comes into play as most 
goals will need to be achieved at different times in a person’s 
life-cycle. 

 

Budgeting 
Budgeting as the word implies revolves around setting realistic targets or limits on different categories 
of expenses that a person incurs in a month. But setting a budget is not as difficult as it sounds. 

Steps to set a Budget for your own finances- 

ü Firstly, start by itemizing all your expenses or rather outgoings for the next month or two. 
ü Maintain a Microsoft Excel file for this purpose. 
ü Download a template from here if required – Budget Planner. 
ü Try to establish an optimum amount for each expense based on past data that you would 

accumulate in the excel file. 
ü Set realistic expense targets for each month going forward. 
ü Review your ‘expenses’ every week to see if you are on target. 
ü Make adjustments when necessary. 

Prioritizing 
This is the holy grail of personal finance. If you learn how to prioritize in a completely disciplined 
manner without giving into impulse shopping temptations – let me know how! It’s not easy, especially 
in today’s instant gratification world, where shopping deals are plentiful and there are more reasons 
to spend than to save. 

Nevertheless, it needs to be done. Here are two ways to prioritize- 

Prioritizing your expenses – Method 1 
Ever wondered what the difference is between what the ‘Rich’, the ‘Middle Class’, and the ‘Poor’ buy 
with their money on payday? 

ü The ‘poor’ buy cheap stuff they don’t need because they can afford to buy it. This stuff is 
mostly useless and lies around the house without being used and eats up the disposable income 
of the ‘Poor’ 

ü The ‘middle class’ buy ‘Liabilities‘ that take money out of their pocket on a regular basis 
e.g. a car that costs them money every month for installments, fuel and maintenance, house 
on mortgage, the huge flat screen TV, etc… We know these things because we all buy them 
and Robert Kiyosaki calls these ‘Doodads’ in his book ‘Rich Dad Poor Dad’. 

ü The ‘Rich’ on the other hand buy ‘Assets’ that put money into their pockets and use the 
money they earn from these assets to buy their ‘Doodads’ which keeps them rich. 
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So Method 1 of ‘Prioritizing’ your expenses is - 

“Every time you tug at your wallet to spend your hard-earned money,  

try to understand whether the thing you are spending your money on  

is just ‘Stuff’ or ‘a Liability’ or ‘an Asset’. 

Prioritizing your expenses – Method 2 
Rank your goals based on their urgency for achievement 
and their importance. Then re-check them against your 
own gut feeling based on your personal situation and cash 
flow situation. 

Example (assuming your financial advisor has helped you 
calculate these numbers) 

ü You have a monthly disposable cash flow of AED 
15,000. 

ü Your children are 3 and 5 years old respectively, 
which means you have 15 years to accumulate their 
higher education fees. Your monthly saving goal for education is AED 1,500. 

ü You are 37 and need AED 25,000 as a monthly retirement income at 65. You have 29 years 
remaining to save for your retirement income. Your monthly retirement savings goal is AED 
20,000. 

It is obvious that you cannot save for both goals completely starting today so you may prioritize your 
child’s higher education by putting aside the 100% of the goal for their need first and then allocate 
the remaining money to your own retirement fund. 

Once their education is complete, you can divert all your disposable funds towards your retirement 
goals. 
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Real Life Solutions 
As much as I would like to offer real-life solutions to my readers through this book, it is simply not 
possible as each individual and their situation is unique, and so are the solutions. 

The right thing to do would be to meet each person for a personalized one-on-one consultation. Since 
your time is valuable and so is mine, I suggest that you click on the image below to contact me to meet 
and discuss a solution that caters to your particular situation. 
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Layman’s Guide to Investing 
Savings vs. Investments 

Savings 

Saving is the process of putting cold, hard cash aside and parking it in extremely safe, and liquid (i.e. can be 

sold or accessed in a very short amount of time, at most a few days) securities or accounts. 

Objectives of Savings Plans 
Achieve specific goals 
Most people save to accumulate funds towards specific goals, where the availability of funds to fulfill 
that specific goal outweighs the rate at which the money is growing. 

Common savings-related goals are: 

ü Emergency fund for six month’s expenses 
ü Children’s Education Planning 
ü Retirement Planning 
ü Home Ownership Planning 
ü Lifetime Aspirations, etc… 

Most savings plans are ‘Regular Savings Plans’, which are designed to maximize the effect of ‘Dollar 
Cost Averaging’. 

Benefit from Dollar Cost Averaging 
During times of equity market uncertainty, secure investments are often perceived as a more attractive 
alternative. However, by saving regularly into a unit-linked investment the investor can still benefit 
from stock market fluctuations. The graph compares how regular contributions into a steadily 
performing fund and a badly performing fund can produce rather surprising results. In each case 
US$1,000 per annum is invested over a 10-year period. 
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Although the secure Fund 'A' triples in value over the period, the number of units bought reduces or 
remains constant all the time, and the total number of units bought is only 4,840. On the other hand, 
although Fund B only manages to recover its original price after 10 years, the investor benefits from 
being able to purchase more units for his premium - the total number of units bought is 26,580. 

The figures on the right show the result at 
the end of 10 years. Although only an 
example, these figures demonstrate that an 
investor can still benefit from fluctuating 
fund performance. Whilst these types of 
investment can be very rewarding, it should 
be remembered that the value of units is not 
guaranteed and can go down as well as up. 

Benefit from Power of Compounding 
Albert Einstein once noted that the most powerful force in the universe was the principle of 
compounding. In investing, this manifests itself through something called compound interest. Put in 
its simplest terms, the phrase compound interest means that you begin to earn interest income on your 
interest income, resulting in your money growing at an ever-accelerating rate.  

It is the reason for the success of every person on the Forbes 400 list and anyone can take advantage 
of the benefits through a disciplined investing program. Benjamin Franklin was famous in explaining 
to people that it was the best way he knew of getting rich. 

 

  



CREATING, PRESERVING & DISTRIBUTING WEALTH with Amit Mitbawkar (Certified Financial Planner) 

Go to Index Tel - +97150 1042983, Email – amit@amitmitbawkar.com 33 
 
 

Investments 

The act of committing money or capital to an endeavor with the expectation of  

obtaining an additional income or profit is called an Investment. 

Objectives of Investments 
Preservation 
The main objective of investing money is to preserve its purchasing power. In the earlier section of 
this book I have shown you how ‘Debt causes inflation’, which is nothing but your money in the bank 
losing its purchasing power. 

The wealthy invest their money for this very reason –  

‘To maintain the purchasing power of their money’. 

Growth and the Rule of 72 
The second and equally important objective of 
investing money is to grow the invested 
amount. This is also known as ‘Capital 
appreciation. 

When money grows, your wealth grows. Since 

wealth is measured in ‘the amount of time your 

money lasts you’, increased wealth means 

‘increased ability to maintain your current 

lifestyle’. 

The Rule of 72 simply states the amount of 
time your investment will take to double, 
depending on the growth rate. 
 

So it follows mathematically that the higher the growth rate,  

the lower the doubling period for your money. 

Current and Future Income 
People also invest to create an income. Generally investments can create an income today or in the 
future depending on the type of investment. 

Creating an income from your investment is called ‘Putting your money to work for you.  
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Investment Vehicles 
Investment vehicles are types of products used by investors to have positive returns. 

ü Low Risk – Cash, Term Deposits, & Bonds 
ü Medium Risk: Mutual Funds, Exchange Traded Funds (ETF), Collectables (Art, Coins 

etc…) & Annuities 
ü High Risk: Stocks, Commodities, Options & Futures. 

 

 

  
  
 

  

  

 
 

 

The benefits of long-term investing 
The advantage of long-term investing is found in the relationship between volatility and time. 
Investments held for longer periods tend to exhibit lower volatility than those held for shorter periods. 
The longer you invest, the more likely you will be able to weather low market periods.  

Assets with higher short-term volatility risk (such as stocks) tend to have higher returns over the long 
term than less volatile assets such as money markets. 

“Time in the market is more important than timing the market” 
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Asset Classes 
Asset classes are – ‘A group of securities that exhibit similar characteristics, behave similarly in the 
marketplace, and are subject to the same laws and regulations.’ In plain English, Asset classes are 
types of investment vehicles. 

The three main asset classes are equities (stocks), fixed-income (bonds) and cash equivalents (money 
market instruments). 

Bonds 
Have you ever borrowed money? Of course you have! 
Whether we hit our parents up for a few bucks to buy 
candy as children or asked the bank for a mortgage, 
most of us have borrowed money at some point in our 
lives.  

Just as people need money, so do companies and 
governments. A company needs funds to expand into 
new markets, while governments need money for 
everything from infrastructure to social programs. The 
problem large organizations run into is that they 
typically need far more money than the average bank 
can provide.  

The solution is to raise money by issuing bonds (or other debt instruments) to a public market. 
Thousands of investors then each lend a portion of the capital needed. Really, a bond is nothing more 
than a loan for which you are the lender. The organization that sells a bond is known as the issuer.  

You can think of a bond as an IOU given by a borrower (the issuer) to a lender (the investor). 

Questions to ask when selecting Bonds 
How secure is the capital? – A bond is nothing more than a promise to repay the debt holder. 
And promises can be broken. Corporations go bankrupt. Cities and states default on municipal bonds. 
Things happen...and default is the worst thing that can happen to a bondholder. 

There are two things to remember about default risk. 

ü First, you don’t need to weigh the risk yourself. Credit ratings agencies such as Moody’s do 
that. In fact, bond credit ratings are nothing more than a default scale. Junk bonds, which 
have the highest default risk, are at the bottom of the scale. AAA rated corporate debt, where 
default is seen as extremely unlikely, is at the top. 

ü Second, if you’re buying U.S. government debt, your default risk is nonexistent. The debt 
issues sold by the Treasury Department are guaranteed by the full faith and credit of the 
federal government. It’s inconceivable that the folks who actually print the money will default 
on their debt. 
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What is the inflation risk? – Because of 
their relative safety, bonds tend not to offer 
extraordinarily high returns. That makes 
them particularly vulnerable when inflation 
rises. 

Imagine, for example, that you buy a 
Treasury bond that pays interest of 3.32%. 
That’s about as safe an investment as you can 
find. As long as you hold the bond until 
maturity and the U.S. government doesn’t 
collapse, nothing can go wrong…. unless 
inflation climbs.  

If the rate of inflation rises to, say, 4 percent, 
your investment is not “keeping up with 
inflation.” In fact, you’d be “losing” money 
because the value of the cash you invested in 
the bond is declining. You’ll get your 
principal back when the bond matures, but it 
will be worth less. 

The best way to get the historical data on a bond is to visit www.bloomberg.com 

What is the currency risk? – Although bonds are relatively safe, the currency in which the bond 
is invested fluctuates in value. There is always a risk that when the bond is liquidated or matures the 
currency that the money was invested in, could be of lower value. 

There is nothing you can do to mitigate against this risk due to the nature of currency exchange rates, 
unless your currency of investment and currency of liquidation are pegged to each other. 

What is the interest rate risk? - Bond prices have an inverse relationship to interest rates. When 
one rises, the other falls. 

If you have to sell a bond before it matures, the price you can fetch will be based on the interest rate 
environment at the time of the sale. In other words, if rates have risen since you “locked in” your 
return; the price of the security will fall. 

All bonds fluctuate with interest rates. Calculating the vulnerability of any individual bond to a rate 
shift involves an enormously complex concept called duration. But average investors need to know 
only two things about interest rate risk. 

First, if you hold a security until maturity, interest rate risk is not a factor. You’ll get back the 
entire principal upon maturity. 
Second, zero-coupon investments, which make all their interest payments when the bond 
matures, are the most vulnerable to interest rate swings. 

Bonds offer both capital appreciation, and current income 
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Stocks 
Plain and simple, a stock is a share in the ownership of a company. A Stock represents a claim on the 
company's assets and earnings. As you acquire more stocks, your ownership stake in the company 
becomes greater.  

Whether you say shares, equity, or stock, it all means the same thing. 

Holding a company's stock means that you are one of the 
many owners (shareholders) of a company and, as such, you 
have a claim (albeit usually very small) to everything the 
company owns.  

Yes, this means that technically you own a tiny sliver of 
every piece of furniture, every trademark, and every 
contract of the company. As an owner, you are entitled to 
your share of the company's earnings as well as any voting 
rights attached to the stock. 

Questions to ask when selecting stocks 
What is the level of volatility of the stock and the risk?  – Stock prices fluctuate due to many 
reasons. You can broadly classify stocks into 3 categories – 

1. Low-risk stocks 
2. Medium-risk stocks 
3. High-risk stocks 

What returns does the stock offer over 1, 3, 5 and 10 year periods? – Although past 
performance is not an indicator of future returns, you can still make an educated guess on how the 
stock will perform based on historical data.  

The best way to get the historical data on a stock is to visit www.bloomberg.com 

Is the stock you are considering better for capital gains or current income? – Some 
stocks offer better capital gains over a period of time with low or moderate dividend payments. Other 
stocks offer high dividends, but lower capital gain. 

Small-Cap vs. Large-Cap Stocks 
The meanings of "big cap" and "small cap" are generally understood by their names: big-cap stocks 
are shares of larger companies and small-cap stocks are shares of smaller companies. Labels like these, 
however, are often misleading. If you don't realize how big "small-cap" stocks have become, you'll 
miss some good investment opportunities.  

Small-cap stocks are young companies or those that serve niche markets or emerging industries. They 
have high growth potential and also high volatility and risk. 

Large-cap stocks are mature well-known companies in established industries, with long track records 
of performance. These stocks are more stable than small-caps, pay many dividends and have lower 
potential growth and risk than small-cap stocks. 

Small-cap stocks offer capital appreciation, & large-cap stocks offer current income. 
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Growth vs. Value Stocks 
Growth stocks are generally priced higher than the broader market and have higher earnings growth 
records. They are also less sensitive to economic conditions than the broader markets, e.g. Proctor & 
Gamble, General Electric, Coca Cola, etc… 

Value stocks are generally priced lower than the broader market, and lower than similar companies 
in the industry. They also carry higher risk than the broader market. Most growth stocks of today 
were ‘Value stocks’ yesterday. 
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Mutual Funds 

Introduction 
As you probably know, mutual funds have 
become extremely popular over the last 20 years. 
What was once just another obscure financial 
instrument is now a part of our daily lives. More 
than 80 million people, or one half of the 
households in America, invest in mutual funds. 
That means that, in the United States alone, 
trillions of dollars are invested in mutual funds. 

In fact, too many people, investing means buying 
mutual funds. After all, its common knowledge 
that investing in mutual funds is (or at least should 
be) better than simply letting your cash waste 
away in a savings account, but, for most people, 
that's where the understanding of funds ends. It doesn't help that mutual fund salespeople speak a 
strange language that is interspersed with jargon that many investors don't understand.  

Originally, mutual funds were heralded as a way for the little guy to get a piece of the market. Instead 
of spending all your free time buried in the financial pages of the Wall Street Journal, all you had to 
do was buy a mutual fund and you'd be set on your way to financial freedom.  

As you might have guessed, it's not that easy. Not all mutual funds are created equal, and investing in 
mutual funds isn't as easy as throwing your money at the first salesperson who solicits your business. 

 

Definition of Mutual Funds 
A mutual fund is nothing more than a collection of stocks and/or bonds. You can think of a mutual 
fund as a company that brings together a group of people and invests their money in stocks, bonds, 
and other securities. Each investor owns shares, which represent a portion of the holdings of the fund.  

You can make money from a mutual fund in three ways:  

1. Income is earned from dividends on stocks and interest on bonds. A fund pays out nearly all 
of the income it receives over the year to fund owners in the form of a distribution.  

2. If the fund sells securities that have increased in price, the fund has a capital gain. Most funds 
also pass on these gains to investors in a distribution.  

3. If fund holdings increase in price but are not sold by the fund manager, the fund's shares 
increase in price. You can then sell your mutual fund shares for a profit.  
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Benefits of Investing in Mutual Funds 
Professional Management - The primary 
advantage of funds is the professional 
management of your money. Investors 
purchase funds because they do not have the 
time or the expertise to manage their own 
portfolios. A mutual fund is a relatively 
inexpensive way for a small investor to get a 
full-time manager to make and monitor 
investments. 

Diversification - By owning shares in a mutual fund instead of owning individual stocks or bonds, 
your risk is spread out. The idea behind diversification is to invest in a large number of assets so that 
a loss in any particular investment is minimized by gains in others. In other words, the more stocks 
and bonds you own, the less any one of them can hurt you (think about Enron). Large mutual funds 
typically own hundreds of different stocks in many different industries. It wouldn't be possible for an 
investor to build this kind of a portfolio with a small amount of money. 

Economies of Scale - Because a mutual fund buys and sells large amounts of securities at a time, 
its transaction costs are lower than what an individual would pay for securities transactions.  

Liquidity - Just like an individual stock, a mutual fund allows you to request that your shares be 
converted into cash at any time.  

Simplicity - Buying a mutual fund is easy! Pretty well any bank has its own line of mutual funds, 
and the minimum investment is small. Most companies also have automatic purchase plans whereby 
as little as $100 can be invested on a monthly basis. 

 

Disadvantages of Mutual Funds 
Professional Management - Many investors debate whether or not the professionals are any 
better than you or I at picking stocks. Management is by no means infallible, and, even if the fund 
loses money, the manager still gets paid.  

Costs - Creating, distributing, and running a mutual fund is an expensive proposition. Everything 
from the manager's salary to the investors' statements costs money. Those expenses are passed on to 
the investors. Since fees vary widely from fund to fund, failing to pay attention to the fees can have 
negative long-term consequences. Remember, every dollar spent on fees is a dollar that has no 
opportunity to grow over time. (Learn how to escape these costs and Stop Paying High Mutual Fund 
Fees.) 

Dilution - It's possible to have too much diversification. Because funds have small holdings in so 
many different companies, high returns from a few investments often don't make much difference on 
the overall return. Dilution is also the result of a successful fund getting too big. When money pours 
into funds that have had strong success, the manager often has trouble finding a good investment for 
all the new money.   
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Alternative Investments 
An investment that is not one of the three traditional asset types (stocks, bonds and cash) is called an 
Alternative Investment. Most alternative investment assets are held by institutional investors or 
accredited, high-net-worth individuals because of their complex nature, limited regulations and 
relative lack of liquidity. Alternative investments include hedge funds, managed futures, real estate, 
commodities and derivatives contracts. 

Forex 
The foreign exchange market is the "place" where 
currencies are traded. Currencies are important to most 
people around the world, whether they realize it or not, 
because currencies need to be exchanged in order to 
conduct foreign trade and business.  

If you are living in the U.S. and want to buy cheese from 
France, either you or the company that you buy the 
cheese from has to pay the French for the cheese in Euros 
(EUR). This means that the U.S. importer would have 
to exchange the equivalent value of U.S. dollars (USD) 
into Euros. The same goes for traveling. A French tourist in Egypt can't pay in Euros to see the 
pyramids because it's not the locally accepted currency. As such, the tourist has to exchange the Euros 
for the local currency, in this case the Egyptian pound, at the current exchange rate.  

The need to exchange currencies is the primary reason why the Forex market  

is the largest, most liquid financial market in the world. It dwarfs other markets in size, even the stock market, 

with an average traded value in excess of U.S. $4.9 trillion per day. 

One unique aspect of this international market is that there is no central marketplace for foreign 
exchange. Rather, currency trading is conducted electronically over-the-counter (OTC), which 
means that all transactions occur via computer networks between traders around the world, rather 
than on one centralized exchange.  

The market is open 24 hours a day, five and a half days a week, and currencies are traded worldwide 
in the major financial centers of London, New York, Tokyo, Zurich, Frankfurt, Hong Kong, 
Singapore, Paris and Sydney - across almost every time zone. This means that when the trading day 
in the U.S. ends, the Forex market begins anew in Tokyo and Hong Kong. As such, the Forex market 
can be extremely active any time of the day, with price quotes changing constantly. 

The Benefits  
ü Size - We already have mentioned that factors such as the size, volatility and global structure 

of the foreign exchange market have all contributed to its rapid success.  
ü Liquidity - Given the highly liquid nature of this market, investors are able to place extremely 

large trades without affecting any given exchange rate.  
ü Leverage - It is possible for a trader to control a position of US$100,000 by putting down as 

little as US$1,000 up front and borrowing the remainder from his or her Forex broker.  
ü Availability - The currency market is also the only market that is truly open 24 hours a day 

with decent liquidity throughout the day. For traders who may have a day job or just a busy 
schedule, it is an optimal market to trade in. 
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The Risks 
ü Trading without training - Like most investments, you should not trade Forex unless you 

have undergone a training course on ‘How to Trade Forex’. Most people lose money in Forex 
investments because they don’t know how to trade it correctly. 

ü Leverage - The ultra-high leverage of the Forex market means that huge gains can quickly 
turn to damaging losses and can wipe out the majority of your account in a matter of minutes.  

ü Volatility - Though currencies don't tend to move as sharply as equities on a percentage 
basis (where a company's stock can lose a large portion of its value in a matter of minutes after 
a bad announcement), it is the leverage in the spot market that creates the volatility. For 
example, if you are using 100:1 leverage on $1,000 invested, you control $100,000 in capital. 
If you put $100,000 into a currency and the currency's price moves 1% against you, the value 
of the capital will have decreased to $99,000 - a loss of $1,000, or all of your invested capital, 
representing a 100% loss. In the equities market, most traders do not use leverage, therefore 
a 1% loss in the stock's value on a $1,000 investment, would only mean a loss of $10. 
Therefore, it is important to take into account the risks involved in the Forex market before 
diving in. 

ü Greed - Forex trading requires a lot of discipline. Set small profit goals for yourself on a daily 
basis. Once you achieve them, shut down the trading platform and do not look at it till the 
next day.  

If you get greedy, you will lose your profits and more in subsequent trades. 
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Options 
An option is a contract that gives the buyer the 
right, but not the obligation, to buy or sell an 
underlying asset at a specific price on or before a 
certain date. An option, just like a stock or bond, is 
a security. It is also a binding contract with strictly 
defined terms and properties.  

Still confused? The idea behind an option is present 
in many everyday situations. Say, for example, that 
you discover a house that you'd love to purchase. 
Unfortunately, you won't have the cash to buy it for 
another three months. You talk to the owner and 
negotiate a deal that gives you an option to buy the 
house in three months for a price of $200,000. The 
owner agrees, but for this option, you pay a price of 
$3,000.  

Now, consider two theoretical situations that might arise:  

ü It's discovered that the house is actually the true birthplace of Elvis! As a result, the market 
value of the house skyrockets to $1 million. Because the owner sold you the option, he is 
obligated to sell you the house for $200,000. In the end, you stand to make a profit of $797,000 
($1 million - $200,000 - $3,000).  

ü While touring the house, you discover not only that the walls are chock-full of asbestos, but 
also that the ghost of Henry VII haunts the master bedroom; furthermore, a family of super-
intelligent rats has built a fortress in the basement. Though you originally thought you had 
found the house of your dreams, you now consider it worthless. On the upside, because you 
bought an option, you are under no obligation to go through with the sale. Of course, you still 
lose the $3,000 price of the option.  

This example demonstrates two very important points. First, when you buy an option, you have a 
right but not an obligation to do something. You can always let the expiration date go by, at which 
point the option becomes worthless. If this happens, you lose 100% of your investment, which is the 
money you used to pay for the option. Second, an option is merely a contract that deals with an 
underlying asset. For this reason, options are called derivatives, which mean an option derives its 
value from something else. In our example, the house is the underlying asset. Most of the time, the 
underlying asset is a stock or an index. 

The Pros 
The power of options lies in their versatility. They enable you to adapt or adjust your position 
according to any situation that arises. Options can be as speculative or as conservative as you want. 
This means you can do everything from protecting a position from a decline to outright betting on 
the movement of a market or index. 

The Cons 
Options involve risks and are not suitable for everyone. Option trading can be speculative in nature 
and carry substantial risk of loss. Only invest with risk capital. 
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Futures 
A futures contract is a type of derivative 
instrument, or financial contract, in which two 
parties agree to transact a set of financial 
instruments or physical commodities for future 
delivery at a particular price. If you buy a futures 
contract, you are basically agreeing to buy 
something that a seller has not yet produced for a 
set price. But participating in the futures market 
does not necessarily mean that you will be 
responsible for receiving or delivering large 
inventories of physical commodities - remember, 
buyers and sellers in the futures market primarily enter into futures contracts to hedge risk or speculate 
rather than to exchange physical goods (which is the primary activity of the cash/spot market). That 
is why not only producers and consumers but also speculators use futures as financial instruments.  

The consensus in the investment world is that the futures market is a major financial hub, providing 
an outlet for intense competition among buyers and sellers and, more importantly, providing a center 
to manage price risks. The futures market is extremely liquid, risky and complex by nature, but it can 
be understood if we break down how it functions. 

The primary difference between options and futures is that options give the holder the right to buy or 
sell the underlying asset at expiration, while the holder of a futures contract is obligated to fulfill the 
terms of his/her contract.  

In real life, the actual delivery rate of the underlying goods specified in futures contracts is very low. 
This is a result of the fact that the hedging or speculating benefits of the contracts can be had largely 
without actually holding the contract until expiry and delivering the good(s). For example, if you were 
long in a futures contract, you could go short in the same type of contract to offset your position. This 
serves to exit your position; much like selling a stock in the equity markets would close a trade. 
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Commodities 
Commodities, whether they are related to food, energy or 
metals, are an important part of everyday life. Similarly, 
commodities can be an important way for investors to 
diversify beyond traditional stocks and bonds, or to profit 
from a conviction about price movements.  

It used to be that most people did not invest in 
commodities because doing so required significant 
amounts of time, money and expertise. Today, there are a 
number of different routes to the commodity markets, and some of these routes make it easy for even 
the average investor to participate. 

Commodity Futures  
A popular way to invest in commodities is through a futures contract, which is an agreement to buy 
or sell, in the future, a specific quantity of a commodity at a specific price. Futures are available on 
commodities such as crude oil, gold and natural gas, as well as agricultural products such as cattle or 
corn.  

Most of the participants in the futures markets are commercial or institutional users of the 
commodities they trade. These hedgers may use the commodity markets to take a position that will 
reduce the risk of financial loss due to a change in price. Other participants, mainly individuals, are 
speculators who hope to profit from changes in the price of the futures contract. Speculators typically 
close out their positions before the contract is due and never take actual delivery of the commodity 
(e.g. grain, oil, etc.) itself.  

Investing in a futures contract will require you to open up a new brokerage account, if you do not 
have a broker that also trades futures, and to fill out a form acknowledging that you understand the 
risks associated with futures trading.  

Advantages:  
ü It's a pure play on the underlying commodity. 
ü Leverage allows for big profits if you are on the right side of the trade.  
ü Minimum-deposit accounts control full-size contracts that you would normally not be able to 

afford. 
ü You can go long or short easily. 

Disadvantages: 
ü The futures markets can be very volatile and direct investment in these markets can be very 

risky, especially for inexperienced investors.  
ü Leverage magnifies both gains and losses.  
ü A trade can go against you quickly and you could lose your initial deposit (and more) before 

you are able to close your position. 

Commodity-based Mutual Funds 
Commodity-based Mutual funds are the easiest way to invest in commodities. In this way, you are 
leveraging on the knowledge and expertise of the fund manager, instead of having to make the buying 
and selling decisions yourself.  
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Real Estate (Property) 
Essentially, all homeowners make an investment when they 
purchase a property since homes generally appreciate in value.  

However, some people find that investing in properties outside 
of home ownership can amass a small fortune over time. There 
are several ways to invest in properties, each of which offers a 
different risk level, maintenance requirement and possibility of 
return. 

Investing in property can provide high returns. It also runs the risk 

of a deep-pocketed loss. 

Risk Factors to consider when investing in Real Estate (Property) 

ü Market Timing - There is a possibility of buying at a higher price and having to sell at a 
lower one in a depressed market. It is also risky to try time the market to discern the 'best' time 
to invest. Much like in the stock market, it is impossible to predict the point of lowest ebb in 
the real estate market. 

ü Interest Rate Risk - Interest rates, have as profound an effect on the value of income-
producing real estate as on any investment vehicle. Because the influence of interest rates on 
an individual's ability to purchase residential properties (by increasing or decreasing the cost 
of mortgage capital) is so profound, many people incorrectly assume that the only deciding 
factor in real estate valuation is the mortgage rate. However, mortgage rates are only one 
interest-related factor influencing property values. Because interest rates also affect capital 
flows, the supply and demand for capital and investors' required rates of return on investment; 
interest rates will drive property prices in a variety of ways. 

ü Flipping Properties - Pure property flippers will not put any money into a house for 
improvements; the investment has to have the intrinsic value to turn a profit without alteration 
or they won't consider it. Flipping in this manner is a short-term cash investment. If a property 
flipper gets caught in a situation where he or she can't unload a property, it can be devastating, 
because these investors generally don't keep enough ready cash to pay the mortgage on a 
property for the long term. This can lead to continued losses for a real estate trader who is 
unable to offload the property in a bad market. 

ü Bad Tenants with Rentals - You can end up with a bad tenant who damages the property 
or, worse still, end up having no tenant at all. This leaves you with a negative monthly cash 
flow, meaning that you might have to scramble to cover your mortgage payments. There is 
also the matter of finding the right property; you will want to pick an area where vacancy rates 
are low and choose a place that people will want to rent.  

ü Maintenance Issues with Rentals - Perhaps the biggest difference between a rental 
property and other investments is the amount time and work you have to devote to 
maintaining your investment. When you buy a stock, it simply sits in your brokerage account 
and, hopefully, increases in value. If you invest in a rental property, there are many 
responsibilities that come along with being a landlord. When the furnace stops working in the 
middle of the night, it's you who gets the phone call. 

ü Encroachment risks - Many people have lost properties to encroachment. There are 
unscrupulous elements in society, who are on the lookout for properties that are vacant for 
extended periods and/or whose owners stay abroad. These people encroach on these 
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properties, create false documentation by bribing officials, and then take over the ownership 
of your property fraudulently. In these cases, it may take years of legal battles to prove your 
ownership and get back the property. Sometimes unscrupulous tenants you have rented the 
property to, also engage in this activity and you may find it next to impossible to drive them 
out. 

ü Environmental risks - There have been many instances of properties near the shoreline 
having to be moved or demolished because of shoreline getting closer to the property thereby 
damaging it. Moreover you could have a really toxic manufacturing unit come up next to your 
house which may drive down the value of the property or rental and make it impossible to 
stay there. 

ü Infrastructure risks - Sometimes governments decide that they want to make a highway 
or new airport in the interest of the general population. If your property is in the middle of 
these projects, and if it impedes their completion, you may be forced to accept a much lower 
selling price from the government when they buy the property from you. There is nothing you 
can do to avoid this risk. 
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Asset Allocation 
Asset allocation is an investment strategy that aims to 
balance risk and reward by apportioning a portfolio's assets 
according to an individual's goals, risk tolerance and 
investment horizon.  

The three main asset classes - equities, fixed-income, and 
cash and equivalents - have different levels of risk and return, 
so each will behave differently over time. 

There is no simple formula that can find the right asset 
allocation for every individual. However, the consensus 
among most financial professionals is that asset allocation is 
one of the most important decisions that investors make.  

In other words, your selection of individual securities is 
secondary to the way you allocate your investment in stocks, bonds, and cash and equivalents, which 
will be the principal determinants of your investment results. 
 

Always consult a qualified financial adviser to create the right Investment Portfolio 

 

Objectives of Proper Asset Allocation 
ü Achieve proper diversification of your investment portfolio – a diverse portfolio is a safe 

portfolio 
ü Align investment portfolio with investment goals – a certified financial planner can 

help you make your portfolio diverse enough to meet your investment objective. 
ü Maximize return potential for a given level of risk – Level of diversification also 

depends on the risk appetite of the investor or that defined by the investment goal. 

91.5% of the variability of portfolio returns is due to asset allocation, 4.6% is due 
to Security selection, 1.8% is due to Market timing, 2.1% is due to other factors. 
 (Larrabee, 2012) 
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The 3 Major Asset Classes 

 
Risk/Return Potential 10 Year Rolling Range of Returns 

Stocks High -43.3% to +61.2% 

Bonds Medium -16.1% to +55.4% 

Cash Equivalents Low +0.2% to +4.7% 

Table 1- Source: S&P 500 (1950 to 2010) 

 

The Trade-Off Between Risk and Return 

 
Figure 3 - Global Risk and Returns over 30 years - ending December 2009 

 

Determining Your Specific Asset Allocation 
1. Identify your investment goals – This is the first and foremost step of creating a portfolio. 

Identify the specific purpose of the investment and set a goal that matches that purpose. 
2. Quantify your investment horizon – A specific investment horizon will help you identify 

the type of portfolio to choose for that investment. 
3. Determine your risk tolerance - Risk tolerance is your ability as an investor to stomach 

risk. When trying to identify your risk tolerance consider the following factors: 
ü Your age 
ü The Investment term 
ü The Investment objective 
ü Your Net Worth & Risk Capital, and 
ü Your Investment Experience. 
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Diversification 
Investment diversification is a risk management technique that mixes a wide variety of investments 
within a portfolio. The rationale behind this technique contends that a portfolio of different kinds of 
investments will, on average, yield higher returns and pose a lower risk than any individual investment 
found within the portfolio. 

Diversification strives to smooth out unsystematic risk events in a portfolio so that the positive 
performance of some investments will neutralize the negative performance of others. Therefore, the 
benefits of diversification will hold only if the securities in the portfolio are not perfectly correlated. 

 

Benefits of Diversification 
Studies and mathematical models have shown that maintaining a well-diversified portfolio of 25 to 
30 stocks will yield the most cost-effective level of risk reduction. Investing in more securities will still 
yield further diversification benefits, albeit at a drastically smaller rate. 

Further diversification benefits can be gained by investing in foreign securities because they tend to 
be less closely correlated with domestic investments. For example, an economic downturn in the U.S. 
economy may not affect Japan's economy in the same way; therefore, having Japanese investments 
would allow an investor to have a small cushion of protection against losses due to an American 
economic downturn. 

Most non-institutional investors have a limited investment budget, and may find it difficult to create 
an adequately diversified portfolio. This fact alone can explain why mutual funds have been increasing 
in popularity. Buying shares in a mutual fund can provide investors with an inexpensive source of 
diversification. 

 
Table 2 - Source: S&P 500 (1950 to 2010) 
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Layers of Diversification 
The different layers of investment diversification are shown below- 

 

Investing your Money – 4 Classic Allocation Models 

 

Portfolio Mix 
Aggressive Strategy – You are looking for potentially higher return with high risk-tolerance and 
longer time horizon. 

Moderate Strategy – You have a longer time horizon and moderate risk tolerance. 

Conservative Strategy – For you safety is a higher priority, you are risk averse and have a shorter 
time horizon.  
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Conclusion and Case Studies 
In this book, we have seen numerous options that enable people to ‘Create, Preserve and Distribute 
Wealth’. Having said that, it is also more than apparent that there is no "one-size-fits-all option".  

In order to give you an idea, I have detailed case studies in the next section to illustrate how people’s 
investment portfolios would change according to their unique situation. 

I do this for expats in the UAE day in and day out would be happy to help you with a free consultation. 
I suggest that you click on the image below to contact me to meet and discuss a solution that caters to 
your particular situation. 
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Case Study 1 – Young Investor 

Strategic Allocation 

 
 

Tactical Allocation 

  
Annualized Total Return 

Stocks Growth  

Value  

Large Cap 

Small Cap 

International  

75% 

0% 

0% 

0% 

0% 

Bonds Government 

Corporates 

10% 

15% 

Cash 
 

0% 
 

Total 

Total Return  

Risk (standard deviation) 

100% 

10.41% 

12.22% 

 

  

Sample goals: retirement and long-term saving 

All-Stock Allocation Stock and Bond Allocation 

Average annual return: 10.54% 

Risk level: 15.62% 

Average annual return: 8.22% 

Risk level: 11.22% 

25% Bonds 

75% Stocks 
100% stocks 
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Case Study 2 – Mid-Life Investor 

Strategic Allocation 

 
 

Tactical Allocation 

  
Annualized Total Return 

Stocks Growth  

Value  

Large Cap 

Small Cap 

International  

15% 

15% 

15% 

15% 

15% 

Bonds Government 

Corporates 

15% 

10% 

Cash 
 

0% 
 

Total 

Total Return  

Risk (standard deviation) 

100% 

9.77% 

9.99% 
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Case Study 3 – Nearing Retirement 

Strategic Allocation 

 
 

Tactical Allocation 

  
Annualized Total Return 

Stocks Growth  

Value  

Large Cap 

Small Cap 

International  

10% 

10% 

10% 

10% 

Bonds Government 

Corporates 

 

40% 

Cash 
 

20% 
 

Total 

Total Return  

Risk (standard deviation) 

100% 

8.92% 

7.37% 
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