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The Wise Investor
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John was in a particularly relaxed mood. 


One of the benefits of old age was that he could spend a few hours in the park on a sunny day, watching the wind in the trees and the people walking by, without having to hurry from one thing to the next. 


It was a beautiful day. Cool, refreshing air blew through the park and the sun shone brightly. 


Everywhere he looked, there were trees, birds flitting about and beds of brightly coloured flowers.


And people.


People everywhere, walking along paths, across the grass, sometimes in groups and sometimes alone.


John breathed in slowly, taking the cool, sweet air into his lungs, and watched. Everyone he saw, without exception, had one thing in common.


They were in a hurry.


Such busy, busy lives John thought. It saddened him to see them. Not one person look relaxed, not one soul strolled in the morning sun. So many things missed, he thought, and all because no-one had time to think, time to relax… time to learn.


As he watched, one particular person caught his attention.


In the distance, a lone figure walked towards him. It was a woman in her late thirties, attractive in her own way, but walking with the air of someone with problems. 


She, too, was hurrying.


John watched the woman, and wondered what her worries were.


She had an average sort of figure, neither tall nor short, a little slimmer than some but definitely not skinny. 


She looked like a fairly sensible person, not stupid, but not blessed with a sparkling intellect either. 


Strange, John thought, as he watched his grand-daughter approach, how different children are from each other. There were always some qualities that carried down through a family, and yet each child was their own person.


Kate saw her grandfather as soon as she entered the park. 
He was sitting, as usual, on his favourite bench by the small lake. She envied him in many ways. 


He had time, time to relax and do the things he wanted to do. 


He never seemed to have worries or money problems, and although she didn't know how much money he actually had, she suspected it was a great deal. 


Well, she thought, he always does what he wants to, travels when he feels like it, and lives in a beautiful old home. 


John’s home was modest in size, but filled with beautiful things. 


Well, Kate thought, it may not be a classic definition of wealthy, but it was good enough her.


As she came closer, Kate could see the soft wrinkles on her grandfather’s face, the slim figure, and the relaxed, happy air he always had around him. Kate often wondered about his life, how he had learned the lessons that had lead him to where he was today.


Clearly he was successful, and successful in a way that Kate desperately wanted to be, but she had faint memories, as a young child, overhearing her parents talk of bitter lessons and hard times her grandfather had suffered.


"Hello, grandad," Kate said with affection. "You're looking wonderful, as always."


"Keep talking like that, Katie", he replied with a smile, "I never get tired of hearing it."


Kate hugged her grandfather, sat down, breathed out and relaxed.


A little.


There was still a worried air about her, a slight tension in her face.


 "Such a beautiful day", he said, "look at the wind gently blow through the trees, the ducklings on the lake, the children playing over there. I never get tired of this place. Never."


"Yes," said Kate without conviction, "it is lovely."

John sat, patiently, and waited for Kate to speak. She was immersed in her own private thoughts, struggling with some problem or another.


After a while, her face changed, and the worried look turned into a look of sadness. She relaxed, but a quiet depression hung around her. John decided that he would have to prompt a little.


"So, Kate," he said with a playful smile, "What is it? Money or men?"

Kate had to smile. She had to admit, that without the worries about relationships, money and health, well, there wasn't much left to worry about.


"Money," she said with a faint smile.


"Oh," said John. It was a common enough complaint, and one that he had heard from Kate many times before. 


A pity, he thought, because she had so much going for her. In the past, it had frustrated him to see her mis-manage her money, to do all the wrong things with it until she was left where she started; waiting for her next paycheque. 


Such a shame, when a little attention could have changed the picture so much. 


He had tried to give her advice, of course, but unsolicited advice simply strained their relationship, and in the end he had decided to remain silent.


"So what's the problem, honey?" Kate's grandfather said with grin.

Kate smiled. He often called her "Honey", in a playful, slightly flirtatious sort of way. Even though they were blood relatives, Kate enjoyed it, and she knew he was only teasing her.


"Watch your manners," Kate said, shaking her finger at him with mock irritation, "you're talking to a married woman."


John chuckled with laughter. It was good to see his granddaughter smile again. He looked across at her, raised an eyebrow and waited expectantly.


Kate's smile faded, and the quiet depression returned to her face.


"Things aren't going well, John," Kate said in a serious voice. "I just heard today that my pay rise has been delayed again. I was really counting on it."


John was uncertain how to react.


Kate always lived from one pay packet to the next, and while she had some money put away for a rainy day, she always seemed to be playing catch-up, borrowing money from one of her accounts to keep another one afloat. It still saddened him that she had not learnt to manage her money a little better. Still, she was clearly worried and he felt a strong sympathy for her.


"Are things that bad, Kate?" he said, serious once again. "You're earning a decent salary, and Jim's working too. I thought that things were all right."


"We’re coping," replied Kate. "We always manage to pay the bills, and there's always some left over for a night out or some new clothes."


"What's wrong then," said Kate's confused grandfather. He could see that she was not happy, and yet there didn't seem to be any crisis or major problem.


Kate stared into space, silent, thinking about her life and her future. 


She didn't speak for a long time. John wondered if he should break the silence, but she was deep in thought, so he sat back, looked out over the park and relaxed. 


She would speak when she was ready, he decided. John knew his granddaughter well, and although these moods were rare, she needed time to reflect.


"You know, John," Kate said softly. "Sometimes it get tired of it all."


"We all do, baby," John said gently. "We all need a rest, some time to ourselves. Relax here with me a while and you'll feel better."


"No," said Kate slowly, "that's not quite what I meant. Sure, Jim and I are doing all right, but I still worry about the future.


What if something went wrong? What if I had an accident, or Jim's company closed down?


We just couldn't afford to lose a single pay packet. Then there's retirement," Kate said softly. She turned to her grandfather, a pleading look in her eyes, and said, "I don't want to die a poor old woman, John."


John hugged his granddaughter. Kate was very sad, and her sadness touched his heart.


"You know I love my work," Kate continued, "but sometimes I wish things were different. Nursing has always been a big part of my life, but there's never been time to work on my painting. I want to stay, John, you know that, but sometimes I still feel trapped. I don't have a choice, I have to work, but I wish there was time for the things I really wanted to do."


Kate smiled, a bitter, grim smile, and went on. "Who am I fooling?" she said, "even if I did have the time, I could never do it properly. Those professional oil paints cost a fortune."


John held Kate, comforting her.


Kate’s worries may have seemed minor to some, but in other ways, they were the deepest worries of all… the difference between a fulfilled life and a bitter existence that simply passes from one day to the next.


There was little that he could say.


Kate was right about one thing, though. 


At the moment, she didn't have any real choice. John wanted to help his granddaughter. 


He had offered advice in the past, and leant the hard way that advice was not the way forward. Kate was a funny woman, John thought.


She was a brilliant organiser at work, but her own financial life was a shambles. Kate had a good heart, though, and John loved his granddaughter very much.


Another long silence passed. Kate relaxed in John's arms, and looked out over the park. For the first time that day, she saw the things around her. It was a beautiful park, and a lovely day.


John had chosen his favourite spot well. 


Huge green trees bent gently in the wind, the air was crisp and the sky blue. Kate watched the ducklings on the lake. They swam around curiously, exploring the reeds, darting between rocks and fossicking on the lake bottom with their bills.


Every now and then, their mother would swim a little way, and the baby ducks would chase after her as fast as they could. Life would be so simple, Kate thought with envy. Even John, she thought, had a peaceful serenity about him. He did not have the worries that she had, he could go where he chose, and if he wanted to sit in the sun and do nothing, then he could.


"Katie," John said slowly.


"Yes, grandad?" Kate replied.


"I am sad for you," her grandfather said. I have lived a difficult life myself, and everything I learnt, I learnt the hard way.


As a young man, I was full of dreams and hopes, but I was foolish. 


“I made many mistakes, and I don't want you to suffer the things that I did. I don't want you to struggle your whole life, never having the money you want, or the time you need."


Kate was taken aback by John's words. Although her grandfather had always been friendly and open, always happy to talk about anything, he had remained a private person. Kate knew nothing of his life before she was born. He was a mystery to her.


Warm, friendly and serene, and yet sometimes she saw a shadow pass across his face. An occasional, innocent comment, and his face would slightly darken, a distant memory that still haunted him. A moment later, it would be gone.


"John," Kate said, "I am not greedy. I do not care about having ten houses, a car for each day of the week and private jet. But grandad," Kate said, "I just wish my life was easier. I wish I didn't have to worry about the future, that I knew I would always have money when I needed it. I wish I could work because I wanted to, I wish I had the time to do the things I enjoy, the time and money to learn to paint the way I have always wanted to." 


Kate lowered her head slightly, a faint image of shame crossed her face, but she continued. 


"I wish, grandad, that I had time to spend with my husband, my children and my family. I wish that I had time for myself, and I wish that Jim and I could travel when we felt like it, spend time with each other, just relaxing and enjoying ourselves."


John laughed softly.


There was nothing strange about Kate’s wish list, but this was more serious than day dreaming.

A great weight was resting on his granddaugther’s heart, and John was not foolish enough to think that there were any easy ways that she could change her life.


"Katie," John said gently, "I wish, too, that your life was easier. I wish that you were free from worries, that you were not trapped in any job, that people treated you with respect.


I wish that you had time, time to enjoy life, time to spend on your interests, time to relax and do nothing." John continued slowly, "I am a practical man. I have learnt, the hard way, that to have freedom and time, you must have money. 


You do not need to be rich," he added slowly, "but you must be in control. You must have enough so that you don't need every pay packet, so that you are not struggling from one week to the next. You must have enough money to have choices, to be able to change jobs when you want, or even stop work for a little while if you wish it. Katie," he said, "if you learn about money, you can have this. If you are willing to learn a little, things can change for the better.


Katie bowed her head a little, then raised it and looked into her grandfather's eyes. "I know, John," she said, "and I want you to teach me."
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As John began speaking, his initial hesitation dissolved and his confidence grew. Unsure where to begin at first, the picture became clearer and clearer to him the more he spoke.


"Your wealth, Kate, is your store of assets. These may be properties, shares in companies and cash deposits. Your assets give you security and freedom. If you are ever sick or injured, or unable to work for any reason, you will not suffer from lack of money. When you have a reserve of quality assets, Kate, you will not be vulnerable in the way that you are now. You will have more choices in your life, and you need not fear the future as you do now. This security and peace of mind is invaluable Kate. Even if nothing ever goes wrong, the worries and fears that you feel at the moment reduce the quality of your life. This places a strain onto every day of your life. If you like, I will talk for a while about increasing your wealth, and building a secure financial future."


Kate was listening intently.


"Money comes to us from three sources Kate. First, we may be given it. This includes inheritances, government benefits and lottery wins.


These items are usually beyond our control, although you must make the most of the money that you receive. We will look at this a little later. 


The second source of money is our job. I will suggest various ways to improve the income from your job, however the real area to work on is the third source of income. 


This income comes from your assets. Investment is the use of your money to make more money. If you invest your money in assets that produce an income, such as properties and bank deposits, then you will receive an income from these investments. At present, this is probably insignificant in comparison to the money that you earn from work. However, wise investment is the key to your financial future, and I will talk about this more than any other topic."


Kate sat in silence, listening carefully to everything her grandfather said.


“John,” she said, “we have touched on these topics in the past. I guess that I never really listed before though. I know that you’ve made suggestions in the past, but I guess that I didn’t want any intrusion into my life.”


John remained silent.


Kate was right, he thought, his previous advice had been intrusive, and he was sorry for not respecting his granddaughter by trusting in her own judgement.


“However,” she continued, “whatever I am doing at the moment simply isn’t working. It’s that simple. And if you can suggest anything that might help, I would be grateful.”


John continued.


"Well,” he said, “I will talk about money for a while and let’s see how things go.


There are three steps you must take to improve your finances and increase your wealth in the future. 


First, you must manage your money wisely. Become more organised in your finances, and keep a close watch on your expenses, your assets and your debts. 


I will talk at length about how to do this successfully. 


The second step involves saving. Saving part of your income is a necessary step in achieving financial independence. 


This does not have to be a difficulty task, and I will talk about ways to make it easier.


However, no matter what your approach, you must save a portion of your income. 


This will be used to increase your wealth each year, and set you on the path to greater freedom and security. 


The third step involves wise investment. The money you save must be invested wisely. 


If you simply keep your money in cash, deposited with a bank, then you will never achieve independence. Wise investment does not involve large risks, luck or large amounts of skill.


It does, however, require knowledge of the principles of wise and successful investment. 


Although they are simple, few people understand these principles fully. 


This is the third step, Kate, and the one where many people fail.


Listen to the things I tell you, and I will teach you how to invest your money wisely and safely, and how to increase your wealth for the future."

PRIVATE 
1.3  Kate's doubtstc  \l 2 "1.3  Kate's doubts"

Kate thought for a long time about the things John had said. Although she desperately wanted the freedom, security and time to herself that John described, she still couldn't see how it could happen for her.


"John," she said in a quiet and depressed voice, "you know I have very little money. I doubt whether I could save anything at all, since there always seems to be another unexpected bill when I least expect it. I am not a wealthy woman; I can't buy properties or shares. Even if I managed to save a little, it would never be enough to invest properly, or make a difference to my income."


John had been expecting some doubts and fears from Kate, and he decided to address each point as she raised it.


"Kate, I know that you have little wealth at the moment. However, you don't need to be wealthy to invest your money successfully. In fact, you actually have some advantages over wealthy people when it comes to investment."

Kate raised her eyebrows in surprise


"I know that your money situation is sometimes tight, Kate, and this has taught you to balance your money carefully, and pay attention to your finances. 


This is an invaluable skill that will serve you well in the future. Wealthy people sometimes become lazy about details, as they don't need to be careful with money in the way that poorer people do.


They can loose their financial disciple, and this can lead to making poor investments and paying prices for assets which are too high. 


Although you lack experience, Kate, you have learnt some financial discipline and attention to detail that will become very useful. 


You are also busy, as I know well, but you still have some time that you can devote to learning and investigating investments. 


Some wealthy people can afford to spend their time on leisure activities, and may prefer to spend as little time as possible considering investments.


If you save money in the ways I will show you, then you will be making investments within a few months. 


Within a year, you could even invest in property or shares, and increase your wealth through investing."


John had raised some interesting points that Kate had not considered, but she still did not see how it could work for her.


However, Kate had faith in her grandfather. He was successful himself, and although she knew little about the early part of his life, she knew that he had never inherited any money and that he had made it all himself.


"You speak about wise investment, grandfather," Kate said as she thought out loud, "but I hardly know any more about investment than my young children do. I don't have any qualifications or experience, and I just wouldn't know where to start. It's all incredibly complicated."


"The world of money and finance is very complicated,” John began, “However, the principles that govern it are very simple indeed.


I can teach you everything you need to know to invest successfully. 


The more you know, the better you will be able to manage your investments, but the essentials are very simple. Don't imagine, though, that because they are simple that everyone but you understands them. On the contrary, very few people seem to follow the most basic principles of wise investment. 


I am constantly amazed at the mistakes people make but not following a few common-sense guidelines. If you follow the guidelines I give you, you will be far more successful than the average person at investing your money."


Kate pondered John's words. 


Some of her initial scepticism was beginning to fade. John knew her background and situation, and if he was convinced that she could build her wealth by following some simple guidelines, she was interested to hear what they were. There were still things that bothered her though.


"You know, John," she said, "things are difficult financially, but I just don't have the time to work longer hours. I am happy with my life as it is. I really enjoy it when Jim and I have a night out, and I don't want to loose that. More money would really help, but I am afraid that I will have to change my whole lifestyle, and it just wouldn't be worth it."


John was not surprised at Kate's comments, and he sympathised with her fears. 


"I understand what you mean, Kate, but you won't need to change your lifestyle to achieve financial success. It really comes down to planning ahead and organising yourself better. 


In this way, you can save money without missing out on your personal pleasures."


Kate was relieved that John was not suggesting that she take on extra work, and if anything he was strongly recommending against it.


Her grandfather had answered many of her initial worries, but the larger and more serious ones still remained. Although she hated to admit it to herself, Kate realised that she was afraid. 


She was afraid of taking a risk, and afraid of change. She felt intimidated by the world of investment, from banks to the stock market. Kate briefly considered asking John to forget the whole thing, but she had come this far and she was determined to press ahead.


John watched his granddaughter's face, and guessed the thoughts that were passing through her mind. 


"You know, Kate," he said in his quiet, relaxed manner, "we are all afraid of change. Even change for the better. Life is a constant source of change and uncertainty, and the most frightening thing we ever do is get out of bed each morning and face the uncertainty of another day. 


Always remember, though, that you are taking a large risk by not acting. Although every investment has its risks, you are exposing yourself to the greatest risk of all. 



You are financially vulnerable, and if you had a major accident or illness then you would be in serious trouble. The greatest risk of all is the risk that is caused by a lack of resources, and by not making wise investments you are actually increasing your risks, not reducing them."


Kate had always considered money in the bank as the safest investment, but John's comments were starting to place a different complexion on this.


"I have one final point on the issue of change and risks, Kate. Many people see success in investment as a matter of luck.

The stock market is the best example of this attitude, and many inexperienced investors view the stock market like a gambling casino, where luck plays a greater part than skill in success. 


Let me tell you, Kate, that there is no luck involved in successful investment. If you follow the principles of wise investment, then you will have a steadily increasing assets, even through your assets may rise and fall in value in the short term.


Kate considered this carefully.


"I understand, too, that you may feel intimated by the world of investment. 


There are two important steps you should take which will prevent you from feeling intimidated. 


First, you must always remember that you are dealing with other people. Bank managers, real estate agents and stockbrokers are all human beings. 


They all make decisions on partly emotional grounds, and they all have worries and fears. Many people that you deal with may have even less knowledge of investments that you have yourself.


The second cure for insecurity is knowledge. The more you know, the more confident you will feel and the better you will be able to communicate with people in the financial field. 


A little knowledge will go a long way, and once you learn the basic terms and jargon, you will feel far more confident and be able to ask for the things you really want, instead of leaving it all up to others."


John's words were making Kate feel much better, and many of the fears and doubts she had possessed had faded away. There was still one major factor, though, and she could not shake this feeling. 


It was the one thing, above all else, that convinced her that she was wasting her time. For several minutes she sat in silence, thinking. Finally she spoke.


"John," she said softly, "I am too old for all this. I don't have the energy or the time to learn all these new things. If I had started when I was younger, things could have been different, but it's too late now."


John sat in silence for several minutes, collecting his thoughts. 


He had been expecting this, and although his first instinct was to tell Kate to stop being a fool, he realised that he must give a serious reply to her comments. 


It was an important point that she had raised, and one that deserved attention. 


"Kate, it would be easy for me to be flippant and just say 'it's never too late', but let's look at the issues properly. 


First, no matter what your financial position, it can always be improved. Even on the day before you die, there are still things that can be done to organise and improve your financial position. 


It is true, that the later in life you start this, the less chance that you will become a rich woman. 


However, this is not the goal in any event. You can become financially independent at any stage, with a little work and planning. 


You do not need to be rich to have freedom and independence, but you do need more money than you have at the moment. 


Do not forget, either, that you have several major advantages over a young person when it comes to investment. 


Even though you have never paid much attention to investment, you have still lived through booms and recessions, and heard about the major news stories in the financial world though your life. Do not underestimate the value of this knowledge. 


A young person may have energy and enthusiasm, but they have no experience of life. They cannot put things into perspective, they cannot compare the current environment with past environments and use this knowledge to make decisions. 


The older you are, Kate, the longer the period of history you have lived through, the more you have experience of the ups and downs in the financial world. 


Our successes may be sweet, but it is our failures that we learn from. The older you are, the more financial experiences and mistakes you have to draw on and learn from. 


No matter what your age or income, your financial position can always be improved. Make the most of what you have, and the present and the future will be brighter.
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Kate had been thinking for some time about John's words. Although he had not explained the details, it seemed a little too good to be true. If things were as simple as they sounded, she couldn't understand why everyone was not successful in the way John described.


Kate's grandfather sat on the park bench, the cool wind on his face and the warm sun on his skin, and waited for his granddaughter to speak. If he was to teach her about money and investment, she must believe that it was worthwhile, and it would work for her. There would always be doubts, of course, but she must believe deep down that it would work in the end. If she didn't, then they would be wasting their time.


"John," she said at length, "if it's so simple. Why doesn't everyone do it?"


"There are several common mistakes people make, Kate. The first, and the most fatal of all, is that most people spend everything that they earn. They may have some money put aside for a rainy day, and they may save up for a new car or boat, but overall they end up spending all money they earn. 


To achieve financial success, you must save money and invest it. Even if it is a small amount at first, you must increase your wealth each year. 


Each year, you must have a little more money and wealth than the year before. If you save and invest wisely, you will gain wealth and freedom. If you spend all the money that you earn, however, then you will still be financially dependent in fifty year's time. You will be dependent on your salary from work, a government pension, or some other income. Whatever the source, you will not have freedom, security and independence."


Kate had to admit that she was one of these people herself, and although she owned more possessions than she had ten years before, she could not really say that she had built up a store of assets and wealth that gave her an income and security.


"The next common mistake is a lack of planning and organisation. Some people are highly organised in their personal lives, and other are ramshackle and stumble from one moment to the next. 


Neither person is better, and a healthy balance of both qualities can make a balanced and happy person. However, when it comes to money, it is essential to be organised. You must plan ahead and budget your money. This will not make you wealthy, but it is an essential ingredient and the first major step on the path. Without being organised, you cannot achieve financial success."


Kate was becoming a little depressed. It seemed that she had made every mistake in the book.


"Having made these mistakes," John continued with a wry smile, "we come to the most insidious and destructive mistake of all. This mistake leads to financial failure, and also bitterness and an unhappy life."


Kate was intrigued.


"Many people blame others for their problems, and rely on others to solve their problems for them. These two attitudes will cause you to fail with money. Not matter what problems other people have caused you, you are the only one who can solve your problems. 


You may not be the cause of all your problems, but you must be the solution.


People may blame or rely on a parent, a husband or wife, an accountant or a bank manager. 


To succeed, Kate, you must take responsibility for your own finances. 


You are responsible for your own financial position, not anyone else. You must take the initiative, take positive actions and learn about money. 


Only by learning and taking action will you achieve financial success. Giving over responsibility to others, for our success or our failure, is an easy trap to fall into, but it is unfair and it leads to bitterness and financial failure.”
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John stared across the park, silent. 


Minutes passed, and Kate become nervous. She briefly wondered if John had fallen into some sort of trance, or forgotten altogether that she was there with him. She waited for him to say something, unsure of whether to speak or stay quiet.


"Err, John," Kate said nervously, "How should we start?"

John's face turned slightly red. "I'm not quite sure, sweetie," he said. "Where does one begin with these things?"


He looked a little nervous, Kate thought. She realised that he was unused to sharing his insights, so she prompted gently to reassure him. "Let us begin at the beginning," she said playfully, quoting a passage from Alice in Wonderland.


John raised his eyes and looked beyond the park to the city skyline. Prominent among the buildings was a half-finished skyscraper, a famous project that had been plagued with problems and was never completed. As he stared at the building, an inspiration struck him and he began to speak. 
"We will start with wise financial management," he said confidently. "Everything else flows from this. If you don't manage your money wisely, everything else is doomed to failure."


"Isn't that everything, though?" said Kate, confused.


"Not at all," replied John. It is simply the beginning. First, you must manage your money sensibly. Then, you must save part of your income. These savings must be invested wisely. Only then, only once you have done all this, will your financial position begin to improve. When you have done this, your finances will be better with each passing year. Before you know it, you will have independence and choices you never dreamed of."


"Oh," said Kate. It was a weak response in the circumstances, but she couldn't think of anything better to say. Kate decided it would be better to keep quiet and listen carefully to what her grandfather had to say.


"Go on, John," she said with encouragement.


"First, let's talk about your income."


"Don't depress me," said Kate with a laugh.


"When we spoke last week," John continued, "you told me your pay rise had been delayed. You were depressed, and a little worried too. Think back to the last pay rise you had, dear. How did it feel?"


"Wonderful," said Kate. "It wasn't much, but it was extra money that I hadn't had before. It was a really good feeling."


"Now tell me," said John, "how did you feel three months later?"


"Well, just normal," said Kate, a little unsure where this was leading.


"So you weren't any richer," her grandfather continued, "you felt the same. Sure, things were a little easier, but it didn't solve your problems. In fact, your worries about the future were probably exactly the same. 


Your long-term problems hadn't changed in the slightest. You felt a little richer in the short term, but even that faded within a few months. 


You were back where you started, making ends meet each week and each month. If the last pay rise made no lasting difference, what do you hope to gain from the next one?" 


Kate was embarrassed. She had to admit that everything her grandfather said was true. Uncannily true. Still, it made her feel foolish. She worked hard for her money, and she did what she could to make it last. Kate wished her grandfather would change the subject.


"Don't worry, Katie" John said gently. "I know things are difficult these days. You've done better than most. I know you work hard, and I know you deserve every cent you earn. I hope I can help you make the most of it."


Kate brightened a little, her confidence restored. "I do my best," she said, "but I'm not an expert on money or investment. No one ever taught me how. That's why I'm asking you for help." Kate looked at him slyly, then continued, "I don't want to wait another forty years to work it out." 


John realised she was getting back at him, and it was fair enough, too. He hadn't meant to criticise. His face slightly reddened, John decided it was better to pass by the comment and keep talking.


"More income is not the answer," He said confidently. "Yes, it does help, and increasing your income is important, but it will all be wasted if you don't manage your money wisely. Sensible money management is the key to it all. You must manage your money wisely if you want to increase your wealth and become more independent.


"Increase my wealth!" Kate exclaimed. "What wealth?"


John smiled. "You'd be surprised, my dear, but that comes later. For now, I want to talk about managing your money."


"The first rule of money management," John said, "is to have control over your money. You must record where it comes from, and where it goes to. I know this sounds obvious, but few people actually do it. 


You must record all your expenses, so you know what your money is being spent on. There is an old saying in business management, which says: 'You can't manage what you can't measure'. Let me tell you, Katie, that never was a truer word spoken. 


Before you can manage your money and increase your wealth, you must get control. You must write down the figures, and know exactly how much is spent on each of your expenses. Once you have this, you can begin to improve the whole picture. Most people spend money each day, and a month later have little idea where it all went."


John was right, Kate thought, that it did sound obvious. Still, she had to admit that she didn't actually record all her expenses. She had a vague idea where it all went, but there were days when money seemed to disappear through her fingers like water. It sounded like a lot of work, though, and she wasn't sure she really wanted to do it. "Does that mean that I have to write down every cent I spend?" said Kate, hoping her grandfather would say 'No'.


"Initially, yes," said John. "I know it is a nuisance, but spending a little time now will give you more free time in the future. Once you start, it becomes easy, and it certainly shows up where your money is going."


"Do you do it?" Kate asked. She knew he would say 'No', as he had plenty of money, and he didn't need to be careful.


"Yes, I do," said John. "I withdraw a fixed amount each week for daily expenses, and I write down each thing that I spend it on. No-one is invincible, Katie, and the moment you stop looking after your money, it will stop looking after you."


Kate was surprised. "What do you do with the lists?" she asked.


"Nothing," said John. "At the end of each month, I read through them, then I throw them away. The act of writing it down each night makes me aware of where it has gone, so I never forget what I am doing. I never take it for granted." John looked across at his granddaughter. He knew he shouldn't tease her, but he just couldn't resist. "Money doesn't grow on trees, you know," he said with a perfect imitation of seriousness.


"Bastard!" said Kate, slapping her grandfather on the arm. "I came to you to learn about money, not gardening!".


John laughed so hard his stomach began to hurt. Many people would have been offended by the way Kate had spoken, but John knew her well. She loved to play with him, feigning anger and disgust at his teasing comments. He enjoyed the laughter, and it certainly eased the strain on her face. John wondered if the best thing he could do would be to take her a good comedy, but then the problems would still be there in the morning, and this way things may change for the better.


"Now that you have recorded where your money goes," he said, "look at ways to reduce your expenses. Most people spend their time hoping to earn more money. They wait expectantly for pay rises, try working harder and even take on extra jobs. In general, however, we have far more control of our expenses. Money comes in, and money goes out. You can be in a better financial position by increasing your income, reducing your expenses, or doing both."


Kate grimaced. She didn't like where this was heading. "I don't want to go without, John," she said. "As I young girl, I never had money for the things I wanted. These days, things are better, and I don't think I could ever go back to worrying over every cent."


"Not at all, dear," replied John. "I am simply suggesting a little forethought. Check through your list of all the money that you spent in the last month. I can guarantee, there will be costs in there that you can reduce, without missing out on anything. A little thought and planning ahead will do the trick. Take food. We often buy food when it is convenient, not necessarily at the most inexpensive shops. Planning ahead can save quite a bit. There are numerous examples. Perhaps you have been meaning to change to a cheaper parking area, but haven't got around to it yet. It all adds up, Kate."


"I suppose," said Kate, unconvinced. "But trivial things like this won't make me wealthy." She had been hoping that John would show her some secret investment that would solve all her problems. It wasn't looking very promising.


"True," John replied, "but as I said, every bit helps. Each dollar you save in weekly expenses is an extra dollar every week of the year. After a while, it will snowball into a substantial sum. Anyway, we are really only setting the scene, the real progress comes later." John continued, building each point he made on the last. 


"We have now looked at two aspects of money management; recording money in and out, and reducing expenses. You should also look at increasing your income in the longer term."


"Why the long term?" interjected Kate, "what's wrong with right now?"


John laughed a little. "Fine if you can do it, Katie," he said, "but increased income is usually a long term proposition. In the short term, it is important to focus on reducing expenses, but there are limits to reducing your expenses and keeping a high quality of life. In the longer term, you will need to increase your income. Later we will talk about strategies for achieving this."


John paused, resting for a moment. It was harder work than he had imagined. "Records, income and expenses. A good start. You must, of course, have a budget."


Kate face brightened. "I have a budget!" she said excitedly. On reflection, John was not surprised. She ran her finances so close to the bone, a budget of some sort was inevitable, he thought dryly. Still, he suspected it was more of the catch-up variety than the plan-ahead variety. "That's great, Kate dear," he said. "Now, make sure you budget for everything. Make sure you put away a fixed amount each week for bills, make sure you save up for Christmas, and don't use credit or personal loans."


Kate face lost some of its brightness. "Of course, John," she said, avoiding his eyes.


John looked across the park. The sun was lower in the sky and long shadows stretched out from the trees. It was quieter now, the children had gone home and the wildlife in the park had settled down. Ducks swam slowly on the lake, feathers glowing in the rich golden sun. The birds, too, were quieter, preparing for the night. 


Kate's grandfather loved the park. It was the largest in the city, and the most beautiful place within a great distance. John hoped his words would be of some help to Kate.


"Katie," said John slowly.


"Yes?" she replied.

"I have talked a little about managing your cash flow, your income and your expenses." He paused, collecting his thoughts.


"Go on," said Kate gently. She wanted him to see that she appreciated his efforts.


"Overall, though, this all comes to nothing for most people. We all earn a fortune though our lifetimes, and yet few people could last more than a month or two without a paycheque. It is the same for people with high incomes and low incomes, the young and the old."


"I know," said Kate.

"There is only one reason for this, Kate. Most people spend everything they earn. Pay rises don't help their situation, because their lifestyle adjusts to spend a little extra. They buy slightly better clothes, or go out to dinner a little more often. Nothing changes, because they still spend all that they earn. If anything, they are even more vulnerable, because their whole lifestyle is built around a high income, and if it disappears then they are in serious trouble. Kate, there is only one answer to this, only one way out of the cycle of rising income and rising expenses."


"Go on, grandfather," Kate said tenderly. She could see the sense in his words, and she could see that memories were haunting him.


"Kate," he said, "you must save part of your income. You must save on a regular basis, you must save a fixed amount each week. It is the only way to build a strong financial future, to give you choices and freedom in your life. If you save at least one tenth of your income, and invest it wisely, your future will be assured."


Kate looked at her grandfather, unsure what to say. "John," she said, "I have a little put away, but I couldn't possibly save a large amount each week. I simply couldn't afford it."


"Kate," John continued, "remember the pay rises? Remember how great they were for a few months, but then your lifestyle adjusted, and everything seemed back to normal? Well, starting to save is the same. 


For the first few months, it seems a real pain. The extra money missing each week makes a real difference. After a while, however, things return to normal. It gives you the incentive to complete some money-saving ideas that you had been planning, but hadn't bothered putting into practice. 


You may find that your routine changes slightly, and you spend a little less time on pastimes that are expensive, and a little more on ones that are cheap. Overall, however, in a few months time, everything will seem normal again." John paused, took a deep breath, and continued. 


"Think about your expenses, Kate, and take action to reduce them. Don't waste money, when you can achieve the same thing in a cheaper way. As the old saying goes, 'necessity is the mother of invention', and we only solve problems when we are forced to.


Don't let yourself be ripped off. If you buy something, and it's faulty, make sure you get a full refund. Even small amounts of money make a difference, and if you don't have the courage to stand up for small things, then it will be almost impossible when really important issues come along. 


One of the hallmarks of successful people, Katie, is that they never let themselves be ripped off, even for trifling amounts. They always demand what is rightfully theirs, and they refuse to be a victim in any situation. If you can develop this attitude, Katie, it will be your constant companion and friend throughout your whole life.


Re-organise your expenses, and you may even find that you can save money without having to miss any of your personal enjoyment at all."


John paused again, and rested. It was difficult to collect his thoughts, to organise the jumble of ideas and wisdom into some sort of order. It was frustrating, too. He wanted to pour all his knowledge into Kate's mind like a jug of water into a bowl, and yet he knew there was no quick and easy way. It would take a long time and a great deal of patience.


"This is the only way, Kate," he said. "If you save what is left over each week, you will save nothing at all. We all spend everything we earn. The secret is to take one tenth out of each pay packet, put it away, and then spend everything that is left."


Kate sat in silence, reflecting on what her grandfather had said. She didn't want to tell him, but she couldn't imagine how she could possibly find the extra money for saving. 


Still, there was sense in what he said. Every bit of extra money seemed to be absorbed into the mass of expenses, and perhaps it worked in reverse as well. 


Perhaps, if she began to save, the expenses would re-adjust themselves, and she would not go broke after all. Perhaps, if she looked at ways to save money, she could save and still enjoy herself whenever she wanted to.


"Two final points I should make, my dear," said her grandfather. He was beginning to tire. "This money you save is your wealth, your security and your freedom for the future. It is not money saved for expenses. You must also budget and save for expenses, but that does not count as your savings. 


Second, you must invest these savings wisely. Do not worry, for I will teach you how to do this. Investment is simply placing your money into forms that may increase in value. If you do this carefully, it will begin to snowball into more and more money. 


The money you invest will earn more money, and this in turn will earn more money again. Over time, your investments may begin to produce so much income, that you may not be totally dependent on income from your work.


This is when the freedom begins to come into play. Perhaps, one day, if you learn these lessons well, your investments will be so strong and profitable, that you will not even have to work at all, unless you chose to for enjoyment."


Kate was excited. Finally, the things John said were really beginning to interest her. She could see the sense in what he had said, and she could see it was a necessary part of the process, but the idea of money coming in the door without any personal effort sounded like heaven. 


She determined that she would start to save, even if it was difficult at first. She wanted to manage her money better, so that she would have cash left over to save and invest, and so she could escape from the rut she had lived in for so long.


John was tired. It had been a long afternoon, the sun was below the horizon and the daylight was beginning to fade. "Another day, Katie," he said slowly. "More talk another day."


"Thank you, " said Kate. "I am not worried any more. I am full of energy, I can't wait to do the things you have told me. Things are going to change, John.


I am going to change them." Kate beamed at her grandfather. He suddenly looked old, she thought, very, very old. "Let me take you home, grandfather," she said softly. "Its time to go home."
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It was a sunny day, as it always was at this time of year. Kate sat with John on his favourite bench in the park. It was a week since they had last spoken, and John looked relaxed and happy. Kate had been a little worried after their last talk, for it had clearly been a drain on her grandfather. Still, it was Sunday again and he looked fitter than ever. 


"I swear," said Kate with a smile, "you don't look a day over fifty, John. If I was a single woman, I'd be after you myself."


John laughed. "Flattery, flattery, my dear. I love it!"

Kate was feeling good. Over the week, she had thought about the things her grandfather had said. Although it was just a start, and things had not really changed yet, 


Kate's whole attitude had shifted. She had known John for many years, and she loved him dearly, but she had never stopped to think about how he lived his life. 


After listening to him the previous week, though, it dawned on her that he was rather a unique person. He rarely complained, and when he did he always took some action about the problem. 


His life was his own, he controlled it himself, and when something was not right, he did his best to change it. The problem was not always solved, but at least he had acted. In short, thought Kate, he was never powerless, never a victim. For the first time, Kate began to feel that she, too, could control her future. She was optimistic and positive, ready for action, and eager to listen. Kate thought more about her grandfather's attitude, and decided it deserved a great deal more attention.


"So tell me, John, what is the lesson for today?" said Kate playfully. She was a trifle worried that he had forgotten about teaching her, and would not wish to continue the discussions. Her fears were soon put to rest.


"The lesson for today comes from the book of Exodus," said John in a deep, solemn voice, reminiscent of Charlton Heston's portrayal of Moses.


"Bastard!" said Kate, slapping him on the arm in her traditional way. "First a gardening lesson, and now religion!"


John's face burst into laughter, unable to maintain it's mock sincerity. "On the contrary, my dear, the topic is highly relevant. The Jews' exodus from Egypt was a trying time, and resources had to be allocated and managed very carefully." Kate's face betrayed confusion, and John quickly decided that a more traditional approach would be more effective.


"Kate," he said confidently, "today we will begin with budgeting. Have you ever had the feeling of receiving a large bill, and not knowing if you will have enough spare cash to pay it?"


"Of course not, John," said Kate with mock irritation. They both laughed.


"Well, you won't ever have that feeling again. You may not be any richer next week, but you will know that every bill you receive can be paid on the spot. Believe me, Kate, it's a very satisfying feeling."


"What's this all about?" said Kate, not quite following him.


"Its about budgeting," John replied. "Let me continue, and you'll soon see. First, remember that most bills and expenses are predictable. Yes, there are accidents, and cars break down at random, but on the whole we know what is coming. Insurance, electricity, the telephone and servicing the car all come around at regular intervals. 


It is well worth the effort of putting aside a fixed amount each week to cover all these items. When you add up the total amount that these things cost each year, you'll probably have a heart attack."


Kate laughed. Often the bills seemed reasonable, but when she imagined adding them all into one lump sum, he would probably be right.


"Remember, though, that you would be spending this money anyway. All you are doing is being more organised about the whole thing. You will need a moderate amount from each pay packet, instead of a small amount from one pay packet and a massive amount from the next.


In business, this money is called 'provisions', because you are providing for expenses that you know will be coming up.


"OK," said Kate with conviction, "the first rule of budgeting is to put aside a fixed amount for bills; to make provisions. This way, I have the peace of mind of knowing that I will be able to pay each bill when it arrives, and my cash flow will be smoother, not up one week and down the next."


"Excellent," John said with pride. "One more point on provisions, Katie. You can go overboard with provisions, allocating money for all sorts of things, such as the chance of expensive car repairs, possible health problems. Life is full of possibilities, both good and bad. On the whole, I suggest you put aside provisions for the predictable, regular bills. All other possibilities are best covered by increasing your overall wealth."


"Fine," said Kate. This talk was going well and she felt she was keeping up all the way. "Now the second rule, John."


"The second step in budgeting," said John, "is a little more difficult." He hesitated a moment, unsure of how to continue. "Let me ask you, Kate, what you do at Christmas time."


"Well," she said cautiously, "I save up a little if I can, and I buy the rest on credit. Credit cards are so convenient, John."


"True," her grandfather said, "and they do have their place. I have one myself. 


However, we all know that Christmas is coming up, and we usually know who we will be buying presents for. Kate, I know it takes some discipline, but you should save up for all your purchases. 


There are some very large items, like a car or a house, where it is not practical to save up, and a loan is normally required. However, apart from these, you should save up for everything else."


Kate looked glum. If she kept putting aside money for so many things, she reasoned, there would soon be nothing left over for herself.


"Don't look so depressed, Kate," her grandfather said. “Remember that you are spending this money already. The budget is simply to allow you to be better organised with your finances. This approach will leave you with more money for yourself, not less. 


Saving has several advantages. First, it eliminates the interest that you pay on credit. 


Right away, you have more money for yourself. Second, it makes it brutally clear just how much money you are spending on all these different items. If you choose to spend your money on large purchases and gifts, that is all very well, but at least you will see clearly why your week-to-week cash seems a bit tight. 


The chances are, you will decide that you don't really want all of these things after all. Since you are allocating money before you purchase, and not afterwards, you can change your mind and spend the money on something else."


John paused for a rest, and looked at his granddaughter. She was not as bright as she had been, and he briefly wondered if it had been wise to paint the picture so honestly. 


"I know you're right, John," Kate said with a weak smile. "I guess I'm just a kid at heart, and I want everything right away. Gifts, too, just seem to be free when I don't have to hand over cash." Kate took a deep breath, and looked up at her grandfather. "OK, John," she said with renewed determination, "the second rule of budgeting is to save up for all your purchases."


"I know it sounds like a nuisance, Kate, but it will leave you better off at the end of the day. You will have greater control of your money, and you will have more to spend. It will be you, for the first time, who decides exactly where it will go, instead of it just disappearing through your fingers like water."


John leaned back on the chair and rested. They had been talking for a while, and it had become quite warm in the sunshine. As he sat there, a cloud passed over the sun, and a slight breath of cool air blew past him. It was a wonderful day, a little warm perhaps, but relaxing all the same.


John watched the families picnicking, the children running around and playing games. Their small faces were glowing and alive with energy. 


Their parents rested on the grass in the shade, relaxing after a long week. John watched the innocent joy on the children's faces, and then looked at the parent's faces. They were resting, and yet there was no real peace for them. 


There was the tinge of tiredness, the slight stress and the faint air of jaded cynicism. Perhaps it was his imagination, he wondered, but then he looked at the children again, and was saddened by what would become of them on their difficult journey through life.


Kate watched her grandfather. He was deep in thought, watching the children at play. A curious man, she thought, loving and wise, but full of mystery. He was still, in many ways, a private person, and Kate wondered what thoughts travelled through his head. 


She looked at his face, and had to admit that it held character, and was more than a little attractive. She could see some of her husband's face in John's, and perhaps this had attracted her to Jim when they had first met. And yet, this was a very different man from the one she had married. John suddenly turned to her, almost as if coming out of a trance.


"Let us continue," he said briskly. "Your income will be broken into four parts. 


First, money put aside for regular bills and expenses, such as insurance and electricity. 


Second, money you put aside to save for purchases. 


Third, money saved and invested. This is your wealth, a wealth that will increase when you invest it wisely. It will give you security, and one day, when it has grown, it will give you an income without labour of your own. 


Finally, what remains, you may spend on your daily expenses and entertainment. I will caution you, however, to keep a little aside for the unexpected expenses which pop up from time to time. If you manage your expenses wisely, the money you can spend on yourself will be the same as you have now, or perhaps even more."


Kate thought about John's words. The approach he was suggesting was a hell of a lot more organised than anything she had done before, and yet she could see that it made a great deal of sense. 


Kate decided that it was worth trying, but she still hoped that john would soon tell her how to have more money, not just use the amount she already had more effectively. Suddenly, a curious thought struck Kate, a question that she felt would be very revealing. "John," she said innocently, "do you organise your finances in this way?"


John smiled, a smile of amusement, a secret sort of smile. "My finances," he whispered softly, "are complex enough to keep several people in full-time employment."


Kate was shocked. Her head spun with a whole range of possibilities and she was dying to ask more. She looked at John.


He said nothing, just stared into space, relaxed, with a slight amused smile on his face. Kate sensed that she was wiser not to push, and she would have to wait for another day. She sat while he rested, and waited for him to being his next topic.
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Rested and refreshed, John prepared to tackle the next topic on the agenda.


"I hope that I have been able to illustrate," he said, "the benefits of being organised and budgeting your money. In fact, if you don't become more organised, the other things I tell you will do more harm than good."


John had made his point, and Kate listened in anticipation for his next words.


"Having gained control of your money," he said, "the next step it to have more of it." 


Kate liked the sound of this. At last he was getting down to the real business of getting more cash through the door.

"Improving your cash flow," he said, "involves reducing your expenses and increasing your income. First, I will talk about reducing expenses, as this is the first area you should tackle. You have more control over your expenses, and any improvements you make usually take effect right away.


First, as we have already discussed, it is essential to record your expenses and work out where all your money is going. A month's worth of figures would be a good start, and the longer you record things the better. Take each expense, no matter how big or small. As the old saying goes, 'if you look after the cents, the dollars will look after themselves'. This is very true, my dear. 


Every expense, no matter how small, should be examined. Think about ways to reduce or eliminate each item. Many things can be bought more cheaply by shopping around and planning ahead. Have a close look at all your insurances. Make sure they are not too small or too large, and don't pay for anything that you don't really need.


Have a close look at your recurring expenses, things that come up on a regular basis. Servicing the car is a perfect example.


For each regular activity, make sure you perform it as infrequently as possible. Now, don't neglect anything, or much bigger problems will arise in the future. Cars, for example, should be serviced regularly and promptly. 


However, don't do anything more often than it needs to be done. In the long run, this can make a big difference to your overall expenses.


My next suggestion," he said, "relates to gifts. It is a wonderful thing to give gifts to loved ones, and one that I indulge in myself. However, don't overstretch yourself. Decide how much you can afford to put away each week for gifts, and keep to your limits on Christmas and other occasions. 


Sometimes, we receive expensive presents, and feel obliged to buy an equally expensive one in return. If a present is given, however, and an equal present is expected in return, then it is not a true gift; it is a business transaction. 


It can be difficult, I know, to show restraint in purchasing gifts, but you have your own future to think about as well. One final point on gifts. A gift is an expression of love for a person. The more personal involvement you have in a gift, the more meaningful it is. 


Become involved in your gifts. Select something carefully that the recipient really wants. Wrap it yourself, or have it specially wrapped. Write a personal, descriptive card. 


If you have a hobby, consider using your hobby to make gifts for your loved ones. A gift with this involvement can have more meaning and have less monetary cost than an 'off the rack' present."


John turned to his granddaughter, smiled, and continued speaking. "Now," he said, "for the big one… Interest."


"Interest?" Kate said curiously.


"Interest. Interest, for many people, is a significant expense. It is often hidden, though, within repayments for various loans, credit and overdrafts. 


Re-arranging your finances can reduce the interest you pay, saving you significant amounts of money. Remember, my dear, that interest is completely wasted money. It is not paying for the item itself, the interest is simply paying someone for the privilege of borrowing money.


There are many ways to reduce the money you waste on interest, and I will go through these shortly. The number one way, however, it to simply save up for purchases, instead of buying them on credit. It is quite common, my dear, for people to pay double the price for items, once interest charges are taken into account. 


This is money that you can't afford to throw away. I have heard people complain that they can't afford to pay cash for an item, and they need some form of credit. 


Well, my dear, if someone can't afford to pay for a purchase, how the hell can they afford to pay twice the price for it?"


A fair point, thought Kate.


"The topic of borrowing and credit is so important," John continued, "that I wish to devote the whole next hour to it. First, however, we must get our priorities right. See that icecream van over there?" said John, pointing to a van under a nearby tree.


"Yes," replied Kate.


"Let's eat!" he said with a childish grin as he leapt from the chair.
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John and Kate were refreshed, relaxing on the park bench and eating icecream. Kate felt a little embarrassed. She felt like a little girl being naughty, sitting on a park bench eating icecream with her grandfather.


"I'm too old to be playing around like this, John," Kate said with a sheepish look on her face. "Can you imagine what my kids would say if they could see me now?"


"Rubbish," said John, smiling. "The moment you're too old to eat icecream with me, you may as well pack it in. Michael and Sarah are good kids, I'm sure they wouldn't tease you for more than, say, a couple of months at most."


"Bastard!" said Kate again, almost spilling her icecream into her lap. "You'll get me into trouble yet!"


"I sincerely hope so, my dear," John said with a twinkle in his eye. "Now, where were we."


"Credit, I think," replied Kate. She wasn't looking forward to this topic, as she was an offender herself. Still, If she could reduce all the various repayments, it really would be a major step forward. "Go on, John," she said between mouthfuls.


"Now, the first point I want to make," said John as he finished his icecream, "is that all forms of credit are simply different ways of borrowing money. Personal loans, credit cards, overdrafts, financing through stores, all these different arrangements are simply different ways to borrow money. 


In life, there's no such thing as a free lunch. If you want to borrow something from a stranger, then you have to pay for the privilege. 


If you want to borrow someone's flat for a year, then you pay rent. Rent is simply a charge for borrowing someone else's building for a while.


If you wish to borrow a car from a car rental company, then you will pay for each day that you have it. Money is no different. 


If you wish to borrow money from someone, then you must pay for the privilege. The fee you pay is called interest. For each day you have the money, you are charged a fee. 


Now, imagine you go into a shop and buy some furniture. Instead of paying cash, the salesman offers you repayments over twelve months. What is actually occurring here? Essentially, there are two transactions going on. 


Firstly, you are borrowing money, and repaying it over twelve months. 


Secondly, you are using the borrowed money to purchase the item. Because the whole thing is done at one time, you simply sign a stack of papers and take the item home. 


However, Kate, it is essential to understand what is happening. You must separate the financing arrangements from the purchase of the item, to properly understand what you are doing. 


Now, let us take credit cards. The same situation applies, you are borrowing money from the credit card company and using it to purchase goods. I know, Kate, that when you buy something on credit it almost seems free. It is a hard feeling to shake, I have experienced it myself. You must think about it, however, and realise that everything bought on credit must be paid for out of your own cash, plus any interest as well. Items bought on credit aren't free, they actually cost more that the same item bought with your hard-earned cash."


John paused for breath. Kate was listening intently, hanging on every word that he said. Although there was nothing new about what he said, there was something about the approach that was different.


John's descriptions showed the whole issue in a different light, and Kate felt she had a deeper understanding of the things she had been doing.


"I have, I believe," said John, "shown the disadvantages of borrowing and credit. You only have a certain amount of money to spend, Kate, and there's no use in giving it away to people for borrowing things if you can avoid it. Having said that, do you have any forms of credit yourself?"


"John," said Kate with a sudden rush of honesty, "I have every form of credit that you have just mentioned."


"Oh," said John. He had expected her to be up to her eyeballs in debt, but this was worse than he had expected. "Well, Um, my dear," said John, unsure how to react, "let's look at strategies for improving your situation." 


He paused to collect his thoughts. Perhaps, he thought, this was a good thing. Kate was spending so much on interest, she would have learnt to live from a modest amount each week. If the interest payments could be reduced or eliminated, she would have massive amounts of cash left over to save and invest.


"First, my dear, think about any money you have in the bank. Although you should have a little cash for emergencies, it is pointless to have cash earning a low rate of interest, when you are paying a high rate of interest on credit. 


Effectively, you are borrowing money from the bank, paying a high rate of interest, and depositing it right back in the same bank at a much lower rate of interest! 


Is it any wonder that the rich get richer and the poor get poorer? 


Now, my dear, keep a little cash for emergencies, but use everything else you have to pay off your credit and loans. Paying off these items is the most profitable investment you will ever make."


Kate felt like a fool. There was no way she was going to admit it to her grandfather, but she had money in one bank account, and an overdraft on another. The bank charged her double the interest on her overdraft compared to the interest she earned on her deposits. 


It seemed obvious, but she had never got around to transferring money from one account to another. Every month, she paid large amounts of interest to the bank, simply because she hadn't bothered to make a trip to her local branch.


"That's a good idea, John," said Kate. She was trying to sound business-like, although her face was quite red. "Still, that won't be enough to pay all my debts. Besides, it always made me feel good having the cash squirreled away in that other account."


"In a way, Kate, that is an illusion. A person with 5,000 in cash and 3,000 on a credit card has exactly the same wealth as a person with 2,000 in the bank and no debts. However, you are right in one respect. Once a lump sum of money is dissipated, it is difficult to have the discipline to save and rebuild it. If you cannot save a fixed amount from each pay packet, though, you will not achieve that things you have been asking me about anyway."


John sat in silence for a few moments, contemplating the information that Kate had just given him. It was worse than he had thought, and Kate could not even repay her short-term credit with her cash assets. 


It was, he thought to himself with grim humour, what one could call a 'challenging situation'. 


"Time for the next strategy, my dear," he said brightly. "Rearranging your finances can be a hassle, but once you get things under control it will be a whole new ball game. Next, you should investigate refinancing and consolidation loans."


"Consolidation loans?" said Kate. She had no idea what he meant.


"A consolidation loan is simply a loan you take out to pay off several smaller loans," said John. There are several reasons you should do this. 


Firstly, many forms of credit have high rates of interest. By taking out a single personal loan, you can pay off several other loans and have a lower rate of interest. 


Secondly, you will have a fixed repayment period. With credit cards, the balance usually goes up and down as you spend and make payments. 


It is hard to set yourself a schedule to actually repay the whole amount. In fact, you would probably never pay it off completely. 


The balance would simply go up and down like a barometer of your financial health. 


With a loan, however, the repayments are fixed and you know exactly when the entire amount will be paid off. The final advantage is simplicity. You have one fixed payment a month to budget for, rather that running around from pillar to post paying different people different amounts each month."


John paused, looked at Kate, and said, "Once you have done this, Katie, for God's sake destroy your credit cards and cancel your overdraft so you don't ever get into this situation again."

