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Preface by

Robert Kiyosaki

Ilove Rich Dad’s Success Stories for the following reasons.

1. These people took action and achieved successful results. A few weeks
ago, I was on a local television show in Phoenix, Arizona, where Kim and I
live. The host was interviewing a reader of Rich Dad Poor Dad and me. The
reader said that she had liked the book but felt it was a waste of time to read.
Her complaint to me, and thousands of TV viewers, was “The book did not tell
me what to do next.” I did not respond because my blood was boiling. Rather
than say anything, I faked a smile and silently nodded.

“So what should she do?” asked the TV host.

“Find another book that will tell her what to do,” was my feeble reply.

One of my pet peeves is people who only do things they are told to do. Ever
since I was a little kid in school, I noticed that there were classmates of mine
who did very well in school, simply by doing what the teacher told them to do.
Often they were called the teacher’s pet. On the other hand, I often did things I
was not told to do, or told notto do... and that got me in trouble. So early in
my life, I realized that I was a person that hated to be told what to do, which is
why I do my best to not tell people what to do in my books.

Bookstores and libraries are filled with “how to” books. For people who
love to be told how to do something, such books are just for them. Rich Dad
books are not “how to” books. They are books dedicated to passing on my rich
dad’s financial wisdom and guidance. They are stories about my own path of
trial and error, utilizing rich dad’s wisdom, and turning my errors and
experiences into my own personal lessons. Never do I expect anyone to follow
my path. I simply share my lessons learned along the way and encourage



others to find their own path.

Rich Dad books are written for the purpose of expanding the reader’s
possibilities in life, rather than becoming a specific recipe book on how to get
rich. Years ago, my rich dad explained to me that there were millions of ways
to get rich. It was my job to find the way that best fit me. So rather than get rich
following my rich dad’s footsteps, using his recipe for success, I took his
guidance and wisdom and found the path that worked best for me. And that is
what this book is filled with. This book is filled with success stories of people
who took rich dad’s wisdom and then found their own path to financial success.
They are not people sitting around, waiting for someone to tell them what to
do next.

There are millions of people today, working at dead-end jobs, working
hard, putting money into investments that lose money, many realizing that they
may never be able to retire, yet waiting for someone to take them by the hand
and show them the way out of their financial trap. Hopefully they will go to a
bookstore or library and find the “how to” book that can take them by the hand
and show them their way out. The people in this book did not need a “how to”
book. Instead, they have written their own “how to” story on how they found
their own path to financial success.

2. These people did well financially, while at the same time millions of
people lost trillions of dollars. Rich Dad Poor Dad was first published in April
of 1997. Some of you may recall that was the era of the dot.com bubble and
mania. People who had never invested before were taking money out of the
equity in their homes, their savings and putting their hard-earned money into
mutual funds, stock, and even IPOs, initial public offerings, generally an
investment vehicle reserved only for the rich and financially sophisticated.

While I was on promotional tours between 1997 and 2003, I often warned
investors about the perils of the stock market and how risky mutual funds were.
On several occasions, I was slammed by financial commentators for
criticizing mutual funds and the stock market and on one program was even
asked to leave. Several financial magazines and newpapers openly criticized
my book and my rich dad’s message. Several publications actually published
lies and false statements about me, in an attempt to discredit me, and my rich
dad’s message. Beginning in 2003, however, many of these same financial
commentators had started acknowledging that the Rich Dad message has great
merit.



Today after millions of people have lost trillions of dollars, it is indeed a
pleasure to read a book about people who did well financially during this
extremely turbulent financial era. I am also certain there are many people,
including those commentators, who wish they had followed my rich dad’s
advice rather than their financial planner’s advice during this same time
period.

3. Rich dad’s lessons and wisdom do work. 1 still hear people saying, “I’'m
waiting for the market to come back.” I also see financial advisors who gave
bad advice before the market crash still handing out the same bad advice after
the crash. They’re still saying, “Invest for the long term, diversify, buy and
hold.” They also continue to say, “The market goes up on average 9 percent
per year.” The sad thing is that there are still millions of investors who
continue to heed that advice, even though there is overwhelming evidence that
the advice did not work. How people can continue to follow bad advice or,
even worse, get paid for handing out such bad financial advice is beyond me.
This book is about some people who took control and took responsibility for
their own financial education and their financial future. Rich dad often said,
“The reason so many people do not do well financially is because they take
financial advice from salespeople, not rich people.”

The Real Reason I Love This Book

Of these three main reasons I love this book, a book about real-life people
becoming financially successful in the real world, the first one is the most
important.

It is because these people took action. We ended Rich Dad Poor Dad, our
first book, with “Take Action,” and these people did. They took risks. More
importantly, they took responsibility for their own financial education and
their financial future. They did not simply turn their money over to a large
financial institution and hope and pray that the large financial institution had
their best interest at heart, which is what millions of people are still doing.

We are heading into an era of great financial turmoil and uncertainty. The
financial storms that lie ahead will test all of us... me included. The people in
this book who shared their stories are better prepared today to be able to
handle the financial storms of tomorrow. Because they took action, learned,
gained experience and wisdom, and succeeded, they are better prepared for the



future, and that is what I am most excited about. The future will be very bright
for those that are preparing today. Unfortunately, the future may be very grim
for those who are waiting for the good old days of the past to return to the
future.

ROBERT KIYOSAKI



Introduction

Taking Action
with Rich Dad
by Sharon Lechter

In Rich Dad’s CASHFLOW Quadrant we introduced the CASHFLOW Quadrant,
which describes the four types of people in the financial world.

The E and the S on the left side of the Quadrant represent employee and
self-employed or small business owner. Typically the employee is looking for
job security and benefits, while the S is a specialist and ends up “owning” his
or her job. The more successful they become, the busier they are and the more
tied to their job or business. The left side is the side that our traditional school
prepares you for. It is also referred to as the “rat race.”

The B and I on the right side of the Quadrant represent the business owner



and investor. The business owner has other people work for him or her and has
defined systems by which the business operates. It operates independently of
the owner. The investor has his or her money working for him or her. In
review, financial freedom is found on the right side of the CASHFLOW
Quadrant. We also refer to the right side as the “fast track.”

The people who share their success stories in this book all want to achieve a
similar goal: financial freedom. They are all striving to move to the right side
of the Quadrant. When we hear from our readers, they almost always talk
about shifting from the left side of the CASHFLOW Quadrant to the right side.
No one ever tells us they are going in the opposite direction. That’s because
they have recognized that moving from the left side of the CASHFLOW
Quadrant to the right side is the way to achieve financial independence.

Rich dad teaches that on the right side of the Quadrant is where your money
works hard for you. Many times people tell us they are bridging the quadrants,
with one foot in the E or S quadrant while owning a business or investing in
real estate on the right side. Their goal is to create enough cashflow so that
they can leave their job or S quadrant life and live totally on the right side as a
business owner and investor.

Their stories tell the difference between being totally dependent on others
for income versus being in control of one’s financial life. They share the fears
they faced around money and how they learned to overcome that fear as well.
As rich dad advised, they developed their own path, one that was right for
them.

They took steps to achieving financial security by either buying businesses
or investing in real estate or both. People who already own businesses used
rich dad’s lessons to help them run those businesses in a better, more owner-
friendly way.

None of them were money experts before they began their financial
education. Some hold advanced degrees from noted universities; others just
made it through high school. A few are still in school. It doesn’t matter what
kind of education they received, they now all understand the importance of
acquiring assets and knowing the difference between good debt and bad debt.
No matter what their personal circumstances were, what country they lived in,
or how they started financially, they all learned the most important aspects of
cashflow, took charge of their financial lives, and are well on their path to
financial freedom. Several of them have left the rat race and are living happily
on the right side of the Quadrant, the fast track. If, like the people in the book,



you have found financial success through rich dad’s lessons, please share your
stories with us at www.richdad.com, so others may be inspired by your success.

You Can Take Charge, Too

If you’ve ever felt deep down inside that working as an employee or being
self-employed wasn’t giving you the financial security you craved, there is an
alternative. If your investments have lost value, you are tired of the same old
financial advice, you worry about ever being able to retire, or you just want to
spend more time with your family, the way to financial freedom can be found.
This book is filled with success stories of people who took rich dad’s wisdom
and then found their own path to financial success.

You can create your own Rich Dad success story.

Best wishes as you find your own path to financial success,

SHARON LECHTER



Part 1

It’s How You
Play the Game

If you want to achieve financial security, you’ll need to learn the game of
money. I learned the game of money from my rich dad. From my Rich Dad’s
lessons I created the board game CASHFLOW. This game teaches you financial
skills through fun, repetition, and action. It is so unique that it has been
awarded patents. It will challenge you, teach you, and require you to think like
rich people think. The people in this section describe their financial successes
and attribute those achievements to playing the CASH-FLOW games.

These people discovered that unlike all kinds of other board games that can
be won only one way and only during the time in which the game is played,
CASHFLOW provided lessons that go long past the playing time. Every time
these people participated in the game not only did they increase their financial
skills they built up their confidence as well. Using the deal cards, they told me,
offered new ways to think about investments. The deal cards, which gave them
different options each time they played, provided information for starting
cashflow-producing investments.

For Ed and Terry Colman, who live in California, the deal cards that
motivated them were about real estate. Their journey to financial security will
likely strike a chord with many. If you lived through the 1960s, as they did, you
might have also been influenced by the hippie era in which financial success
was not a goal. Actually, the opposite situation was the ultimate quest: Live
free, forget about money, and do your own thing. Focusing on the future was
regarded as a waste of time.

Ed and Terry are refreshingly honest about their past view of money. Like a



lot of people of their generation, they played into the mood of the times and
scorned financial matters. What they earned, they spent. Planning for the future
just wasn’t a consideration (at least not until their son, Jake, whose story also
appears in this book, was born).

When they realized that they needed a financial plan, they began to explore
different options. Some worked, some didn’t. But they didn’t give up. They
continued to learn because they wanted to find a way to financial freedom.
Eventually they saw that investing in real estate offered them excellent
opportunities to do that. You’ll see what they did and how they did it and follow
the small steps they took that led to even bigger and bigger ones.

If you’re a baby boomer who has lost touch with his or her finances and
thinks it’s too late to get on a new track, read what the Colmans have to say. It’s
never too late to change your mind about becoming wealthy—especially when
you have found the means to help you do it.

But if you’re in your thirties, facing big debt, and very worried about
whether financial security will ever be yours, read Tracey Rodriguez’s story.
Like many people forced to declare bankruptcy, Tracey and her husband were in
a difficult predicament. Hard workers, they were nonetheless forced into a
tough financial situation. For them, financial security is now rooted in owning
businesses, which were also inspired by the CASHFLOW game deal cards.

Perhaps you’re in your fifties, and believe that creating cashflow
investments isn’t for you. I’ve heard people in this age group say negative
things like, “It’s too late for me,” “I’m too tired to do that,” and “I’m too old to
change.” If that’s what you believe, then read what Cecilia Morrison has to say
about changing perspective. For Cecilia, and her husband, George, retirement
will be funded by steady cashflow because a deal card from CASHFLOW
motivated her to make new investments.

How Ed and Terry, Tracey and Cecilia have taken control of their financial
lives are stories of coming to terms with reality and making choices. The
decisions they have made—and continue to make—are exciting. As these people
achieve financial security, they are winners as they play the game of life.



Chapter 1

Money Matters

ED AND TERRY COLMAN
Venice, California

If we watched a movie about 1960s free thinkers morphing into twenty-first-
century rent collectors we would have chalked it up as a Hollywood fantasy.
But the story is true. Three years ago, Terry and I began to buy real estate. We
now own eight homes in three states worth over $1 million.

How and why we changed our minds and moved from fiscal stagnation to
financial action is, in a very profound way, the story of how many in our
generation have changed, too.

Take One

Maybe our pre—real estate situation shouldn’t have been so surprising. Money
had not been a topic of discussion in my house, so I didn’t receive any
information, much less training, about it. My parents thought I was
irresponsible where money was concerned; as soon I got it, I spent it. In
contrast, my younger sister, the “responsible one,” always saved her money.

Education was regarded as a good thing, but I was never told that I needed
to get a good education that would lead to a solid job and that I’d be set for life.
In order to be a well-rounded person, education was necessary. My sister
graduated from college, but after three years at Antioch College, I left school.

While I was growing up in Los Angeles, Terry was across the country in
New York. Still, she racked up two years of college in California. We met in
1980, married in 1987, and both of us stayed rooted in the hippie mode of the
1960s and 1970s.

We held on to the conviction that money, the currency of “filthy capitalist



pigs,” wasn’t important. Many in our generation embraced a righteous
indignation where money was concerned. Living check to check seemed
natural and the ambition to accumulate a lot of money never bit us. “Free love”
was the currency of our generation. We knew nothing about finance and we
weren’t inclined to learn.

Fifteen years ago, when we were in our thirties, we worked in the motion
picture production business. [ was an assistant cameraman who kind of fell into
the industry. My father, a freelance cameraman and director, had asked me if I
wanted to give the job a try. My background was in graphic arts and
photography and since I wasn’t really doing anything at the time I said sure. I
didn’t see this as a particularly great opportunity or a step on a much desired
career path. Work just meant money.

One day Terry came to the set where I was working and noticed the makeup
specialist’s efforts. The skill appealed to her, and she became a makeup artist,
as well as a hand model.

We were hired to do a lot of commercials, which entailed travel and hotels
and a rather glamorous lifestyle. Sure, we worked job to job and put in fifteen-
hour days, ten or twenty days a month, but the rest of the time was ours. We
went to the beach and when we wanted to play tennis that’s what we did.
Spending money was the goal. We had a great time living moment to moment.

On the surface, this was a very “free” and cool way to live but the reality
changed the moment our son, Jake, was born almost fourteen years ago. His
arrival was a loud wake-up call. With no plan for the future, we never
considered what would happen to us—much less to our son—ten or twenty
years hence. We carried more than $10,000 in credit card debt and counted less
than $500 in our savings account. We had no goals, no assets, no investments,
and no way out of the dire predicament we found ourselves in. “What do we do
now?” we asked ourselves.

Terry stayed home with Jake while I worked. Unfortunately, my schedule
was crazy. Sometimes I’d be gone for weeks at a time. By the time Jake was old
enough to notice I wasn’t home and would ask “Where’s Dad?” we felt trapped.
I couldn’t leave the film business. It was what I knew and I couldn’t imagine
working in any other field even if anyone would hire me. We knew we had to
make changes, but where to start?

It was time to grow up.



Take Two

Let me set the scene for you. By 1992, Terry and I, ready to act on our
financial future, were willing to try something different. One sunny California
morning, [ was in a park, pushing Jake in a swing. Another dad was doing
likewise. Already there was something different about this day because two
dads entertaining their kids at a park on a weekday was unusual.

We began to talk and the man told me he was with the Amway business,
which deals with network marketing. It turned out that his sponsorship was in
Hawalii, a place both Terry and I loved. When Terry met him and heard about
the Hawaiian connection her response was purely emotional. Here was a way
for us to get back to Hawaii. We did much more than that.

We started to build our own organization but we didn’t create a huge
downline, that is, sponsor other people in the organization. But something very
valuable did come out of this venture. Just when we were ready for it, we
learned how to do business. The procedure training seminars, instructions on
how to present the plan, sales training, and reading lists containing personal
development and success principle books provided us with a terrific learning
experience and spurred tremendous personal growth. We started to associate
with successful people we could learn from. Mingling with millionaires who
shared their wisdom unlocked our minds and cast out our narrow views about
finance. How money could be used—in addition to how the world of money
worked—was a mind-expanding experience.

The suggested book list was particularly valuable. The Richest Man in
Babylon really opened our eyes to the way we were dealing with money. Two
years after reading that book all our credit card debt had been eliminated and
our savings account held thousands of dollars. How to Win Friends and
Influence People was another enormously important book for us. Reading it
gave us the tools to deal with others effectively.

Being in the right place at the right time—in this instance the swing set at
the park—Iled to business training. Now we had graduated from the first phase
of our financial education. What, we wondered, were we supposed to do next?

Take Three

Six years ago I became self-employed when I established a service business.
We, along with six independent contractors who worked project by project,



supervised the transfer of film to videotape for commercial production
companies. Originally I had a partner, who I subsequently bought out in the
spring of 2000. With no investment capital to tap into, we ran the business
from a tiny back bedroom in our house for the first four years. A computer,
fax machine, cell phone, and pager were all we needed to get started. Carrying
low overhead was a clear decision and we were pleased with our virtual office,
where a twenty-four-hour service outside the house handled our calls. A real
person answered the phone with the name of our business, took the message,
and paged me. I returned the call right away.

[ took care of everything from sales and billing to scheduling, from
training to mailing out holiday cards. Doing the bulk of supervising the
session was also my responsibility. It was exhausting.

A couple of years ago we hired a part-time office person to take over the
day-to-day operating functions such as billing and data entry. But even with the
roster of associates, who supervised the sessions, I found that I was still
required to make a lot of the daily decisions regarding scheduling, personnel,
and finances. The question I heard more than any other was, “What do you
want me to do about...”

Hitching a ride on the dot.com express, we took advantage of the
advertising dollars available. We did well and figured that we should take
advantage of the boom that was taking place in the stock market.

Take Four

After my grandparents died and left me a few thousand dollars, we invested the
money in mutual funds. Five years ago, thinking we were finally taking control
of our financial destiny, we converted our mutual funds to individual stock
positions.

During the first two years of “investing,” our portfolio grew pretty much
no matter what we did or bought. At one point it rose 30 percent overall. Over
a period of three years, our investments, which included five IRA accounts,
totaled $80,000. After doing some rudimentary research we thought we picked
solid, reliable companies. We bought shares in companies such as AT&T, Dell,
General Electric, DuPont, Kodak, GM, Berkshire Hathaway, Microsoft, Lucent,
WorldCom, and a few smaller riskier stocks as well.

Complacent, I didn’t monitor our portfolio nearly enough. Nor did I follow
closely the financial information the companies were sending me. I didn’t



possess the education to invest in stocks safely—for instance no trailing stops,
that is, an order to automatically sell a stock if it goes below a certain price,
were in place. Without an advisor to provide accurate information and insight,
we put our money and ourselves in a precarious position.

When the market started to collapse in 2000, I wasn’t paying attention. A
few months went by and when I next looked at our portfolio it was down
between 30 percent and 40 percent. Still I did nothing because I was waiting for
the market to recover. I hadn’t done my homework, and still hung on to the
long-term buy-and-hold mentality. It was a big mistake.

Now our total stock portfolio value is about $46,000, which represents
almost a 50 percent loss. This experience taught us a tough lesson. To be
successful in any investment strategy, one needs to access correct and current
information and constantly monitor the situation. It is also vital to hire an
advisor one trusts.

The old saying applies: When the student is ready, the teacher appears.

Visiting a friend’s home four years ago, we noticed a copy Rich Dad Poor
Dad sitting on the kitchen counter. I admit that I didn’t immediately react to it
although Terry picked up on it right away. She bought a copy and we started
reading it.

Three years ago, after we began playing CASHFLOW 101, we attended a
seminar on Veterans Administration (VA) foreclosures. The seminar provided
a network of brokers and agents in place to help students buy these homes. All
were small deals type of housing. When we saw the financial breakdowns, they
looked exactly like one of the small deal cards from the game. We said, “Hey,
this is a small deal card. We have been doing them for months in the kitchen,
why not do it now for real?”

Here’s How We Did It

We went to the Internet and, based on the information we received at the
seminar, began searching for properties. VA foreclosures required a bid, with
the highest bidder winning. They also came with a predetermined mortgage
rate. These loans, which were all conventional thirty-year fixed rate
mortgages, were very easy to qualify for. When we began buying real estate
the rate was 8 percent and over time it dropped by increments to 6 percent.
Initially, our focus was on southern Florida and the Phoenix area so we
contacted real estate agents in Port St. Lucie, a bedroom community of Palm



Beach, as well as in Phoenix. Our reasoning was this: We were interested in the
lowest cash investment required, and those two states qualified. (Each state
within the VA program has slightly different parameters. For example, in
Florida the VA requires $1,000 down to buy property. In Arizona, the amount
is 5 percent of the bid price.)

The Phoenix real estate agent mailed us packets of available VA properties,
including photos, along with a breakdown of purchase costs, suggested bids,
management fees, expenses, taxes, insurance, estimated repairs, and net
cashflow.

The agent in Florida put the same information up on his Web site.

We looked at several properties and analyzed the numbers that were
provided. Then we played with them with the help of a financial calculator (we
bought ours in Staples for about $50). The aim was to determine the maximum
amount we were willing to bid and still receive a positive cashflow. When we
found a property that we liked, we would put in a bid based on our calculations.
If our price won, we were delighted. If we lost it, we didn’t care because we
weren’t willing to pay more for the property.

After making a few bids but losing, we had a winner. This particular three-
bedroom, two-bath single-family house in Port St. Lucie was priced at
$98,000. Our credit was good, so we knew we would qualify for the loan with
no trouble and we knew that we could use money from our savings and stock
sales to cover repairs, the down payment, and the closing costs. The fix-up
took a few weeks and our agent had a tenant standing by to move in within
thirty days.

Here’s the breakdown of what we did:

Cash invested into property

Down payment: $1,000
Closing costs paid by us: $3,000
Repairs/renovations paid by us: $3,900

$7,900

Monthly cashflow analysis
Rental income: $1,040
— Vacancy loss (the house has never been vacant): $0



Total income: $1,040

Monthly expenses:

— Taxes (property) and insurance: $267
— Repairs and maintenance: $25
— Reserve: $25
— Management fee: $45
— Loan payment (30 years at 8%): $711

$1,073
Net monthly cashflow: ($33)

Yes, owing $33 sounds like we were going in the wrong direction, since we
had no cashflow for such a big outlay of time and energy. But to us it
represented the potential for financial independence. The indisputable fact was
that we owned an income property that our tenant was going to pay for.
Recently we refinanced the loan at 6.125 percent, which reduced our monthly
loan payment to $579. Here are our revised monthly cashflow numbers:

Monthly rent: $1,040
— Monthly expenses: $941
Monthly cashflow: $99

Cash-on-cash return

Annual cashflow ($99 x 12) $1,188
Amount of cash put into property $7,900
Cash-on-cash return 15%

(Try getting that from a bank!)

We closed on this house in October 2000. In that time the prices for
properties in Port St. Lucie have skyrocketed. The house was recently
appraised at $126,000, a 23 percent increase in value. Our initial investment of
$7,900 bought an asset in which we have $26,000 worth of equity (the
appraised value minus what is left to pay on the loan). If we sold the house
today for $126,000, then that’s a whopping 329 percent return, excluding



annual cashflow.

“Wow,” we said to each other. “We can do this again.” And that’s what we
did, repeating the same process. Something wonderful was happening. By
converting earnings and paper “assets” to true assets that were providing
cashflow and equity, we were taking control of our lives in a totally new way.
Excited and motivated, over the next two years we won the bids on three more
properties, one in Clarksville, Tennessee, and two more in Port St. Lucie.

Because one of the Port St. Lucie homes was not financed by the VA, we had
to find our own financing. Through the agent in Florida we contacted a loan
agent for a local bank. We qualified for a conventional loan with an interest
rate of 6.75 percent with 5 percent down. Because the VA was not financing this
house, the number of bidders dropped, and our bid of $60,600 won the three-
bedroom, two-bathroom home. Here’s the breakdown:

Cash put into property

Down payment: $3,030
Closing costs paid by us: $3,000
Repairs/renovations paid by us: $5,000
$11,030
Monthly cashflow analysis
Rental income: $825
— Vacancy loss (5%): $41.25
Total income: $783.75
Monthly expenses:
— Taxes (property) and insurance: $186
— Repairs: $25
— Maintenance: $25
— Reserve: $25
— Management fee (5% of rents): $41.25
— Loan payment (30 years at 6.75%): $375
$677.25
Net monthly cashflow: $106.50

Cash-on-cash return
Annual cashflow ($106.50 x 12) $1,278



Amount of cash put into property $11,030
Cash-on-cash return: 11.6%

We closed on the property in December 2000. This house, based on similar
properties in the area, is worth about $82,000—and that’s a conservative
estimate.

We located a single-family VA home in Tennessee, again over the Internet,
for $500 down on a price of $78,000. This time, the agent, who sent us
pictures of several homes, had a harder time finding a tenant. The fix-up costs,
which came to nearly $3,000, were more than anticipated and the taxes were
higher than estimated. When he finally found a tenant a couple of months later,
the house had a net negative cashflow of $40. We also didn’t like the way the
management was handled. When this house appreciates enough in value, we
will sell it. We are also looking at other ways we can turn this house into a
positive cashflow property.

We went on to buy another VA foreclosure in Phoenix, this time at a
purchase price of $118,500. Here’s the breakdown:

Cash put into property

Down payment: $5,925
Closing costs paid by us: $4,000
Repairs/renovations paid by us: $3,000

$12,925

Monthly cashflow analysis

Rental income: $1,050

— Vacancy loss (5%): $52.50

Total income: $997.50
Monthly expenses:

— Taxes (property) and insurance: $121

— Repairs: $0

— Maintenance: $25

— Reserve: $25



— Management fee (5% of rents): $52.50

— Loan payment (30 years at 8%): $826
$1,049.50
Net monthly cashflow: ($52)
Cash-on-cash return
Annual cashflow ($52 x 12) ($624)
Amount put into property $12,925
Cash-on-cash return (5%)

Even with this slightly negative cashflow property, our tenant is still buying
our asset for us, and we have enough income from our other investments to
cover costs and maintenance. Today similar properties in the area are selling
for $128,000.

When we went to look at it, the real estate agent showed us a new
development that was being built and we snapped up a new house that was
under construction for $127,500 with 5 percent ($6,350) down. We based our
decision on the word of this guy that it was in a good, rapidly appreciating
area. However, once the house was completed, it sat vacant for months because
the agent, who was also with the management company, was unable to rent it.
Management, we learned, was a key factor to the success of our real estate
empire. We were recommended to another management company, which was
able to rent the new home within a month. The monthly cashflow is $75.

Recently the VA foreclosure program has become so popular, and the loan
so attractive, that bids have risen and consequently cashflow has eroded.
Sometimes, cashflow projections are negative instead of positive. Because we
want positive cashflow properties, we’ve turned to other options. The agent in
Florida is now connected with a developer of new homes. We bought one last
year with our own financing. The builder recommended his loan program and
he was willing to discount the price of the three-bedroom, two-bathroom house
if we used his lender. We qualified for the loan and went ahead with the deal,
purchasing the house for $102,750 with 5 percent down. The builder picked up
the $3,000 closing costs. The advantage of a new home, of course, is that there
is no need for fix-up. Also, maintenance is minimal. Here’s the breakdown:

Cash put into property



Down payment: $5,137

Closing costs paid by us: $1,563
Repairs/renovations paid by us: $0
$6,700
Monthly cashflow analysis
Rental income: $1,090
— Vacancy loss (the house has never been vacant): $0
Total income: $1,090
Monthly expenses:
— Taxes (property) and insurance: $350
— Repairs and maintenance: $25
— Reserve: $25
— Management fee (5% of rents): $54.50
— Loan payment (30 years at 6.275%): $609
$1,063.50
Net monthly cashflow: $26.50
Cash-on-cash return
Annual cashflow ($26.50 x 12) $318
Amount put into property $6,700
Cash-on-cash return 4.7%

Today similar properties in the area are selling for $126,000. We are
currently buying another one of these new homes.

The monthly cashflow on our first seven properties is $324. Our equity
totals nearly $130,000 with an initial cash investment of approximately
$60,000, which includes closing costs and repairs. That’s an average cash-on-
cash return of 7 percent, excluding appreciation and tax advantages. Plus, and
this is the most important part, the tenants are buying our assets for us! Here’s
the “magic” formula we use: Borrow the money to buy assets and have
someone else pay it back.

Take Six



We have learned from Rich Dad that real estate is the road to financial
freedom. As our financial education continues, we:

* Know how to analyze a property to determine if it is or is not a good deal.

» Understand that management is the key to long-term property success.
Good management can make a good deal great. Bad management can make a
good deal marginal and a marginal deal bad.

* Seek out and surround ourselves with like-minded people. Those who
shoot themselves in a symbolic foot with negative comments like, “I’ll never
be able to do that,” “That’s too expensive,” and “Why bother?” are
manufacturing excuses for not trying. We choose not to be in their orbit
because they drag us down.

* Are learning about what bankers will lend and why and when they will not.

* Are also finding out that buying a property is not an emotional experience
based on how we respond to how the place looks. We haven’t seen most of the
houses in person; we can’t drive by them to check them out, so there is an
intangible quality to our ownership. The cashflow, however, is concrete.

One of the biggest changes in our lives concerns risk. Before Rich Dad, my
definition of taking chances revolved around the physical challenges of
mountain climbing. Now we define inaction as being risky. Continuing on a
path that goes nowhere and pouring money into investments over which one
has no control is as foolhardy as scaling a mountain without the right
equipment.

The other huge change involved my tendency to procrastinate. I’'m
combating my laziness simply by doing that which I need to do, even though I
might not like it. The first four years of our service business, people came to
me. Now I have to pursue them aggressively. I don’t enjoy calling people I
don’t know but I know I must do it, for work and for real estate investing.

The notion of lack of time or that I wouldn’t act fast enough to achieve my
goals was tough for me. But because Rich Dad simplified complex concepts
and presented them in a very easy-to-understand manner, I calmed down. With
a continuing financial education at my disposal I know we can achieve what we
want to do.

My business remains in the S or self-employed cashflow quadrant. It could
run in my absence but it wouldn’t grow without my participation. The truth is,
it tends to shrink without my constant input. Currently we’re exploring
strategies to move it into a B business. One possibility would be licensing



facilities in other cities. In order to obtain the free time I want to develop and
oversee my real estate investments, this business must be able to run on its
own.

Within the next year we intend to buy our first multifamily property, either
by ourselves or with a partner. Our five-year goal is to raise our monthly
passive income to $10,000 a month. When that happens I will retire from our
business and officially exit the rat race. We won’t depend on $1,000 a month
from Social Security. Millions of dollars’ worth of real estate will fund the rest
of our lives.

That’s a Wrap

We often felt trapped in the present and uncertain about the future. And while
the future holds many unknowns, we maintain a far better idea of what is
coming and how to prepare for it. We feel that we’re in the midst of a journey,
and success is part of the process of getting from where we are now to where
we are going. With growing confidence in our increased financial knowledge,
we feel that we are doing the right thing for us and for our son. A reality more
satisfying than any movie ending, the ultimate goal of reaching financial
freedom is ahead.

We feel very proud of ourselves. We look at ourselves, acknowledge how
far we’ve come, know we are learning more every day, and take stock of what
we already did and what we plan to do. Unlike our younger, more naive selves,
we made a conscious decision to find out how the world works, to be open to
change, and to be responsible for our financial well-being. And we’re
breathing a whole lot easier where retirement is concerned.

We always thought of ourselves as being enormously wealthy; now our
financial assets are finally catching up with us.



Chapter 2

We Mind Our Own
Businesses

TRACEY RODRIGUEZ
Phoenix, Arizona

Ten years ago, while just in our twenties, we were forced to declare
bankruptcy, a scary and extremely unpleasant predicament to be in. The story
of how we went from receiving twenty calls a day demanding money for eight
months to collecting passive income involves two opposites. One was the
circumstance beyond our control. The other was the circumstance we decided
to take control of, thanks to Rich Dad.

My husband, David, and I own three businesses that are still growing and
count a rental property as an asset as well. We live in a nice house and drive
good cars—and our family and friends take us a little more seriously than they
used to do.

A Familiar Story

When [ was growing up in San Diego, California, my family existed from
paycheck to paycheck although I didn’t know that at the time. We lived in a
beautiful home where money was never discussed. My parents were divorced
and I lived with my mom and stepfather, who was a firefighter. As a teenager I
didn’t know that my mom, who worked in an OB-GYN office, saved $20 every
payday. At the beginning of every year of high school she would hand me
$300 for clothes, a very impressive sum. Christmas time was an excuse for
excess spending because my stepfather received a bonus. But money was so
tight the rest of the year that I couldn’t afford to be a cheerleader.



After I graduated from high school, I began to wonder what it would be like
to be my own boss. Those thoughts were put aside as David and I began a new
phase of our lives.

In 1991 we were both working year-round at a ski resort and enjoying a
very good life. Earning more money than we ever had before, we bought jet
skis and snazzy cars. But then we were laid off and, while we got jobs in Reno,
we earned less money and found ourselves playing catch-up with our bills.

Then, in 1992, I became pregnant. When my doctor ordered me to stay in
bed for three months the company I worked for let me go. My premature
daughter was born the day before Thanksgiving. Very soon we were over
$50,000 in debt from medical bills and the old bills we still owed. With no
other choices available to us we sold the jet skis and the cars. Then we declared
bankruptcy. I was twenty-four years old.

But I still held on to my dream that someday I could be my own boss. I
attended a trade school and become a cosmetologist. At the same time I was the
representative for a lingerie line. David worked, too. We had another baby.

Outwardly we were taking care of our responsibilities and looking after
our children. But inwardly I felt like less of a person. There were dark, panicky
moments when I thought to myself, “How am I ever going to face anything
again?” Our stained credit history followed us for ten long years.

But still we persevered. In 1993 we joined a multilevel marketing business
and in 1996 spun off a promotion business of our own. But how we handled
that business, and everything that was to come after, turned around in 2001
when a mentor, who was involved with the promotion business, introduced me
to the Rich Dad books.

The Red Ink Turns Black

When I began reading Rich Dad Poor Dad I was working as a bar manager at a
resort hotel in North Scottsdale, Arizona. I would carry the book to the bar and
read it between pouring drinks. Everything I wanted to accomplish—owning a
business, becoming wealthy, gaining personal freedom—but didn’t know how
to do, was there. The specific education I needed to get me where I wanted to
go was in my hands.

Because I'm a member of the Phoenix Convention and Visitors Bureau I
had the opportunity to attend one of Robert and Kim’s seminars. They were
kind enough to autograph a copy of Rich Dad’s Retire Young, Retire Rich and



then actually invited me to their office to play CASHFLOW 101. Surprised and
grateful, I took them up on their generous offer.

With this new information at hand, I started to see my life in another way.
Before I always had a really tough time motivating myself to get through the
hard times. More than once I would just sit in a chair and do nothing because I
couldn’t summon up the energy to get myself moving.

But now I realized that an inspiring resource was always with me, whenever
I needed it. Knowledge and guidance supported me whenever I wanted to move
forward. Knowing this, my confidence jumped and I was able to overcome the
triple self-imposed barriers I had constructed for myself: believing that my
limited education would hold me back, thinking I had no time to make changes,
and fearing what others thought about me. I began to conquer all the obstacles
Robert wrote about: cynicism, laziness, bad habits, arrogance, and, especially,
fear.

I always wanted to look good at what I was doing and not appear foolish. I
was afraid of picking up a phone and making an appointment, wondering,
“How can I do this?” Fear of failing was the worst of all. But now the fears
began to fade. The shadow of the bankruptcy receded. I began to buy
businesses that spin off passive monthly income.

Here’s How I Did It

A shaved ice business, which we bought in 2002, produces a positive cashflow
of $1,500 a month. We sell Tropical Icy Treats and Snow Cones and we’re
planning to expand to selling other kinds of snacks.

I thought of this business while playing CASHFLOW 101 at the Rich Dad
office for the second time. It was on one of the deal cards that helped me get
out of the rat race. Inspired, that very week I checked the newspaper for
businesses for sale and sure enough, an ad was listed. Immediately I saw
double value: I could handle the business and I knew my family would enjoy it.

To finance the venture, I first asked the seller for an owner finance deal,
that is, to finance my first year at 20 percent interest. He was going to do it but
when I spoke to one of my mentors, who happens to be a real estate investor,
about it he said that he would lend us the money out of his Roth IRA account.
We accepted and bought the business for $5,000 with a flat interest rate of 20
percent, with $500, paid back every month for a year. The total cost: $6,000
for the twelve-month period. I decided to have a custom-made cart built, which



took about three weeks to make. The cost was included in the $5,000 sale price.

For now David and I run all of the events. We have been doing festivals,
craft fairs, and county fairs. Additionally, we have a contract with the city of
Avondale to be the snack person at one of their parks—it’s called Freedom
Park and I love that name—every Tuesday, Wednesday, and Thursday night.

The goal is to do so for one year to learn the ins and outs of the business,
which right now is licensed only in Arizona. (The license fee was included
when we purchased the cart.) At that point we’ll hire people to run it for us.

For the four months that we’ve owned the stand, we’ve taken in over $1,000
a month. That gives us $500 a month in passive cashflow because we’re still
paying back $500 a month on the loan. The price for supplies is minimal. For
instance, I pay $0.14 for each Icy and sell them for $3 apiece. We’re booked
for multiple events now, which will spin off much more money.

The next venture was a medical vending business, purchased with a friend
in September 2002, which also came from the CASHFLOW game that we were
playing. The small machines sell aspirin and other emergency must-haves in
restrooms. The deal card with the business struck a chord in us both. Excited
over its possibilities, we saw that the machines served a need. Also, the
business appealed to us because it was just a bit out of the norm.

We decided to meet with a business broker to determine what kind of
vending machine opportunities were out there. Approaching several
companies, we tried to obtain as much owner financing as possible while
trying to acquire the best price on the machines.

Finally, we ended up going through a company we found online and bought
twenty machines for $2,600. These machines were $160 less each than the ones
the broker was offering. We were lucky in that a relative of my friend, who
was supportive of our idea and wanted to help us, gave us $5,000. (It really is a
gift. We don’t have to repay it.) We are using the remaining $2,400 to pay for
supplies.

The machines are being placed in exchange for charity. We hooked up with
an organization called Child Quest International Services. This company finds
missing children and provides us with sticker photos of the children to put on
our machines in exchange for monthly donations. We informed the companies,
whose products we stock, that we will be donating a portion of the proceeds to
the organization. In turn, the companies can write off the two-by-two-foot
space as a charitable contribution.

It took about sixty days to get the machines and then locate the items with



which to fill the units. After we did that, our order was misplaced and it took a
while to get every machine filled. However, now everything is running and the
machines are in place. Through our research we discovered that each machine
will bring in about $75 a month, and that’s the low end. My friend and I will
restock machines every two weeks. At present the machines are in a local area
but who knows? Down the road we may expand. And as that happens we will
hire people to stock the machines for us.

Prior to buying the businesses, we turned our home into an investment. In
2001 we rented out our house, which we bought in 1998 for $89,000. This
1,200 square foot single-family home with three bedrooms and two bathrooms
brings us monthly passive income:

Cash put into property

Down payment: $0

Closing costs paid by us: $308

Repairs paid by us: $0
Monthly cashflow analysis

Rental income: $950
Monthly expenses:

— Taxes (property) and insurance: $124.84

— HOA (homeowners association) fee:  $10

— Loan payment (30 years at 7.375%): $618.75

$753.59

Net monthly cashflow: $196.41
Cash-on-cash return

Annual cashflow ($196.41 x 12) $2,356.92

Amount of cash put into property 308

Cash-on-cash return 765%

Comparable homes in the area are selling in a range from $110,000 to
$119,000.

We do not use the money to pay off the house we live in. The fact is, we
decided to rent the original house because the area it’s in is fast rising in value.
We wanted to keep the house. In the meantime, we figured we could get income



out of it. Additionally, we were in the comfortable position of staying in the
house until we rented it. That took all of sixty days, after which we stayed with
friends until our new home was completed. Our first tenants signed a one-year
lease and when it was up they left. The next month new tenants moved in and
are still there. We have absolutely no regrets about doing this. It has been very
easy and, thank heaven, our renters are great.

Lastly, we started running our promotions company, which was developed
in 1996, in a different way because we changed our approach to it. In 2002, it
made a gross profit of about $12,000. This is a significant contrast to the
$1,000 the company earned yearly before we implemented Rich Dad lessons.
For one thing, once I understood that the business was a vehicle to produce
more income, my motivation to succeed rose. I didn’t let the heckling by
family members, friends, and even strangers bother me as I had let them do in
the past. Most profoundly, I changed my perception of the business by telling
myself three things:

1. There was nothing to be ashamed of.
2. I was doing something that the naysayers were not.
3. I'was going to succeed. And you know, that’s just what I’m doing!

A Different Perspective

Our lives have changed so much. I think in different ways now. In the past I
defined risk as “how much will I lose?” Now I think of risk as “what do I need
to do to educate myself in order to limit the amount of risk?”

I even created new habits by looking at financials differently. Writing down
profits and losses, and seeing them on paper, gave us insight to what we were
doing right or wrong. When I looked at them I felt a surge of excitement
because I could see where we’re going.

Then there’s my team, which we put together to handle future ventures. It
consists of a real estate broker, a tax attorney, an accountant, a marketing
person, and a real estate investor. I trust what they, as a team, tell me. And while
I admit that I don’t quite feel super-successful enough to bring them together
once a month, I know that eventually I will.

A More Secure Present, Too



After September 11, the resort industry took a big hit. A lot of people I knew
were being laid off, and others, who held on to their jobs, weren’t earning
enough to make ends meet. Our situation was different. I knew that with what I
had learned I would be okay. In 2002, when so many people were holding their
breath, waiting for the other shoe to drop, I developed two businesses. When
others felt afraid, I felt powerful. Self-determination gave me freedom from
the fear of losing my job and freedom from worrying about the economy.

In my gut I always knew that someday we would be financially free. The
problem was that I didn’t know how to get there. Now I see where we’re going
and just knowing what is to come makes my day every day.

My co-workers, observing what I’'m doing, see that they, too, can make
choices that will change their lives. Then there are other people who say my
husband and I are just lucky. They just don’t get it!

The Future

My husband and I are still in the E (employee) and S (self-employed) cashflow
quadrants. I still work at the bar three days a week, which gets me lots of
contacts, and David is a salesman for a beer distributor. Our aim is to switch
our businesses—we don’t employ anyone at present—into the B (business) and
I (investment) quadrants along with our rental property.

In five years I’ll be forty. When I reach that age I want to be in the position
where I will never again have to work for someone else. To make that happen,
I’m going to spend the next two years developing the businesses I currently
own. At the same time I intend to educate myself in business development and
real estate investing. At the end of this two-year phase I plan to leave my “day”
job. The third and fourth years of my plan will be devoted to investing in real
estate and educating myself about the stock market. Finally, the fifth and sixth
years will be focused on setting up all we have in the business and investment
quadrants so that cashflow will continue throughout our lives. Then I’ll be able
to give back a lot of what I’ve learned.

I intend to donate my time at my children’s school. I want to teach the
CASHFLOW for Kids game because it’s so important for children to
understand finance. This knowledge will give them the power to alter their
lives.

My own kids (nine and ten years old) already know that money is out there
for them to make. They’re getting a financial education right now as they learn



how important it is to save and to give.
Our lives truly changed, and continue to grow, because we took control of
them. We never lost our dreams; we just found a way to make them come true.



Chapter 3
Never Too Late

CEcILIA M ORRISON
Scottsdale, Arizona

In the fall of 2002, I had the opportunity to speak to a sell-out crowd at
Madison Square Garden in New York City with Robert Kiyosaki. Speaking in
front of an audience of thousands of people isn’t what I do normally; I'm a
behind-the-scenes person at the Rich Dad organization.

I came to the Rich Dad office to fill a temporary two-week position. I had
moved to Phoenix to retire after many years of working in the manufacturing
sector in the Midwest.

During the past four years I worked in just about every job in the Rich Dad
organization in a part-time capacity, including accounting and customer
service. I am now the events coordinator who takes care of Robert’s scheduling
and as well as ordering merchandise for Rich Dad events. I put my retirement
plans on hold.

I can usually be found with my notepad, referring to my list and taking
notes: “Did the product arrive?” “Do they have the stage set up properly?”

To tell the truth, most of the time in the past I listened to what was going on
out front but didn’t really pay attention to it. That information, I figured, was
for others, not for average people like my husband, George, and myself. In our
late fifties, we’re very independent people, so independent where money was
concerned that we had no employer-supported pension and no retirement fund.
As a self-employed part-time person I set my own hours and I don’t receive
any employee benefits.

If you took the most financially conservative person you could find and put
her in that back room, that person would be me.

But that night a different person stood on the stage at Madison Square



Garden. It’s no small matter to change from a lifetime’s view of money and
take a step toward financial independence. But we did it, in a way we never
would have considered if it were not for the Rich Dad information and the
confidence I felt with my newfound knowledge.

Where I Come From

I grew up in Chicago, part of a strong blue-collar Catholic family. My parents
were Polish immigrants; my father worked in the steel mills while my mother
raised nine children. I’m the oldest. My family strove for a high school
education for all of us. Where money was concerned I remember watching my
grandmother save the old-fashioned way: She planted coffee cans filled with
cash in the backyard.

I became an accountant, and worked for manufacturing companies. George
became an independent contractor for a large computer company. We have two
children. George and I made a lot of money and spent a lot of money. Still, we
saved, like we were supposed to do. But we were always afraid to take money
out of savings. We would earn income only as long as we got up Monday
morning and went to work. We figured that we were comfortable. There was
no need to go out there and shake the leaves.

But We’re Shaken Up

Working at the Rich Dad office, I read the books and played CASHFLOW 101
with my colleagues. I finally began to get the drift that being so fiscally
conservative was not the safest route to financial security. For a while I held
fast to the notion that George and I could make changes “some other time,
some other day.”

Two years ago we bought a rental condo, right after attending a real estate
seminar. But we went with the safe route and used cash on hand instead of other
people’s money (i.e., the bank’s). Our cashflow was between $80 and $100 a
month after expenses. It was a step but it certainly wasn’t going to allow us to
retire.

After attending another seminar where home equity loans were discussed,
we realized that our home held a lot of investment potential. When we called a
real estate agent to inspect our house to determine our equity, it turned out that
the agent was a Robert Kiyosaki “junkie.” We talked about real estate



opportunities and ended up joining an LLC (limited liability company) with the
real estate agent and eight other people. The idea was to leverage the $25,000
that each person was contributing in order to purchase a large real estate
property (in the $1 million to $1.5 million range) that none of us could afford
On our own.

For six months the properties brought to our attention were in a poor
condition. We checked out each one. But we weren’t comfortable with them
because:

a) We didn’t like the idea of being slumlords.

b) The return in cashflow was too slow. We didn’t have time for cashflow to
grow. We calculated that five to ten years was the maximum amount of time for
people our age to have an investment return passive income to live on. There
was another factor to consider: We would be tying up between $25,000 and
$75,000. We realized that our children could benefit from it in the future. But
our aim was to have it benefit us for our retirement now.

(The investment group is no longer together. However, we keep in touch, as
we are always open to a once-in-a-lifetime offer. We met our accountant
through the group and we have gained a valuable advisor.)

Still, our goal was to invest $50,000 to gain an immediate return. I
remembered that one of the deal cards in the CASHFLOW game mentioned
laundromats. We knew for sure that neither of us wanted to quit our positions
to run a business full-time, and we realized that a laundromat could give us that
freedom.

First we checked franchises on-line and then drove around to look at local
possibilities. We called three major brokers in town through the Coin Laundry
Association and told them what we were looking for. The process took eight
months but we learned a lot during that time. We finally lucked out by finding
one in good condition where the owners were going through a divorce.

Without touching our savings, we were able to use equity in our home to
buy the business, all without an impact to our lifestyle. To protect us against
liability, we set up a separate corporation. We’ve learned to keep our eyes on
the utility bills—water, electricity, and gas—since the utilities are the greatest
expenses.

We were able to assume the former owners’ SBA (Small Business
Association) loan, which required a high down payment but gave us a five-year
loan. On this schedule we will own the equipment free and clear in five years,
which is important to us because that is when we plan to fully retire. Since our



purchase price was for equipment only we can deduct the tax depreciation on
the equipment as well as the other business expenses, which gives us virtually
nontaxable monthly cashflow.

We will recoup our investment fully in the next five years. With a yearly
income of $95,000 and expenses of $56,000, we are receiving a cash return of
$39,000 annually. This will increase as our equipment loan is paid in full. Our
yearly income will reach $60,000 at that time.

This investment is paying off so well we’ve set up an equity line of credit at
a mortgage broker so that we can buy two more laundromats, our goal by the
end of two years. Five years from now we can maintain our lifestyle and not
work unless we choose to.

For now George wants to stop traveling so much. He has left every Monday
and returned on Friday for twenty-five years. While he doesn’t want to retire
yet, he does want to be more in control of which jobs he takes. We’re still in
our home, which we love, but we’ve made some changes. For instance, we
traded an expensive car in for a smaller SUV, which is used for the laundromat
supplies, and saved $300 a month.

Our Children React

Our son, who is twenty-seven, became interested in what we are doing. He took
CASHFLOW 101 to his dormitory when he was in college and has already
talked to a real estate agent about buying rental property.

Our daughter is twenty-three and, having observed what we are doing,
asked her brother for the CASHFLOW game to play. She and her brother are
talking about going into a real estate investment together.

For George and me, the situation is different. With our background, and at
our age, it’s hard to do catch-up because doing so requires changing long-
established habits and points of view. We were skeptical about change: “Show it
to us” was our attitude. We felt that Social Security would be waiting for us, but
seeing our parents’ struggle while trying to live on it was a big eye-opener.
Sure, compared to our parents we were doing great. We thought we were doing
the right thing by saving. Unfortunately, we lost six figures in the stock market
the last two years. This was blood-and-sweat money that was earned with hard
work.

Truthfully, when I wrote the check for the laundromat my hand shook. But
having written the first one, every one that follows will be easier. And knowing



that we won’t have to depend on either our children or on Social Security gives
us a great feeling of security. In just a few years, when George reaches sixty,
we’ll be set up. Being in control feels really good. I've worked hard for other
people and companies and helped them make money all my life—but this
money is mine. In fact, I’ve just sponsored a local Little League team (one of
George’s and my passions). It feels so great to give back to the community. I
love to see the name of our laundromat on the kids’ shirts and on a banner on
the field.

If you are in your fifties, or older, and think you can’t change your attitude
about finances and opportunities, believe me, you can. Once I understood from
Rich Dad that we could really buy a business that would give us monthly
cashflow to support us, I was ready to walk out on that stage and tell that to the
arena full of people in Madison Square Garden that if I could do it, so could
they.



Part 11

Where You’ve Been,
Where You Can Go

My rich dad showed me that it was possible to change the way I felt about
money.

I know that money is a very emotional subject. People feel excited or scared
or a lot of other emotions when they have to cope with money. So I am not
surprised when people tell me how their Rich Dad experiences tapped into their
emotional states. How their families either dealt with, or ignored, money
matters influenced their feelings. Fears about mismanaging money, having too
much of it and alienating others, or looking incompetent, were real problems.

Overcoming conflicted feelings about money is often hard to do. Using the
Rich Dad resources, these people changed their feelings about money, and
therefore themselves, because they learned to take control of their money.
Instead of allowing money to rule them, they took charge of their money. No
matter what their backgrounds were, they were able to achieve financial
freedom.

Meet David Lukas. A resident of Arkansas, he is honest about his lack of
confidence about money. But that didn’t stop him once he realized what he was
capable of doing with the right help. Becoming financially educated made all
the difference for David, whose story is a source of inspiration for any person
who has ever felt that he or she couldn’t succeed at anything much less securing
assets for financial security.

Across the country in Washington State, Valerie Collymore, M.D., has
another story to tell. Both my poor dad and my rich dad talked a lot about
education, and how important it was for boys and girls to go to school in order



to learn a profession or skill. Contributing to society was necessary. But
students didn'’t receive a financial education because the schools didn’t teach it.
And that left a lot people in precarious financial situations. That’s what
happened to Valerie.

Highly educated in medicine, she nonetheless admits that managing money
was something she avoided because she was afraid of making mistakes. Her
Rich Dad journey takes her from fearing money to taking control of it. Planning
a secure financial future for herself and her family is her goal and she is
focused and determined to achieve it.

Reed Schweizer, in Indiana, offers his story. Admitting that he didn’t
understand money, he experienced a number of financial ups and downs until he
found Rich Dad’s guidance. After reading the Rich Dad materials he started
seeing opportunities that he was never aware of before and he began acquiring
assets to build his future.

And you’ll meet Dan McKenzie, who lives in North Carolina. We share a
strong emotional childhood memory. His father and my poor dad both felt that
money was the basis for all that was wrong in the world. In reading Rich Dad,
Dan was reassured that his feelings about money weren’t wrong and that
acquiring assets was right. If you were brought up with the idea that evil and
cash were connected and therefore you should avoid money, read Dan’s story.
He reveals the real significance of financial freedom, all the good it can do, and
the importance of giving back.



Chapter 4

Building Confidence
One Property at a Time

DAviD L.UKAS
Little Rock, Arkansas

While I was growing up in Jacksonville, Arkansas, all the way through high
school, I had little confidence in my abilities to succeed at anything. Because I
didn’t do well as a student in traditional education classes, I wasn’t motivated
enough to even try to succeed.

Yet, two years ago, when I was twenty-five years old and without money, I
found the motivation to begin my financial education after a friend in a
network marketing company handed me a tape. As I listened to it in my car,
Robert Kiyosaki sparked my attention. I felt that he was talking to me. What he
said made such sense. Buy assets. Lessen liabilities. These were attainable
goals. I could do them. I wanted to learn how. I had always been interested in
real estate and now I was beginning to see that investing in properties was the
way to build a strong financial future.

I spent a couple of months reading as many books as possible on real estate
investing and listening to more tapes. Little by little I could not only see where
[ wanted to go—my aim was to invest in real estate—but also how to get there.
Inspiration to take action was taking hold. I could see how to put the puzzle
pieces in place.

Supported by a newly discovered determination and ongoing lessons in my
financial education, I realized that my desire to succeed was greater than either
my fear of failure or my fear of the unknown. Finally I came to understand that
doing nothing would always result in zero success. Doing something meant
overcoming my fears and channeling them into ways to find financial freedom.



In the last year and a half, I’ve invested roughly $185,000 of my banker’s
money into rental property, which is cumulatively appraised at $225,000. I
own two two-bedroom duplexes and one three-bedroom duplex along with a
three-bedroom home and a one-bedroom apartment for a total of eight rental
units. While my investment was minimal—$2,000 to purchase all the properties
—my monthly cashflow is about $1,500.

As amazing as it sounds, the journey from being afraid to try to embracing
success has been very fast. I never dreamed that I could achieve so much in so
little time. But the reality is that I did—and continue to do so.

My First Business Experience

After a year of college, in 1996 I dropped out and co-founded an Internet
service provider that specialized in filtering out unwanted Web sites for
families and businesses.

I thought of myself as being self-employed. From 1999 to 2001 I ran the
business, along with five employees, from an office building in Sherwood,
Arkansas, a town about eight miles outside Little Rock. By this time my co-
founder had left. I was accountable to the shareholders, the twenty-five local
investors who had given us start-up money. These people saw potential in the
business plan and made it possible for the service to begin. At one point, we
had approximately 1,000 customers.

However, after five years, the investors decided that they no longer wanted
to put in any money and the service was sold. I lost my $5,000 investment and
ultimately the venture was not profitable.

Then, in 2001, I founded an Internet-based long-distance provider that
offered service in the United States and Canada. The subscriber base was sold
after a short time.

But despite the short run of both of these businesses, I regard them as the
best on-the-front-line business education I could ever get. After all, I was
barely out of high school when the first business began. I wouldn’t trade the
real-world education that I gained in starting and running businesses for
anything. I acquired valuable skills in dealing with the public, picking up the
phone and calling strangers, marketing, billing, outsourcing, raising capital,
sales, operations, and problem solving. Sure, I made a lot of mistakes, but I
learned from every one of them. This experience was a terrific foundation on
which to build my future real estate business.



It was time to start. Leah, my wife, supported us for a year and a half while I
began to acquire properties.

Here’s How I Did It

The search for properties began by my looking in the newspaper and in real
estate magazines. I drove around different neighborhoods and talked with
people in my local landlord association.

I knew what I wanted in regard to monthly cashflow, so I used forms to
figure the potential cashflow of a particular property.

After this I just went out and made an offer. To my surprise the first offer I
made was accepted. Let me stop right here and tell you: I didn’t expect this to
happen. If I had to make ten offers on properties I would have. The point is that
[ was committed to buying real estate and I was determined to give this
objective all the time and attention it required.

Then, of course, I needed a mortgage. I explained to the first bank I went to
that the current owner of the property was going to carry a second note. In
reply I was told that I was required to put at least 10 percent of my own money
down. This didn’t work for me because I didn’t have any money. But I did have
the option to go to another bank, which is just what I did.

The second bank was not as particular and did not care if the down payment
was borrowed. Consequently, this is the bank I’ve used for all of my real estate
investment purchases.

My second investment property was also purchased with no money down.
The seller of the property loaned me the down payment that the bank required.
The owner carried a 10 percent second note on this one.

(One of the most significant plusses was that I negotiated for these sellers to
carry a second note on these properties. This worked in my favor because I
started out with no money to invest. I would not have been able to acquire the
property if the sellers had not agreed to do so. Both of these notes are for less
than four years. So in a few years my cashflow will increase because I will
have paid off some of the owner-financed second mortgages.)

On the third property purchase, I convinced my parents to loan me the
money from the line of credit secured by their home. I purchased a three-
bedroom home as well as a one-bedroom apartment for $35,000. I spent about
$2,000 on the two purchases and I did almost all of the repair work myself.
Otherwise, I would not have been able to afford the improvements to the



property. A few months later I went to the bank and informed them that since I
owned these properties free and clear, I wanted to get a loan secured by them.
The two properties were appraised for $50,000 and the bank loaned me 90
percent of the appraisal amount, which was around $45,000. After paying
closing costs, loan fees, and repaying my parents, I pocketed $8,800.
Here’s the breakdown:

Purchase price: $35,000
Cash put into property

Down payment: $500
Closing costs paid by me: $0
Repairs/renovations paid by me: $2,000
$2,500
Monthly cashflow analysis
Rental income: $1,010
— Vacancy loss (5%): $50.50
Total income: $959.50
Monthly expenses:
(Note: The tenants are responsible for all utilities and yard work.)
Taxes (property) and insurance: $75
Repairs/maintenance: $0
Reserve: $25
Management fee: $0
Loan payment (15 years at 7.4%): $423
- $523

(Note: The bank has an accelerated payment plan that allows me to pay $423
bimonthly. Doing this should pay off the first mortgage in around thirteen
years.)

Net monthly cashflow: $436.50
Cash-on-cash return

Annual cashflow ($436.50 x 12) $5,238

Amount of cash put into property $2,500

Cash-on-cash return 209%



Today the house is appraised at $50,000.

My fourth property was purchased like my third. I borrowed the money
from my parents and paid cash for the property. Without any repairs or
improvements, the property was appraised for $75,000 ($15,000 more than I
paid for it). I went to my bank and once again told them that I owned this
property free and clear and my goal was to obtain a loan with the property as
collateral. The bank loaned me enough to pay back the loan from my parents,
as well as all closing costs and loan fees. While I did not have any extra cash
left from this transaction, I’ve done quite well. Here’s the breakdown for the
three-bedroom duplex:

Purchase price: $60,000
Cash put into property

Down payment: $500
Closing costs paid by me: $0
Repairs/renovations paid by me: $2,500

$3,000

Monthly cashflow analysis
Rental income: $1,300
— Vacancy loss (5%): $65
Total income: $1,235

Monthly expenses:

(Note: The tenants are responsible for all utilities and yard work.)
Taxes (property) and insurance: $80
Repairs/maintenance: $0
Reserve: $35
Management fee: $0
Loan payment (15 years at 6.5%): $622.66

$737.66
Net monthly cashflow: $497.34
Cash-on-cash return

Annual cashflow ($497.34 x 12) $5,968.08

Amount of cash put into property $3,000



Cash-on-cash return 198%

Today the house is appraised at $75,000.
Here’s the breakdown on a two-bedroom duplex. The seller carried a
second mortgage in the amount of $4,550 for 36 months.

Purchase price: $43,000
Cash put into property

Down payment: $500
Closing costs paid by me: $0
Repairs/renovations paid by me: $600
$1,100
Monthly cashflow analysis
Rental income: $1,000
— Vacancy loss (5%): $50
Total income: $950
Monthly expenses:
(Note: The tenants are responsible for all utilities and yard work.)
—Taxes (property) and insurance: $75
—Repairs/maintenance: $0
—Management fee: $0
—Reserve: $25
—Loan payment (15 years at 7.4%): $405.28

(Note: The bank has an accelerated payment plan that allows me to pay
$405.28 bimonthly. Doing this should pay the first mortgage off in about
thirteen years.)

—Second mortgage paid to seller (36 months at 8.0%): $148.50
$653.78

Net monthly cashflow: $296.22

Cash-on-cash return

Annual cashflow ($296.22 x 12) $3,554.64

Cash put into property $1,100

Cash-on-cash return 323%



Today the house is appraised at $50,000.

Right now I remain a small deal investor. Each property I’ve bought has
been priced between $35,000 and $60,000. But I must be honest. Like any
business real estate can cause headaches. Pipes can burst. Units can remain
vacant longer than you’d prefer. But these are temporary setbacks. Once the
determination to succeed takes over, the rewards of investing far outweigh the
need for the occasional aspirin. I still cannot believe the return on investment
I’ve seen relative to the actual dollar amounts I’ve spent. Perseverance pays.

From August 2001 to December 2002 I was self-employed. I founded a
corporation for the purpose of investing in real estate. However, right now, in
addition to acquiring real estate, I’m concentrating on paying off some
liabilities like car payments and credit card debt. To do that I actually went out
and found a day job. Also, recently my wife, Leah’s, income has dropped
drastically due to the uncertain economy. She earns a straight commission
doing wholesale distribution on general merchandise.

In one to two years I plan on eliminating our major liability payments
(excluding our home). At the same time we’ll be building up our passive
income.

Where I Go from Here

My immediate goals are to continue leveraging my earned income by using
my bank’s money to buy more residential real estate. By 2006 my objective is
to own sixteen rental properties or units. By 2010 I will own a minimum of
forty rental units, generating cashflow of $10,000 a month or more.

By the time I’'m forty I will have paid off the mortgages on no fewer than
ten properties. Then I intend to sell them, as well as others I will acquire, and
transfer the money into an IRS-approved 1031 exchange. I’ll use the proceeds
as a down payment on a larger piece of property. Say I sell the ten properties
for $60,000 each. That $600,000 will provide the down payment on a large
apartment complex. The IRS gives property owners who do this a break and
defers the capital gains tax when the properties are sold.

By this time my monthly cashflow should be between $18,000 and $20,000
a month.

The Future Is Bright



Money is important; there’s no denying it. But there are other factors in life
that count for even more. My dad, a pharmacist, is self-employed and always
worked long hours. People needed his expertise and services and he didn’t
disappoint them. However, he couldn’t be in two places at once; if he was at his
job, he couldn’t be at home. I don’t want that to happen to me. (Although I’'m
delighted to report that my parents—my father is close to retirement—as well
as my aunt and uncle have been buying investment properties in the last two
and a half years.)

I’m twenty-seven years old. There are no words to describe how good it
feels to be in control of my financial destiny. At the same time it’s so exciting
to know that my income will not be dependent on someone other than myself.
If there’s any bigger confidence builder than that, I surely don’t know what it
is.



Chapter 5

A Different Education

VALERIE L.. COLLYMORE, M.D.
Bellevue, Washington

About three years ago I arrived at a financial crossroads. I could see two
choices up ahead. I could continue to creep along the slow-moving economic
side road that I had traveled my entire life. I kept to this one-lane route because
my fear of appearing financially stupid outweighed my desire to become
financially smart. My second choice was to accelerate onto the financial
freeway filled with fast-moving cars steered by financially savvy and wealthy
people who knew how to get where they wanted to go.

The financial superhighway beckoned but I was stuck on the onramp. I
needed more than a push. A new fuel source and a different map that would
reveal routes to the world I longed to inhabit were essential.

An interesting occurrence pushed me to that crossroads. My family and I
were living in Denver, where I had become involved in the world of charitable
giving. Through volunteering, I met a couple of people who were refreshingly
up-front about their modest educational backgrounds. They did not see
themselves as being particularly intellectually gifted. They were, however,
very wealthy.

I learned, by watching and listening to these individuals, that there was
another form of “smart” that went beyond advanced degrees. I’ll admit that
finding this out shook me up. I realized that there were other lessons to be
learned that didn’t rely on what I knew so well: grades and degrees and
diplomas that were supposed to insure a financially secure existence. An
intense desire for a completely different way to live, one that was not
dependent on salaries, took hold. I began to see a way to achieve the goal of
having time to enjoy family, serve my community, and pursue personal



interests, while simultaneously securing our financial future.

I started to believe that I, too, could achieve the peace of mind that goes with
financial confidence. I wanted to find a way to educate myself to be clever in a
whole new way. As I opened my mind to this possibility, I began to seek the
information I required. I remember thinking that a teacher appears when a
person is ready to learn.

Soon after, during one of my frequent scavenges at a local bookstore, I
found Rich Dad Poor Dad. As Iread it, several emotions hit me one after
another. First, pain kicked in, as I was forced to confront all of the dim-witted
behaviors I relied on. Then I experienced relief, quickly followed by
excitement. [ realized that the book was not only showing me how to dig
myself out of the financial mess that I had created. It was also showing me how
to achieve my financial dreams, essentially by acquiring new ways of thinking
and behaving. I understood that the lessons were meant to be used by each
person in a unique way. For me, that meant applying the information for the
benefit of my husband, my daughters, my mother, and my future
grandchildren, as a first step. Then, in the future, I could take the lessons and
use them as a tool for giving to others, a feeling that filled me with joy.

While reading the book, I found the guts to dare to reach for something
better, both financially and emotionally.

A Great Education Only Goes So Far

My predicament might sound odd when I tell you that I’'m a doctor; pediatric
medicine is my area of expertise. Furthermore, I am married to a physician
who specializes in internal medicine. We met the first week of medical school,
at Columbia University’s College of Physicians and Surgeons in New York
City. Education was always regarded as a very high priority in my family. My
father’s parents had earned graduate school degrees, an accomplishment
relatively unusual for African-Americans at that time. My husband and I, who
are in our forties, continually stressed the importance of a good education to
our two teenage daughters.

But despite the academic accomplishments, the health and good fortune of
our children, the good incomes (relative to what our parents earned), the
rewarding community interactions, and the bright prospects, I knew a crucial
piece was missing. That piece was a sense of long-term financial security.

My husband, my daughters, and I lived comfortably. We spent some of our



income on decent homes, travel, and nice cars. We made the maximum
contributions each year to our 401(k). But I often purchased more doodads
than either my children or I needed. All looked good on the surface, but more
often than I care to admit, we spent foolish amounts for no other good reason
than to please others, to behave as doctors were expected to behave.

The way we structured our lives led to another problem. Acutely aware of
the burnout suffered by physicians and of the less than secure corporate
climate of the past few years, I began to dare to ask myself that very scary
question: What would happen if my husband wanted or had to leave his
profession? We were entirely dependent on his income.

Nine years ago I took a leave from a very rewarding but highly demanding
and stressful position as an attending physician at the Children’s Hospital of
Los Angeles, where I practiced pediatric emergency trauma medicine. Putting
my family first, I focused on raising our daughters and caring for my
terminally ill mother-in-law.

Despite my advanced education, I maintained an astonishing degree of
financial ignorance. I worried about my routine of frequently getting into
salvageable amounts of debt and I fretted about our financial future. I did not
apply, in my financial affairs, the exquisite discipline and logic that brought
success in the medical field. I did not obsessively avoid mistakes as I did in my
medical practice, but often repeated dumb financial behaviors.

Added to all of this discomfort was the guilty realization that I was not
eager to return to work in the emergency trauma field. I worried and worried
but had no clear plan of action until I read Rich Dad Poor Dad. With a surge of
gratitude and relief, I began using ideas discussed in this book to craft a plan of
action. The more I read and learned, the more passion I felt toward acquiring a
financial education. A strong passion very similar to the one that propelled me
into medicine began to take hold. Here also was a vehicle for changing lives.

Shifting lifestyles have been a constant theme in my life, but in the past the
lifestyle change was imposed on me. I was not yet the one taking the financial
reins and making the change happen.

Mother Makes Invention Necessary

When I was two years old and my brother, David, was four, our father, who
was a doctor, died. My mother earned a living as a nurse and for seven more
years we remained in Camden, New Jersey, where I was born.



By the time I was nine, my mother decided she had had enough of cold
winters and the even colder shoulders of peers who did not seem displeased by
our diminished lifestyle. She decided that we should travel to the French
Riviera, which sounded very exotic to me. I thought we would spend the
summer there and then I would return to the fourth grade and my Brownie
troop. I ended up staying there until I was eighteen, and ready for college.

Certainly there were many wonderful aspects to living in Nice, France. The
academic and music education and the athletic training (track was my favored
sport) were excellent and free. I learned to speak fluent French and studied
Russian, German, and a bit of Arabic. The landscape was spectacular, the
culture enriching, and the beaches unforgettable.

While living on Social Security and VA benefits (my father had been a
veteran), we managed to fit our rather impoverished selves into the social
strata of the Riviera. During the summers we traveled around Europe, living in
a tent pitched on various camping grounds. We discovered more by impulsive
wandering than by careful planning. More than once, we attended very glitzy
performances of world-renowned ballet artists such as Rudolf Nureyev and
Margot Fonteyn. At the end of those memorable evenings, we would retire to
our tent.

Although this rather unusual lifestyle, with its travel and proximity to famed
artists and glamour, was highly prized by my adventurous and intrepid mother,
our financial situation was precarious, living as we did from small check to
small check. Divine guidance, sheer bravado, and luck were frequently relied
on. The dull and disciplined pursuit of long-range planning did not seem to fit
with the fun of this rather impulsive and “carefree” lifestyle.

At the start of the summer when I was twelve, my mother decided to decamp
to Greece for the season and arranged with the American consulate to retrieve
and forward our next check to the small village on the sea in Italy where we
would be stopping along the way. The first day no check appeared. Nor did it
show up on the second day, or the third. By the end of day two the last of our
money had been spent on dinner, so by day three, without breakfast or lunch,
my brother and I were feeling hungry. We were also bored, and out of that
boredom and necessity grew a business.

My very artistic brother, then fourteen years old, started making a cement
paste from mashed algae and stone dust as I began collecting and pulverizing
colored stones. Together we fashioned, on large flat stones, renditions of the
blue sea, the rocky beaches, and the green islands offshore. Pleased with our



efforts, we branched out into pictures of animals and marine life, although I
must confess that my brother displayed a gift for art that far surpassed mine.
(Years later he graduated from the Harvard School of Design.)

By the time the after-dinner crowd of tourists strolled by we had quite a
collection. Then one person asked how much a stone cost. Thus was born a
small business successful enough to feed the three of us at the local restaurant
for the next two days until the check arrived.

A seed was planted: If you need income, be true to yourself and follow your
instincts.

Another seed took root as well. Our home base on the Riviera was chock-
full of retired CEOs. As we got to know some of them I observed that they
lived well, if not extravagantly. I never heard these individuals discuss money.
And I never acknowledged or discussed the significant economic gap between
them and us. I took great pride in the fact that, though I did not have money, I
had other qualities to offer, including the ability and desire to work hard. I
cultivated and deepened these and other qualities.

It seemed to me that talking about money was not a classy thing to do. So I
never did. Yet I did not stop yearning for a knowledgeable financial mentor
who would somehow discover my hidden interest in financial security and find
me worthy to take on as their student. I spent years hoping for a mentor who
would lift the curtain and reveal the secrets of the financially secure and who
would dispute the negative, limiting views of money that I heard over and over
again when I was growing up:

“It takes money to make money.”

“No matter how hard you try you just can’t get ahead.”

“We might as well enjoy life now and spend the little money we have.”

“If you’re a good person you’ll be provided for.”

“The rich get richer.”

I remember thinking, “How do you get on that ‘rich getting richer’ path?”

It took an earthquake to wake me out of this dream and start up taking
control of my financial life.

Ignorance Is Never Bliss

By 1994, my husband, daughters, and I were living in California. Two weeks
before the Northridge earthquake hit, our insurance agent visited our house to
collect signatures for renewing our homeowners policy and specifically to



advise my husband against his earlier decision to decline the renewal of our
$400 per year earthquake policy. Since my husband was detained, he called to
urge me to sign the papers.

When the agent arrived we sat down and I heard her speaking but I was so
afraid of appearing stupid that I just nodded my head and smiled and zoned out.
[ didn’t ask one question. I just signed the document.

After that terrible and destructive earthquake, first we made sure that family
and neighbors were safe and then we handled the minor injuries that a couple
of neighbors sustained. I recall being deeply unsettled by the pallor of my
husband’s face when many of the neighbors, assembled in the dark cul-de-sac
that memorable night, were thanking their lucky stars that they had great
earthquake insurance coverage.

I was able to reach our insurance agent the next morning and asked that a
copy of the waiver be faxed to us. When the page came through I was shocked
to see my signature under the clause that canceled the earthquake policy.

Our earthquake damage was assessed at $47,000. We had about $45,000 in
cash savings. That was the last document I ever signed without paying attention
to everything that was in it.

It took an earthquake and nearly $50,000 in repair bills for me to realize
that my ignorance of money matters could result in acute financial distress. I
also realized that there is financial wisdom in the saying that “two heads are
better than one.” For about a year I chided myself about my idiotic action and
finally accepted that I had to move forward. Wanting the responsibility, I
oversaw the rebuilding of our home. This was a pivotal period for me; I began
to flex barely used muscles. I interviewed contractors. I listened and asked
questions. I spoke up and said no when required. I read contracts until I
understood them.

I found I could overcome the “‘brain freeze” that often plagued me in
business situations by “daring to seem dumb” by asking every little question,
sometimes repeatedly, until I had a very clear picture. By looking upon the
agent or contractor as my “employee” paid by me to teach and inform me at
my leisure and discretion, I could put the fear of failing or being out of my
depth on the back burner and get on with the business at hand.

This period turned out to be a preparatory course for finding Rich Dad
Poor Dad.



Financial Independence 101

By the time I read Rich Dad Poor Dad, I was ready to take on the responsibility
for rebuilding our financial future. Early in our marriage I was only too happy
to hand over financial responsibilities to my husband because I wanted to
believe that he could carry the entire load on his shoulders. He would check off
various boxes next to investment options in his 401(k) plan and I would glow,
feeling so safe and so proud of my man, while remaining completely clueless
about the subject matter at hand. I chose not to know. I thrived on being taken
care of and was comfortable focusing on the spending part of this deal. I am
not a lazy person by any means. Many of my peers think of me as a
workaholic. But in hindsight, I was mentally lazy about finances. And I was
fearful of rocking the boat.

As my husband’s career became more complex and demanding, with
increasing business travel and less free time, it became difficult for us to
allocate the time needed to handle our now expanding financial needs. Stress
has a very interesting way of bringing out maladaptive behaviors and illogical
thinking. Overspending was simply easier, in the short run, than acquiring the
knowledge and the discipline to achieve a balance sheet that would show
positive monthly cashflow.

Devoid of my own financial skills yet realizing that something needed to be
done, I placed additional burdens at the feet of my already overburdened
husband. Weren’t the finances his chore? If mistakes were made, wasn’t this his
fault? If I overspent, wasn’t he supposed to teach me how not to overspend?
After the spectacular failure of this line of thinking, I realized that I had come
dangerously close to being a complete sucker when it came to money
management. Someone with the time and the passion—namely me—had to take
control of our finances.

For instance, we had turned over the responsibility of making decisions
regarding stocks to a financial planner. He turned out to be a commission-
receiving broker who peddled the same ten tech-heavy securities to all his
clients. Despite asking many of the right questions during the initial interview, I
didn’t fully understand or investigate his answers because, once more, I did not
want to appear unintelligent or underconfident, especially since my husband,
who reluctantly but dutifully gave in to my wishes to hire this planner, was
present. I did, however, inform the broker that I would be following his picks
and that I would gradually take on more of the decision-making process as my



financial education progressed.

When I began tracking several test stocks on a daily basis, reading the
prospectus of each one, as well as tracking them in business papers and
journals, I became alarmed. One stock was Lucent. Another was Nortel.
Another was JDS Uniphase. Then there was Corning. Even to my
inexperienced eyes, the idea of holding rapidly declining stocks in the face of
what seemed to be an increasingly likely economic meltdown seemed
downright reckless. I began to ask my broker and his associates many
questions.

I also began to break the “don’t talk about money” taboo by sharing my
thoughts and ideas with a couple of highly successful businesspersons, a
technique that I now frequently use. I say to them, “Here are my thoughts and
my analysis. Is this how you see it?”

When the broker returned fewer and fewer of my calls, I took action.
Thanks to the education I was gaining from Rich Dad, I realized that the notion
of independent thinking was more than just okay. It was a necessity. I
researched financial planners for the correct credentials, interviewed them, and
checked up on my choices on government Web sites. I decided what the
financial allocations would be prior to the first meeting with the new financial
advisor. I did it for two reasons. One, I wanted to establish that I was an
independent thinker capable of making rational decisions. Two, I was afraid he
would try to talk us out of those decisions!

We switched our entire portfolio to a new and nationally recognized
planner who earned the highest credentials in the financial planning field.
Though we eventually suffered, like so many others, a loss (approximately 25
percent of our portfolio), we were spared a major disaster because we sold
virtually all of the former stock fund picks. But something even more far-
reaching happened.

To overcome my fear of making a mistake, given my vast lack of
knowledge where the stock market was concerned, I researched and selected
two test stocks that made sense to me and I tracked them. Then I bought a
number of shares to up the ante of my commitment level. One is doing quite
well and the other has all the earmarks of a well-run, financially sound stock
although its price has dropped. This terrific experience taught me the value of
being informed. Control meant deciding what the financial planner would
handle, and what I would deal with myself.

At home, another profound change was taking place. On more than one



occasion I had run up bad credit card debt due to uncontrolled spending, which
I justified with rather silly psychobabble and excuses (“I deserve it.” “I left my
medical career for my family.” “I’m married to a doctor”). I’'m happy to say
that these “reasons,” and others like them, are now retired.

We were extremely fortunate in that our income has allowed us to get out of
that debt on more than one occasion. However, I began to see that each dollar
wasted on paying for bad debt was a lost opportunity for that money to grow.
Finally facing my problem without flinching, I set realistic financial goals,
confronted the many changes within our household that would need to take
place in order to succeed in this endeavor, and knuckled down to learn more
about money management and accounting. I plan to never fall into that
overspending syndrome again.

Inspired by Rich Dad, I created my own little balance sheets that included
income and expenses. These monthly sheets not only showed me what a mess I
had made of things; they also helped me to focus efforts on optimizing the
numbers. It was almost like a game; would we come out ahead this month? I
won’t soon forget the day when assets dwarfed liabilities according to Rich
Dad accounting, thanks to a small windfall and our decision to use it wisely.
We saw the asset column grow while the liability column shrank considerably.
At last, I could track our money. I was ready to invest in real estate.

Here’s How I Did It

First of all, I determined what kind of down payment we could afford; about
$20,000 was right for us the first time around. If this amount was 20 percent of
the price of a home, then we could afford a home that cost about $100,000. We
were lucky to find an area in which we could find single-family homes for this
price and even luckier that these were located in good school districts, in fairly
nice neighborhoods and near an army base, which insured consistent and
reliable renters. In contrast, I do not feel comfortable with studios, which I
associate with a more transient population. I wanted a win-win situation, where
the renter wins because he can afford a nice home in a decent neighborhood in
a good school district at a fair price. With these factors in place he is likely to
be a long-term and contented tenant. Then we would win, too, because the rent
will be paid on time, cashflow will be consistent, and in fifteen years optimally,
the mortgage will be paid off, ensuring greater cashflow. We found a two-
bedroom, two-bathroom home that met our criteria.



I had the financing fully in place before seriously looking for a property. I
asked the lender to provide a letter stating what we could afford to pay and
what the bank was willing to lend us. Also, our credit rating is excellent, so our
real estate agent can honestly tell a seller that they will experience no problems
with us as buyers. We discussed with the agent ahead of time specific purchase
prices and lower limits and upper limits, and then gave him a free hand.
Everything was decided before negotiations started. I also made sure that my
spouse was fully on board; due to his earned income, lenders want him
involved.

Needing an $82,000 mortgage, I asked the lender to calculate the monthly
payments on a fifteen-year loan at 7.25 percent interest (this was in the early
spring of 2002). This came to $755.85. We asked the property manager/agent
what he was sure he could rent the home for. His answer was $800 in its
current state with an increase of $30 to $35 after one year. However, I forgot
about his fee of 7 percent when making the calculations. Not only did I not
originally factor in the fee, I didn’t factor in taxes or insurance either. Here are
my calculations on the house that we purchased for $103,500 before 1
corrected my error:

Cash put into property

Down payment: $22,930
Closing costs paid by us: $2,676
Repairs/renovations paid by us: $0
$25,606
Monthly cashflow analysis
Rental income: $800
Monthly expenses:
— Management fee: $56
— Loan payment (15 years at 7.25%): $755.85
$811.85
Net monthly cashflow: ($11.25)

But as pleased as we were to own this house, something was wrong. Not
only was the cashflow negative, there were other costs, like taxes and
insurance, that the rental fee was not covering. This property was not self-
sustaining.



Now I saw the real picture. I had planned to use proceeds from the property
that we own free and clear to pay the property tax and insurance and any future
repairs on the newly acquired property. This was “fuzzy” accounting indeed!
You see, twelve years ago we bought a single-family residence for investment
purposes in Southern California for $101,000. Several weeks ago it was
valued at $156,000. The annual expenses total $2,100 and the net rent is $963. 1
figured this home could pay the bills on the new home. This was wrong.

Getting more numbers together, I realized that refinancing the property
with a thirty-year mortgage (I was in a hurry to own it free and clear in fifteen
years) would produce positive cashflow. The mortgage payments would drop
to the low $500s from the present $755. There would be enough funds to pay
taxes and insurance (property taxes were about $1,298 a year, the homeowners
insurance was $309, and the earthquake insurance came to $252). Any small
positive cashflow would be left to accumulate for repairs and act as a reserve
fund. Here are the revised numbers and, in the far right column, the numbers
for a rent increase to $850, effective in May 2003:

Monthly cashflow analysis

Rental income: $800 $850
Monthly expenses:
— Taxes (property): $108.17
— Property insurance: $25.75
— Earthquake insurance: $21
— Maintenance: $0
— Reserve for repairs: $45
— Management fee (7% of rent): $56 $59.50
— Loan payment (30 years at
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$775.92 $779.42

Net monthly cashflow: $24.08 $70.58
Cash-on-cash return (present)

Annual cashflow ($24 x 12) $288

Amount of cash put into
property $25,606



Cash-on-cash return 1.1%
Cash-on-cash return (future)

Annual cashflow ($70.58 x 12) $846.96

Amount of cash put into $25 606
property ’

Cash-on-cash return 3.3%

Despite my error, I was very excited when this belated “light bulb” finally
turned on. There is no experience that can substitute for actually going through
a deal and making a few mistakes along the way. Even better, I figured out what
was wrong and I knew how to fix it. At first, I just wanted to buy a property
close to the other property that we owned, not get ripped off, and pay it off in
fifteen years. After reading and absorbing more of the various Rich Dad
books, my goal changed to making the numbers on that property look better,
i.e., positive cashflow and better cash-on-cash return. In time I will extract
funds from a future refinance to use toward the down payment on another
property.

I plan to move forward with additional purchases. I have set, as a first step,
the goal of owning ten properties. Within fifteen to eighteen years the positive
cashflow from the properties will add significantly to our retirement income.

A Team Effort

The first time around is really time-consuming and demanding and somewhat
intimidating. Having mentors or advisors or even like-minded individuals to
talk to during this process is crucial. I am lucky to have recognized the need
for this kind of support and to have had the good fortune of being selected as a
participant for the Rich Dad coaching program.

When faced with the actual real-life details and obstacles and problems of
real estate investing, it is a huge advantage to be able to call on knowledgeable
people. The questions I ask include, “What would you do?” “What have you
done when you were faced with this situation?” “What do I need to know?”
“What mistake did you make?” and “How can I get around this obstacle?”

My team includes:

*An excellent and much published lawyer who is handling a new estate plan



because we’re now living in a community property state. Our attorney is also
handling placement of property into LLCs (limited liability companies).

*A private banking group, which offered a substantial line of credit and
private banking services.

*An expanding list of real estate contacts in a few states (agents and
brokers).

*An accountant and a few knowledgeable contacts within the franchise tax
board and board of equalization of the state in which we own property.

*A short list of mentors. These days I cringe a lot less when the mentor
responds with, “Actually my view is the exact opposite of what you suggest.” |
continue to learn from such exchanges. And the mentor appreciates that I have
done my homework before taking a bit of his or her valuable time.

Soon my husband and I will have the opportunity to make decisions about
how best to preserve and grow his rollover and lump sum retirement from his
previous job. We plan to turn our abject fear at this prospect into an action plan
after educating ourselves by reading more books and listening to more tapes.
Our strategy includes seeking out well-informed people and asking a lot of
questions. Until the education takes place, we plan to emphasize preservation
over growth.

I’ve found that the hardest part of making investments is going from
thinking about doing them to actually doing them. At the same time I have also
gained knowledge about banking and lending and how to open doors. There is
abundant opportunity if one is willing to look for it and go after it.

Robert’s rich dad was right. I also learned an extremely valuable lesson that
is not taught in school: When it comes to the asset column nobody gives a darn
about advanced degrees. For me, switching from the mind-set of “here’s my
academic résumé” to “here is my financial statement” was a life-changing
event. Now I use those solid study skills that I acquired in medical school to
process and absorb large amounts of financial materials.

Where my daughters are concerned, I’ve taken a bold step. After years of
guiding them toward academic success and the Ivy League professional path,
which their mother and father followed so diligently, I’ve made it clear that
there is more than one road to financial freedom available to them. We talk to
them about alternative means of income, and want them to know what their
options are. They have the option of choosing a less exhausting path than the
one we followed and they can learn to make money work for them early on.



Each daughter (one is now in college) keeps an investment account and
understands the concept of compounded interest and growth because I arranged
an appointment with a financial advisor for them. Instead of an allowance
being handed to our younger daughter, she must learn to use the banking
system and keep track of what she does—and doesn’t—hold in her account. We
are all learning together. They certainly are entitled to learn by trial and error,
as we have.

Both of our daughters are encouraged to consider owning rental property
early in life as a way to earn passive income. Their financial education will
continue as they mature.

My mother also figures into the family equation. Optimally, a rent-free unit
would be available to her. I am brainstorming to try to make that happen when
the time comes.

My final challenge is facing the behavioral changes that I must make to be
successful in this venture. That includes becoming smart with finances instead
of overspending or avoiding facing the numbers, handling mail and business
obligations efficiently instead of allowing a pile of unopened envelopes to
collect on my desk, and scheduling business hours at home and actually being
at the desk to complete the work instead of finding scores of excuses to be
away at the appointed time. Like everything else, it’s a learning process.

We Put Obstacles Up, We Can Take Them Down

Robert Kiyosaki writes about obstacles that hold people back. I think you can
tell by now that fear was one of my big ones. Fear comes in all shapes and
sizes. I was afraid that if I became successful with money, certain people would
reject me. I was fearful of upsetting the balance of power within my marriage
as I gained more control over our household affairs. Then, of course, there
was my constant fear of appearing to be incompetent. Because of my
education, many people assumed that I knew the answers to basic financial
questions. They were wrong. I balanced my checkbook for the first time at age
forty-six.

Then there were those bad habits. One terrible pattern was the feeling of
being entitled to overspend—I even did it to prove to the occasional snooty
waiter or desk clerk that they should not make financial assumptions about a
person based on skin color. And there was the bad habit of placing the needs of
others before my own well-being, which left me insufficient time to handle our



business affairs.

The Next Lifestyle Change

Today boosted by Rich Dad, I handle virtually 100 percent of our finances. In
stark contrast to long-held feelings of financial insecurity and loss, I feel a
tremendous sense of anticipation. I'm taking steps that will lead to the security
of being financially free. At the same time I’'m experiencing a profound sense
of bonding with others who travel the financial freedom path.

For the first time in many years, I am passionately absorbed in this new
agenda of financial and behavioral interests. And while there is much work to
be done in acquiring and managing the assets that will grant us financial
freedom, I’m excited about the future. But once I’ve achieved the “owning ten
properties” goal, I can’t imagine I’ll stop—this is just too much fun!

More than ever, I believe that a person can recover from mistakes and learn
a great deal from them. What a useful lesson I learned from Rich Dad—and I
didn’t have to go to school to learn it.



Chapter 6

Step Up to the Plate

REED J. SCHWEIZER
Wanatah, Indiana

For a long time I didn’t understand money. Despite the fact that I earned a lot of
it from the time I was twenty or so—I’ve always been a strictly commission-
based salesman—Xkeeping track of my bills and finances wasn’t a high priority.
Not surprisingly, most of my money problems stemmed from my own
weakness. Overusing credit and letting myself become overextended got me
into financial trouble repeatedly.

Lacking discipline to budget money properly, I never figured out a way to
ride out the up-and-down fluctuations of income. Inevitably, the strain of
unsteady salary got to me. Fears about being broke and consequently selling
my product from a scared perspective led to dropping sales numbers. This
unnerving cycle repeated over and over again.

Not until I chased my dream of getting into construction and real estate
development did my income steady, and budgeting more effectively started
coming naturally. I took the steps to catch my dream and turn it into reality and
financial freedom. I believe that when you do what you love, the money
follows. Discovering that passion started early.

The Union Ideal

The first twelve or thirteen years of my life my family was poor, which had a
lot to do with the economy at the time. The recession of the late 1970s and the
early 1980s halted a lot of construction and forced my hardworking father—
he was a crane operator and a gung ho union member—out of a regular job.

He would take whatever work he could find but it was still a hard time for us.



Certainly my mother and two younger sisters and I had a roof over our heads
and there was always enough food on the table. But we “shopped” at the
Salvation Army instead of JCPenney. There were no extras; we squeaked by on
the bare minimum.

When the recession finally ended, my father began to work steadily again,
and life in our blue-collar household—we lived in northwest Indiana, near
Lake Michigan—improved significantly.

But I never forgot what it was like to be poor. [ recognized that working for
someone else or a big company was not the solution to long-term money
concerns. Even after my father went back to work full-time and started earning
a really good salary, my parents, who budgeted and saved, didn’t invest their
money for a fundamental reason: They had absolutely no idea what to do.
Their abiding belief was that his labor union would take care of us. The
insurance policy, retirement funds, savings—everything was tied to the union.
Interestingly enough, my pro-union dad never wanted me to follow in his
footsteps. He recognized that he was trapped in an endless cycle of debt,
spending, and total reliance on someone else for his own well-being as well as
that of his family. But with a mortgage and four others to support, he couldn’t
justify doing something out of the ordinary with money. To him, that was too
much of a risk.

At the same time a different way to live was in front of my eyes. My
maternal grandfather owned a construction company. Financial stability oozed
from him. It wasn’t just his comfortable home, new cars, and a pocket that was
always full of money. His total perspective was different because he didn’t
work for anyone else. He also donated a lot of money to the church, something
that we couldn’t afford to do.

In retrospect, I think my first inclination toward self-employment or
becoming a business owner came from my grandfather’s example. But my
work ethic definitely comes from my dad.

Boy Businessman

I started working when I was in junior high school. I did the classic “kid with a
mower” routine. After mowing one neighbor’s lawn I would knock on the
doors of the surrounding homes to generate more business. (More than a few
of my friends thought I was nuts. “Why sweat more than you have to on a hot
summer’s day?” they asked. I ignored them and extra money filled my



pockets.)

When I entered college it seemed like I would fulfill my parents’ dream.
After four years they figured I would graduate and be hired by a major
corporation. The white-collar corporate world awaited me. I might even
become a stockbroker. (Either that or play baseball for living. I was a catcher
on the college baseball team and actually tried out for the Cleveland Indians
and the Baltimore Orioles. Sad to say, I didn’t make the cut.)

But deep down I wanted to be my own boss. Besides, knowing myself as I
do, and my dislike of taking orders, I knew that a corporate job wouldn’t work,
either for me or for the company that hired me. I interviewed with recruiters
who made it clear that at least my first two years as a novice stockbroker
would be spent making cold calls.

My junior year I answered an ad for a sales job and eight months later I was
doing really well. I owned a distributorship for a vacuum company. Buying
inventory turned me into the owner. I oversaw two offices, trained the
salespeople, and handled all the accounting. Not too shabby for a twenty-year-
old.

After spending three years majoring in finance, I dropped out of school to
manage the sales team I had built. The fact that [ was also earning more than
my professors was another incentive. My parents were disappointed that I
didn’t receive my diploma, although I did eventually earn an associate’s degree
in business management at a community college.

[ was a very good salesman, but I didn’t know much about running a
business. I carried way too much responsibility. Sales were terrific but the
bookkeeping was a nightmare. Sure, I was cash-rich but the eighty or more
hours I put in a week were killing me and the taxes were murderous.
Employees kept leaving.

Too immature to handle the money I made, let alone the business in
general, I was in over my head and too proud to ask for help. Instead of
seeking a consultant, an attorney, or an accountant, I tried to do everything on
my own. I failed miserably. Eighteen months later, I gave up.

After that episode I owned both a construction business and a promotional
product business. The first one, which lasted two years, I shared with a cousin. I
learned another good lesson: I knew construction but I was not a skilled
marketer. I started the second business after watching an infomercial that
promoted the product. This venture lasted just a few months.

All in all T probably lost between $15,000 and $20,000 with these three



ventures.

Unfortunately, I didn’t pay much attention to the lessons of my first business
failure. I repeated my pattern twice more, with the same results. Finally I
learned that everyone in business needs professional help to keep everything
legal and straight. No one can, or should, try to do everything. If you’re a
salesman, sell. Don’t try to be an accountant or a lawyer or any other
professional for which you aren’t qualified. You’ll only end up hurting
yourself.

Fear Strikes Out

The next three years I was employed by a company that built and manufactured
modular housing, a job in which I made a lot of money (and still didn’t watch
my finances). Then something happened which changed the way I regarded my
job, my future, and, most of all, my fear.

Fear was a huge obstacle for me. Right about the time I bought Rich Dad
Poor Dad, 1 got scared out of a deal that netted a guy I did some work for about
$80,000. He paid me a $1,500 commission for helping him put the
arrangement together.

Mentally I stepped back from the transaction because I realized something
that hadn’t occurred to me before. I put the deal together! I knew what to do
and how to do it but I was afraid of following through. By being afraid to take
action it cost my family and me $80,000.1 couldn’t believe it!

If I didn’t need the $1,500 so bad, I would not even have cashed the check. It
made me sick. I decided right then, that was it. From now on I was going to
access the courage to pull the trigger on deals. Obviously I knew what to look
for. It was time to reap the reward, not put the elements together for someone
else to get rich. I saw others doing what I wanted to do, raking in tens of
thousands every month off of the land that I wanted to buy. I was pumped to
change.

About two months after reading Rich Dad Poor Dad, 1 started investing in
real estate, because something so neat, so logical presented itself. After reading
the book I think I was better able to recognize the opportunity. Clients came to
the company I worked for all the time looking for land in a few specific areas
in Indiana on which they wanted to build homes. The solution seemed so easy:
Purchase land where people wanted to buy land and sell it to them.

The problem was that the two areas where customers desired to build



homes only contained large parcels. Even though I had repeatedly brought this

to the attention of the company I was working for, they did nothing about it. I
did.

Here’s How I Did It

I found out what steps would be required to take a large parcel, split it up, and
sell off the pieces. It was easier than I imagined. My first project was a 5.1 acre
piece of property in Chesterton, Indiana. I bought the ground from a family
trust. This family had split the land into three lots years before so that other
family members could have land to build on. Luckily for me, there were no
engineering fees or surveying expenses. That saved me at least $3,000.

Even though the asking price was $90,000, my first offer was $45,000
because of the return I was looking for. I figured that I could get between
$30,000 and $33,000 as sales prices for the lots, and I guess I was trying to hit
a home run. Also, the payments on $45,000, about $300 a month until the lots
would sell, were very manageable.

When the owners countered at $55,000 I wasn’t scared a bit. I had already
put a feeler out to a few of my customers to drive by, look at the property, and
give me their thoughts. I told them that some lots might be coming available in
that area, and if they did, would they be interested? Immediately one of my
clients called back and said that the location was perfect. He said he would be
willing to pay up to $31,000 for a lot in that area. That sealed the deal. I knew
that I had to have that property.

Between the $31,000 and my 10 percent down payment from my own
money, I would owe less than $20,000 on the remaining two lots, which were
valued at $60,000. It was a no-brainer so I accepted the counteroffer of
$55,000.

I found a one-year-interest-only loan at 4.75 percent because of the demand
for property in that area. It was a very hot area, and I knew that I would have no
problem selling off the lots. Also, the loan was renewable. At the end of the
first year, if the lots were not sold, I could renew the loan at the current market
interest rate. I sent in three interest payments totaling around $1,000.

Within six months I sold all the lots, appraised at $90,000, for $93,000.
And even though I incurred $10,000 in unexpected sewer expenses, I earned
$27,000 with virtually no effort. It’s simple: $93,000 — $55,000 = $38,000 —
$10,000 — $1,000 = $27,000.



My next investment was just as sweet. I called a real estate agent to ask her
about something totally unrelated, and she asked me if I was in the market for
any rental properties. Of course I said yes, and she went on to tell me about a
little fixer-upper for $40,000. I went out to look at it and was not impressed.
However, I was impressed with the forty-acre farm field that surrounded it. She
had them both listed and it turned out that the same person owned both
properties. The asking price was $40,000 for the house with two acres, and
$200,000 for the remaining thirty-eight acres, a total of $240,000.

My initial offer was $150,000 for the whole package. I knew that the lady
who used to live in the house had died, and it was probably an estate deal. The
owner countered with $200,000 for the land only. I came back with $160,000
for the whole package, and they countered once again, this time at $170,000. 1
was floored! I had just bought a small house and forty acres for $170,000!

This time the financing was considerably tougher. I had to come up with the
30 percent down payment. I had just made some money, but I didn’t have
$51,000. I thought about Robert saying that he was not allowed to say “I can’t
afford it” around his rich dad, so I had to think, “How can I afford it?”

I talked to a banker friend of mine who joined me as a partner, and we came
up with the down payment and bought the land. We spent about $5,000 on soil
tests and surveys, and in seven months sold seven of the ten lots for a total of
$229,000. As a result there is $50,000 in our account and we don’t owe a dime
on the last three lots, which still carry a total asking price of $103,000. When
it’s all said and done, we should both make in the neighborhood of $80,000 on
the project!

We paid about $3,000 in interest during the duration of our loan. We broke
the properties into pieces that ranged from two to ten acres with asking prices
between $28,000 and $54,000.

The house was in terrible condition, so we tore it down, and sold the lot for
$28,000. In retrospect, that may have been a mistake because there was no
passive income. My partner and I disagreed about what to do with the house. I
wanted to rehab it, rent it out, or just try to sell it. He talked me out of it, which
we regret now. But since our biggest mistake created $28,000, I don’t think we
screwed up too badly. We still profited about $19,000 from the sale of that lot.
I wish all of my screw-ups netted me that much money. ($28,000 — $4,250 per
acre for a two-acre lot = $19,500 profit.)

Recently I accepted offers on the remaining three lots, so here’s the total
breakdown:



Land: $170,000

Soil tests/surveys: $5,000
Interest: $3,000
House tear-down: $1,000
Total costs: $179,000

Total of lots selling price:  $323,000
—Total costs: $179,000
Profit: $144,000

We closed on this land just about a year ago. I have put less than twenty
hours’ worth of work into this project. My cut is $72,000, which works out to
be about $3,600 per hour. The value of my free time is priceless when you
think of how long it would have taken me to earn $72,000 at an hourly rate.

Unfortunately, the company where I worked looked at my real estate
investments as a conflict of interest. I was selling the homes that would be built
on the land I owned. So after about six months of selling property to my
customers, as well as those of other salespeople, I figured that it was time to
leave.

Within six months I found a job at another company that builds houses. This
organization allows me to set my own schedule, and encourages and even
helps me to invest in land. Technically I’'m a subcontractor, which allows me to
come and go as I see fit, and it gives me the free time to take my investing to
the next level. I jumped at the opportunity to switch to the new company.

My current project is a great one. A friend of mine in the housing business
called me a couple of months ago with an opportunity. One of his customers
owned eight acres he needed to getrid of because of a divorce. The client
thought that the land could hold three lots due to local zoning. I did a little
research and discovered that four of the eight acres actually fell within the city
limits. This meant I could actually get six lots out of the property due to
differences in the amount of required road frontage.

The asking price was $50,000. My initial offer was $25,000. He didn’t even
counter. I waited two weeks and called him back to reiterate the bid. The
divorce had heated up and he really needed to get rid of the holding right away.
I raised my offer to $30,000, with a commitment to close the deal in two
weeks. The time frame really appealed to him. Two weeks later I paid $30,000



in cash, which I had because of the previous two investments. (Since we had the
money from the previous deals in our account, we decided to pay cash. I know
that not leveraging this property goes against some Rich Dad principles, but
the seller was in a jam, needed quick cash, and I was happy to help him out. If
we needed the cash back out of the property, it would have been easy to do
through an equity loan, so we just paid cash.)

The six lots carried a total asking price of $120,000. After less than a
month, I received an offer on the first lot. We have sold two lots for a total of
$35,800 and we still own four more lots at $17,900 each. Without interest
payments, and adding in surveying fees of around $2,500, this should make me
approximately $74,900 with less than ten hours of my time and effort invested
in the project.

My partner and I recently bought a three-bedroom, one-bathroom
investment house. We paid $46,500 in cash and put in less than $5,000 in
repairs. We received an offer within five days of putting it on the market for
$88,900 and wrote a contract within two weeks after that.

I have made around $100,000 on the sales, but more importantly I own nine
lots free and clear totaling $223,000. Pumped to do more, I am looking at a
deal that would give me forty-four lots to sell on a fifty-six-acre piece of
ground. Hopefully the deals will keep getting larger as my financial strength
grows.

Currently I am self-employed as a housing consultant, and ’'m minding my
own business, which sells land. I plan to own my own sales center next year
that will provide one-stop shopping to home buyers. Customers will be able to
pick their lot of land, the style of their modular home, and apply for a
mortgage at the same convenient place. Every aspect of the transaction will
generate cash.

Once You Start It’s Impossible to Stop

One of my goals for this year is to design and build a mini-mall building in a
subdivision that is going up near me. The subdivision will contain 400 new
homes, an apartment complex, and a lot of duplexes. Within two miles there is
a college campus and two enormous trailer parks. It seems obvious to me that
this area is ripe for a six- or seven-unit mini-mall building containing a
pizzeria, a liquor store, and a beauty shop among other goods and services. I
plan on acquiring two buildings containing three or four rental storefronts.



Within five years my goal is to raise my passive income up to $10,000 a
month along with being free of bad debt. Buying three rental properties a year
for the next few years should accomplish that. At that point I will be thirty-five
years old, my wife will be thirty-three, and our son will be six. I’'ll feel
comfortable about retirement and take a year off, reflect on my achievements,
and plan for the future. Being with my family as much as I want is a terrific
goal. Then I will be ready to shift into high gear and invest in companies
before they go public or even help them go public.

When I look back at where I was just a year ago the difference is
staggering. I was stuck in a high-paying job that was going nowhere. I was
chained to an office from 9:00 AMm. to 7:00 pM. five days a week but customers
only sat across from me two or three hours of that time. It was such a drag.
Now I am free to scout out properties. I can get up in the morning and hang out
with my son, help people buy homes, go to job sites to check progress, and
generally enjoy my day. The whole world is my customer because I own land.

Best of all, fear no longer blips on my radar screen. Achieving success
took care of it.  am now confident that I know a good deal when I see one
because of my achievements. It’s like playing ball. When you’ve gotten a hit,
you’re not scared to be at the plate. Investing in real estate is no different. Once
you’ve tasted a little success you want to keep going, get another hit and drive
it further than it went the last time.

Step Up to the Plate

The person who steps forward and takes a chance is the one who stands out. I
believe that we live in the greatest country in the world with the maximum
opportunities for riches in the history of the world. If you don’t take advantage
of what is out there you’ll regret it. So take a swing at being financially free.
Even if you fail the first time you always get another chance. In baseball, you
get three strikes before you’re out—and even then you get another turn. You
just have to wait a bit. One thing is certain: You miss every swing you don’t
take.



Chapter 7

The Root of
All That Is Good

DAN M cKENZIE
Greensboro, North Carolina

Money is the root of all evil. That’s what I was raised to believe. The only
people who possessed money were neurotics, crooks, the scourge of humanity,
or a depraved combination of all three. These beliefs, which were deeply
entrenched in my close, large family, and voiced with certainty by my highly
cynical father, left a deep mark. Apparently once humans stopped being hunters
and gatherers, we started marching toward doom and gloom. The more
successful you were, the more immersed into the educational and political
system you became, the more brainwashed you were. Financial success, instead
of being regarded as an accomplishment, was akin to being sucked into hell.
There was no greater stupidity than deluding yourself and wasting your time
thinking about money. Doing so literally damned you for all eternity.

Obviously, a pretty major obstacle to financial awareness, much less
success, stood in my way. I knew there was a lot to learn, but I lacked mentors.
No close friends or associates who managed to leap over the wall to financial
freedom were in my immediate circle of influence. Most daunting of all, I held
no clear or consistent direction of what to do with money or how to earn it.
Learning by trial and error was a necessity. Two steps forward, three steps
back became my pattern. More than a few times my experiences seemed to
validate the convictions drummed into my head.

Most people have so thoroughly accepted themselves as they are, they give
little or no thought as to how they got that way. But as the fifth child of eight in
my family—or maybe because of it—that was not my case. I tried to overcome



fear, cynicism, and negativity very early on in life and I wanted to find my own
path. I often wondered why some people seemed to have everything and others
went through life with the barest of necessities. Intimately familiar with the
latter, I wanted to experience the former. Maybe my father was right, but I
wanted to find out for myself.

I thought working hard was the answer. While most of my classmates were
playing sports or participating in extracurricular school activities, I flipped
donuts for $1.50 an hour before and after class my last couple of years of high
school. From the get-go, I knew that being an employee was not for me but I
didn’t know what to do about it or how. After I graduated I learned a trade and
became a cabinetmaker who fashioned high-end pieces. But after the business
went from producing custom fine woodworking to mass-produced particle
board and Formica boxes I became disenchanted.

Moving on, I was employed by several highly successful businesses in my
small Ohio hometown but ended up quitting each one. Many friends were quick
to voice their ridicule. After all, what was I thinking, leaving “great” jobs
others wanted so badly?

As it happened, a bigger concern was taking over my attention. During the
course of every job I held I sat down with a notepad and calculated my
expenses and what my projected income would be twenty years hence. Even
with raises, nothing seemed to change much. No matter how terrific the job
was, after expenses I still couldn’t figure out how I was going to live the life I
desired—even with the best of pay raises. It was during these introspective
sessions that I would see my father’s face and hear his words: “You are wasting
your time... you can’t beat the system, give up...” Like a bad song I couldn’t
get out of my head, his chronic negativity just played over and over. What else
could I do? Drop out of society like he had and live like a hermit? No, I had
already become happily discontented with that lifestyle. I wanted to experience
what having money felt like. At that point I made up my mind I wanted to:

1. Be a millionaire by the time I turned thirty.

2. Travel the world.

3. Own two houses, one in the United States and one overseas.
4. Meet Farrah Fawcett (after all, this was the 1970s).

There was a big problem to confront as a result of my decision: I felt lost
and without direction, despite the talent I knew I possessed. I had nowhere to



turn. Nonetheless, I hunted for job after job, advancing in my career via trial
and error until I attained positions normally held by college graduates. I had
wanted to attend college but I ended up far too busy traveling the world to find
the time to sit in classrooms for four years. By the time my high school
classmates finished their “higher” education, I had been to, or through, over
fifty countries and hundreds of international cities.

While it was not apparent to me at that time, the effect the travel was having
on me was an exposure to numerous groups and individuals with positive
motivation or success habits. The contact with these types of positive life
patterns helped me to discover a distinct contrast between success
consciousness and status quo routines.

When asked where I attended college, I always told people (and still do) that
I attended UHK (University of Hard Knocks), where I received a degree in
Results. I learned by doing.

But still I found no peace or resolution to my income dilemma. There
seemed to be an eerie connection between the jobs experience and what my
father had been attempting to instill. But neither one made an apparent
significant connection: The size of the success you want to build is dependent
solely upon the amount of personal power you are willing to give. How and
what a person can contribute to others is based on what he feels about himself. I
began to grasp that there were two distinct mind-sets. My father’s mindset
(guided by habit rather than intellect) could only think in terms of hoarding or
receiving (scarcity) and was exclusively negative-oriented. His obsession was
conserving “what was his” versus finding or creating value for others. I was
slowly becoming aware that there was another mind-set, one that thinks in
terms of creating or adding value (abundance/giving) and is highly positive.
By seeking ways to offer more of my full potential—and talent—I not only
could create more value, but also achieve an inner vitality. As an employee I
didn’t feel that I was making contributions that were as meaningful or
significant as they could be. Remembering the hunter-gatherer ideal of my
childhood, I realized that the problem with living such a “simple” life was that
it didn’t entail giving anything back. The necessity to contribute something
useful was missing. When the only goal is money, there are so many different
ways of obtaining it that a person can become confused as to what avenue to
take. Money is merely a means to an end, not the end. It was my father’s view
of money being the end that I was beginning to unravel.

I worked as an employee from 1974 to 1987 and then transitioned into a



business owner, but still not by some master understanding or clear plan. One
of my countless blessings is a curious mind and after many years of feeling
disenfranchised, I decided to take a leap of faith and start my own company. I
quit my “secure” job at a Fortune 100 aerospace company, at the height of its
success, where I earned more money than I dreamed possible. Once again, I
took a lot of ribbing from my colleagues, all of whom were MBAs, Ph.D.’s,
and the like. They thought I was either to be pitied—because I was doomed to
fail—or mocked, for the same reason.

At the age of twenty-eight I not only had learned to overcome the cynicism
and negativity of family, friends, and co-workers, but I was also able to begin
forming new life patterns which conformed more to the life I desired. I began a
new journey to controlling my own destiny.

Self-Control Reaps Rewards

Several months after Rich Dad Poor Dad came out, my second oldest brother
(one of five brothers and two sisters) told me about it. Here was a book that
was putting into words what I was struggling with almost my entire life. All of
a sudden a new definition of what I was doing came to light. After reading Rich
Dad’s CASHFLOW Quadrant 1 realized that by having started my own company
I was already operating on the right side as a business owner and investor,
rather than as employee or self-employed on the left side of the Quadrant.

What an incredible liberating and wonderful feeling! Finally, my day of
emancipation was at hand. At last, a sense of peace with all I had been doing up
to that point came over me.

One example of my focus on the right side of the Quadrant (which is called
“The Fast Track” in the game CASHFLOW) was after I quit my aerospace job.
Tired of paying rent since the age of eighteen—it just didn’t make sense to
spend $400 to $800 a month and gain nothing from it—I bought a three-acre
tract of land thirty minutes south of Austin, Texas. I figured that I could build a
structure on the land and live there. I didn’t even care if it was a shack. I
calculated if I paid X, and eventually sold it for Y, I would come out okay. It
was pure “blind risk.”

The man who owned the property was desperate to sell it. To pay cash for
the property—$12,000, a huge amount for me at the time—I sold my fancy
sports car and wiped out my savings. Next I spent my evenings and weekends
building a modest house on the property. I lived there awhile before I sold the



property for $75,000 and used the proceeds to start my first company.

(I built that company, which provided engineering services and products for
all the major airlines around the world, into a multimillion-dollar business
within three years, two years and millions of dollars ahead of my goal. I also
did it without borrowing a dime.)

But post—Rich Dad, my approach to real estate buying, as well as my view
of myself, underwent a fundamental shift. Pre—Rich Dad, my purchases were
about trying to amass huge amounts of cash so as to not have to borrow too
much money. In hindsight I missed many wonderful opportunities. If I couldn’t
put enough money down to make the property affordable for my own “earned”
income monthly cashflow, then I would just pass on the deal.

I had been sufficiently subjugated where borrowing was concerned: Debt of
any kind was bad. “Never owe anyone anything!” was another one of my
father’s core BS (belief system) statements. Not having a clue that there was
such a thing as good debt, I did my best (in my father’s eyes) to not borrow any
money to buy the land for my first house, much less build it. This was a deep
behavioral pattern to overcome. Thanks to Rich Dad this has been probably the
most profound fundamental paradigm shift I have experienced related to
money.

Learning something new takes time because thinking while acting is
necessary. But as I accumulated small successes I slowly chipped away at the
fears, phobias, inhibitions, and negative influences that were implanted when I
was a child. The successes took the form of new habits, specifically how I
thought about things. At its most basic level I traded negative thinking patterns
for positive thought patterns. I don’t believe a price can be put on what that is
worth!

Prior to Rich Dad, I never saw the cashflow portion of the equation. I can
honestly say I never looked at property as a money generator. Now, it became
literally a whole new means to evaluate not only property, but assets in general.
What a powerful, liberating, and invaluable distinction! Thank you, Rich Dad!

Instead of flying by the seat of my pants, I had direction and control. It was
as if a light went on in a dark room.

Here’s How I Did It

I’ve made many real estate investments and I attribute my success to always
doing my homework in doing the due diligence on the property and seeking to



ensure that I am making a smart decision (informed risk instead of blind risk)
prior to purchasing a property. I think that a lot of people become either a little
overwhelmed or fearful when there is more than one issue to consider. Most of
my seeming long shots involved a good deal of judgment and paying attention
to trends or value not necessarily obvious because they involved appreciating
more than one variable. I have been building a database for all the possible
uses of real estate. I break down both commercial uses and residential uses.
Then I evaluate the needs based on the area and determine what makes sense. I
use my spreadsheets to calculate costs-to-income potential as well as how the
real estate costs impact each of the various niche uses. Next I look at other
examples of how similar solutions have been done and figure out if there is
some way to improve on those instances to create more value. In other words, I
look at what can drive the sales side of the equation and then look at what will
drive the cost side of the equation. The simple version of how I do my
homework is this: I determine who, what, how, when, where, and why.

Here’s an example. About eighteen months after a deep crash hit the real
estate market in central Texas, I purchased seventy acres along a small east—
west highway that connected two major north—south highways just outside
Austin.

My offer price—$3,200 an acre (they had received offers of $7,000 before
the crash and wouldn’t sell) seemed risky and high to many friends and
acquaintances that had already lost their shirts in the crash. Even my banker
asked me repeatedly if I was sure that I wanted to pay that price. But I knew that
the major highways weren’t going to disappear and the connection between
them was still going to be important. When the economy turned around,
building would commence in the direction of those seventy acres. Still, I
realized that land was not an asset because it is typically negative cashflow.
Nonetheless, I wanted to work out how I could secure the land and pay for it
while waiting for a few key issues to change. My emotions were polar
opposites. Sometimes I felt excited when I focused on upside potential but then
I was saddened as a result of everyone thinking I was nuts for even considering
buying it.

The property had both highway frontage on the front side and views and
river frontage on the back side. Being smack dab in the midway point between
the only north and south major arteries was important. But all of this aside, I
paid attention to the issue of drinking water, or rather the lack of it, which was
one of the issues affecting the value of much of the properties along this



corridor. In this specific example, knowing development potential was limited
by the lack of affordable drinking water, my attention and focus shifted to who
would be a likely candidate to solve that issue? (That is, who would benefit
from solving it?) When would that person be able to solve it? How would he
solve it? Water co-op? City annexation? Individual wells? (Which solution
would make the most financial sense?)

Since there was no public water available along this five-mile stretch of
land, and wells would require extreme depths with no guarantee of either water
quality or volume, the large plots were not considered usable for residential
developments within any reasonable price range. However, my awareness of
this problem allowed me to explore what, if anything, could be done to remedy
the water problem. I discovered that a large development group wanted to put a
private golf course, with upper-end homes, 500 feet further down the road on
the opposite side from the property I acquired. They were challenged with the
water issue as well. I learned that they were making a deal with both the city
and the only water co-op around to ensure that a water supply would be
available.

Armed with this knowledge, I felt that the property values of development
purposes would be impacted positively when the water lines were in place. This
turned out to be true. The land values more than quadrupled as a result of this
one issue! Taking the time to determine if and when and by whom the water
problem would be addressed changed the “risk” from “blind” to “informed.”

After several years the area returned to growth brought on by many high-
tech companies moving into the area. Real estate began to climb again. Growth
pushed property prices up to $14,000 to $25,000 an acre.

In the meantime, I began to employ six basic criteria to evaluate and shop
property:

1. Motivation (either the seller’s or mine). Take the case of the seventy-acre
parcel, which was not even on the market. I had already picked the property
based on location and growth trends I was compiling. Then I researched the
owners and visited them to evaluate their relationship to the property and how
the potential changes would or would not affect them. It turned out that three
sisters had inherited the land years before. Now the two surviving sisters, who
were both around eighty years old, weren’t interested in keeping the property
any longer. At that stage of their lives, money was more important to them. But
there was more to factor into the deal. The sisters first said no to my offer.
Undeterred, I tried again and talking to them found out that they didn’t want the



land to be developed. With that understanding, I informed them about my
intentions, that I did not intend to develop the land the way others did (i.e.,
building homes one on top of the other). Based on their responses, I knew we
would be able to do a deal that would work out for everyone’s benefit. I think
this is one of the most critical and important issues associated to any piece of
real estate.

The property had to meet my criteria. Then what the sellers wanted had to
be considered.

2. Condition of the property. This goes beyond whether it was just good or
bad, or whether it was raw or landscaped. I had to develop a fairly good head
for what was and wasn’t significant, along with lots of clever ideas for
alternate cost issues as well as a clear idea about zoning options (i.e., zoned for
commercial, residential, or other use). For instance, a lovely vista showcasing
rolling hills or a river or an orchard can be significant. Views matter to lots of
people.

3. Terms. What the seller, the bank, and I wanted. Taking into account
number one and number two, terms can be altered to accommodate everyone
involved.

4. Location. I know this has been beaten to death, but location, when lined
up with growth trends (new roads, businesses, population shifts, and so on),
presents many possibilities that may not be immediately apparent. For instance,
scoping out a particular area showed me that demand for land was moving in
that direction.

5. Price. There’s nothing like buying a great “retail” property at a
“wholesale” price. But as with all the above, there are many more issues
related to price.

6. Relationships. This is what Rich Dad refers to as networks. Talk to
people; listen to what they are saying. Tips about upcoming areas (I found out
that Dell Computer was planning to build in a certain area, which meant people
looking for rental properties, new homes, and places to shop) are often
conveyed during casual conversations.

The following are three recent property purchases in Austin. While gaining
yearly cashflow from them, based on my projections my equity may grow to
more than $310,000 over the course of five years. Even better, one of the three
is located at what will be a future key intersection as the result of two critical
real estate changes in the area. The first is that the local airport is expanding to
add a new runway. This changes a major highway routing, which will bring it



right past the property. I have already received offers to sell the property for

double what I paid for it.

Here’s the breakdown on the first property, a single-family dwelling I paid

$134,000 for:

Cash invested into property
Down payment:
Closing costs paid by me:
Repairs/renovations paid by me:

Monthly cashflow analysis
Rental income:
— Vacancy loss (5%):
Total income:
Monthly expenses:
— Taxes (property) and insurance:
— Repairs/maintenance:
— Management fee (10% of rents):
— Loan payment (5-year renewable balloon notes at 5.25%)
(All other expenses are paid by the tenants.)

Net monthly cashflow:
Cash-on-cash return

Annual cashflow ($51.05 x 12)

Amount of cash put into property

Cash-on-cash return

Note: This is not a large return on my investment but I have the potential for

capital gains if I choose to sell the property later.
Similar properties in the area are selling for $175,000.

$28,350
$1,200
$6,200
$35,750

$960
$48
$912

$117.91
$41.67
$96

$605.37

$860.95
$51.05

$612.60

$35,750
1.7%

The second property, also a single-family house, cost me $128,000.

Cash put into property
Down payment:

$24,500



Closing costs paid by me:

$6,000

Repairs/renovations paid by me: $0
$30,500
Monthly cashflow analysis
Rental income: $1,123.20
— Vacancy loss (5%) $56.16
Total income: $1,067.04
Monthly expenses:
— Taxes (property) and insurance: $179.58
— Repairs/maintenance: $41.66
— Management fee (10% of rents): $112.32
— Loan payment (5-year renewable balloon notes at
5.251?, Ag: (5-y $635.58
(All other expenses are paid by the tenants.)
$969.14
Net monthly cashflow: $97.90
Cash-on-cash return
Annual cashflow ($97.90 x 12) $1,174.80
Amount of cash put into property $30,500
Cash-on-cash return 3.8%

Similar properties in the area are selling for $145,000.

Another terrific source of monthly cashflow came from buying an airplane
hangar and associated executive office complex. The hangar contained rental
space; corporate aircraft owners could safely park their very expensive jets
inside. Each owner would pay approximately $600 to $1,000 per month based
on the size of the aircraft. With an average of ten aircraft per building we were
generating about $8,000 gross income per month (about $96,000 a year) for a
property that I was able to purchase for less than $250,000.

I rented the office building to a professional engineering firm (which also
happened to be my first business) and generated an additional $4,000 per
month ($48,000 a year) of rent on a mortgage of $125,000 for the offices. (By
the way, I grew this business to $7 million in annual sales before selling it.)

After paying expenses and debt, these two properties threw off a monthly



cashflow of $4,300. The cashflow from these properties not only paid for
them, they covered my personal expenses as well.

Out of the five businesses I began I still own two: a technology consulting
company focused primarily on small- to medium-size businesses, and my new,
high-tech company, which is an innovative community-based advertising and
communication system. Reading Protecting Your #1 Asset by Michael Lechter,
one of the Rich Dad’s advisors, taught me that I needed to safeguard this
intellectual property.

My goal for this year is to get my latest business going so that it spins off
positive cashflow by the end of year. Five years from now my target is
monthly cashflow somewhere between $50,000 and $80,000.

Change Your Perspective, Change Your Life

At the deepest level, I believe the greatest gift of the Rich Dad information is
the restoration of imagination and motivation lost through hopelessness and
negativity. Consider this: If the dream of financial comfort seems so out of the
realm of reality because time and again a person has been disillusioned, that
person will give up hope of ever attaining that dream.

Unfortunately as it relates to money and finance, all of us are surrounded
with more negative people than we are with positive. Sadly, with constant
negative reinforcement, imagination, the visualization of what could be,
narrows until it disappears. Over time this exposure creates a pessimistic
veneer that influences your thinking, your acting, and what you can achieve.
When it does, motivation is lost because there is nothing to push toward.
Without imagination nothing can be achieved. If your mind is not bringing in
good constructive ideas it is because of bad mental habits. I believe the Rich
Dad information bridges the gap between the despair of disappointment and the
hope for accomplishment by shifting the influence from negative to positive. It
allows you to create, or re-create, an internal picture of what could be—and
helps to propel you toward it. Fear of what a person can’t do is replaced by a
positive image of what a person can do.

I also believe that the intermediary between ignorance and a commodity is
the development and refinement of a systematic replicable way of performing
a task. When viewed from this perspective, the Rich Dad group has moved the
understanding of value creation closer to a commodity then any group before.

One of the most significant benefits I’ve received from the Rich Dad



materials is a renewed view of life. In my experience, my passion has been
reignited and I understand how my life continues to be changed. I’ve learned to
find new opportunities as the world shifts from an industrial economy to an
information economy. Financial freedom is a reality. Hope for a better future
exists.

I experienced firsthand one of the most powerful examples of this. My
oldest brother, who moved out west years ago and owned his own business,
and [ weren’t close. (Not because of personal differences, just a result of our
large family and our age differential.) On a recent visit I asked him to indulge
me and read Rich Dad Poor Dad. 1 bought him a copy and handed it to him. We
were in my car, and he started leafing through it. Then he stopped, and started
reading aloud. As he put it, he had read books about economics but didn’t
really understand how money worked.

He connected to what he was reading and he connected to me in a way we
never experienced before. Now we had a common language at our disposal.

We shared what I had already undergone on my own: a profoundly positive
shift from what I had to what I would like to have. By being able to share our
view of how we wanted our lives to be, we bridged our personal gap along
with our personal financial ones.

[ don’t know anyone who does not have challenges. Everyone can tell
stories of personal traumas. Holding thoughts of inadequacy, lack, gloom, and
ill will doesn’t do anyone any good. You cannot hold a picture of failure and
expect it to guide you to success. But, if we choose to do so, we can use these
experiences to propel us forward instead of using them as excuses not to
achieve our dreams. The most sobering thought I can share about money as a
result of my exposure to and influence by the Rich Dad materials is that a
person must constantly be creating, finding, or adding value. Money in and of
itself has no conscience. It cares nothing about personal history, excuses, or
life challenges. If a person does not add value to his or her life, eventually and
one way or the other, money will flow to those who do!

And while I’ve accomplished much of what I set out to do (okay, I still
haven’t met Farrah!), I’'m in my mid-forties and confident about doing much
more. My primary concern is the ultimate freedom of being able to contribute
my core passion to society. It’s become apparent to me that having money is
not the big thrill. It is being able to step back and look at the value I’ve
manifested in exchange for the money—that’s where the real emotional
satisfaction is. And that, I feel, is the root of all good.



Part 111

A Different Focus

One of my strongest personal beliefs is that you become what you study. If you
gain knowledge of the law, you can become a lawyer. If you study history, you
can become a historian. But no matter what subjects you did or did not learn, if
you study how to invest to create cashflow, you can become financially free.
Then you can decide if you want to continue with what you’ve been trained to
do, retire, or begin to study something entirely new. That’s what financial
freedom can do for you.

Many men and women, at different stages in their lives, have told me how
studying the Rich Dad information helped them to redefine themselves and
change their lives.

In this section you’ll meet Tom Kotula, who lives in Minnesota. A man who
toiled at a dead-end job for years, never getting ahead of the bills, and putting
in a lot of overtime hours that stole time away from his family, Tom seemed
stuck. An employee without money, he felt strongly that making a change was
crucial, for himself and his family. Once he began his financial education with
Rich Dad he discovered that not having money is no obstacle to making
investments and creating cashflow. If you’ve ever felt stuck in a job, and stayed
there because you felt there was no choice, read Tom’s story and become
inspired.

Then there’s Wade and Carol Yamamoto. They live in Hawaii, which is where
I grew up. When we first met them, Carol, a teacher, had already become
involved with network marketing but her husband had not. How they came to
terms and decided what was best for both of them is a terrific example of
understanding and focusing on what is important to both people. Their story
underlines the significance of a couple studying and working together to reach



the same goal, the sacrifices that goal requires, and the incredible results it can
give. Their story not only illustrates a very common worry that I hear about
frequently, namely, “What will our family or friends or neighbors think?,” but
also shows how this clear-thinking duo overcame it. Rich Dad-inspired
teamwork begins at home.

You’ll also read about Merced Hall, her husband, Jeff Hall, and Jeff’s
identical twin brother, Jon Hall. They live in Utah. Their story is a Gen-X saga
of great expectations dashed when they were forced to face an unexpected
predicament after college. It offers a keen insight into the particular troubles of
a well-educated group that marched out of universities with degrees into
temporary high-paying high-stress jobs at dot.coms and prestigious
corporations that promised much, delivered little, and took away a lot more.

At the very beginning of what they thought were promising careers—
everything they had been told was worth studying and competing for—they
discovered that being employees didn’t suit them. It wasn’t that they were lazy
or uncommitted. Merced, Jeff and Jon realized that they didn’t want to work for
someone else for the next three or four decades. They wanted financial
independence and they wanted to take control of their lives to make that
happen.

Instead of wasting time trying to convince themselves that they “should do”
something that wasn'’t right for them because they spent so much time and effort
to receive excellent grades and impressive degrees, they studied the Rich Dad
information and then took steps to begin investing. Positive cashflow to gain
financial security was their goal. Fully admitting that there were more than a
few scary moments, they persevered. Just as my rich dad teaches, they made
mistakes, learned from them, and moved on to create successes.

Even more importantly, they sent a strong message to their peers who may
find themselves disappointed in their demanding jobs or who expected o cash
out of start-up companies in just a few years. These three didn’t complain about
what happened. Instead, they took honest stock of who they were, educated
themselves in a whole new way, and using that solid foundation changed their
lives. As opposed to feeling burned-out and cynical, they grasped new
possibilities and took action.

Ken Hobson, who lives in Pennsylvania, has another story to tell. Well
established in his field, Ken earned a very good living for many years but felt
that something was missing. For him, studying the Rich Dad information gave
him the means to find that missing piece. He found a way to combine his



investments with his new work. Instead of worrying about what will happen
when he chooses to retire, he is confident of building increasing monthly
cashflow. And he is having fun in the process.

Tom, Wade, Carol, Merced, Jeff, Jon, and Ken didn’t wait for “something to
happen” to them. They took charge of their lives and altered them for the better.
Not happy with the situations they found themselves in, they made the conscious
decision to move toward financial security. They didn’t let time-worn excuses
get in their way, nor did they listen to people who questioned their actions (and,
I’m willing to guess, their sanity).

As an alternative to buying into the conventional wisdom of staying put
(“The devil you know is better than the devil you don’t”) and not trying
something new (“You’ve never done that before. How do you know it will
work?”), they made their plans, did their research, found the support they
needed among each other—and succeeded. They studied how to become
financially free and started taking action.



Chapter 8

Better Than
Winning the Lottery

THomAs G. KoTuLA
St. Cloud, Minnesota

For seven and a half years I toiled in a dead-end job sorting mail at the post
office. I logged overtime hours whenever I could—like evenings, weekends,
and holidays—to earn a few extra dollars. With bills due, there was no choice.
My wife and I lived from one payday to the next. Often I worked a second job
and also put in overtime at whatever I was doing: driving a school bus,
delivering pizza, performing odd jobs at a golf course—the list goes on. I
don’trecall a single job that was satisfying. What I lacked was motivation to
make a change. I also lacked faith in myself. I thought that my lack of
experience would hold me back. That, coupled with a tendency to procrastinate,
was the obstacle facing me.

Eighteen months ago, before I discovered the tools and hope to change our
lives, my bank account was essentially empty. When I allowed myself to think
about retirement, I figured that the post office would require nineteen more
years of my reluctant presence before I could collect a pension. My post office
retirement account, filled with mutual funds, was our sole investment. The
future didn’t look too bright for us.

Today, thanks to Rich Dad, our bank account contains about $90,000 and
we’re secure enough financially that I could literally get by for ten or more
years without a job if I chose to do so. I’'m a Navy veteran who studied speech
and management at college for three years. Thirty-three years old, I’m the
father of a three-year-old son. I plan to retire by the time I’m forty.



A Fresh Look at an Old Subject

Thinking about different ways to make money has always been a hobby of
mine. In the past I tried a few small businesses. One, which I shared with a
partner, was a bar toy. The person playing would try to flip quarters into a little
hole in the toy and win a prize. My partner lost about $2,000 and I broke even.
Yet this venture was a big step for me. Forced to talk to lots of people, I faced
rejection and learned to deal with it.

Books about real estate and finance were always interesting to me, too. I
started reading them in 1988, when I joined the Navy. Although I found real
estate to be a fascinating subject, I never considered buying any. Nonetheless,
when I heard about Rich Dad Poor Dad 1 bought a copy. After I read it I went
back for three more books in the series. When I was laid up last year
recovering from knee surgery and saw Robert’s infomercial on television, I
ordered the Choose to Be Rich series.

Rich Dad Poor Dad was the most beneficial book I had ever read because of
Robert’s philosophy. First, he stressed that opportunities are out there. Then he
pointed out that one isn’t necessarily better than another. But what really spoke
to me was his outlook on the value of real estate. Living off the income that
real estate generated, instead of using it to supplement existing income, was a
possibility I hadn’t considered.

Thinking in terms of how large real-estate-invested dollars could grow
gave me a different outlook and certainly got me started. And I have no
intention of stopping.

Here’s How I Did It

Shortly after reading Rich Dad Poor Dad, a set of timely circumstances led me
to buy my first rental property in a St. Cloud suburb. My sister, the mother of a
three-year-old, longed to move out of her cramped apartment. Living in a town
of 60,000 plus 14,000 college kids who attend St. Cloud State, I knew that
rentals were abundant. However, this was the first time I realized that those
spaces were potentially valuable to me.

After three months of speaking to real estate agents and asking them if they
handled rental properties, I found a triplex that worked for my sister and
myself. The asking price was $99,000; I offered $94,000 with $5,000 coming
back to me at closing. Because my sister qualified for a first-time homeowner



loan, and because she planned to live in one of the units, we were able to get
100 percent financing, at 7 percent for thirty years, for the $99,000 mortgage.
This was important, since neither of us had any spare cash for a down payment.

[ took care of collecting the rental fees while my sister looked after the
common area and the outside. Even with the reduced rent paid by my sister, the
house turned over $300 in passive cashflow a month, an amount she and I
share. Here’s the breakdown:

Cash put into property

Down payment: $0
Closing costs paid by us: $0
Repairs/renovations paid by us: $6,000
$6,000
Monthly cashflow analysis
Rental income: $1,365
Monthly expenses:
—Taxes (property): $50
—Insurance: $40
—Repairs/maintenance: $0
—Heat and electric: $150
—Trash collection and water: $65
—Reserve:* $0
—Loan payment (30 years at 7%): $760
$1,065
*All of our cashflow is going into the reserve.
Net monthly cashflow: $300
Cash-on-cash return

Annual cashflow ($300 x 12) $3,600

Amount of cash put into property  $6,000
Cash-on-cash return: 60%

My sister and I bought the property in September 2001, and by November I
was investigating other ways to own rentals. There was another factor. The



triplex we purchased needed a lot of repairs. Because I have a real aversion to
doing a lot of work I know nothing about we were forced to hire a lot of help.
Like Robert, I don’t fix toilets.

However, we recently refinanced the mortgage at 4.5 percent for thirty
years and our passive income rose to $650 a month. We pulled $25,000 out
from the refinance and split the proceeds. Even with $6,000 in repairs, we each
walked away with about $10,000. I plan to invest the money in more real estate.
We still own the property and it currently cashflows $250 per month.

This was a terrific start but after a few months I realized that other plans
were necessary in order for me to get where I wanted to be, namely forever
gone from my post office job and on the road to financial security. To do that I
began to look for real estate that I could build on. Within a day I located three
acres in a small town close by that was zoned for multifamily dwellings. I
decided to build five twin homes, which contained two single-family dwellings
each.

It took a lot of research to do the job, but it was well worthwhile. Keep in
mind I still had no money to invest with. But I knew what to do and that gave
me a big advantage. As Robert always says, you need to do your homework.
And that’s exactly what I did. I knew there were a lot of ways to get a job done.
All that was required was the commitment to keep searching for the right
formula.

I wrote out a list of questions that needed to be answered, studied financing
from books, and queried people and grabbed the Yellow Pages. My primary
goal was getting a loan. I called up banks and mortgage companies just to ask
them questions that I was wondering about. Those queries included:

* What types of loans they offered.

« If they provided loans for new construction.

» What type of down payment they accepted, that is, if they accepted equity
or would only cash do.

* What I needed to do to qualify for the loan.

I found out that most, although not all, of them, did strictly traditional
lending. After I called and asked all of my questions I would move to the next
name.

I spoke to about a dozen lenders before I found one that would listen to my
plan. I submitted financial records that were not too appealing, but also a
business plan, which I put together myself, that was very sound. They saw what



I saw: a no-lose situation where homes that were needed would be built on
available land. I also showed where construction money could be saved after
seeking answers of experts in building and construction. I secured a loan for
$840,000 without putting up any collateral. All I needed to close the deal was a
handshake and a smile.

Never having done anything construction-related myself I was at a slight
disadvantage, but other people’s experience came in mighty handy. My wife
worked in the construction industry and we had a mutual friend who was just
starting out on his own building homes. I talked to our friend and asked him if
he would help me as sort of a consultant. In return I agreed to let him do as
much of the actual building as he wanted. It was a match made in heaven. Also,
my wife’s connections in the industry enabled me to buy a lot of the materials
at a very discounted price. It took about six months from the day the idea for
building began to churn in my mind to the moment we broke ground.

I started the project in May 2002, quit the post office in July (my wife
stayed at her job—she’s still there because she enjoys it), and completed the
project the following October. All ten units are rented. The land, and the
construction, cost about $770,000. I took out $60,000 from the original
mortgage of $840,000 to finance other projects. Here’s the breakdown:

Cash put into property

Down payment: $0
Closing costs paid by us: $3,500
Repairs/renovations paid by me: $0
$3,500
Monthly cashflow analysis
Rental income: $7,900
Monthly expenses:
—Taxes (property): $40
—Insurance: $200
—Repairs/maintenance: $0
—Trash collection: $150
—Reserve: $100
—Management fee: 0

—Loan payment (25 years at 7%): $6,100



$6,590

Net monthly cashflow: $1,310
Cash-on-cash return

Annual cashflow ($1,310 x 12) $15,720

Cash put into property $3,500
Cash-on-cash return: 449%

Note: While I don’t pay for utilities I do pay for trash collection. However, I
raised all the tenants’ rates by the amount necessary to cover it. Additionally,
two or three tenants have expressed interest in buying a property. If I decide to
sell, I would finance 25 percent for them so that I would still be getting my
residual income.

While I was in the middle of this project I started building my own house, in
another St. Cloud suburb. Much larger than our first house (the new one is
4,800 square feet, more than double the size of the other house, my
construction costs came in at about $360,000. I took a $420,000 mortgage at
2.9 percent special financing. In yet another example of how contacts pay off, I
approached a mortgage broker I knew who, like me, had left his post office
job. By putting 25 percent of the price down, I qualified for the low mortgage
rate.

When we closed on the loan I received a credit line of $140,000. This
money will be used to either finance more construction and/or buy more rental
property to pay for our personal dream house.

This year I’m also planning to build five single-family homes for some of
my existing tenants as well as others. I project $600 a month in passive
cashflow from these properties. In three years, with additional homes built, I
project the income to rise to $2,000 a month. In seven years, the goal is to have
enough homes to bring in $4,500 a month plus equity. At that point, with
almost $60,000 in passive income, I plan to retire.

Seeing Is Believing

The numbers tell my story. Here’s the before-and-after short version as
reflected in my financial statements:



Prior to Real Estate

Monthly Bills

$1,000
$800
$400
$500
$360
$1,000
$4,060

Assets
$1,60,000
$14,000

$1,74,000

After Real Estate

Monthly Bills

$1,800
$500
$400
$800
$360
$750
$4,610

Assets
$2,03,0000

$14,000

$2,04,4000

Monthly Income
mortgage $2,000 my job
credit cards $1,550 my wife’s job
student loans $3,550 total
vehicles
day care
living expenses
total
Liabilities
real estate $1,45,000 house
retirement $80,000 credit cards and student
plan loans
total $2,25,000
Monthly Income
mortgage $2,150 rental income
credit cards $1,600 my wife’s job
student loans $3,750 total
vehicles
day care
living expenses
total
Liabilities
real estate $1,37,0000 real estate mortgages
retirement
plan
$65.,000 credit cards and student
loans
total $1,43,5000 total



No More Dead End

I love to see the goals I taped to the wall over my desk when I bought the
triplex: They are:

* In one year, $1,000 in monthly passive income.
* In five years, $5,000 in monthly passive income.

Currently my monthly cashflow is more than twice what I projected.
I’d like to share what I’ve learned:

* Think outside the box. Solutions to problems are in each of us in our own
unique way. You don’t need someone to always tell you exactly how to solve
them. After all, what fun would that be?

* Listen to others. A lot of people who are skilled at what they do love to
talk about it. If you just listen you can constantly learn from them.

» Admit that you don’t know how to do everything. It’s okay. Seeking the
help you require will help you achieve success.

* Don’t be scared to be rich. I grew up in a house where money was not
talked about with the kids, or even among the adults. If you can discuss
everything else, why not money?

* Pay attention all the time. When I’m driving past land I’'m always thinking,
“What can I use that for?”

* Give to receive. Be generous with what you have. Always try to make
things work for everyone. For instance, I mentioned that I’m building homes
for some of my renters who want their own homes. ’'m giving them
considerable discounts because I can afford to do so.

Here’s the Ticket

When I started my quest to be financially secure I didn’t know how good it
could feel. I think what Robert Kiyosaki says is true: If you can’t see yourself
as rich you’ll never be able to realize it.

I find it interesting that so many people buy lottery tickets. Sick of their
jobs, they long to become rich. But they don’t think about what it would be like
to be that way without winning the lottery. If you are tired of the rat race I can
tell you that the opportunities to make you wealthy are right outside your door.
If I can take advantage of them, you can, too. It’s a much more reliable way to



make money than depending on a lucky draw. If you allow yourself to believe
in yourself and what you’re capable of doing, you’ll never rely on a lottery
ticket again.



Chapter 9
A Mutual Decision

WADE AND CAROL YAMAMOTO
Waikele, Hawaii

We always thought that investing in real estate was far too risky. Buying
property meant exposure to uncertainty, which, in turn, could lead to the loss of
money. It was too forbidding, too scary for us to consider.

Playing it safe when it came to our retirement investments may have
soothed our nerves in the short term because we never lost what we considered
to be a lot of money. However, neither did we make a lot of money. And we did
sustain a loss of about $20,000 in a work retirement fund when the stock
market, and particularly the high-risk stocks in which we were invested, began
to slide.

Fear of the unknown, coupled with worry about what others would say
about us, was a powerful obstacle. When we heard about Rich Dad Poor Dad
from a friend in 2000, we were intrigued because Robert Kiyosaki comes
from Hawaii originally, as we do. We live in Oahu but I was born and raised on
the island of Kauai and Carol comes from the Big Island. We both earned
degrees (in electrical engineering and early childhood development
respectively) from the University of Hawaii. My parents, who attended trade
schools, pressed for a college education for my sister and myself. College was
the ideal conveyed to Carol as well. Higher education led to higher income.
That’s what we were told and that’s what we believed.

But reading about someone else’s history of success made us skeptical
because it’s a lot different from actually getting out there and achieving it on
one’s own.

Yet when we read Rich Dad Poor Dad we were struck by the easy, enjoyable
manner that Robert Kiyosaki used to put forth his information. We were



absorbing so much information about financial independence. At the same time
our fear of real estate investing began to disappear. When we began to play the
CASHFLOW games with the friend who introduced us to the Rich Dad
philosophy something else happened. I began to realize why I didn’t want to be
dealt either an engineer or a doctor profession card to start the game
(“Anything but those!” I moaned more than once). They made getting out of the
rat race that much harder. A janitor card, I saw, could help me win the game.
Looking at the different occupation cards when we first began playing, we
noticed that the higher paid players also had much higher expenses and more
doodads. It took them a lot more work to get the passive income to surpass the
expenses that are required to get out of the rat race and onto the fast track. Yet,
the occupation cards really mimicked real life in that more income meant the
bigger house, better cars, and so on.

Playing the games really opened our eyes but until we moved ourselves
into the I (investor) quadrant we didn’t realize how true the games really were.
There’s something else we learned: If you keep playing the games but don’t
apply the knowledge you’re getting in your life, you’re just wasting your time
by notrealizing the full power of what you have in front of you. The game
offers an incredible education.

Carol had already made a step into the B (business) quadrant several years
before. A preschool teacher in a private school, she decided to make a big
change to lower her hours by going part-time, as she was getting burned out. I
supported her decision. Today, Carol stays at home full-time to run our
network marketing business, which we’ve been doing for the past seven years.

Moving On

By mid-2001 we told ourselves that if wealth was in our future some tough
decisions, including significant lifestyle changes, were required. Looking
around at the three-bedroom house we lived in (seven years before, when we
bought it, we believed that owning a home was the dream of all families), we
saw it in a whole different way. We paid $2,000 a month—without utilities—to
live there. We bought it for $300,000, and like a lot of people we knew we
expected to sell it at some unspecified future date for a lot more money. We put
money into renovating the house, and by this time the real estate market for
these homes had bottomed out. We couldn’t refinance our loan because we had
no equity. We hoped the house would appreciate in value but it never did.



But if we sold the house, which was eating up too much of our income, we
could begin to play the “game” for real.

Carol’s first reaction was, “What will our friends think?” In response, I
asked her if she wanted to live there for the next twenty years. Thinking about
it, she said no. Then we went through the “what if” list:

» What if we sold the house and used the money to buy real estate that would
give us monthly income?

* What if we lived someplace that didn’t cost us as much money?

» What if we stayed where we were and did nothing?

We talked over each point at length, which allowed us to figure out what we
both wanted to do. “Why are we in this house?” was a question we had to
answer honestly.

We sold the house for $260,000, taking a loss, and purchased a town-house
in April 2002. While I must say that moving toward the I quadrant was the
biggest, and initially the hardest, thing we’d ever done as a married couple, we
didn’t regret it for a minute. We felt it was the only way to begin to achieve
financial independence.

Three months later we bought our first rental property in Honolulu.

Here’s How We Did It

We followed one big tip from Rich Dad’s advisor’s Real Estate Riches: We
make money when we buy. We bought our first foreclosure investment for
$57,000 with 10 percent down. This first toe-in-the-water investment will give
us a return on investment of over 42 percent in the first year. We bought our
second foreclosure investment just four months later for $63,000 with 10
percent down. We will receive a return on investment of over 36 percent. Both
properties are three-bedroom, one-bathroom condominiums within a large
apartment complex that holds over 100 units. A similar apartment in the
building just sold for $83,000.

The two properties, which are about four miles away from where we live,
were brought to my attention by my real estate agent, who is also my retired
boss. A Navy commander, she became a real estate agent in Hawaii a couple of
years before her retirement so that she would have the income to allow her to
live there. One year before she became an agent she started buying properties
and in three years amassed seven or eight of them. I knew I wanted to learn



from her. She was willing to help and share her knowledge.

Before contacting her, we had checked the Internet and newspapers for
property but by the time we made contact, the properties were gone. We turned
to our agent and explained what we were willing to pay and what return we
were seeking. Understanding and encouraging, she pointed out that there are
always properties to buy and that we would find the right one at the right time.
She was right.

Here’s the breakdown of the first rental property, which we purchased in
July 2002:

Purchase price: $57,000
Cash put into property

Down payment: $5,700

Closing costs paid by us: $1,900

Repairs/renovations paid by US: $3,500

$11,100

Monthly cashflow analysis

Rental income: $1,150

—~5% vacancy loss: $57.50

Total income: $1,092.50
Monthly expenses:

—Taxes (property): $15.37

—Insurance (PMI, private mortgage insurance): $53.85

—Repairs/maintenance: $0

(Everything possible—flooring, appliances, plumbing—was changed in the
renovation, so hopefully there won’t be repairs for some time.):

—Reserve: $0
—Management fee (includes hazard insurance): $252.29
—Loan payment (30 years at 7.75%): $352.15
$673.66
Net cashflow: $418.84

Cash-on-cash return
Annual cashflow ($418.84 x 12) $5,026.08



Cash put into property $11,100
Cash-on-cash return: 45.3%

Here’s the breakdown on the second rental property, which we purchased in
November 2002:

Purchase price: $57,000
Cash put into property

Down payment: $6,310

Closing costs paid by us: $2,200

Repairs/renovations paid by me: $3,500

$12,010

Monthly cashflow analysis

Rental income: $1,150

—~5% vacancy loss: $57.50

Total income: $1,092.50
Monthly expenses:

—Taxes (property): $19.09

—Insurance (PMI, private mortgage insurance): $42.59

—Repairs/maintenance: $0

(Everything possible—flooring, appliances, plumbing—was changed in the
renovation, so hopefully there won't be repairs for some time.)

Reserve: $0
—Maintenance fee (includes hazard insurance): $252.29
—Loan payment (30 years at 7.875%): $411.77
$725.74
Net cashflow: $366.76
Cash-on-cash return
Annual cashflow ($366.76 x 12) $4,401.12
Cash put into property $12,010
Cash-on-cash return: 36.6%

We’ve learned to not fall in love with the properties (although that’s not



hard to do when they’re in foreclosure condition), just with the numbers. In the
two cases above, we didn’t even see the units until our bids were accepted.
We’ve been fortunate enough to have a real estate agent/mentor that is on the
same wavelength as people like Robert Kiyosaki and Dolf de Roos.

By the way, after we closed on the second property, Carol asked, “Why did
we take so long to sell our home?” (We chuckle about it now.)

Now we’re looking for our third property. With the passive monthly
income from that investment, the mortgage payments on our townhouse should
be covered. This is an incredible financial turn-around for us.

One Foot Out of the Rat Race

I’m still in the E quadrant, working on a military base where I assist in
overseeing a division that monitors the phone system. I’'m thirty-nine, and I’ve
already told my boss (he’s thirty) that I intend to retire by the time I’'m forty-
five. That’s a big difference from the official minimum retirement age of
sixty-two. Within the next three to five years, my goal is to move into the B
quadrant with Carol, while we both stay in the I quadrant. At that time our real
estate investments and network marketing income should take care of us while
we learn about, and seek out, bigger deals. And even though Carol could earn
more money in the short term as a teacher, our long-term plans have turned to
how we can be in control of our lives. That means not going back to being an
employee and using income to buy “stuff” instead of earmarking it for
investment.

We Set an Example

Observing what I was doing with real estate, my supervisor also chose to take
action for his personal financial life and purchased his first rental property
through my real estate agent, who was his former boss also. A friend in Las
Vegas is seeking rentals to buy as well after seeing our results. But other
friends don’t pay attention to the Rich Dad warning of only doing deals that
will spin off cash as soon as they are done. Instead they seek properties with
zero cashflow—and even negative cashflow—with the hopes that they will
appreciate and can be unloaded at a profit. We tried that strategy with our first
single-family home and ended up losing all the capital we put in—and then
some.



The only person we trust regarding money is our investment real estate
agent. A financial planner, who didn’t have a clue about what I was doing, is
history. “Do you have positive cashflow rental properties?” is the question
Robert Kiyosaki asks, and it’s the one we ask potential money advisors, too.

Controlling Your Life Can Happen

When we sold our home, we didn’t know whether our lives were spinning out
of control or we were taking a step in the right financial direction. When we
bought our first rental, we began to feel that we had done the right thing. And
anytime we felt ourselves starting to falter we would re-read the Rich Dad
books or play the CASHFLOW game again.

When we found our second rental, we knew wholeheartedly that we chose
the right direction to go in. It’s incredible how one decision can make such an
impact.

We always held self-confidence that we could succeed financially. We just
didn’t know how to do it. It took playing a game for us to understand how to
win in life.

Better yet, we overcame the fear of the unknown—what would happen if we
sold our house, what would happen if we took a leap of faith in ourselves and
invested in real estate. Once we did it we found it wasn’t as hard as we thought
it would be. While we’re nowhere near where we want to be, we’re definitely
moving in the right direction. It’s a far better thing to do it now than be in the
awful future position of “If I had only done that back then I wouldn’t be where I
am now.”



Chapter 10
The Power of Three

MERCED HALL
Salt Lake City, Utah

Opportunity came knocking at my dorm-room door during my senior year at
Brigham Young University. When I opened the door I saw my friend Aaron, a
bit out of breath, so excited and talking so fast that I thought he was speaking
Spanish. “You gotta read this, you gotta read this,” he insisted, waving a purple
book in my face. “It’s about this guy who had a rich dad. Well, his real dad was
poor, but his rich dad was...”

I stared at him blankly, not having a clue about what he was talking about.
Knowing Aaron, I wasn’t surprised by his display of jittery enthusiasm. It
wasn’t the first time he’d brought me a book. Grabbing the book from his
hand, I promised him I’d look at it and get back to him.

To give myself a break from studying I started reading it. I found myself
really wrapped up in the story of Robert and his rich dad. But pressing
concerns vied for my attention. At twenty-one, I was studying for midterms and
writing papers on my major in management information systems. I was about
to earn a degree from the business school and I was busy interviewing for jobs
and preparing for graduation. With all those commitments, I put Rich Dad Poor
Dad aside and eventually returned it to Aaron, who was delighted to get it back.

Generation X Meets “How Did This Happen to Me?”

Right after graduation I landed a dream job at a start-up dot.com. Like my
peers, I figured I would make my fortune and retire early by cashing in my
incredibly valuable stock options. The idea of working for decades before
being able to retire belonged to another generation.



The plan turned out to be a pipe dream that quickly went up in smoke. Three
months after being hired I was laid off. The stock options were worthless.
Retire young? The belief that could happen plunged with the Nasdaq.

Next I found a job as a software engineer. By this time I knew that I
absolutely hated being an employee. Every payday I was reminded why people
hated taxes so much. I could not believe that much money was actually cut out
of my pay. Before I graduated from college I fantasized about all the stuff I was
going to buy when I was working. But between taxes, car payments, and rent, I
didn’t feel like I was much better off than I was when I was a student. I had
worked so hard in school to get into college, and then I worked so hard in
college to get accepted into my major. Then I worked so hard keeping up my
grades and doing internships so I could mine the golden nugget, that is, “find a
good job.” And this was it? Sitting in a cubicle ninety hours a week staring at
computer code on a monitor wasn’t exactly my idea of fun, especially since I
didn’t get to keep most of the money I “made.”

Angry and fed up after a couple of months, I remembered Robert and his
rich dad. I went home and told my husband, Jeff—we were newly married—
about the purple book Aaron nearly forced on me. We decided to go to the
bookstore and buy a copy to read together. After that we bought Rich Dad’s
CASHFLOW Quadrant and Rich Dad’s Guide to Investing.

Jeff is the proverbial entrepreneur. He is great at knowing what people want
plus he is an avid negotiator. However, he had grown up being literally taught
that “entrepreneur” was a four-syllable four-letter word. In his home,
businessmen were considered subhuman and nicknamed “wheeler-dealers.”
Jeff’s dad is a teacher, so he thinks a lot like poor dad did.

So, Jeff did what society expected him to do. He attended the University of
Utah, where he earned a bachelor of arts in Japanese and bachelor of science in
finance. Getting a really good job was his goal.

Jeff interviewed with several big firms. His grades were near perfect, he
had been awarded several scholarships, and he spoke and wrote fluent
Japanese. So, he was puzzled when he scored several second and even third
interviews but secured no job offers.

Jeff usually handled the rejection pretty well. One particular time, however,
he took it very hard. He, along with his identical twin brother, Jon (who
happened to have majored in the same subjects and scored the same GPA as his
brother), were selected out of 1,000 applicants to go through a meticulous
screening process. Both had applied for a financial analyst position with one of



the Big Five accounting firms. They were interviewed about half a dozen
times, and from the whole university, only Jeff, Jon, and another person were
selected to go to the company’s headquarters in San Francisco for a final
interview. Gossip had it that once you made it that far into the interview
process you were in.

Jeff and Jon came back from the trip so nervous and excited that they could
barely contain themselves. Finally, the phone call came: Jon was offered a
position in the financial/banking division. Jeff wasn’t.

I had never seen Jeff so emotionally down. Feeling lost, he kept asking me
what he was going do with the rest of his life. He had done everything society
told him to do and he felt like a failure. Listening to the well-intentioned advice
of others, he decided to go to grad school to study business information
systems. That way, he thought, his chances of landing a really good job would
improve. He took his GMAT, and was accepted into an excellent school. He
would begin classes in the fall of 2001.

But I could not help but wonder if advanced schooling would help us.
According to Robert Kiyosaki, more education would probably throw us
deeper into debt. We would be digging a hole of liabilities instead of building
up assets. Plus, after grad school, Jeff would probably get a corporate job and I
hated my corporate job enough for the both of us.

One day I asked Jeff to sit down and listen as I read to him from Rich Dad’s
Guide to Investing:

““Your first decision is to figure out in which quadrant you have the most
chance of achieving long-term financial success.’... Pointing to the E quadrant,
I said, “You don’t have the expertise that employers will pay the big money for,
so you’ll probably never make enough money as an employee to invest with.
Besides, you’re sloppy, you get bored easily, you don’t have a very long
attention span, you tend to argue, and you don’t follow instructions well.
Therefore, your chances for financial success in the E quadrant don’t look
very good.””

We looked at each other and knew we didn’t want to be employees for the
rest of our lives. Neither one of us possessed the traits of good workers. Jeff
realized that grad school was not for him. Even though I was glad to have
gotten a college education, I knew that using it to climb the organizational
ladder wasn’t for me. Concentrating on who we were and what we yearned for
was our goal.

Jeff and I became big Kiyosaki fans. We began to be so touched by rich



dad’s down-to-earth approach to business and to life that we quoted him. “Rich
dad says...” became part of our daily vocabulary.

We Make Changes

I quit my job and we lived on our savings as we cut our expenses. We expanded
our horizons and decided to go to any seminar that came to town, no matter
what it was. We bought (and keep buying) dozens of tapes about sales, finance,
personal growth, motivation, and business. Our end goal was clear: to own a
business and to retire young and rich. However, like most things in life, it
wasn’t easy.

We started our first business, which dealt with cashflow. We would match up
finance companies with small businesses that needed quick cash. The start-up
costs were about $7,000. And while it failed six months later and we lost about
$10,000, the learning experience was invaluable.

Unfortunately, we were running out of money.

“You’re crazy! You’ll never make it, go get a real job!” Our friends and
family kept telling us to snap out of the “get-rich-quick scheme” mind-set. It
seemed anything but quick.

But we constantly reminded ourselves of two things. Rich dad said failure is
part of the process of success. Deepak Chopra said that success is a process,
not a destination. That’s what kept us going.

Now I was beginning to understand why rich dad told Robert that preparing
to be rich requires all the mental preparation that someone climbing Mount
Everest needs. Choosing to be rich and following through with it takes
everything you’ve got. You have to want it so badly that you’re willing to learn
all the hard lessons that come along the way, no matter how difficult they are.

I have to admit that this period was a true test of character for me. My
personal obstacles—fear and laziness—would kick in. Sometimes I considered
getting a job and forgetting about retiring young and rich. Sometimes I thought
I should just become a homemaker and nag Jeff to find a job to support me.
After all, I was a woman. I was raised thinking the man is supposed to take care
of the bills. Now and then, yearning for some sense of security, I would break
down and cry.

In the beginning of our journey I had a very hard time not having a teacher
inform me when my assignments were due and when the test was. Sometimes I
felt weird without a boss telling me what to do and when to do it. It’s funny how



I had hated a schedule set for me before, but now that I had none, I was lost.
Learning self-discipline was tough.

Jeff announced his thoughts loud and clear.

“If we don’t figure out how to start our own business and just get regular
jobs, we’ll bring in enough income to pay the bills. But then what?” Jeff asked
me. “We’ll just keep working forever, even when we get old. We’re in our
twenties. Social Security won’t be there to take care of us by the time we reach
retirement age. We must figure out how to do what we need to do, while we
still have time... We can’t afford to take the ‘easy’ way out.”

I knew Jeff was right. Sooner or later, figuring out where the money was
going to come from when we couldn’t, or didn’t, want to work anymore was
crucial. We were young. We could make a choice.

And we made it. We chose to not be employees. We would rather fail a
thousand times than get up every morning for the rest of our lives trapped in
the rat race. We stopped wallowing in our failure and moved on, all the while
keeping focused on our goal to retire young and rich.

Rich dad said that most millionaires failed three times before they
succeeded. We came to the conclusion that figuring out what our next business
would be was next on our agenda.

We Try Again

We thought that maybe playing more CASHFLOW 101 would help. It did.
After a lot of rounds, we came up with a strategy to get out of the rat race in the
game. Our strategy was to first buy a little house with a small amount of
passive income. Then, when the right buyer came, we would sell the house and
use the cash to buy bigger deals with more passive income. The bigger deals
would get us out of the rat race a lot faster than the small deals, but beginning
with the small deals was necessary.

We advanced to playing CASHFLOW 202, where we realized that it was
possible to buy capital gains deals, liquidate them, and then use the funds to buy
cashflow deals. Based on the games, we decided to use our newfound strategy
in the real world. We put two pieces together: lump sum of cash + real estate =
flip. Our next move was to flip a house but we knew we needed someone else
on our team.

We wanted Jon to join us. We knew he was having a challenging time in the
corporate world. Disenchanted by corporate politics, he disliked the selfish,



promotion-hungry attitudes portrayed in the corporate culture. He realized
quickly that he was in the wrong work environment and had to figure a way
out.

Before Jon’s encounter with corporate America, he had also been reading
Kiyosaki. Taking rich dad’s advice to heart, he decided not to follow the
spending habits of his peers. Despite abundant pressure from his surroundings,
he rented a cheap place, didn’t buy a car, packed his own lunch, and lived on
one third of his income. He was able to save $20,000 in ten months. Jon often
reflected back on rich dad’s philosophy of “the rich don’t work for money”
and “don’t be addicted to a paycheck” to keep him motivated in his quest to cut
his expenses and break free of the rat race. Jon and I often talked about the fact
that no matter how high up the ladder we got, we would still be employees with
a higher salary.

Reading Kiyosaki, hating his job, and realizing how big of a bite taxes and
expenses had on his paycheck, Jon decided to rethink his plan to work at his
job for five years. He decided to cut it down to a year and to learn as much as
possible during that time. To his surprise and delight, he was laid off after
working for ten months.

Jeff and I tried to persuade Jon to join us before and after his layoff.
However, he didn’t want to move back to Utah. Jon loved living in San
Francisco. He decided to start his own import-export business in the Bay Area
by partnering up with a friend. However, after a couple of months of market
research and cost analysis, he realized his business would not be profitable.
Now all of us had failed businesses under our belt. Jon finally gave in to our
pleas, and returned to Utah. Our business triumvirate was formed. We were
ready to buy real estate.

Here’s How We Did It

We looked at hundreds of houses and analyzed them to figure out what deal to
buy. Dolf de Roos, Rich Dad’s advisor and author ofReal Estate Riches, says
that his ratio of structures that he looks at versus structures he makes offers on
versus amount of offers accepted is 100:10:1. That was the case with us. We
scoured the Utah market for weeks but didn’t find any deals that fit our
parameters. The deals we did find were being taken up by cash offers.

So we looked harder. We analyzed, negotiated, made offers, talked to
dozens of real estate agents. Sure enough, Jeff found our first deal, an old



grandma two-room bungalow with potential that reeked with the hideous smell
of cat pee. It was dark and in need of a new kitchen, roof, and bathroom. Some
people even suggested that we bulldoze it. It was priced at $75,000. When we
offered $40,000, the agent freaked out. If we hadn’t known from Dolf de Roos
that real estate agents are required by law to present all offers to the seller, I
would have thought that she wasn’t even going to pass it on. So, despite the
odds, we wrote up the offer anyway. Finally, after weeks of deliberation, the
seller decided to take $45,000 for the property. However, the terms of the offer
were cash at closing, and settlement within seven days of acceptance of the
offer.

We became totally desperate. By this time we barely had enough in our bank
account to keep us fed. Considering the circumstances, it was ironic that we
were so excited over a cash offer acceptance.

We tried bringing in a partner that could come up with the money (he would
fix up the house after it was bought), but he got too greedy and tried to take the
house from under us. “How can I trust you? You’re too young,” was his
parting shot after offering $46,000 for the house.

By the time all this happened, we only had three days left to come up with a
counteroffer of $50,000. We brainstormed and pulled all-nighters and figured
out a way that we could come up with the cash. We discovered that we could
transfer advances from our credit cards directly into our bank accounts. Instead
of a cash advance rate of 19 percent, we’d be getting the 0 percent transfer
promotional offer for six months. We did it. We put Jeff’s, Jon’s, and my credit
cards together and raised the cash. The property was ours.

(Let me stop here and make something clear. I know that rich dad warns
against using credit cards frivolously. We were very careful when we decided
to do this, and we examined meticulously the financial risks associated with
this decision. I would not recommend this strategy to anyone who doesn’t have
the experience or financial literacy to make a decision based on this kind of a
risk-reward ratio basis.)

We bought the house for $50,000 and then put $15,000 worth of
renovations into it. The house was appraised for $115,000 and we sold it three
months later for $113,500. After paying off our credit card debt we kept the net
profit as our seed capital. However, according to rich dad, “buy and flip”
properties are not a goal to strive for, since positive cashflow is the aim of a
property owner. So we were dealers, not investors. However, rich dad also says
that “buy and flip” opportunities can help build cash reserves for eventual



investment in cashflowing properties. And that’s what we did.

We used some of that seed capital to put a down payment on another house
in Salt Lake City that we rented out. We got a really good deal on this
particular property, which we bought for $159,900. Average monthly rents in
the neighborhood, which was in the yuppie side of town, were between $1,200
and $1,600. Since we fixed it up to prime condition, we were able to sign a
two-year lease for $1,580.

Here’s the breakdown on this single-family home (3,200 square feet with
six bedrooms and four baths):

Cash put into property

Down payment: $7,995
Closing costs paid by us: $7,150
Repairs paid by us: $4,500
$19,645
Monthly cashflow analysis
Rental income: $1,600
—Vacancy loss (5%): $80
Total income: $1,520
Monthly expenses:
—Taxes (property) and insurance: $161
—Repairs/maintenance: $0

(Per contract, tenant responsible for repair costs, and the tenant takes care of
expenses for trash collection and yard work.)

—Reserve $20
—Management fee (10% of rents): $160
—Loan payment (30 years at 5.8%): $960

$1,301
Net monthly cashflow: $219

Cash-on-cash return

Annual cashflow ($219 x12) $2,628
Amount of cash put into property $19,645

Cash-on-cash return 13.4%



Today the property is appraised at $210,000.

What We’re Doing Now

Our current strategy is to flip lower-end houses and to buy and hold mid-end
houses like the one mentioned above. We have figured out that in our particular
market, we are able to buy lower-end houses at a discount, fix them and sell
them at premium. Plus, the smaller houses we can now buy for cash, so all the
financing costs that would be taking money off of our bottom line are
eliminated. We then proceed to sell the lower-end houses in the less-affluent
part of town to people who can’t find decent affordable housing.

Because the lower-end houses do not spin off as much positive cashflow as
mid-end houses do, we take each one on a case-by-case basis. We run
financials on each property—the prices vary from $50,000 to $150,000—and
based on the numbers we decide whether to sell or to hold. At this point we
have purchased nine single-family homes, sold five, and kept four.

We get more money out of our properties than the rent market value
because we market them very well. Plus we make sure that the homes really
look good so we end up renting to tenants who are willing to pay more—we
average about 10 percent more than the going rate. Factor in that we buy our
investments below market value and you can see that we win on either side of
the ownership equation.

We also screen our tenants, checking their credit rating, references, and
employment history thoroughly.

Here are the numbers for a duplex (2,500 total square feet with six
bedrooms and three bathrooms) we just acquired:

Purchase price: $70,000
Cash put into property

Down payment: $7,000
Closing costs paid by us (seller paid): $0
Repairs paid by us: $35,000

$42,000

Monthly cashflow analysis
Rental income: $1,825
—Vacancy loss (5%): $91.25



Total income: $1,733.75

Monthly expenses:
—Taxes (property) and insurance: $208.30
—Repairs/maintenance (6% of rental income): $109.50
—Reserve: $50
—Yard work: $20
—Management fee (10% of rents): $182.50
—Loan payment (30 years at 7%): $419.14
$989.44
Net monthly cashflow: $744.31
Cash-on-cash return
Annual cashflow ($744.31 x 12) $8,931.72
Amount of cash put into property $42,000
Cash-on-cash return 21.27%

Today the property is appraised at $164,500.

We are in the process of refinancing this property so we can get the cash
back that we put in for repairs and the down payment. By refinancing and
increasing our loan amount, our monthly mortgage payment will go up to
$698.57, which will make our net cashflow decrease by almost $280. However,
we will still have a positive cashflow of $650 per month and have $42,000 to
put toward our next investment property.

Here’s the breakdown on another duplex (2,300 total square feet with five
bedrooms and two baths):

Purchase price: $97,000
Cash put into property

Down payment: $9,700
Closing costs paid by us: $2,910
Repairs paid by us: $18,000

$30,610

Monthly cashflow analysis
Rental income: $1,600
—Vacancy loss (5%): $80



Total income: $1,520

Monthly expenses:

—Taxes (property) and insurance: 192
—Repairs/maintenance: $96
—Reserve: $50
~Yard work: $25
—Management fee (10% of rents): $160
—Loan payment (30 years at 7%): $580.81

$1,103.81
Net monthly cashflow: $416.19

Cash-on-cash return
Annual cashflow ($416.19 x12) $4,994.28

Amount of cash put into property  $30,610
Cash-on-cash return: 16.32%

Today this house is appraised at $159,000.

As far as the houses we flip go, we buy them for all cash at 50 percent to 60
percent of market value. Mostly we buy homes with cosmetic issues and no
structural problems. We sell them for nothing down and we pay the closing
costs. They are fully financed by the bank, so we carry no second mortgages.
When we sell them we are completely done with them.

The breakdowns for homes that we flipped are different from the rentals.
This is the breakdown on a single-family residence (840 square feet with two
bedrooms and one bathroom) that we flipped:

Purchase price: $48,000

Down payment: $48,000

Closing costs (seller paid closing costs, in this case the $0
bank):

Repairs: $250

(This house was a foreclosure of an investor who had fixed it up but went
bankrupt before he could sell it. Everything—from the carpet to the kitchen
cabinets—was new and immaculate.)

Monthly expenses: n/a



Taxes (property) and insurance: n/a

Management fee: n/a
Loan payment: n/a
Rental income: n/a

Monthly expenses: included in repair costs:

Net cashflow: n/a
Equity: $48,250
Appraised value: $95,000
Cash-on-cash return: n/a
Total appreciation: $47,000

We sold this house for $94,300. Our buyer got a grant from the city to pay
for her closing costs, so we didn’t pay for them.

Our total costs: $48,250
Sales price: $94,300
—total costs: $48,250

Net profit/capital gain ~ $46,050

Before and After

We began to buy houses in the beginning of April 2002. Here’s where we were
financially before we bought our first property:

EXxpenses Income
*Civic $400 Mom’s help:  $250
Credit cards $253
**COBRA $285
**Medical $100
*Cell phone $80
Rent $400
Fixed Expenses
*Food $300

*Gas $100



*Qther $200
Expenses: $2,118
—income $250
Total expenses  ($1,868)

*Tax deduction
**Partial tax deduction

Liabilities
Car loan $6,397
Credit cards  $12,478
Cell phone $240
$19,115
—total assets $1,274
($17,841)

January 2003 Balance Sheet

Assets
Checking:  Merced  $230
Jeff $524
Total $754
Savings: Merced  $440
Jeff $80
Total $520
Total assets $1,274
Assets
Savings $65,000
Portfolio
Stocks 2,700
Trading account 18,500
Real estate 890,500
Assets subtotal $976,700
Doodads
Cars
Jewelry
Other

Doodads subtotal

Liabilities
Credit cards  $1,500

Car Loans 25,000
School loans 0
Mortgages 324,000

Total assets according to banker (Assets subtotal +

doodads)

$36,000
12,000
15,000
$63,000

$1,039,700



Total assets according to Rich Dad (Assets subtotal only, $976.700
not adding doodads) ’

Total liabilities $350,500
Net worth according to banker (Total assets according to $689.200
banker less total liabilities) ’
Net worth according to Rich Dad (Total assets according $626.200

to Rich Dad less total liabilities)

January 2003 Income Statement
Monthly earned income
Self-employed mortgage broker $10,000
Flipping houses (average income per month) $17,500
Monthly passive income

Real estate (net) 2,900
Monthly portfolio income
Monthly trading premiums 2,000
Total monthly income $32,400
Monthly expenses:
Taxes $4,860
Credit card payments 150
Rent 500
Car payment 800
Food and clothing 500
Insurance 500
Cell phone 200
—Total Expenses $7,510
Net monthly cashflow $24,890

Where We Are Now

We are still in the transitional period between the left and the right side of the
cashflow quadrant. The fact that we flip houses puts us in the S quadrant (since
at this point we’re very personally involved in the process). We are currently
working on a business model to transition our flips into a B. However, the fact



that we lease out some of our properties makes us Bs, because we are getting
passive income.

All three of us are very involved in what we do. I decided to also follow
rich dad’s advice of “the rich don’t work for money” and figured that since our
core business was real estate, I should learn as much as possible about
mortgages. I’ve become an independent licensed mortgage broker who does
deals with different banks. I'm really enjoying it, and I’m learning a lot that I
know will help our business. Amazingly enough, I have started making decent
money doing mortgages and I certainly don’t mind the extra cashflow. I don’t
plan on being a loan officer forever, just long enough to hire the best
mortgage advisor I can find. Being as knowledgeable as possible is just plain
smart.

Kiyosaki says to never fall in love with an investment vehicle. So, even
though real estate is what we have started doing, we do not want to limit
ourselves. We want to become involved in business ventures of all kinds, as
long as the numbers make sense.

Our goal is to buy and hold big real estate deals like apartment complexes
and commercial buildings, not just in the United States, but also internationally.
Since Jeff and Jon are fluent in speaking, reading, and writing Japanese, we
would like to do some business with Japan. Jon also speaks Thai, so Thailand
is also on our list. Both Jeff and Jon can read Chinese characters and they want
to expand our business there (especially since China has such a huge potential
for business). Jeff and I speak Spanish, so we also want to be involved in
business ventures in Latin America.

I started applying Kiyosaki’s principles in my life when I was twenty-four. I
am twenty-five right now. Jeff and Jon were both twenty-eight, and as you can
probably guess, they’re twenty-nine now. We started out with no assets on our
balance sheet, only liabilities. Our income statement had more outflows than
inflows. Those outflows were mostly doodads. Our only source of income was
earned income.

In a year, we have bought over $1.25 million worth of real estate, and we
have kept $890,000 of it. Now we have passive income, portfolio income, and
earned income. We are trying to follow Robert and Kim’s goal (when they first
got started) of only spending 70 percent of our income and putting aside 10
percent for investing, 10 percent for savings, and 10 percent for charity. We
don’t really spend on doodads anymore. We’re being frugal while we build
our business, but once we have hit rich dad’s definition of rich, we know we



won’t have to be so frugal anymore. We’re still defining what retirement
means to us, but I figure that in five years we’ll know what it is.

Take the Time You Need

Although anybody can do what we have done, it took us a year just to get into
the right frame of mind before we even bought our first house. It also took a
lot of emotional preparation, and a lot of education. We are still always
learning. It might take other people less time to prepare than it took us, or
might take them more time. It depends on the person.

But, regardless of how long it takes someone to prepare, we want to
emphasize the fact that preparation (i.e., learning about real estate at a macro
level, as well as at a micro level, and becoming skilled in investment and
financing strategies) takes time and effort. It takes a lot of patience, too, as well
as a lot of self-control, especially over emotions. That’s why we’re such big
rich dad fans. He lays out each emotion that investors need to overcome.

In real estate, we regard fear as the most crucial emotion to overcome.
People become afraid they will never find a good real estate deal, and then go
and buy a bad one because they are afraid if they don’t buy now, they will
never buy. We say no deal is better than a bad deal. We have also seen landlords
get so afraid that they will never get a tenant that they rent to the first person
that drops by (maybe that’s where all the landlord nightmare stories emanate
from).

It’s better to lose a couple of months of rent finding the right tenant than
renting to a tenant that will trash the property and never pay rent.

We also see people who become so afraid that something will go wrong
with the house they are buying that they forgo a fabulous deal. They don’t take
the necessary steps to inspect the house or work with the numbers so that they
can hedge potential losses.

While we aim to inspire others in their quest for success at the same time
we want to evoke a sense of caution. Basically we don’t think people should
expect that they are going to make it big in real estate overnight. There are a
lot of “investors” around us who have gone broke trying to rent or flip a
house. We actually bought a foreclosed home from one of these “investors.”

That’s why being prepared is so important. We made sure to acquire
experience in real estate before we got ready to buy. We did it by putting in
offers although we couldn’t buy the property, by reading a lot of books and



checking Web sites, and by researching our local market. Also, we talked to a
lot of real estate agents, brokers, and investors and got a lot of useful
information that way. Real estate isn’t complicated to do when you know what
you’re doing and the process is ongoing. We still learn every day.

In our opinion the two keys to real estate success are to get control of your
emotions and to keep an open mind because you will be learning every day.

Gen-X Alert

Jeff, Jon, and I know a lot of people our age whose lives were thrown into a
tailspin when the dot.coms crashed. A lot of dreams were shattered and feelings
of security were replaced by fears about the future. If this happened to you, as it
did to us, here’s the most important thing to remember: Don’t let fear stop you
from attaining what you think is lost

Facing fear every day means managing it. You can beat disappointment by
holding on to that dream and attaining it in a new way. Think about what you
want, really listen to yourself, and then do it. Along the way, surround yourself
with like-minded people who will support you and not try to sell you
something that doesn’t work, like 401(k)s. The biggest risk is doing nothing.

If it wasn’t for Robert Kiyosaki and his advisors, Jeff would probably still
be in grad school, and Jon and I would be working in the corporate world and
hating it. We are so very grateful to have been pointed in the right direction!
We know we still have much more to learn, and that we still have many failures
to confront before we reach our ultimate goal. But we’re excited and we look
forward to it. Thanks, rich dad!



Chapter 11

Change of Mind

KEN HOBSON
Philadelphia, Pennsylvania

My vacation plans were simple: decompress on the pink sands of a Bermuda
beach with my wife, Sue. It was 1999, I was tired, and the last thing I wanted to
do was focus on anything. Not even a book.

As it happened, Sue had asked some friends to recommend reading material
for our trip. Rich Dad Poor Dad was one of them. She bought a copy and
tucked it in her bag. When our flight was delayed I caved in and opened the
book. I read it at the gate.  read it on the plane. When Sue begged me to
accompany her to those glorious beaches, I said she’d have to wait until I
finished the chapter I was riveted to. After I finished reading the whole book, I
started it over again.

How could I not, when the thrill of recognition ran up my spine? “That’s
me!” I thought when Robert wrote that lack of planning was the route to failure.
That was my problem.

I felt sure that there was another way to secure the financial future for my
family but I couldn’t figure out what it was. Yet the clues were all around me.
When I was a boy and my family would drive from New Jersey to Brooklyn to
visit relatives, I’d see signs advertising property for lease and wonder why.
Now the answer was clear. Leasing meant money flowing in to the owner of
the property, month after month. I thought about neighbors who owned a day
care center. Every two years they leased a new car. Suddenly I understood: The
car was a business expense. So were lots of groceries. “Duh—that’s what
they’re doing!” I exclaimed as I literally smacked myself on the side of my
head. Things began to click because I was ready to comprehend them.

As soon as we got home I bought other Rich Dad books, tapes, and games. I



was a sponge for this new and welcome information.

The Past Is Prelude

When I was growing up I never knew there was more than one way to think
about money. Having lived through difficult economic times, both of my
parents craved financial security. They found it by working for the state of
New Jersey and the federal government for thirty-five years. Today they live
off pensions.

My parents were consummate level one investors. Income-producing
investments were—and still are—alien to them. I call this a classic World War
I mentality. One time, when I was about nine years old, we fell very far into
debt. I remember watching my father remove mail from the box and instead of
taking it inside the house stuff the bills down beside the car seat. With the heat
shut off, my brother and I, trying to get warm, hunkered down in our sleeping
bags at night. He and I knew there were problems but they weren’t discussed.

Those tough times left me with the empty, defeated feeling that only a
handful of ways existed to achieve financial stability. I could either: a) work
decades toward earning a pension, b) save money, or ¢) marry rich. How I
could eventually teach my own children to reach this goal in other ways was
never addressed.

So I looked at my options and figured that the computer industry was the
most potentially lucrative career path. Other than an aunt who became a
biologist, I was the first person in my extended family to go to college.

My job history included trading up positions every couple of years to
something better. By the time Rich Dad Poor Dad captured my attention, I was
working as a project manager and Internet programmer for QVC, the hugely
popular and successful Internet and television shopping network. While I liked
my job, and I earned a very good salary, something was missing. I believed
that Sue and I were set as long as I kept working until I was fifty-nine and a
half, when I could tap into my 401(k), our big investment. (There was an
additional $6,000 that we had sunk into the stock market.) That meant twenty-
two years to go.

But I didn’t want to have to work until I was almost sixty. I sensed that there
just had to be a better, smarter way to be financially secure. Like a riddle
tickling my brain, I tried to find the solution to scratch that itch. Sue and I had
both graduated with degrees in computer science from Rochester Institute of



Technology. With all our combined education