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Many people would consider 
that lottery millionaires are 
wealthy, when in truth many of 
them are rich and even then only 
temporarily. The change in lifestyle, 
the perceived financial freedom, 
poor investments and simple 
splurges soon see their winnings 
frittered away. In fact, statistics 
show that 70% of lottery winners 
end up broke and a third go on to 
declare bankruptcy. 

Being wealthy however is something entirely 
different. It’s the accumulation of wealth over time, 
and accumulating assets that generate income, 
as opposed to liabilities that deplete wealth. My 
definition of being wealthy is being able to live on 
passive income - income that you’re not working 
for. Warren Buffett, the renowned investor and 
philanthropist (and at the time of writing the 3rd 
richest individual in the world) said, “Unless you 
learn to make money while you sleep, you will work 
until you die.” 

Whether it’s through winnings or having a highly 
paid job, rather than re-investing that extra income 
in assets, many temporarily rich people instead buy 
more and more liabilities, and so never attain true 
wealth. Let’s look in more detail at why most people 
are in this situation.

Before we start we should clarify the 
difference between ‘rich’ and ‘wealthy’. 
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To be truly wealthy, you cannot be 
solely dependent on one single 
source of income. 

I would suggest that you have at least four 
streams of income, just like the legs on a stool. 
If you’ve got one or two legs on a stool and you 
stand up, the stool will fall over. It’s not independent 
of you. To ensure the stool doesn’t topple over 
you need to support it, otherwise it will fall. Adding 
a third leg will make the stool far more stable, 
regardless of your assistance, and a fourth gives 
you an incredibly stable platform… a perfect 
platform for your wealth. The four streams of 
income I recommend are as follows…

a.  Property Investments. One income source 
that I believe is indispensable to true trans-
generational wealth is a property investment of 
some kind. Of the 66 million people in the UK, 

it’s estimated that around 2 million people are 
property investors. Just 3% of the population. 
Many of these are what we term ‘accidental 
landlords’. This might be where they’ve inherited 
a property, where a couple with two properties 
has come together and kept one to rent, or 
when a homeowner has relocated for work but 
kept their existing property. Added to that, many 
may not even class nor recognise themselves 
as landlords at all! 

  What is known though is that 93% of all UK 
landlords have just a single property, whilst just 
0.7% of landlords - that’s 14,000 (or 0.02% of 
the population) - have 5 properties or more. 
Whilst other property investment opportunities 
exist such as commercial and serviced 
accommodation, for the beleaguered buy-to-let 
sector, I’d see this as the minimum requirement 
required to create any meaningful level of wealth 
through property investment. 

Earnings
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b.  The Right Pension. For most people their 
wealth includes a pension of some kind. But the 
statistics for the UK bear grim reading: 

 - 15 million people have no pension savings

 -  Fewer than 15% of people are on final salary 
schemes

 -  Half the people who have so far accessed 
their Defined Contribution pension say it is not 
enough to live on

 -  People’s estimations of their life span is well 
below the statistical results.

  The average person in the UK has amassed a 
pension fund of less than £40,000 by retirement 
age. A generous annuity of 3% would provide 
£1,200 a year. That’s £100 a month…

 And an annuity dies with you.

  To have intergenerational wealth that you can 
pass on to your children, it’s critical that you’ve 
got a SIPP or a SSAS. 

 •   A SIPP is a Self-Invested Personal Pension 
for one person. 

 •   A SSAS is a Small Self Administered 
Scheme for up to 11 people, which allows 
you to add further family members. 

  Many people, especially business owners 
convert their pension to a SIPP, often to buy 
commercial property and the benefits that can 
entail. Regardless, and unlike most pensions 
with both a SIPP and a SSAS the funds don’t 
need to die with you. It’s your money, it’s your 
wealth, and you can pass it on to future 
generations.

c.  A Trading Business. The third critical income 
stream in my view is some sort of trading 
business that you own, but which you’re not 
involved with. 

  Whatever type of business it is, and irrespective 
of whether it’s in retail, training or even online 

through Amazon, a trading business should be 
the third pillar of Earnings to becoming wealthy. 
Critically the business should be independent of 
you. It should have a management team, and 
you should be the owner, not the operator of 
that business.

  Why a trading business, why not just passive 
income? One of my mentors explains: “You 
should always have a trading business. You 
should never solely rely on passive income, 
because a trading business keeps you sharp.” 

d.   ‘Near Cash’. The fourth pillar of income 
generation I call ‘near cash’. Not actual 
cash, but liquid assets that generate income 
or increase in value which can quickly be 
converted into cash, such as stocks and shares, 
funds etc. or even precious metals! There will 
always come a time when you need to release 
some cash, or perhaps an opportunity arises 
that you can’t afford to miss; in this instance 
highly liquid assets – or near cash - is essential.

  My suggestion in terms of becoming wealthy 
from earnings is that you have a property 
stream, you have a pension stream, you have 
a trading business stream that you own but 
don’t operate, and you have significant cash 
and near cash that’s generating additional 
income for you by way of dividends, and an 
appreciation in value if the stock market goes 
up.

  To summarise, your earnings should be through 
investments, into assets that are creating at 
least three, ideally four streams of income for 
you. With that you’re moving towards a position 
of wealth. Every wealthy person owns property. 
Every wealthy person has got good provision 
for themselves in retirement via a pension, and 
every wealthy person has got cash and near 
cash assets. Not every wealthy person will have 
an active trading business, but I suggest that 
you add that to your wealth creation portfolio, 
because it will keep you sharp, and four legs are 
better than three! 

Earnings continued
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There’s a simple mantra that goes: 
If you buy things that you do not 
need (liabilities), soon you will have 
to sell things that you do need, 
(assets). 

The huge danger on spending is that you buy 
things that you want as opposed to things that  
you need. 

Clearly there is no person on this Earth that actually 
‘needs’ a private jet, but let’s look at this on a more 
practical level.

Q: Sky TV an asset or a liability? 

A: It’s a liability. 

Q.Is spending £5 a day, (£2,000 pounds a 
year) on a shop bought coffee an asset or a 
liability? 

A: It’s a liability. 

Q: Is spending money on cigarettes an 
asset or a liability?

A: I think you see where we’re going here. 

Always ask yourself the question. “Am I buying an 
asset or a liability?”

Try this exercise:  (WARNING: This may be 
uncomfortable – but it’s vital!)

Go through your latest bank statement line, by line; 
create two columns and put each spend into either 
the asset or liability column.  

For the benefit of doubt money spent on a 
repayment mortgage is an asset – it’s an 
investment, whilst rent paid out is a form of liability; 
you’re paying somebody else to accrue an asset.

Of course there’s going to be some middle ground, 
like food. Food is neither an asset nor a liability, 
but is an absolute requirement. But… if you’re 
eating out when you could feed yourself more 
economically at home, then it’s a liability (unless 
of course you’re networking and creating more 
wealth!). Essentially it depends on what you’re 
doing with that item you’ve bought.

Look carefully at what you’re spending your money 
on, and assess whether you’re investing in assets, 
or you’re frittering your hard earned cash away on 
liabilities. How many hours have you had to work to 
buy those things you don’t really need?

That’s not to say you should live the life of a 
monk (unless you are actually a monk); everyone 
deserves some fun. As a rule of thumb if you do 
want to buy things you don’t need it should only 
be from surplus, passive income. Otherwise you’re 
going to have to liquidate your assets to pay for 
your liabilities.

Spending
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I swear by this mantra: Do not 
save what’s left after spending,  
but rather spend what you’ve 
left after saving. 

Decide your asset creation strategy many years into 
the future, and actively save towards that target. 
Decide on the amount of income that you can 
set aside, be it active income, your job, a passive 
income, or returns from an asset that you own to 
re-invest in more assets. Make the decision to put 

aside a certain amount of your money over time, 
and buy assets with your savings. If you save first 
and then spend afterwards what you’ve got left 
after your savings target, you will become wealthy 
over time. 

Why not follow a get rich quick strategy you 
may ask? Because anyone that tries to get rich 
quickly, or get wealthy quickly, generally takes an 
unacceptable level of risk. So save in order to 
become wealthy slowly, and more securely.

Savings
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Only ever risk what you can afford 
to lose.  

If you’re taking risk, work on the assumption that 
you’ll never see that money again. Do not take any 
risk that’s equivalent to more than 10% of your 
wealth. As human beings, we’re always tolerant 
to 10%. We can cope with that, we’ll find ways to 
recover. If we lose 10% of our wealth, it will not kill 
us. You have earned the right to take a risk with 
10% of your wealth. 

What do I mean by ‘your wealth’? Wealth is the 
assets that are providing you with passive income. 
That’s the level of risk that you should take. People 
say it in various ways. “Don’t test the depth of 
the river with both feet” is a well used expression 
about ‘going all in’. That is an insane level of risk 
which only desperate or foolhardy people do. It’s 
gambling pure and simple. Whether it’s in a casino, 
or on something like cryptocurrency feel free to 
take a risk, but never risk more than 10% of your 
wealth.

Risk

#5

We’d need a trilogy of books to discuss the investment strategies, and those right for you won’t be the same 
for anyone else, as we teach on our numerous courses. Whatever strategy you choose there is one thing that 
holds true...

“Don’t put all of your eggs in one basket.” 

Never ever have all your wealth in one asset class as you could end up losing everything. Diversify, and the 
wealthier you will become. And, as your wealth grows, put your eggs into more and more baskets; spread 
your risk with a wider portfolio.

Investment Strategy
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How many of us know business 
owners that work extremely hard, 
have decent sales, pay their staff 
and there is nothing left for them?

Maybe they even put their own money into their 
business “to help it grow” (pay all the staff and 
suppliers first).

I want to share with you a system to make sure that 
You, the business owner, Profit First.

Business owners have sometimes heard of the 
principle of “paying yourself first” and one day (in 
the future) they promise themselves that they will. 
They think all businesses lose money in the first 
three years, their friends tell them that is the way of 
the world. Surprise, surprise their business loses 
money! Well it does not have to be like that. I have 
a system for you.

You may be thinking, “but I don’t have a 
business”…. Well if you are going to invest in 
assets to create a second income stream, unless 
you create a business you will create a job. A 
business is a profitable commercial enterprise that 
works without you. Please think about that.

So this applies to you if you already have a 
business or intend to start one soon.

I would love to spend time with you face to face to 
take your questions and explain in detail how this 
system works. What I will do now is give you the 
simple top level principles.

For any business set up five bank accounts for 
your business.

The first account receives all the income from the 
business and distributes it to the other four. For this 
example we will use a simple £100,000 per month.

The second account is the Profit you will make. 
The amount of Profit on income will depend on 
your business sector, strategy and size. You are 

literally going to pay your profit in to this account 
first and force all the other numbers to follow. This 
may sound unusual, even crazy. If you cannot 
do this you do not have a business. Your Profit 
is a percentage of business income (also called 
turnover). Our example business is turning over 
£100,000 per month or £1,200,000 per year. 
At this scale of operation you (the founder) are 
probably still working in the business, and for your 
sector and strategy at this size we have decided 
the benchmark is 15% profit. That is, you will have 
15% of your turnover left as profit after all costs 
including paying yourself. Therefore on a monthly 
basis £15,000 is transferred to your Profit account.

The third account is your Personal salary. So 
many business owners work 60, 70 or even 80 
plus hours a week (Because they “have to”…. 
Really?) and pay themselves whatever is left, if 
anything. Decide how much you would have to 
pay an employee to do what you do and turn this 
into a percentage of turnover. As founder you are 
probably Managing Director. The MD of a £1.2m 
company will probably be paid at least £80,000. 
For this example I will say 7%, which is £84,000 
per annum. This salary is after tax and may well be 
paid to you as a dividend. Let’s not get distracted 
by details, just stay high level for now. I did say after 

Profit First

continued overleaf...
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tax which is what goes into the fourth account.   

The fourth account is Taxes. This is all taxes. The 
list will include net VAT, personal tax on your income 
and corporation tax. There may be more depending 
on your industry. This figure needs careful attention 
and of course will depend on a number of factors. 
VAT is currently 20% on turnover. So in our example 
of £1.2m per annum total turnover £200k is VAT 
we would be due to pay, however we would also 
reclaim a large proportion as VAT input tax. That is 
the VAT we have paid on goods and services our 
company has paid for. I am going to say the net 
VAT is 10% and we need to add corporation tax on 
our profit plus enough to cover our personal tax on 
salary. For this example company I am going to say 
15%.

We have now allocated 15% to Profit, 7% for You, 
15% for taxes giving us a total of 37% of turnover. 
So we have 63% left.

The fifth and final account is all other costs, 

lets call it the Monthly Expenses account. 63% 
of turnover is paid in here weekly or fortnightly. In 
our example £63,000 on a monthly basis. Your 
business can spend this much on everything else 
excluding the items above. So when you ask 
yourself “Can the business afford it?” you have a 
very simple rule: Yes if it is from the 63%, no if not. 
This will make your business profitable from the 
start.  

Knowing the total you can spend will make you 
very inventive, resourceful and position you to drive 
the appropriate bargains.

So many entrepreneurs focus on sales and growing 
the business they do not focus on the “bottom 
line”: Profit.

I want to share far more with you about this system. 
There are nuances, improvements and much 
more to be made. This is the skeleton, it will serve 
you well. To put more “flesh on the bones” I look 
forward to seeing you soon.

I hope you found this guide to why most people are not wealthy 
useful. I’d love the opportunity to work with you personally, and 

support, inspire, enable your wealth creation journey.  

Paul Smith

Continue your education with our Six Figure Summit! 
We offer a range of property and investment courses throughout the year from our 

Training Centre in Doncaster, as well as London and Scotland.

For a flavour of the courses on offer I would recommend you attend one of our ‘Six figure 
Summit’ FREE weekend courses, where a number of our trainers and mentors cover a 
range of investment strategies and where you’ll no doubt find at least one that suits your 

wealth goals.

Don’t delay – read more at http://bit.ly/ts6fs

#6 Profit First continued
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