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The Rules of Wealth ]

by Felix Obhakhan, MBA, FCA
(Head, Finance and Accounts Department)

The topic: rules of wealth, is a series of
lessons that shall be discussed now and in
subsequent write ups.

We shall begin by examining a few basic
concepts and then establish a formula for wealth
(prosperity) creation; which will then be expanded in
subsequent editions. To begin, what is wealth?

Wealth is a controversial word to define
because of the various concepts that it describes. It
could mean different things to different people.

The advanced learner's dictionary defines
wealth “as riches and to be wealthy, as having much
money and many possessions”.

Richard Templar defines wealth as “Having
enough so that | don't have to worry about having
enough. How much is that? [ never know...."
Beyond these definitions, the word wealth could be
used to describe qualitative concepts such as
experience, knowledge and love.

For the purpose of this article, wealth should
be taken to mean the planned acquisition of money
and properties and its use in such ways that brings
pleasure to oneself and his or her neighbours. To
enable us determine how wealthy an average
employee is, and also to gain true financial insight,
we shall examine the meaning of wealth from a time-
dimensional perspective.

Wealth has been said to mean the number of
days (representing time period which could be in
months or years) that an average employee (worker)
can live and maintain his or her current standard of
living without his or her current job. By employee is
meant someone who works for another person or
organization (be it private or public) or for himself.
The questionis: How long can an average employee
survive economically without a month's salary from
an employer?

If we critically analyze the above definition, we
may come to a life saving realization that the average
worker (employee) who relies heavily on his monthly
(or periodic) salary for a living is not a wealthy person.
The reason being that if, for any reason, he or she
does not receive a month's salary, he or she may not
be able to meet basic needs.

Having examined the concept of wealth, let
us consider the terms assets and liabilities as they
relate to financial decision-making. There is an age
long acceptance of the accountant's definition of an
asset to mean the total property/money that one
owns, and liabilities to mean the indebtedness one
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owes to outsiders. These definitions are basic and
useful in the keeping of accounting records and
preparation of management reports and financial
statements of companies, but are not adequate for
an individual's financial planning, investment and
business decision-making.

Robert Kiyosaki, in his book, Rich Dad,
Poor Dad (in what may be regarded as break-
through thinking) declared that “assets are the
things that bring money into one's pocket while
liabilities are the things that take money out of one's
pocket”. This reasoning is very unique and
fundamental to having material success in life. Your
definition and understanding of what assets and
liabilities are can either make you rich or poor.

Given that there are varying degrees or
levels of job security (or insecurity), global
economic recession resulting in unemployment
amongst other things and the fact that
globalization has impacted on our socio-economic
life and we need to have sound financial knowledge
to succeed. A proper appreciation of this deeper
meaning of assets and liabilities would help us
tremendously in our decisions or choices to invest
wisely and do business profitably.

A simple illustration of a hypothetical public
servant may help to consolidate one's
understanding of the above postulation.

Let us take the case of a worker who
obtains a loan of N850, 000 from a staff
multipurpose cooperative society and uses it to buy
a fairly used Mercedes Benz car for private use
because he considers such a personal car as an
asset. He would have to make a monthly
repayment of the borrowed funds and the accrued
interest from his salary over a defined repayment
period of time. During the repayment period, such
an employee's salary may become very minimal
such that he may not be able to meet his or her
basic needs adequately. A careful study of the
financial position of this worker might suggest that
it would have been better for him/her to look for a
viable business to invest the loan (fund) in, and then
allow the money to work for him and earn profits (or
dividends). Part of the profits from such a
successful business or investment could then be
used to meet his basic needs and luxuries of life,
both in the short, medium and long (post
retirement) terms.

Given the above illustration, it follows that



our residential buildings and private cars for example
are not necessarily assets. They are liabilities,
because they take monies out of our pockets,
through repairs and maintenance costs. In contrast,
a commercial building given out to tenants to
produce rental income and a cornmercial vehicle are
both assets, because they bring money into one's
pocket.

What is being emphasized is that it would be
easier to gain freedom in financial matters and
become wealthy if we invest our monies and run our
own businesses with available resources first, and
then use part of the proceeds (profits, rent, dividends
etc.) from such ventures to live comfortable lives
especially as resources are always scarce. This is
what it
takes to have financial freedom. It is for this reason
that we shall address the issues relating to owning
investments and running businesses in subsequent
editions.

The importance of the foregoing discussion
should be seen from the angle of the financial
prosperity that is derivable from the practice of the
principles enunciated, rather than from the angle of
academics or the universal acceptance of the
definitions given. One is convinced that if we
meditate on the significance and importance of the
issues raised in the above passages and put the
knowledge to practice, we would definitely succeed
in investing wisely and owning profitable businesses.
This brings us to the issue of prosperity.

What is prosperity?

Like wealth, prosperity is another
controversial word to define, also because it could
mean different things to different people, at different
times and circumstances.

)

For the purpose of gaining sound financial
knowledge, we shall simply define prosperity as:
income minus expenditure.

Arising from this definition we shall develop a
formula for prosperity and build on it in the
succeeding publications. This formula is:

PROSPERITY = INCOME - EXPENDITURE
The above formula has three keys variables:

PROSPERITY, INCOME AND EXPENDITURE, and
shows that one's prosperity is the same as his/her net
income (i.e. Income — Expenditure)

You are prosperous when your expenditure is
less than your income and you are poor when your
expenditure is always in excess of your income.

When your expenditure exceeds your
income, your upkeep becomes a burden, which
leads to poverty. This does not in any way preclude
the fact that human wants are insatiable, and that the
means to satisfy them are scarce and limited in
supply and hence choices are made.

The formula is rather supportive of this basic
economic law of scarcity and choice. What is being
emphasized is that income is always a limiting factor
and that one should plan his/her expenditure
patterns (making necessary choices) to fall in line
with his/her present and anticipated income level.
According to Thomas J. Stanley and William D.
Danko in their book; The Millionaire Next Door:

“Wealth is not the same as income. Ifyou
make a good income each year and spend it all,
you are not getting wealthier. You are just living
high. Wealth is what you accumulate, not what
you spend”.
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