Compound Your Freedom

Practical strategies for achieving Financial Independence.
Spend smartly, save more & invest wisely.
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Introduction
Investing in the stock market is often seen as the
preserve of a select few or “talented” people such as
Wall Street bankers and City of London professionals. In
addition, investing is considered to be risky and to
require large sums of money to participate in. As a result,
most people do not consider investing their money in
stocks and are more than happy to let their hard earned
cash sit in perceived investments such as low interest
savings accounts or property.
This was the very same mindset I had for several years
until I started educating myself about how the stock
market works. Initially, back in 2010, I was scared of
investing, putting away only £1 a month into a fund which
tracked the UK stock market. After several months I
noticed that there was a general trend of my tiny portfolio
growing in size and that I would purchase more units of
stocks in the months when the share prices were down.
This revelation improved my confidence and I started
buying significantly more shares per month.

However, I had not received any meaningful financial
education in my previous schooling. I studied sciences at
school, going on to earn a bachelor degree in Electronic
Engineering and a Masters in Information Technology.
Like most people, I was financially illiterate. After
spending 3 years at my first job, my net worth had not
changed at all. This really shocked me and made me
realise that things needed to change.
Main causes for this were lifestyle inflation, frivolous
spending and not saving much money. I realised that
after all the early mornings, working hard, commuting,
dealing with office politics and facing the global recession
my life had not changed for the better. So what was the
point.
Following this unfruitful period, I moved to a different
area of the country, getting a new job while drastically
cutting my cost of living by changing my living
arrangements. This was like a reset button and
immediately I began clearing credit card debt. When this
was done I started using the freed up funds for savings.
I then learned about the concept of financial
independence by stumbling across interesting blogs by
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people who had become or were on their way to be
financially free at a young age; even astonishingly some
in their early 30s. My “lightbulb” moment came when I
read the Mr Money Moustache blog by Pete, a former
software engineer who managed to retire at around 30
years old. Inspired, I delved deeper into this world to find
that the main pillar of wealth building would be investing
a substantial portion of income, at least 50% of income,
in passively managed, low cost stock market index funds.
In this book I will detail the basics of index fund investing;
including how to identify the right funds, how to

determine appropriate asset allocation, rebalancing an
investment portfolio, the compounding effect and
expected returns of investment assets. These are simple
methods which can be used by anyone to achieve
wealth.
This is not a “get rich quick” scheme; but a focused, long
term, disciplined, low cost, hassle free approach to
investing. Following this approach while saving at least
50% of income can help anyone to accumulate
substantial wealth or even financial freedom within 10 or
so years!
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The Snowball

application of tried and tested methods of stock market
investing to achieve substantial wealth in the form of a
well diversified portfolio capable of continually generating
sustainable passive income.
Such a portfolio is like a snowball which starts small but
grows and will keep rolling faster and faster while
increasing in size as it gathers momentum!
Here are some of the most useful tips and examples
when it comes to successful investing.

This is one of my favourite quotes of all time.
Understanding and harnessing the power of compound
interest will enable the attainment of financial
independence.
Financial independence is the state of being able to live
without having to actively work to sustain your necessary
expenses. Gaining Financial Independence requires
having a source or sources of passive income which is
sufficient to cover your basic expenses.
Passive income can be achieved through a variety of
activities such as starting a business, real estate rentals
or stock market investing. This book focuses on the

Step 1: Start early
The calculations in the following table illustrate how a
well diversified portfolio could grow over time by saving
£600 monthly over a period of 20 years. A typical
historical annual return rate of 7.5% is assumed for such
a portfolio.
I was astonished the first time I ran this calculation; by
Year 9 the annual interest would be nearly equal to the
cash invested in a single year. This is even more
important if you note that the amount invested in that
8

year is taken from after-tax income while the investment
growth will be tax free if held in the right investment
accounts.
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£8,855

£5,987

£64,025

£22,959

£86,984

9

£9,121

£7,154

£73,146

£30,113

£103,259

10

£9,394

£8,433

£82,540

£38,546

£121,086

If you look at the last column closely, you will notice that
within 15 years or so it is possible to have enough saved
to achieve Financial Independence. The time taken to
reach your goals will depend on your savings rate and
size of your expenses. An increased savings rate, for
example to 50%, will drastically reduce the time to get to
financial independence to about 10 years.
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£9,676

£9,833

£92,217

£48,379

£140,596

12

£9,967

£11,365

£102,183

£59,744

£161,927

13

£10,266

£13,038

£112,449

£72,782

£185,231

14

£10,574

£14,866

£123,023

£87,648

£210,671

15

£10,891

£16,860

£133,913

£104,508 £238,422

16

£11,217

£19,035

£145,131

£123,543 £268,674

Sample portfolio growth over 20 years:
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£11,554

£21,405

£156,685

£144,949 £301,633

18

£11,901

£23,986

£168,585

£168,935 £337,520

19

£12,258

£26,796

£180,843

£195,730 £376,573

20

£12,625

£29,852

£193,468

£225,583 £419,051

Year
Year
Deposits Interest

Total
Deposits

Total
Interest

Balance

1

£7,200

£300

£7,200

£300

£7,500

2

£7,416

£893

£14,616

£1,194

£15,810

3

£7,638

£1,550

£22,254

£2,743

£24,998

4

£7,868

£2,275

£30,122

£5,018

£35,140

5

£8,104

£3,075

£38,226

£8,093

£46,318

6

£8,347

£3,955

£46,573

£12,048

£58,620

7

£8,597

£4,924

£55,170

£16,971

£72,141

Year

Step 2: Pay yourself first
Paying yourself first means saving a reasonable
percentage of your income as soon as you get paid.
Once done, you can figure out how to manage your
remaining funds until the next pay check.
9

From personal experience, I realised that before I saved
using this method I could not account for where my
money disappeared to. Saving enough is critical and
definitely more important than annual investment return
rates alone.

Step 3: Take advantage of market
downturns and invest long term
People tend to panic when stock markets are going
down. This is usually made worse by reports on financial
news channels and papers which are focused on short
term reporting and sensationalised headlines.
Market crashes should be viewed as a good buying
opportunity; this is a time when more units of company
stocks can be bought at a lower price. Magnified future
returns will result once the markets bounce back, rolling
the snowball further.

Saving more will ensure that it will be easier to ride out
stock market fluctuations and overcome any individual
mistakes which investors make. There is little point taking
big risks while saving little.
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Why gain Financial
Independence
Financial Independence can be defined as the state of
having assets that generate passive income which is
enough to cover a person’s essential expenses. Even if it
would be possible, gaining financial independence does
not necessarily mean that you have to take early
retirement. It is all about having the options to do what
you want to do when you want to do it.

are financially independent or close to it you will have
FU-money. This means that you will be able to walk
away from the job at any time, therefore will be in a
strong position to negotiate pay rises or other benefits at
work.

Value your time
I often get the feeling that I am wasting a great deal of
valuable time while commuting to and from work – nearly
2 hours a day.
It involves getting up at an early hour and battling
through heavy traffic almost every time while risking
having an accident. Some people take it to the extreme
by getting up at ridiculous hours in the morning and then
travelling great distances. Sometimes this is just not
worth it and things need to change.

For example, once financially free, you could take a
lower paying job which you actually enjoy or reduce your
working hours so that you can spend more time with
family and friends. An overlooked fact is that once you

Your Money or Your Life by Vicki Robin and Joe
Dominguez is a book I highly recommend on helping you
value you time and empower your finances. This book is
available from Amazon here.
11

See the World
Once financially free it is possible to travel more as you
will have more free time available and not need to turn up
at work at a specified time. You could also take
advantage of geographical arbitrage to make your money
go further by spending it in a different, lower cost
location, either in your country or abroad.

Escape the corporate prison
It is easy to feel trapped in the world of work when things
are not going well for whatever reason. Financial
independence gives you power to escape the cubicle and
take control of your time. A job may be enjoyable now but
things can always change.
It can take things like having a new boss, working on a
new project, having new colleagues you won’t get along
with, diminished responsibility, company takeover/
merger, the job nature might change or you might
change in future. Some of these aspects have made me
more eager to minimise or avoid the impact of these

potential pitfalls by spending less and invest more.

Be your own Boss
Starting a thriving business or becoming an entrepreneur
will enable you to take control of your time and to do
what you want to do. You can do these before or after
you are financially free. All it takes is to find something
that you are passionate about and enjoy doing. This
could also be a service or product needed by others.
Work hard at making the idea a success and it will work
out well.
Identify your niche and use the right platform to launch a
venture.

The most important thing is to do your own research,
stop procrastinating and take action.
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Early Retirement in the UK –
Is it possible?
I define early retirement as being able to retire at a
relatively young age when compared to the traditional
retirement age. For example, retiring in your 30s or 40s;
in contrast to having to wait until you are in your 60s or
70s.
Early retirement can be done by achieving financial
independence, ensuring that you do not need to rely on a
corporate job or state benefits to cover day to day living
expenses. This is quite straightforward to explain; once
any form of income available to you can cover your
expenses, work will become optional.
There are numerous online blog posts, podcasts and
books out there about how early retirement can be
achieved by people earning an average salary in
countries such as the USA and Canada.
The methodologies used in these locations take
advantage of various retirement accounts, tax

optimisation and other loopholes in the system. Investing
in low cost stock market index funds is at the core of
these strategies.
Here, I will present a strategy that I use personally and
believe can be used to attain early retirement for a UK
based person. These general principles can be adapted
and applied in other locations.

Strategy Overview
To achieve early retirement, the basic methodology
involves consistently saving and investing a good
proportion of your income until your assets produce
enough income to cover your basic expenses. Low cost
index funds held within a well diversified investment
portfolio are the ideal assets for doing this.
As a rough guide, below are periods of how long it would
take to achieve the goal of financial independence and
early retirement depending on your savings rate:
● Save and Invest 15% of your income and retire in
26 years
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● Save and Invest 40% of your income and retire in
14.5 years
● Save and Invest 55% of your income and retire in
11.6 years
● Save and Invest 70% of your income and retire in
9.6 years

To determine your savings rate first add up the following:
● Monthly cash savings
● Stocks & Shares ISA (Individual Savings Account)
portfolio contributions
● SIPP (Self Invested Pension Plan) contributions
● Employer’s pension (personal and company
contributions) together with tax relief provided by
the government. Most companies will match your
personal contribution and some will more than
match your number

Long term stock market returns of at least 7.5% a year
are assumed in the calculations. As you can see in these
projections, the savings rates needed for early retirement
may seem daunting at first but can be are achievable. It
all depends on how you view your assets and monthly
contributions - this will enable you to supercharge your
investments by buying more stocks and shares index
funds with additional income earned.

The next step is to divide this total by net income to
determine the savings rate. This will show that the
savings rate is actually higher than expected.

Your savings rate is key

Here are three key stages to consider in the strategy:

In the financial independence community, the savings
rate is considered to be one of the most important
metrics in personal finance. The more you can save, the
more money that will be available to invest and
compound to provide significant future returns.

Stage 1 - Build financial independence
portfolio
The first stage is to build an accessible portfolio that will
be capable of covering your expenses from the period
when you retire early to age 55. *This age may vary
14

depending on future government policy. For example,
this period could be from age 28 when saving and
investing starts, to age 39 when financial independence
is achieved.

By using special calculators which show the probability of
a portfolio of a particular size and make up surviving this
timescale, it can be determined that a relatively
achievable amount of wealth can be accumulated.

Accessible funds are accounts which can be withdrawn
from at any time without any penalties applied, for
example an investment ISA or cash savings. Accessible
funds are also called taxable accounts as they are
funded by after tax income.

Calculations show that according to the history of stock
market returns, it would not be possible to deplete the
portfolio for a certain time period while withdrawing a
specified percentage per year.

Stage 2 – Early retirement to age 55

As an example, withdrawing 6% of a £180,000 portfolio
would allow the portfolio to have a 94% probability of
survival over a period of 16 years.

A 39 year old early retiree will need funds to cover their
basic expenses for only 16 years, until age 55. 55 years
old is used because, for UK investors, from this age you
will be able to utilise the funds from a SIPP/ Company
pension to cover expenses.

A useful calculator to simulate these scenarios is the
Vanguard nest egg calculator. The nest egg calculator
utilises Monte-Carlo simulations to come up with these
results.

Taking this perspective makes things a whole lot easier –
it means that you can become financially independent
with a much smaller accessible portfolio, as long as it can
cover a specified timescale.

Using the sliders to determine portfolio value, time
period, yearly withdrawal and adjusting the portfolio
allocation, you can apply it to your own personal
situation. Results of a calculation using our example are
shown in the following image.
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Illustration of portfolio survival rate simulation:

These types of funds are not accessible before a certain
age but have the advantage of being tax-advantaged,
meaning that they are funded by pre-tax income. They
also benefit from employer pension contributions.
Depending on the tax rules, it may actually be possible to
eventually withdraw these pension funds tax free if the
amount taken is below a yearly threshold. *Note that we
haven't even considered other potential future sources of
income like state pensions or side business; this
demonstrates the power of this strategy.

Stage 3 – After age 55
The good news is that the SIPP/ Company pension will
certainly be growing and compounding – starting from
the time you take early retirement (39 in our example)
until the time that you will need to access it.

Overview Chart
The chart summaries the early retirement strategy
outline.
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Financial Independence/ Early Retirement chart:

your income in low cost index funds over a long period of
time.
Directing your funds strategically is also crucial to ensure
the optimum financial independence date and to avoid
saving too much into certain accounts.

Side hustle to get there faster
The whole process can be made easier by earning
additional income on top of a day job. This will enable
you to supercharge your investments by buying more
stocks and shares index funds with the additional income
earned.

The key is to maximise saving and investing while
minimising expenses. A good guide is to save 50% of
17

Earn Passive Income by
Using Index Funds
Passive income is defined as income which is obtained
by applying a “hands-off” approach, where minimum or
no work is required to manage the assets that produce
the income.
The main benefit of having sources of passive income is
that you can use time, the most precious commodity, to
engage in other enjoyable pursuits or for generating
income in other ways instead of focusing on one activity
only.

For UK investors, index funds can be held in an ISA
(Individual Savings Account).
Index funds are passively managed and do not aim to
“beat the market” as opposed to actively management
funds which have objectives of outperforming the market.
When you buy an index fund you will be purchasing
actual portions of the companies held within the fund so it
is important to think like an owner of the businesses.
In the strategies presented in this book, investing in
individual companies (stock picking) is out of the
question due to the risk caused by lack of diversification.
The strategies involve investing in broad based well
diversified funds.
The main benefit of index funds is that they are less
costly to own than actively managed funds due to
absence of the high trading costs, frictional costs and
excessive management fees charged by fund managers.
Index funds have also been proven to perform better
than actively managed funds in the long term.
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Warren Buffett on Index Funds

The Bet

Warren Buffett, the greatest investor of all time,
recommended that most people will do well if they invest
in a portfolio of passively managed index funds. In the
2013 Berkshire Hathaway annual letter to Shareholders
on page 20, Buffett says the following with regards to his
estate:

In 2007, Warren Buffett made a $1 million bet that over
10 years, an index fund based on the US S&P 500 would
perform better than actively managed hedge funds. The
S&P 500 is a collection of the 500 largest companies
trading on the US stock markets. The bet is administered
by Longbets.org and its details can be found here.
Buffett provides a commentary on the background of the
wager in the 2016 letter to Berkshire Shareholders on
page 22:
“Subsequently, I publicly offered to wager $500,000 that
no investment pro could select a set of at least five
hedge funds – wildly-popular and high-fee investment
vehicles – that would over an extended period match the
performance of an unmanaged S&P-500 index fund
charging only token fees. I suggested a ten-year bet and
named a low-cost Vanguard S&P fund as my contender.
I then sat back and waited expectantly for a parade of
fund managers – who could include their own fund as
one of the five – to come forth and defend their
occupation. After all, these managers urged others to bet
19

billions on their abilities. Why should they fear putting a
little of their own money on the line?”
Buffett has been winning the bet so far.

Example Index funds
Below are good examples of index funds which could be
used by a UK based investor.
Index fund examples:
Fund

Annual
fees

Dividend
Yield

5 Year Annual
Performance

Vanguard FTSE U.K. All
Share Index Unit Trust

0.08%

3.33%

9.19%

Vanguard US Equity Index

0.10%

1.34%

18.64%

Vanguard Japan Stock
Index

0.23%

1.58%

11.99%

Vanguard U.K.
Government Bond Index

0.15%

1.67%

4.45%

As you can see, considering only the dividend yield
provided, the return on these index funds would have

been greater than that from cash savings accounts over
the last 5 years, especially taking into account the
prevailing historically low interest rates. Over the long
term, investors are expected to do well as long as they
keep costs low and minimise trading.
You will have noted that I only use Vanguard index funds
in this example. This is because Vanguard investments
operate a unique structure where investors in their funds
are also mutual owners of the company. Therefore, I
believe that the company has the best interests of
investors in mind.

Focus on costs
Vanguard also tend to have the lowest cost funds in the
industry and the company was among the pioneers of the
index fund in the 1970s. I also admire the founder of the
company, John C. Bogle, and invest by his principles.
I strongly recommend the following book by Bogle; The
Little Book of Common Sense Investing: The Only Way
to Guarantee Your Fair Share of Stock Market Returns.
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To obtain the complete book, please click here to purchase.
Thanks

