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Foreword


By Wes Moss, CFP®


 


What does it take to be happy? After years of meeting and advising hundreds of wildly different people—Democrats, Republicans, doctors, teachers, lawyers, utility workers, engineers, writers, the list goes on—I’ve seen that a significant part of being happy is having financial security. And almost all of these happy people have one thing in common: They took an active role in smartly managing their money, career, and financial future—and they started doing it at a young age.


Shoo, Jimmy Choo! shows you how to do just this. In my years as a CFP, I’ve seen that happy people generally know how much money is coming in and how much is going out every month, and how to fill the gap in between. They have an informed, solid plan for retirement. They buy homes they can afford, using traditional mortgages and paying down the principal every month, and end up owning their home outright by the time they retire. They pay off credit card debt and loans in a timely manner. These are key principles necessary for a secure financial future, and these are just the principles that Catey Hill highlights for young women in Shoo, Jimmy Choo!. Not only can Catey’s fundamental principles literally be worth hundreds of thousands of dollars in your pocket, they can help make you one of those happy people . . .


Shoo, Jimmy Choo! is a timely book, but even timelier is that Catey had the foresight to sit down and begin writing this book long before it was cool to not “keep up with the Jones.” This “keeping up with the Joneses” mentality led Americans into massive debt. In fact, the average American was spending nearly every penny they were making. Many Americans bought homes, cars, clothes, gadgets and many other things they simply could not afford. Many Americans saved almost no money. And look where it got us . . . In a day and age where this massive consumer debt, combined with things like Wall Street’s complex financial instruments, has driven our country into the worst recession since the 1930s, it is clearly time to get back to basics. And that’s why I recommend Shoo, Jimmy Choo! to young women: It takes you back to basics with practical, easy-to-follow financial advice that will set you up for a financially secure—and happier—future.














PART I:


Style, Diet, and Fitness . . .
for Your Finances


AN INTRODUCTION TO SAVVY MONEY MANAGEMENT (AND WHY YOU NEED TO START, LIKE, NOW)


You don’t have the pocketbook of Ivanka Trump. Not even the pocketbook of good ol’ K-Fed. In fact, you’re not even close. That’s right, you’re nearly B-R-O-K-E. Scraping the bottom of your purse for quarters, eating Ramen noodles right before payday B-R-O-K-E. Or, more likely, you’re buying hot new patent-leather flats, getting fabulous biscotti highlights, all on an overextended credit card (and no savings to speak of) B-R-O-K-E. And it makes you wonder. . . How did a cute, employed girl like yourself end up having to hock her skinny jeans on eBay just to pay the rent?


Or maybe you’re not quite B-R-O-K-E, but you don’t have much in your retirement fund, you don’t really understand investing, or you don’t have a solid plan for your financial future. (And ladies, a solid plan does not include waiting to save money until you make more money, marrying Barron Trump, or winning the Mega Millions.)


Well, girls, I’ve got you figured out. And more than that, I’ve got the solution to your financial woes. Whether you’re plugging away at a $25,000-a-year job, or living beyond your means despite a $100,000 salary, I can set you on the path to financial security.


Yeah, yeah, you’ve heard that promise before. What makes me different? Well, I was just like you—slaving away at a job that didn’t pay me enough, buying shoes I couldn’t afford on my credit card, and with no savings to speak of (other than the $20 emergency bill I stashed in the lining of my purse in case my hot date turned psycho). Then I got a job at Forbes, and it scared the crap out of me. I realized that unless I set my finances straight, I was never going to wrangle myself out of my not-so-glamorous financial situation, let alone ever get to stop working (and believe me, if you met my former boss, you’d understand why this scared the crap out of me). So I tweaked my spending habits, learned how to save and plan for my future, and now I’m on the path to becoming a pretty wealthy woman. But don’t worry, I still have a great wardrobe and plenty of shoes. . . .


This book tells you how I did it—in three simple steps (plus tons of tips on how to get the best free and inexpensive goodies, because, ladies, I know you need your mani-pedis and highlights). It gives you tips gleaned from hours spent with certified financial planners, economists, and financial writers and editors, as well as reams of research. You will find all of the must-know pointers that I’ve collected from months and months of work at Forbes, and from my current job as the money editor for the New York Daily News online. I’ve also included real-life success and horror stories from women like you, who have battled their financial demons and (mostly) survived intact to tell about it.


Ladies, if you have credit card debt, save less than 13 percent of your income every month, have no in-case-of-emergency fund, or are certain that you’ll marry rich and then fix your finances, you can’t afford not to read this book. And here’s the kicker: I won’t make you give up your passion for pedicures, your love of lingerie, your hankering for handbags, or whatever else you can’t live without buying. You may have to buy fewer of these items, but I’ll show you how to have it all. If I, a shopaholic who can’t pass a day at work without scouring eBay for the latest Prada bag, who absolutely refuses to wash her hair with any shampoo other than Kérastase, and who can’t stand the sight of her butt in anything other than Paige jeans, was able to become financially secure, so can you.














CHAPTER 1
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The Money Makeover
How to Determine if Your Finances Need a
Little (or Not So Little) Touch-Up


When you think about retirement and savings, what comes to mind? If you’re anything like I was, retirement is something you did with last year’s handbag, and saving is something you did with your calories before Thanksgiving dinner. Your idea of an emergency fund is a $20 bill shoved in the back of your panty drawer, your retirement plan consists of praying that the CEO gets canned and you miraculously land his seven-figure-a-year job (and that fabulous corner office while you’re at it), and your investment strategy, well, I am not even going to go there. You’re a smart, together girl, but your finances are another story.


Or maybe you’re not that bad. You’re one of those girls who is already pretty good with money but could use a little financial touch-up. You’re pretty sure that your retirement fund is invested smartly, that your savings will last should you lose your job, and that you manage your taxes well, but you wouldn’t mind knowing a little more, just to be sure.


Whichever group you land in, or if you’re somewhere in the middle, this chapter will help you decide whether you need a complete money makeover or just a little nip-tuck, and you’ll find out if Shoo, Jimmy Choo! is the book that will make it happen. It will then give you a brief—and painless, I promise—kick in your (financial) butt with a lesson on why you need to deal with your finances, like, now.


SIGNS THAT YOU NEED THIS BOOK


Here are ten signs that you need a financial makeover:


 


1.  You have no concrete plan for a secure financial future. And, girls, by concrete plan I don’t mean marrying a rich man, winning Deal or No Deal, or landing a major role in a TV show. I am referring to a plan that includes saving for retirement, debt reduction, and building emergency savings.


2.  You have significant debt and no solid plan to get out of it. A solid plan does not, I repeat, does not include winning the lottery, ignoring your bills in the hope they will disappear, or thinking that you’ll start paying your debt off once you get a better job. A solid plan includes specific strategies and timetables for erasing your debt.


3.  Less than 13 percent of your income goes to your retirement savings (or worse, you haven’t even thought of saving for retirement).


4.  You have only a small in-case-of-emergency fund, or none at all. The $12 you keep tucked in your wallet so you can bribe the valet when you need to make a quick escape after a lunch with your mother is not a sufficient in-case-of-emergency fund, not even close. I’m talking at least three months’ pay stashed away (somewhere other than in the back of your panty drawer).


5.  You pay only the minimum, or a little extra, toward your credit card every month.


6.  You don’t understand the difference between a Roth IRA, a traditional IRA, and a 401(k) . . .


7.  . . . Nor do you know the best ways to invest in these retirement plans. (And, ladies, if you haven’t heard of an index fund, don’t think you know how to invest in your retirement plan.)


8.  You get a huge income tax refund each year. I know you feel like you’ve won the lottery when that check comes in, but it’s actually not the best idea. The dreadful IRS is keeping your money all year when it could be in your little hands every paycheck!


9.  You don’t have the insurance you need. Every single one of you needs health insurance. (Yes, that means you!) You also need either renters or homeowners insurance. If you have a car, you need auto insurance. It’s also a good idea to have disability insurance (or at least know what it is, for a start). And there are a few other types of insurance that you may need, depending on your individual situation.


10.  You don’t have a clue about where your money goes each month (but it sure goes somewhere). Now, this is a situation I am intimately familiar with. My clothes used to be held hostage at the dry cleaner’s for months because I’d never have the cash to get them (and naturally, that meant I’d have to buy a new dress on my credit card). I simply could not understand where my cash went. Sound familiar?


 


Maybe you’ve read finance books before and they were just too dense. Maybe they seemed totally disconnected from your life. Maybe you just couldn’t realistically follow their advice. Well, that’s where this book is different. It’s written for you—a smart, chic girl—in a way you can relate to. I’m in my twenties, and used to have the same financial problems you’re dealing with now—that pesky credit card jumping out of my wallet a little too often (I call it the Plastic Plague), the but-I-can’t-afford-to-contribute-to-my-401(k) mentality, the nagging I-hope-nothing-goes-wrong-because-I-certainly-don’t-have-any-savings voice. But I changed my entire financial situation. I’ll be set to retire, quite well, I might add, at the age of sixty-five. If I get fired, I can live comfortably for months with no job because of my savings. I have numerous (smart) investments. I don’t have credit card debt. And here’s the kicker: I don’t make a lot of money and I don’t have a sugar daddy (though if you know of any . . .), yet I can still say this. I took control of my finances on my own. And with this book, you can do the same, by following simple, doable steps that make sense in your real life (and that won’t put you to sleep).


Look, girls, I know you’re probably thinking that of course you’d like to save more money, get out of debt, buy a home, and eventually start saving for retirement, but financial planning never seems to stick when you try it. When you’ve attempted to be more financially disciplined, it went the way of your brush with Atkins—great for a week and then down the tubes. Believe me, I understand. I used to think that on my paltry salary there was no way I could ever save any money or pay more than the minimum on my credit card. I kept putting off saving for retirement by telling myself that I’d start doing it once I made more money. When I actually had money in my bank account, it never lasted. I’d blow it on a treat for myself (so, yes, my hair looked fabulous, but my bank account did not). But, ladies, I turned it all around. Sure, it took some discipline. And yes, I had to stop buying every single piece of clothing (and a few other things) I wanted. But now I’m no longer in credit card debt, I’m saving for retirement, and I have an emergency cash fund . . . and so can you.


Perhaps you’re concerned that you don’t know a thing about finance (except how to argue with your credit card company), or you’re panicked because math was lost on you by the time you reached high school. Ladies, I get it. When I first started my job at Forbes, I would leave a meeting and have to race to my computer to look up the meanings of the financial terms people were casually throwing around. But you don’t need to be able to solve the subprime mortgage crisis or the current banking fiasco in order to understand the financial concepts presented in this book. All the terms you’ll come across are carefully and simply defined. You’ll be surprised at how uncomplicated money management can be (and also realize how pretentious your banker date was when he tried to make it sound oh-so-complex).


So the point of all this: If I can do it, so can you. And here’s why you need to. . . .


THE IMPORTANCE OF DEALING WITH YOUR FINANCES, LIKE, NOW


You may be sitting there thinking that Prince Charming will rescue you from your financial woes, that you’ll deal with your debt when you make more money, or that you’ll contribute more to your retirement fund, investments, and savings later in life. Every girl I know has told herself at least one of these lies. But let me tell you, it most likely isn’t going to work.


First of all, Prince Charming? If the number of bad dates you’ve been on in your life hasn’t rid you of that notion, I don’t know what will. There are simply not enough rich, amazing guys to go around. And even if there were, can they really rescue you from your financial woes? You may be one of the lucky ones, but do you want to bet on it? Maybe it’s just me, but betting on a man seems to lead to a sink full of dishes, a filthy house, and an extra ten pounds. (And, well, divorce rates continue to hover at about 50 percent.) And don’t think Social Security is going to swoop in and help you out here. Have you watched the news lately . . . ?


Second, as for your misbegotten notion that you’ll deal with your debt later, need I remind you that as you procrastinate, the interest on your credit card (and all those other loans) is compounding? Compounding interest on your debt is not good. It’s kind of like what happens to your bum when you inhale Chips Ahoy a few times too many—it expands, rapidly, and then it takes a lot of work to fix it. Let’s take a look at just how much interest payments can cost you.


Why You Hate Compounding Interest (or, How Your $1,000 TV Ends Up Costing You More Than $2,000)


Let’s say you buy a $1,000 television set on your credit card, and never buy another thing with this card. Your card has an 18 percent interest rate and your monthly minimum payment is 2.5 percent of your balance (so your first month’s payment is $25) or $10, whichever is greater. This interest rate and minimum payment are pretty standard for credit cards. You pay the minimum—no more, no less—each month. How much will this TV cost you? Drumroll, please . . . a whopping $2,115.41—more than double the TV sticker price. You’ll have paid more in interest than the actual cost of the television! And it will take you more than twelve years to pay it off (and by that time, I’m sure you will have gotten a new one!).


Why You Love Compounding Interest (or, How Investing Only $144,000 Can Make You a Millionaire)


Then there’s your retirement, savings, and investments. This is where compounding actually works in your favor. It’s quite simple: The earlier you start, the longer your money will have to grow. (Translation: Start now and get rich with a lot less effort!) Being old and broke isn’t a pretty sight. How on earth are you going to afford that much-needed Botox if you’re scrimping by in your old age? And no, Prince Charming is not getting you out of this one, as we’ve already discussed. Who do you think you are, Melania Trump?


The table below illustrates the magic of starting to save early in life. Let’s say you get an 8 percent return on investment (this is pretty standard for retirement fund returns over the long term). If you put $300 per month into your retirement account starting at age twenty-five, you’ll be a millionaire at the age of sixty-five. If you wait until you’re thirty-five to start contributing this $300 per month, you’ll have only $440,445 upon retirement—less than half the money you’d have had if you had started ten years earlier!







	
Age That You
Began Contributing
to Your Retirement Fund




	
Total Contributions
($300 Per
Month)




	
Amount of Money
in the Retirement
Fund at Age 65




	
Compounded
Interest









	
25




	
$144,000




	
$1,007,212—you’re
a millionaire!




	
$863,212









	
35




	
$108,000




	
$440,445




	
$332,445









	
45




	
$72,000




	
$177,923




	
$105,923












The lesson—it doesn’t take that much to become a millionaire, if you start saving early in life.
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TIP: Compounding works against you (big time!) when you are paying off your debts, and for you (big time!) when you are building up savings.


[image: Image]





So you need to get your finances together, like, now! And I’m going to show you how to do it. I’ve done all the homework for you—all the harassing of financial advisors, all the I-learned-it-the-hard-way life lessons, all the knowledge gleaned from years of working at leading financial and news organizations, including Forbes and the New York Daily News—to make sure I was giving you the best advice possible. It’s all done, it’s all in this book, and miraculously, it all boils down to three simple steps:


 


1.  Identify and alter your spending style.


2.  Put yourself on the Debt Diet.


3.  Build up your financial fitness.


 


They’re easy to remember: style, diet, fitness—probably already some of your life’s priorities.














CHAPTER 2
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Dress for (Financial) Success
How to Get What You Want out of Life . . . at
Least Financially


This chapter is the financial version of the LBD (little black dress). You know how your LBD is the one thing in your closet that always prepares you for a date? No, it won’t make the date go well, but it does lay the groundwork for it to be a much less traumatic experience (I mean, looking hot never hurts your chances with the man or woman of the minute). That’s what this chapter does for your finances—it lays the groundwork for you getting your financial life together. By the time you finish this chapter, you’ll be on your way to getting what you want out of your life, in the financial sense at least.


Before I jump right in and make you a millionaire (no exaggeration, girls, even with this crappy economy, you can get there!), you’ve got to do the LBD recon on your financial situation. Here’s how it works. First, you need to understand what I call your financial now—basically just a snapshot of your current financial situation. Then, you’ve got to outline your financial future—all the goals you want to achieve that relate to your finances.


YOUR FINANCIAL NOW


To understand your financial now, you are going to create a financial snapshot—a picture of everything you own and owe at this moment. And, ladies, this is not a glamour shot; rather, it may be pretty scary, on par with a no-makeup-at-8-a.m.-and-hungover close-up.


Getting this snapshot requires two simple steps:


1.  Gather your financial statements and organize them.


2.  Find out FICO score.


 


I know this sounds intimidating. I mean, “gathering all your financial statements”? You can barely remember where you put your keys ten minutes ago. And acronyms, well they usually mean something far more complicated than you want to deal with. But this is really pretty easy, I promise.


Step 1: Gather Your Financial Statements and Organize Them


Now this might be a little frightening (kind of like opening your boyfriend’s closet and getting assaulted with the sight of a gigantic pile of clothes and a very peculiar stench), but it’s necessary. You have to know what you’re dealing with. Do you know where all your assets are, or even what an asset is? What about how much they’re worth? Do you know how much you owe in terms of loans, mortgages, and taxes? Even if you do or think you might, gather your financial statements and create folders for each category listed below. For example, in the Automobiles folder, you will have statements for your auto loans, purchase agreements, titles, warranties, repair receipts, and insurance.


 


[image: Image]  Automobiles


[image: Image]  Auto loans


[image: Image]  Purchase agreements, titles, warranties, maintenance and repair receipts


[image: Image]  Insurance


[image: Image]  Bank statements (checking and savings)


[image: Image]  Investment accounts (excluding retirement)


[image: Image]  Statements from mutual funds, stocks, bonds, CDs, money market accounts, etc.


[image: Image]  Credit card statements


[image: Image]  Mortgage


[image: Image]  Closing statement and other purchase documents


[image: Image]  Mortgage statements


[image: Image]  Insurance (private mortgage insurance, homeowners insurance, etc.)


[image: Image]  Insurance


[image: Image]  Rental, life, health, disability, etc.


[image: Image]  Retirement


[image: Image]  All retirement account statements


[image: Image]  Salary/income


[image: Image]  Pay stubs, checks, and other payroll items


[image: Image]  Other sources of income


[image: Image]  Student loans


[image: Image]  Original loan agreement


[image: Image]  Monthly statements


[image: Image]  Tax returns


[image: Image]  W-2s, 1099s, tax-related forms, etc.


[image: Image]  If you plan to itemize deductions (see Chapter 14), put relevant statements and receipts in your files


[image: Image]  Other loans/debts


[image: Image]  Include other kinds of loans, statements of money owed, etc.


 


Yes, I realize that you might not have these statements anymore—it’s hard enough finding room for your shoes, let alone space for those ugly bills that fill your mailbox—but start saving them when they come in. For statements you cannot find, try calling the company. The lender or other creditor will usually be able to furnish copies of bills so that you can figure out what you owe them.


I know some of you probably receive electronic instead of paper statements (good for you, eco-conscious chicks!), but for this exercise, please print those statements and file them. It will make it easier for you to fill in the chart below.


Take a deep breath. You have officially just filed something that wasn’t your perfect nails! And now, I want you to use the items you have on file to fill out the chart on pages 11–12, which will give you a financial snapshot of this moment in your life. It’s not a perfect picture, but it’s good enough for now. It’s better to underestimate than overestimate, but try to be as precise as possible where you can.


Financial Snapshot
Date: __________







	
Assets
If you can personally get cash for it, it’s an asset.
Sample assets below.









	
CATEGORY




	
CURRENT VALUE
(If multiple items in a
category, list separately)









	
Cash




	
$









	
Checking account balance




	
$









	
Savings account balance




	
$









	
Investments
(CDs, stocks, bonds, money market accounts, mutual funds, other investments excluding retirement accounts)




	
$









	
Retirement accounts
(IRAs, Roth IRAs, 401(k)s, 403(b)s, Keogh, SEP-IRAs, other retirement accounts)




	
$









	
Market value of your home(s)
(This is not what you paid for the home; it’s what it could be sold for if you put it on the market today.)




	
$









	
Cash value of life insurance




	
$









	
Market value of other real estate/property
(This is not what you paid for the item, it’s what it could be sold for if you put it on the market today.)




	
$









	
Automobiles
(Kelly Blue Book value; see kbb.com)




	
$









	
Money owed you
(utility deposits, rental income, etc.)




	
$









	
Jewelry and collectibles




	
$









	
Value of the business you own




	
$









	
Miscellaneous (If you can sell it for a decent amount of money—be honest with yourself—you can put it in this column. Think about things like electronic equipment and furniture.)




	
$









	
TOTAL




	
$

















	
Liabilities (aka Debts)


A debt/liability is money you owe. Include only debts that you can’t cancel, such as credit card bills and auto loans 
(so don’t include your home phone and gas bill because you can call and cancel these services). Insert the amount of 
money you still owe on these liabilities. Sample liabilities below.









	
CATEGORY




	
AMOUNT STILL OWED









	
Mortgages




	
$









	
Student loans




	
$









	
Credit card balances




	
$









	
Auto loans




	
$









	
Home equity loans




	
$









	
Other loans (i.e. 401(k) loans)




	
$









	
Taxes owed




	
$









	
Miscellaneous




	
$









	
TOTAL




	
$

















	
Monthly Income
Calculate your take-home pay each month from all your sources of income. Let’s say you receive $1,200 once a
 year after taxes are taken out. In this chart, you’d write $100 in the Monthly after-tax salary box. (This $100 was
 calculated by dividing $1,200 by twelve to determine your monthly income.) If you had other sources of
 income, you would add those to the $100.









	
CATEGORY




	
AMOUNT









	
Monthly after-tax salary




	
$









	
Interest earned




	
$









	
Dividends




	
$









	
Other
(alimony, child support, rental income)




	
$









	
TOTAL




	
$












Ladies, I don’t want you to panic over this chart yet. For now, we’re just using it to help you get organized. So if you see a lot of debts in your chart, don’t hyperventilate. Millions of girls like you have tons of debt; what with student loans, mortgages, auto loans, it’s hard not to. And debt isn’t necessarily a bad thing—buying a home is a great thing, if you can afford it. Student loans are often completely necessary. And the really good news is: You’re young enough that you can improve your financial situation. Just knowing exactly where you stand in the financial world is the first step to getting where you want to be, but it’s hard to plan when you don’t know where your money is.



Step 2: Find Out Your FICO Score


Yes, it’s an icky acronym, and a four-letter one at that, but the FICO score is one of the most important items to understand (and change) on your path to a secure financial future. Here are the key things you need to know about your FICO score.


 


What is a FICO score and why should I care?


Your FICO (FICO stands for Fair Isaac Corporation) score is basically your financial life story—whether you paid bills on time, how much debt you have, and more—all in a three-digit number. (Yes, someone has been documenting your whole life—you knew it was worth a story, didn’t you? Too bad it’s your financial life.) It tells anyone who would lend you money, such as a credit card company or a mortgage broker, or anyone who needs you to pay your bill on time, such as your landlord or the car dealership, how likely it is that you’ll pay them back on time and in full. Ladies, if you want a credit card, cell phone, car, house, whatever, that lender is most likely going to want to know your FICO score. He doesn’t want to get burned like your last boyfriend whom you conveniently “forgot” to repay after you found him cheating.


If your FICO score is high, you’ll get a better interest rate on your credit cards and loans, saving you thousands of dollars in interest. (Ask yourself: Would you rather buy that adorable clapboard house you’ve fallen in love with, or throw those thousands of dollars at the fat cats running your credit card company?) I realize that interest may not seem that important to you. I mean, what’s 11 percent or 18 percent, after all? That’s nothing, right? But ladies, it is expensive. See the box below to discover how much a “little” interest can cost you.




Interest: How your $5,000 credit card bill
ends up costing you more than $12,000


 


Let’s say you have $5,000 in credit card debt. Your interest rate is 18 percent. You pay the minimum payment on your card each month, which is 2.5 percent of the balance (so the first month, you’ll owe $125, which is 2.5 percent of $5000) or $10, whichever is greater. At this rate, it will take you twenty-six years to pay off the credit card, and it will cost you more than $7,000 in interest payments alone (a total bill of more than $12,000!).





 


Where did the credit bureaus get the information in my FICO score?


Your FICO score is based on your past financial behavior (or, as the case may be, misbehavior). Every credit card purchase, loan, bill payment, etc. is reported to a credit bureau. There are three credit bureaus—Equifax, Experian, and Transunion—and each of them has a record of your past financial transactions, which is used to compute your FICO score. You have three different FICO scores from each of the three different credit bureaus. The data is sometimes different from each one due to errors and/or differences in which companies report your financial behavior to which bureau. (Not all companies report your financial life to every bureau.)


 


How do I get copies of my credit reports and FICO scores?


To get a copy of your credit reports from Equifax, Experian, and Trans-union, go online to annualcreditreport.com and request copies of these reports. You should check all three to ensure everything on them is correct. You are entitled to one free report from each bureau each year.


Then check out your FICO score(s) at myFICO.com. Getting all your scores will cost you around $50. If you are totally broke at the moment, just retrieve one of your FICO scores. You’ll already have your credit reports, so you’ll have a good sense of what the other FICO scores will look like.


 


What factors affect my FICO score?


[image: Image]   35 percent: Whether you paid your bills on time. The more bills you pay on time, the higher your FICO score. (And no, they don’t care that you were in Mexico so you couldn’t pay the water bill, or that you had exams, which made you forget to deal with your cell phone bill.) It only matters that you paid the minimum balance on time and that the company received the payment on time.


[image: Image]  30 percent: Ratio of total debt to total credit limit. Total debt is the amount owed on credit cards and installment loans, which are loans in which you pay a fixed amount at regular intervals (you have all of this information in your Liabilities chart on page 12). So let’s say you have a $1,000 balance on one credit card and you owe $2,000 on another. Your total debt is $3,000. Your credit limit is the total amount of money all your credit card companies will let you spend. Let’s say you have a $4,000 limit on one credit card and a $2,500 on another. Your total credit limit is $6,500. You can find out your credit limits from your credit card statements or by calling the credit card company.


To get your ratio of total debt to total credit limit, divide the total debt by the total credit limit. In the above example, the debt-to-credit-limit ratio is 46 percent, which was calculated by dividing $3,000 by $6,500. The lower this percentage, the more it will improve your FICO score.


[image: Image]  15 percent: Length of credit history. This is how long you’ve had credit cards and loans. The longer you’ve had a credit history, the better your FICO score.


[image: Image]  10 percent: Recent applications for credit and opening new credit accounts. When you apply for a lot of credit cards or loans in a short amount of time, it lowers your FICO score.


[image: Image]  10 percent: The ratio of credit cards to loans. Lenders want to see a good mixture of credit cards and loans. This does not mean you should run out and get a loan! It’s only a small part of your score, and if you have credit card debt, you should be worrying about paying that off, on time, rather than getting yourself into more debt.


 


What is a good FICO score?


Scores range from 300 to 850. Scores of 300–500 are awful. (As in, girl, consider an extended trip to debt boot camp.) Scores of 760–850 are the best. (As in, maybe you should be writing your own finance book.)


 


5 steps for improving your FICO score


If your throat closed up when you saw your FICO score, don’t panic. Here are five steps you can (and should) take to improve your FICO score.


1.  Check to make sure there are no inaccuracies on your credit reports that could be lowering your score. To do this, you first need to get all three of your credit reports. Visit annualcreditreport.com to do this. If anything shows up that’s inaccurate—for example, a late payment that you weren’t aware of, a loan you didn’t take out, whatever—go back onto the credit bureau’s Web site (experian.com, equifax.com, or transunion.com) to learn how you can file a claim. The credit bureau has thirty days to respond to your claim. If they decide to keep the inaccurate claim on your report, you will have to deal with the business that made the claim directly. Just call their customer service department.


2.  Going forward, pay all your bills on time. Yes, I realize this is like asking you to make it into the office by 9 a.m. on the morning after your birthday, but I’m still going to ask it. Use online bill pay to schedule payments so you can’t pay them late. And remember, paying your credit card bill on time only means that you have to pay the minimum on time. Of course, you should be paying more (see Chapter 5).


3.  Increase your credit limit by calling your credit card companies and asking them to raise it. Since part of your score is your debt as compared to total credit limit, increasing your credit limit on one or all of your credit cards will improve your score. However, do not get a new credit card to do this! Just increase the limit on your current cards. And if you think increasing the limit will make you spend more, then don’t even think about it. This is a strategy, not free reign to spend more!


4.  Don’t cancel credit cards that you’ve had for a long time; just don’t use them.


5.  Don’t apply for a bunch of new credit cards in a short amount of time. So don’t get three new cards in a month. Why do you need them anyway? (Actually, don’t answer that. I realize that your definition of “need” may not be quite where it should yet.)


 


What if I don’t have a FICO score?


This means you have no credit history, and it’s actually not a good thing. If you have no history, lenders are far less likely to give you a loan or credit as they have no way of knowing how likely it is that you’ll pay them back. The solution to no credit history: Get a credit card and pay it off on time. Just go on cardweb.com, find a low-interest card, and call the company to sign up. If you can’t get a credit card, see Get a Secured Credit Card section in Chapter 5).


YOUR FINANCIAL FUTURE


Your financial future is made up of everything you want to achieve that requires money—buying a home, getting out of debt, saving for a vacay (Rio, anyone?), whatever you want out of life that isn’t free. To achieve the financial future you want, you will need a financial life plan, which is simply a set of specific financial goals and strategies for achieving them. Yes, I know that sounds scary—you can’t even stick with a guy or girl for more than a few months, and I’m asking you to create a financial life plan. But it’s not that hard. You’ve collected all your statements and created a financial snapshot of yourself. You know your FICO score and are working on improving it. So let’s look ahead. You’re still young and you can get what you want out of life, at least financially. You just need to know a) what it is that you want, b) when you want it, and c) how much it’ll cost you. Once you know that, each subsequent chapter of this book will show you how to get there. Plus, I’ve created simple charts on pages 20–23 to help you get started. Let’s quickly look at the steps you’ll need to take.



Step 1: Set Specific Financial Goals


These are any goals that will cost you money. Make each goal as specific as possible. Some examples include:


 


[image: Image]  Buy a home. Specifically, buy a two-bedroom apartment in X neighborhood in the next five years.


[image: Image]  Save for retirement. Specifically, retire at age sixty-five with enough income to have the same standard of living that I’m enjoying now.


[image: Image]  Get out of credit card debt. Specifically, pay off all of my credit cards (list all credit cards and interest rates here) in the next two years.


[image: Image]  Pay off student loans. Specifically, pay off all my student loans (list all student loans and interest rates here) in the next ten years.


[image: Image]  Buy a car. Specifically, buy a used Honda, no more than two years old, within the next year.


[image: Image]  Quit my job for six months to write a book (my personal fave!).
Specifically, save up enough money so I can have the same standard of living for six months without the job that I have now.


[image: Image]  Take a vacation. Specifically, travel to Spain for a week next winter.


Step 2: List These Goals in Order of Importance to You


My only caveat is that if you are in credit card debt, or another high-interest debt, getting out of it needs to be at the top of your list. If your company offers a 401(k) that matches your contributions, you should put in money up to what they match as well as pay off your high-interest debt as quickly as possible. I will discuss this more in Chapter 9. Following the getting-out-of-debt goal should be the goals to build up an emergency savings fund, save for retirement, and buy a home. There is more on all of these goals in subsequent chapters, but for now just make sure they’re included in your chart.


Step 3: Determine the Total Cost of Each Goal


In conjunction with reading this book, Bankrate.com, ShooJimmyChoo.com, and Google are your BFFs in determining the total cost of your goals. Use Bankrate.com to determine the cost of paying off interest-bearing debts (debts that you pay interest on, such as loans and credit cards) and how much you’ll need to save for retirement. Google, along with this book, is good for other goals. Want to buy a home? Check out Chapter 13. Then Google home prices in your area and how much you will need for a down payment, closing costs, and other fees. That’s the amount you’ll need to save. Here are a few goal-specific costs to keep in mind.


 


Paying off interest-bearing debts (like loans and credit cards)


For goals like paying off loans and getting out of credit card debt, you’ve got to factor in interest payments as well as the original amount of the debt to figure out how much the goal will cost. When you are paying off debt, interest can add to the total cost of your goal big time. You may owe $5,000 on your credit card right this minute, but if you don’t pay it all off, you’ll owe that $5,000 plus all the interest you accrue. So the total cost of the goal will be significantly more than $5,000. Check out the Real Cost of Debt and related debt calculators on Bankrate.com or ShooJimmyChoo.com to help you figure out the total cost of your interest-bearing debts. You will enter the current amount of debt you have and the number of years over which you want to pay it off, and the calculator will tell you the total cost of your debt and how much you will need to spend in monthly payments to pay it off.


 


Retirement planning


Use the retirement calculator in the Money section of AARP.org to figure out how much you’ll need for a comfortable retirement. Estimate the information to the best of your ability, remembering that as a woman your life expectancy is about eighty years and your average yearly return on investments in the long-term will likely be about 8 percent.


Decide How Many Months It Will Take You to Achieve Each Goal


I know you already included a timetable in the goal itself, but it’s good to have it in a separate box as well, just to reiterate the point. (And no, retiring next year and jetting off to Aruba probably won’t happen—but maybe retiring at forty-five will.) You will revise these goals as you get further into the book, but for now, write them all down. The timing may have to be tweaked once you figure out the amount of money you can realistically put toward your goals each month. At the moment, choose what you think is a realistic timetable for each goal, which you can revise later.


Determine the Monthly Cost of Your Goals


Establish how much it will cost you each month to achieve each goal, as well as any strategies that will help you succeed. Once you know the total cost and the number of months in which you want to achieve a goal, you can determine the monthly amount you need to save to get there.


For getting-out-of-debt goals (goals that require you to pay off debt like loans and credit cards), you can do the math on your own. Let’s say you’ll need $2,400 total (that includes all the interest you’ll owe) to pay off your credit card within two years. So $2,400 ÷ 24 months = $100 per month. So you’d have to pay $100 per month to achieve the goal.


For savings goals (goals that require you to save money like retirement investing, placing a down payment on a home, or taking a vacation), use a savings calculator such as the one on Bankrate.com or ShooJimmyChoo.com to determine the amount you’ll need to put aside each month. You can’t calculate the monthly payments on these goals like you did with the getting-out-of-debt targets because of interest. Since your savings and investments are earning interest (and if they’re not, well, ladies, keep reading this book!), the monthly amount you actually need to save might be less than you think. For example, if twenty-five-year-old Jane wants to have $1 million upon her retirement at age sixty-five, she won’t have to literally put $1 million in the bank. In fact, if she puts $300 per month into her retirement account until she retires (assuming an 8 percent interest rate, which is pretty standard on long-term retirement accounts), she’ll be a millionaire at age sixty-five even though she’s contributed only $144,000!




[image: Image]


TIP: Remember that your strategies for accomplishing your goals need to be as specific as possible. As in, “I will have $100 automatically deducted from my checking account each month and sent directly to my Roth IRA at Charles Schwab.” If you don’t outline both the amount of money you need and your strategies for accumulating it very specifically, you know you’ll let something slip. (Yes, ladies, you will let your savings slip, the same way you justify “just a few Oreos” when you’re on a diet—by telling yourself that it won’t hurt “just this one time.” But when is it ever “just this one time?”)


[image: Image]





You will need to update your strategies each year or whenever you have a life event that affects your finances. For example, you now may be focused on paying off your credit card debt. But once you do pay it off, you’ll have more money to start working on other goals. This will mean that you’ll need to update your strategies to reflect this new financial situation.


Now look at the Sample Financial Goals Chart on pages 20–21, and then create your own chart using the worksheet on pages 22–23.


Sample Financial Goals Chart January 1, 2010


[image: image]


[image: image]


Total Needed Each Month to Achieve Goals (Year 1): $340 per month


You can find financial calculators on ShooJimmyChoo.com.


Financial Goals Chart Date: _____________


[image: image]


[image: image]


Total Dollar Amount Needed Each Month to Achieve Goals: ___________


 


As you read through this book and learn more about your financial goals and strategies for achieving them, you will revise the Financial Goals Chart, so complete it in pencil. But don’t skip this step just because you’ll make revisions later. It’s still important to start with some goals now. Setting goals keeps you motivated and focused. And, ladies, you know you’re going to need that focus and motivation. You need something to distract you when you pass that adorable little shift dress in the window at H&M. You need to be able to ask yourself “House or dress?” and then answer “House!” and keep on walking. Set these goals, and keep them in mind as you follow the advice in this book.




Workin’ the Web


Want to learn more about managing your money? Check out these Web sites for help with everything from debt management to retirement to your career.


 


1.  CateyHill.com


My personal Web site, featuring links to cool features and articles (and the occasional sample sale tip for those of you who have been saving!), my blog, and more. If you’d like to ask me a question or send me a comment, click on the “Contact” link on CateyHill.com.


 


2.  ShooJimmyChoo.com


The official site of Shoo, Jimmy Choo!, complete with financial calculators, money management tips, and more to help you spend less and save more.


 


3.  Bankrate.com


This comprehensive personal finance site includes news, advice, and financial calculators related to home equity, investing, autos, debt management, insurance, and more.


 


4.  FiLife.com


FiLife.com is devoted to improving your entire family’s financial situation. This site includes information and advice about budgeting, banking, insurance, debt, and more.


 


5.  Mint.com


A free online budgeting and money management site that will help you get your budget in shape in no time at all.


 


Other sites that are worth checking out: CNNMoney.com for the latest money news and personal finance guides; Kiplinger.com, SmartMoney.com, and Fool.com for solid personal finance advice; MsMoney.com, LearnVest.com, and GoGirlFinance.com for women-centric money and career advice. Also, check out WiseBread.com for a list of the top personal finance blogs.
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In this book: See Chapter 13





