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To our Family and Posterity:

May the principles and insights

Contained in this book

Bring you

Clarity, Balance, Focus, and Confidence

To help you accomplish

Your Greatest Dreams

And create a 

Meaningful Transformation

In your lives




Authors’ Note

Are you ready for something different? Are you tired of reading the same-old, same-old financial advice? Are you hungry for newer, proven strategies that can propel you far ahead, giving you the opportunity to achieve an abundant life while you’re still young?

This book is not like other personal finance books out there:

•   It does not instruct you to cut up your credit cards in a race to be debt-free. Why? Because being totally debt-free can actually cost you money.

•   It does not encourage you to send in extra principal payments against your mortgage. Why? Because your mortgage can be one of your biggest friends in achieving wealth. 

•   It does not discourage you by suggesting ideas like socking away the cost of a latte a day for forty years to become a millionaire. Why? Because there are much better ways to speed along the path to financial freedom.

Rather, this book can help you know how to generate wealth quickly and safely by using proven strategies: 

•   This book will teach you how to become your own banker and amass a tremendous fortune by using preferred debt to conserve and safely build your net worth to more than $1 million. 

•   This book will show you how to become a “Thriver”—having your money generating more than you do by working at your job—within ten years. 

•   It will take conflicting information you are bombarded with and filter it so you can separate myth from reality. 

•   It contains fresh, new, and different approaches to managing debt and using safe, positive leverage to attain a million-dollar net worth within ten years. 

Millionaire by Thirty is NOT the older generation’s book of how to become wealthy. Chances are, your parents don’t even know about these strategies; but if they had known, they would be far better off today. 

Welcome to the exciting, best way to financial independence.


—Doug, Emron, and Aaron Andrew




Preface

You are about to embark on a wonderful journey that leads to financial freedom. It is an exciting trip—and the best part is that you do not have to wait until you are in your forties, fifties, or older. You can take the first strides now, in your teens or early twenties, and be well on the way toward millionaire status by the time you reach your early thirties.

You’ll note that there are three authors involved. For more than thirty years as a financial strategist, I, Douglas R. Andrew, have helped many clients of all ages become wealthy by using proven strategies that I have developed. Two of my finest students have been my sons, Emron and Aaron, who are both now in their twenties. They have learned and applied the concepts I have outlined in my earlier books, Missed Fortune, Missed Fortune 101, and The Last Chance Millionaire, and the result is that they are far ahead of most of their peers in understanding the keys to financial success. 

In recent years, Emron and Aaron have joined my firm, and they now have clients nationwide whom they advise for asset optimization, equity management, and wealth empowerment. They are part of my instructional staff, which teaches advanced curriculum monthly at the Missed Fortune University™. They have written and designed sophisticated asset optimization software used by hundreds of financial advisors nationwide. 

Emron and Aaron have absorbed life lessons, principles of ethical behavior, and the concept of Quadrant Living, which we will soon explain, from my wife, Sharee, and I. (I have been lucky enough to be married to Sharee for thirty-four years, and I give her so much credit for the love and happiness we all share in the family.) What I am most proud of is that our sons are living, personal examples of the Missed Fortune™ concepts. Starting out in life, they were not given anything except a proper education. Beginning from scratch with relatively no financial assets and initial incomes of $30,000 a year at the age of twenty-two, they have used the ideas in this book to each accumulate a net worth that now exceeds $1 million.

Does that sound like an unattainable goal to you? Emron, Aaron, and I have recognized that most young adults do not grow up in families that discuss financial independence at the dinner table. Many of you are bright and eager to learn—yet you don’t know where the starting line toward fiscal responsibility and wealth is, much less how long or difficult the path may be. 

We know that as you begin your earning years, particularly after college, you often have high hopes. But you may have become distracted by your social life, your career, or your friends. You may wish for financial security but don’t possess the basic knowledge of budgets, savings, or credit to lead you there. You may grow disenchanted as you try to hit the curveballs life may throw at you.

Some of you may feel lost because your parents have always had to struggle to make ends meet. Some of you may have parents who want to give you money rather than teach you how to conserve and maximize it. And still others of you may have grown up surrounded by examples of how wealth is used to buy material goods, while spiritual and civic assets are left by the wayside.

That is why we begin by assuming that your vision of the future may be a little blurry. You may feel anxious and confused about such issues as student loans and credit cards. You may not be able to think beyond your next paycheck because you must meet payments for an apartment and a car. 

This book is intended to show you how our ideas can bring your financial picture into clear focus. In the forthcoming chapters, we show you how to:

•   Manage finances

•   Build good credit

•   Buy your first house

•   Save and invest safely

•   Understand and avoid unnecessary taxes

•   Identify which employer-offered savings plans are best to participate in 

We intend to give you a fresh, contrarian approach to managing debt and to using safe, positive leverage to attain a million-dollar net worth within ten years. The interest earnings on your nest egg will be sufficient enough by age thirty to meet your basic living expenses, and by your mid-thirties your investments can be generating more income than you do by working. 

This book will take conflicting information you are bombarded with and filter it so you can separate myth from reality. We have tried not to overwhelm you with too many charts, tables, or calculations. For those who wish to dig more deeply into this mine of information, or see the mathematical proof of the conclusions that we draw, we have provided a Web portal where you can find more details on some of the more complex issues in each chapter.

The Missed Fortune™ concepts have made Emron’s and Aaron’s lives abundant, not just in dollars, but also in discipline, in love, and in charity. They are responsible, accountable young men who have much to offer their own families and their community in future years. If you are looking for ideas, believe us, you will find them here. If you are merely looking for schemes or scams, please go elsewhere. Above all, we are believers in balance, not only checkbook balance, but a balance of life and work.

Step by step, we are going to show you that you can grow your wealth and become confident in your ability to provide for yourself and your loved ones. Perhaps most important—certainly more important than fiscal wealth—is the sense of self-worth you will feel when you discover that it is possible to “touch all the bases,” to manage your core assets, your experience, your contributions, and your finances, and to create harmony in your life each and every day. We invite you to join us in this great voyage. It begins right now, so turn the page and let’s get under way.




CHAPTER 1

Wake Up and Step Out of the Financial Darkness

Stop Feeling Confused, Isolated, and Powerless About Your Finances

DO YOU FEEL LIKE YOU’RE IN A fog when it comes to your finances?

Awhile back when we were visiting San Francisco, we woke up to one of the murkiest fogs we had ever seen. We had been hoping to enjoy the view of the bay from our downtown hotel, but the mists were so thick, we were lucky to see down the street. By afternoon, however, something wonderful happened. The fog had lifted, and we could see the deep blue bay shining in the sunlight. 

In the same way, many young men and women in their early twenties who are smart, capable, and well-educated may not have clarity about their financial vision until they reach their thirties or forties. 

This book is designed to help lift that fog right now so you can see your way clearly—so you can buy your first house, start accumulating assets, and get past the mist that clouds your financial future. You don’t have to wait thirty years—with the principles this book teaches, you can be on your way toward a net worth of $1 million by the time you are in your thirties.

My sons, Emron and Aaron, have applied these principles in their twenties and are already seeing success. As explained in the preface, they have learned these powerful strategies from myself and my wonderful wife of thirty-four years, Sharee. They now have clients nationwide whom they advise for asset optimization, equity management, and wealth empowerment. They are part of my instructional staff, which teaches advanced curriculum monthly at the Missed Fortune University™. They have written and designed sophisticated asset optimization software used by hundreds of financial advisors nationwide. 

My sons are living, personal examples of the Missed Fortune™ concepts. They have not been given anything except the proper education. Starting from scratch with relatively no financial assets and beginning incomes of $30,000 a year at the age of twenty-two, they have used the strategies that will be disclosed in this book to each accumulate assets totaling more than $1.5 million by the ages of twenty-six (Aaron) and twenty-eight (Emron). And their individual financial net worth (the worth of everything they own minus what they owe) just surpassed the $1 million mark. 

In addition to their active income from monthly earnings, they each enjoy passive income in excess of $3,500 a month and portfolio income in excess of $1,000 per month from their personal investments. Their assets are increasing in value about $70,000 per year. By age thirty, their money at work should be earning more than they do at work.

As you are about to see, throughout this book I offer my “fatherly advice” to readers, just as I did to my sons. In addition Emron and Aaron will speak directly to you, often using insights from their own experiences to demonstrate how you can accomplish similar dynamic results with your own money. Together we’ll take real-world examples drawn from Emron, Aaron, and their friends* to illustrate how you, too, can stop feeling confused, isolated, or powerless about wealth.

What Obstacles Are Facing You as You Start Out?

One time Emron was talking to his friend Michael about money. He could tell Michael wasn’t quite following along, even though they weren’t discussing anything too deep—just the basics of personal finance like budgeting, savings, credit cards, debt, and home buying. But then Emron realized it wasn’t entirely Michael’s fault. 

There was a good reason why Michael didn’t have a grasp of the fundamentals. While many American high schools offer advanced calculus and honors classes in various subjects, very few give students a chance to learn simple financial literacy. In fact, only fourteen states require schools to offer a consumer education program that includes personal finance. Not surprisingly, the result is that, according to one report, “high school seniors’ basic financial literacy is declining.”†

Meanwhile, young people don’t get enough practical training at home—the same report says 30 percent “rarely or never discuss saving and investing” with their parents. Even those who do may think that their parents, the Baby Boomers, are out of step with the financial realities of today compared with their own early adulthood. And as I wrote in my book The Last Chance Millionaire, Boomers themselves have made numerous blunders in managing their money. Is it any wonder that you lack self-confidence in dealing with money, or feel financially illiterate, despite your education? 

We’re not talking about a small group. There are approximately 100 million Americans between the ages of sixteen and thirty-five. You are entering or have just recently entered the workforce. You are learning how to earn an income, yet you may be among the many who do not know how to save or accumulate wealth. You lack both knowledge and confidence to move ahead. The average net worth of an individual under age thirty-five is approximately $15,000. If home equity is excluded from that, the average is less than $5,000.

Is it any wonder that seven out of ten young adults polled recently said they don’t earn enough to lead the kind of life they want to lead? Or that almost seven in ten say that growing rich is their most important goal in life?*

The world you’re maturing in can be a scary place. “Even before the events of 9/11, terrorism had already become a national phenomenon in the 90s with the Oklahoma City, World Trade Center, and Atlanta Summer Olympics bombings. School shootings in suburban and rural America exacerbated the fears,” summarizes one study of this group, which is often called “Generation Y” or “Generation Next.” “Designer drugs, violence-packed video games, sexually charged advertising, TV, music, and movies bombarded their everyday lives and still do.”†

Nevertheless, young adults today have enough of their own special skills to make Boomers envious. They are more mobile than most of their parents were, more willing to take risks, more interested in global social issues, and more comfortable with technology—as any parents whose children have fixed their computers and set up their entertainment centers can tell you. 

Whether you are either deeply worried or not worried enough about your financial situation, you are likely aware there are plenty of tools available to deal with money; it’s a question of choosing the best ones and learning how to use them.

Can You Identify with These Feelings? 

Are you confused because, despite a college education, you believe you are financially illiterate?

Do you feel trapped because of the way your parents brought you up to think about money? 

Are you hesitant to make long-term decisions about money or employers? 

Are you fearful that there will always be too much month left at the end of your money?

That’s why we’ve written this book. We want you to consider it as the starter’s guide to understanding basic concepts and strategies in order to attain financial security early in life. 

Are You Feeling Confused about Your Finances?

Even if you have had a good high school and/or college education, you may be confused when faced with everyday money matters. Many young people feel they are trapped in circumstances caused by their family, upbringing, or environment.

Emron’s friend Adam felt he would always be held down by his family’s blue-collar mentality. He graduated from college and got a job teaching English at a high school in Denver, but he believed he would never be able to climb the salary ladder or reach a better standard of living than his parents. After Adam got married and his wife was expecting a baby, he was still afraid to listen to Emron’s advice. “We need more money to do what you’re telling us to do,” said Adam.

Another friend, Joshua, was also confused about finances, even though his background was the opposite of Adam’s. Joshua came from a wealthy family and was studying to be a lawyer, like his father. But he had no sense of how to establish his own credit or how to live within his means. While he was attending law school, Josh’s parents paid the rent on a small apartment and handed Josh a handsome monthly allowance. “It’s just until I get a job and start earning big bucks,” he said. Joshua would use money from his allowance to pay credit card debt on his latest toys, such as a giant plasma-screen TV. 

Often parents are understandably so eager to help their children that they may inadvertently hurt them. While parents’ generosity is well-intentioned, it’s what I call “giving your kids a fish instead of teaching them how to fish.” College is an ideal time to begin learning how to earn and put money to work, rather than just studying and playing.

Do You Feel Powerless about Your Finances?

We know that debt hangs over the heads of many young adults just like that San Francisco fog. Studies indicate that nearly two-thirds graduate from college with thousands of dollars owed in student loans. One of our key convictions is that debt is not always bad—in fact, certain kinds of debt can be your friend, not your foe. It’s what kind of debt you have, and how you handle it.

As they start their working lives, too many young adults think they must pay off their student loans before they do anything else. Some are so concerned about those loans that they make the wrong choices. In a recent USA Today survey, 22 percent said they accepted a “job they otherwise wouldn’t have because they needed more money to pay off student-loan debt”; 29 percent put off or chose “not to pursue more education”; 26 percent have put off buying a home. And a smaller percentage even postponed marriage and having kids.*

That’s like driving a car with the parking brake on. With a “pay off every loan as fast as you can” mentality, you wind up struggling to make ends meet—unless someone teaches you the secrets of debt management. 

We are about to show you:

•   How to create true net worth, using assets as well as liabilities

•   How to look at debt in a new, enlightened way

•   What kind of debt costs you dearly, versus debt that actually helps your money grow 

•   How you can get ahead, regardless of your loans

Perhaps like many young adults, the threat of being in debt hangs over your head like a sword. You may feel powerless to do anything about where you dwell besides rent, because you don’t know how to buy a house. Maybe you wonder how you will ever save enough for a down payment. It’s possible the idea of a mortgage seems more than you can handle. A big part of our task in this book is to clear up this haze of myths and misconceptions so you can see how sunny this early part of your adult life can be.

Do You Feel Isolated? 

The transition from the “learning years” to the “earning years” may not always be easy. Once young adults enter the workforce, they may still feel broke all the time. They have many doubts about how to manage a paycheck. Perhaps you feel that your first job, which only pays you $30,000 to $40,000 a year, is too meager to let you accumulate much. (The median income for families headed by people aged twenty to twenty-nine was just under $28,000 in 2004, according to Federal Reserve statistics.) 

Then you feel futile as you watch a big chunk of your paycheck going to pay rent on your first apartment. I’m sure you know peers who have become members of the “boomerang” generation by moving back home with their Baby Boomer parents. 

Ryan, a friend of Aaron’s, lived with his parents in Irvine, California, while he was getting his MBA in finance. Then he got married, and he and his bride moved into a small student housing apartment near campus. Once he had his advanced degree, he got a good entry-level job with a firm in Irvine. The young couple finally rented their own place, but it wasn’t cheap. They paid $1,200 a month in rent. Dad was always accommodating—he gave Ryan a check every month to cover part of the rent.

Aaron wished his friends could feel more independent and “in motion” about their finances. So he explained that Ryan could just as easily find a house in a less expensive but nice area, and that he could put that same $1,200 into house payments—a move that would help his current financial picture and perhaps brighten the future, since just a small increase in home prices would boost his equity. Aaron pointed out that it really was possible, since he had already bought his own house and was even building a $250,000 cabin with Emron.

Ryan’s dad, who like most Boomers had only heard of conventional financial planning strategies, was skeptical. He warned Aaron that he would end up being up to his eyeballs in debt and cautioned him against being irresponsible. 

That was two years ago. Today, Ryan is still tossing his $1,200 down the “black hole” known as rent each month (which earns him nothing). He has bought a snazzy used Mustang for himself and is shelling out $300 a month on his car loan, which is not tax-deductible. 

Contrast that to Aaron, who followed unconventional but proven strategies. With a home and a cabin that have both gone up in value, he has been able to add $200,000 to his net worth, thanks to appreciation in the two properties. And he benefits from one of the best tax deductions this country has to offer: home mortgage interest.

Ryan’s dad is no longer worried about Aaron. In fact, he’s said he’s pretty amazed.

Are You Ready to Hear Some Powerful Advice?

In this book we will boil down complex financial issues by using a powerful method of teaching concepts grouped in threes. The lesson you can learn from Ryan’s story? That there are three kinds of people in the world: 

1) People who make things happen

2) People who watch things happen

3) People who wonder what happened

In this chapter, we have outlined why young people often feel:

1) Confused

2) Isolated

3) Powerless

At this point, you might ask yourself, “Am I too proud to ask for advice about money?” Or do you figure you’ll watch your friends—the blind leading the blind—and just “try to keep up with the Joneses”?

That’s like trying to drive with your car stuck in neutral. Your foot is on the gas, but you don’t seem to be going anywhere. This book will help you get moving:

•   We are about to teach you that even if you are just starting out in life, you can make your money earn as much as you do. 

•   We will guide you in managing your income, controlling your debts, and buying your first house. 

•   This book will teach you how to save and invest safely, without risking your own money, using what we call the three marvels of wealth accumulation. 

•   Once you understand these three concepts, you’ll be able to shift into a higher gear, put your paycheck to work for you instead of your landlord, and buy your first house . . . and then your second. 

•   We’ll also show you how to understand and avoid unnecessary taxes, and identify which employer-offered savings plans are best to participate in. 

•   We will show you how to put your finances on cruise control—how to find money and create more money by using the strategies explained in the Missed Fortune book series—so you don’t miss out on your fortune early in life.

Are You Willing to Learn a New Approach to Wealth?

With the help of this book, you can gain the crucial knowledge you need to manage your money, build good credit, and get a proper mortgage. We can teach you how to put money into safe investments, save money in a tax-favored environment, and create a retirement plan that makes you rich—not Uncle Sam. 

It will give a fresh, contrarian approach to managing debt and using safe, positive leverage to attain a million-dollar net worth within as short as ten years. If you start as early as age twenty-two, the interest earnings on your nest egg can be sufficient enough by age thirty to meet your basic living expenses, and by age thirty-two your investments can be generating more income than you do by working. This book will take conflicting information you are bombarded with and filter it so you can separate myth from reality. 

Are You Able to Take the Challenge?

Ours is not the same-old, same-old tired financial advice. We won’t discourage you by suggesting that you sock away five dollars a day for forty years. And we’re not going to bury you in charts and tables and worksheets. We will try to keep this simple so you can get a solid grip on the principles without losing them in a forest of calculations. Please realize, however, that this book is not for “idiots,” nor do we consider you “dummies.” We recognize that you are adults and can jot down numbers when necessary.

We do ask that, for now, you accept our ground rules:

1) Keep an open mind about our strategies, even if some sound very different from the ones your parents or others have followed. 

2) Listen to our arguments all the way through because they may come as a huge change from the often-repeated clichés financial advisors talk about on radio and TV. 

3) Have faith that by the time you come to the last chapter, you will understand how you can look forward to a future of wealth. 

In return, we promise to honor you and your peers as smart, vibrant, entrepreneurial young people who have three hundred horses under that hood and are on the brink of zooming down the highway of life. We don’t want you to miss the exit ramp that leads to lifelong wealth, even if you don’t have the job, home, or spouse of your dreams yet. This book will help you avoid continuing down the same old highway and direct you to the exit ramp that leads to lifelong wealth and financial independence. Even if you feel you’ve missed out or made mistakes, you can take the next exit, flip a U-turn, and go back to the junction where the highway leads to a thriving future of financial independence. 

No matter what you have done until now, you can find the ramp marked “Financial Independence.” It is great to be young and open to change. Now’s the perfect time to readjust your attitude, leave your worries about debt back in the parking lot, and commit to turning in the right direction. 

    [image: art]

Our advice will help you whether you are currently attending college, just graduating from college, are a newlywed, or are still single. In fact, this could also be a great handbook for parents who want to teach their children responsibility and accountability for the proper management of money and other resources.

Start your engines, and get ready to be empowered with the knowledge to become a millionaire by your thirties. 


REMEMBER THIS

•   Most people in their thirties only have a net worth of $15,000; but you can attain a net worth of $1 million in as little as ten years or less.

•   By your mid-thirties, you can have your money generating more income than you do by working.

•   Don’t let your lack of knowledge stand in the way of fresh financial advice—be open to new and contrarian ideas about money.

•   This book will take conflicting information you are bombarded with and filter it so you can separate myth from reality.

•   This book will give you new direction to clear up confusion about money. It will give you new hope and confidence so you will not feel isolated. And it will empower you with new capability so you will not feel powerless.

•   Understand that not all debt is bad—preferred debt can make you wealthy.

LEARNING LINKS

•   As a token of appreciation for investing in the purchase of this book, we invite you to listen to a special audio CD entitled Secrets of Wealthy People. Please go to www.MissedFortune.com/Millionaire-By-Thirty and click on the learning portal for chapter 1 to hear this enlightening information.





CHAPTER 2

Mapping Your Future 

Ten Years to Financial Independence by Avoiding the Top Ten Dangers

IN 1996, TWO STANFORD UNIVERSITY graduate students in their twenties, Larry Page and Sergei Brin, started working together on creating an Internet search engine that would be all-encompassing, fast, and accurate. Within ten years, the product they developed became the world’s leading Internet company, had thousands of employees, earned millions of dollars each month, and made both of them billionaires. It’s called Google.

Where would you like to be in ten years? Do you feel motivated to achieve great things in your career, your financial life, and your personal life? Have you developed a strategy to stay fit and healthy, to feel personally secure, and to become financially independent no matter what curveballs life, the economy, or the job market might throw you? 

Or are you just sitting back, content to be carried along by the tides of chance, hoping to get lucky?

We can’t give you step-by-step instructions for creating a great Internet search engine, but we can explain the steps you need to develop a personal financial engine that will help you save and accumulate wealth. One keyword we use in talking about a financially secure future is ownership. It’s important to commit yourself to a prudent course, take ownership of your money, and then stay on it. Other keywords? Search for ways to be accountable in your own life, and you’ll be able to design a profitable and stable financial plan that grows as you do. Search for strategies that allow you to optimize your earnings and plan for a retirement that is not dependent on your parents, your employer, or the government.

If you aspire to become wealthy, you need to begin living in the proactive zone of predictable results. You need to have a vision, to cultivate an attitude that guarantees you can accomplish it, and to bypass the dangers that can derail it. You need to accept responsibility for your own future. 

Your Keywords for the Next Decade

Jennifer: I’m ready to take ownership and be responsible, but how exactly do I develop a vision for my progress in the next decade? When you asked at our high school reunion what I think about my career and financial future, I didn’t know how to answer.

Aaron: It’s probably a good idea to just keep things simple. When I look ahead, I think about simplifying my vision and my goals, and I write them down. It’s also helps to keep a list of keywords to set goals you can reach. 

Like Aaron’s former classmate Jennifer, you might be asking at this point where you should start out. We like to group things in threes, because that lets us set concise priorities for what we want to achieve. Here are keywords that work for us:

    Money Keywords

•   A budget so I can live within my means and become financially savvy 

•   Multiple income streams 

•   Liquid savings (money I can access readily) of several thousand dollars

    Strategy Keywords

•   Understand which kind of debt works for me instead of against me

•   Own at least two or three real estate properties

•   Have a systematic roadmap to reach financial independence in my thirties

    Personal Keywords

•   Be in a happy relationship so I can start a family when I’m ready

•   Know what my unique, marketable abilities are

•   Develop a lifetime learning commitment (LLC) for ongoing education

    Social and Community Keywords

•   Have balance in my life and work

•   Belong to an organization or attend something of meaning

•   Contribute and give back to society

A Map for Navigating the World of Wealth

When you are driving in an unfamiliar area, you need a good map. In the same way, to navigate the territory of wealth through the next decade, you need a financial and personal map. One way to chart your own map is to discover the roadblocks you need to avoid, the risks you need to take, and the destinations you want to reach. 

A great coach named Dan Sullivan taught me to initiate talks with clients about the future by discussing their greatest dangers, opportunities, and strengths. We can use these same three elements to introduce you to the principles that can guide you—just as they do Emron and Aaron—in drawing up your map to financial independence. Do you identify with the following dangers? Can you grasp the opportunities ahead of you? Are you aware of these great strengths that you already possess?

What Are Some of the Dangers Twenty-Somethings Face?

Danger #1: Trying to Have Right Now What Took Your Parents Years to Acquire

When the Wall Street Journal asked a handful of young people about their most recent major purchases, a twenty-six-year-old, who sold advertising time for a TV network, said he had recently bought himself a giant plasma TV and two leather chairs for a total of $5,600.* They probably give him a lot of pleasure, but this fellow acknowledged that he had eight different credit cards. He admitted he opened some credit accounts for “dumb reasons,” such as getting a free key chain.

Aaron has friends who spend every dollar they make buying expensive toys like the latest cell phones, video consoles, or gaming systems. Emron has friends who rent rather than own their home, but then can’t wait to get the latest expensive furniture and a BMW to park in the garage. I’m sure you know peers who blow whole paychecks on a week’s trip to Las Vegas or on $400 tickets to the next big concert.

Many young people love high-end games, entertainment, travel, furniture, and cars—and their parents may spend the same way on these things. It’s one thing to be in a position to afford these, but another to go out on a limb that could break when you max out your credit cards.

Danger #2: Saving Only 1–3 Percent of Your Income, Rather Than 10–30 Percent

The problem with allowing your love of fine things to get out of hand is that you wind up spending money you don’t have yet. Then you get a credit card statement, and you can pay as much as 15 to 20 percent more on interest when you send in only the minimum amount each month. 

A key to your financial future is to borrow to conserve, not to consume. Your mom and dad undoubtedly urged you to set money aside early. But perhaps they didn’t specify how much of your paycheck they were talking about. Many companies that have 401(k) plans (retirement savings accounts) start by taking only 2 percent of your pretax dollars and putting them into these plans.

Do you think you can save only $20 out of every $1,000 you earn? Even 3 percent isn’t very much—on a salary of $50,000 a year, that’s only $1,500. 

It might be that you don’t want to save more than 1 to 3 percent because you are forking over $100, $200, $300, or more every month to pay down your student loans, credit card debt, and car loan. We’ll discuss living within your means in chapter 4, but if you really want to get serious, be a little more frugal. Don’t buy the biggest, most expensive TV, video game, or BMW yet. There’s plenty of time to replace your current TV, game console, or Honda Civic. 

Danger #3: Not Fully Understanding the Difference Between Preferred and Nonpreferred Debt

Most young people are advised by family, teachers, and others to get rid of any kind of debt—even debt that may be relatively inexpensive, such as a student loan. They get so preoccupied with getting this debt out of the way that they don’t realize there are two kinds of debt: preferred and nonpreferred. Even some university professors advise finance students to take out a fifteen-year amortized mortgage “so you can get rid of your house mortgage early.” Then, the professors say, you’re in the clear—your house is paid off while you’re in your thirties or forties. 

We take a different view. To us, the notion that all debt is bad is just plain wrong. What we call nonpreferred interest is the interest you pay on a credit card or a car loan, among other things (bad debt). The interest that you pay on such things that you consume or that depreciate (go down in value as time goes by) is not deductible on your personal tax return. Also, you usually pay a higher rate of interest on nonpreferred debt—sometimes as high as 18 percent or more. But preferred interest is a tax-deductible expense and is paid on loans taken out for those things that will appreciate in value or that will help you make money (good debt). Student loans are usually regarded as “good debt” and the interest is usually deductible. When you pay interest on a mortgage or equity line on your first or second home that will likely appreciate (go up) in value, you can deduct that interest every year on Schedule A of your federal income tax return. The interest you pay on money that you borrow to buy a home should be viewed as your friend—not your foe—because you are borrowing to create wealth and conserve your money rather than throw it away on rent. Home mortgage money is usually the cheapest money you can borrow because the interest rates are lower and the net cost after the tax deduction results in paying effective rates as low as 4, 5, or 6 percent. So, whenever you borrow money, you should borrow to conserve, not to consume. 

We’re going to show in chapter 6 that just as a bank or credit union’s greatest assets are its liabilities (because it pays interest to make more interest), you likewise can use debt to make your money flourish. 

Danger #4: Not Understanding the Basics of Taxes and Paycheck Withholding

As soon as you start earning an income in the workforce, you’re going to pay a lot more attention to the bite that Uncle Sam takes out of your paycheck every month. The more you make, the bigger the bite. But few young people realize that they may be paying Uncle Sam more than he requires. 

Have you ever gotten a tax refund? A lot of parents will tell their kids that it’s a nice present—a forced savings. 

Nonsense! The government certainly is entitled to what you owe, but if you don’t overpay for your food, your car, your house, or your airline tickets, why should you hand the IRS a gift of extra money month after month? In chapter 5, we’ll show you how to cut down on what you pay the IRS, and how to adjust the W-4 form you fill out at work so Uncle Sam doesn’t have his fingers in your pocket unnecessarily.

 Danger #5: Automatically Assuming That Putting Money in IRAs and 401(k)s Is the Best Way to Save for Retirement

Chances are you’ve heard the terms IRA, for individual retirement account, and 401(k), which is a company-sponsored retirement plan. When you get your first serious job, the benefits department (if your company has one) makes a presentation to you about the company’s 401(k) plan. Typically, the company’s advisors recommend that you sock away money in that 401(k) plan, and they automatically do that for you. “Let us handle it, and we’ll save money for you that’s tax-deferred,” they say. You say to yourself, “Hey, that sounds easy. I won’t have to think about this. I’ll never see the money if they take it out of my paycheck.” So you sign up and you don’t give it another thought.

The problem is, that may not be the best place to be putting your money, especially if your employer does not match at least 50 percent on the contributions to the plan you make. In chapter 8, we’ll explain how you can easily set up a retirement plan that isn’t typically offered by companies and that Uncle Sam won’t take a bite out of when you’re ready to collect it.

Danger #6: Assuming That “Deferring Tax” Means That You Save on Tax

The vast majority of young people don’t think about taxes, much less about what the term “tax-deferred” means. It sounds good when that benefits advisor uses it in connection with the pitch on the 401(k) plan. 

It sounds even better when the company will “match,” or kick in, an additional amount—such as 50 percent of your contribution. That’s “free money,” right? Not quite. Tax-deferred does not mean tax-free. Ultimately, your employer’s contributions probably will end up just covering your tax for you. That is, most likely all of the growth on the matching amount will end up belonging to the Internal Revenue Service. 

That’s right: The federal government effectively has a tax lien on you that it will collect years from now. We’ll show you that when you put away “pretax” dollars in a 401(k), you’re just postponing the inevitable, because Uncle Sam fully intends to collect that money later. 

If you were a farmer, would you rather save tax on the purchase of your seed during spring and pay tax on the sale of your harvest in the fall? Or would you rather pay tax on the seed and sell your harvest without any tax on the gain? We’ll return to this question in chapter 5.

Danger #7: Assuming That the Government or Your Employer Will Provide a Comfortable Retirement 

A lot of young people are ignorant about Social Security. They don’t realize that a chunk of each paycheck goes into the antiquated federal Social Security system. The problem is that the money young people hand over to Social Security is for the security of their parents’ generation, not their own. Because the Social Security system is so stretched, that government piggy bank might be empty by the time the younger generation is ready to tap into it. 

You probably also have seen—even firsthand through the experience of your parents or friends—that when companies get into trouble, they take away employer benefits that they had promised their employees. Those are indeed concerns. More and more of you will have to provide for your own retirement. In chapter 8, we will show you how you can develop your own plan so you don’t have to rely on others. 

But what if you’re one of those who thinks, “I’ve spent $30,000 a year to go to college; the world owes me a living”? Get real! This is a new era. Your parents might have thought that retirement pension plans with large companies like Chrysler, General Motors, and Ford would be around forever. But many large companies have been forced to change, reduce, or eliminate retirement benefits. What might have been true during the industrial revolution and in the twentieth century might be totally different for the twenty-first.

Danger #8: Buying and Selling Investments at the Wrong Time, Rather Than Buying and Holding

This is the most common investing mistake made by Americans young and old. People put money they plan to hold for the long term into short-term investments, such as certificates of deposit, money market funds, or other investments that earn a very small interest rate—even though they don’t plan to touch it for ten, twenty, or more years. Then they latch on to news of a hot stock or mutual fund. Suddenly they are taking some of that “long-term” money to buy a risky investment hoping for a short-term gain—a thousand shares of that hot stock. What if it grows cold? They get impatient when the stock goes down and sell it at a loss. Young people can be especially impatient about letting money grow over time. 
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