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Meet the author


Welcome and thanks for buying Sort Out Your Family Finances!


You have probably paid around a tenner for this book. If it does its job properly it will pay for itself if you follow any one of the tips and guidelines within its ten key chapters. Here are a few examples:


 




	Are you making the most of your and your children’s tax-free savings allowances?


	Are you paying too much for insurance or even paying twice for the same cover?


	Are you regularly paying unnecessary bank charges and fees?


	Are you paying too much when you borrow money?


	Do you regularly over-spend at the end of each month and end up running on your overdraft?





When I discuss money or personal finance with friends and colleagues the same comments come up time and time again. First, it can be boring. Second, it can be complicated. Third, it changes so fast that it’s impossible to keep up. There is an element of truth to all of these! With this in mind, in this book I have broken the large and complicated world of finance into ten manageable chunks and tried to explain each chunk in a succinct and non-technical way. I have also tried to give some common sense guidelines and rules of thumb along the way.


I have delved into my educational and working background in the financial services sector for much of it. I have also drawn upon my work for a finance education charity, developing personal finance training programmes that are being used by approximately 30,000 young people.


However, I have to say the most useful experience has been what I have learnt along the way from bringing up two children who I now consider to be ‘grown up’ but not quite independent. There is no substitute for real life.


About the author


Bob started his career in the financial services sector having completed a BA(Hons) in Business Studies. For many years he worked for one of the country’s leading financial services companies mainly involved in training roles. This involved working within some of the UK’s largest banks, building societies, retailers and insurers.


He later retrained as a teacher specializing in business and ICT. He has taught on a range of business and ICT courses over the years with students as young as four and as old as eighty. He has taught on specialized finance and accounts courses for the past 12 years covering various aspects of business and personal finance.


He has written several textbooks on ICT and business topics and more recently has been working with one of the country’s leading finance education charities. This involves helping young people learn about the world of personal finance and getting them to consider their own attitudes and behaviour in relation to financial matters.


He has experienced most aspects of family finance first-hand being the father of two grown-up sons, both of whom took very different career routes. He has also run his own successful small business for the past five years.





1: Only got a minute?



Let’s face it, many of us don’t find dealing with our finances as exciting as some of the other things we do in life. Coupled with that, the world of money and personal finance appears complex and ever-changing. It is possible though to break the financial world down into manageable chunks and find plain explanations and common sense advice in dealing with the family finances. In doing this we will get a closer look at every stage of our financial lives, from cradle to grave.


If there is one thing that everyone should do on the personal finance front it is to create a budget plan. A budget plan lists all your income and spending. It helps you to identify areas of over-spending and shows you where you can make small economies that can add up to big savings.


Our children cost us a shocking amount of money from birth to age 18 and beyond. Starting right at the beginning you need to look at how to set up Child Trust Funds and other savings accounts. Finance plays a key part in every stage of your child’s education, from childcare to school fees right into further and higher education. By planning for every stage you can ease the burden considerably.


Moving on to borrowing and saving, there are various ways in which you can borrow money and calculate how much this is costing you. You can also work out the best and cheapest methods of borrowing to achieve the lifestyle you want. On the flip side of the same coin are your savings and investments. There is a range of opportunities that are available to you both in the short and long term. Much depends on your attitude to risk and return. You also need to consider your pension as soon as you can.


Household expenses make up the biggest monthly expense and most of this is through the mortgage. There are many mortgage products on offer and many ways of reducing or curtailing the amount you pay. You can also carry out comparisons of other household expenses including the utility bills and examine whether it is worth switching to new suppliers. Shopping around for financial products and services and knowing how to choose the best and most appropriate deal can cut your costs.


Related to housing are the costs of buildings and contents insurance. In addition there is a whole range of insurance products out there covering everything from your car to your pets. Learn how to make judgements about insurance and how to reduce the premiums you might pay.


The world of banking has had a bit of a battering recently. Taking a look at the various accounts they have to offer, as well as looking at what you get from your bank and how much you are paying for it, can lead to a healthy saving on banking costs.


Learn how your income tax and National Insurance is calculated and check you are paying the right amount. Discover all the other taxes that eat into your income and check whether you are entitled to any benefits.


Few of us can live without debt so we need to look at the most beneficial ways of dealing with it. Part of this is to do with managing necessary debts. However, it is also about staying out of debt crisis and knowing what to do if you feel you are getting into trouble and making use of the help and support available.





5: Only got five minutes?



Budgeting


In many households it is quite common for expenses to be higher than income. This is because we want to buy more things than we can afford. Creating a budget will help you to keep track of your spending to stop this happening. People often don’t realize how much they are spending and tend to underestimate the amount that they spend. Creating a budget will help you to work out the actual amount you spend.


How often have you said: ‘I don’t know where all my money goes’? Creating a budget plan helps you to break down all of your spending into categories so you can analyse exactly how much you are spending on different things. You might get a shock when you create your budget plan and find that you are spending too much money on some things or even paying for things you don’t use.


Children and students


A recent survey estimated that the average cost of bringing up a child from birth to age 21 is around £180,000. The research also found that around £50,000 of this is on childcare and education, based on using the state education system. This total goes up significantly to around £250,000 if you send your offspring to private school. To put that into some kind of perspective, you will be spending around £8,500 per year on each of your children. That’s around £23.50 a day, so only the price of a reasonably priced pub meal for two!


By looking at each of the key stages in children’s lives from birth through to university you can, with planning, lessen the financial pressure of doing the best for your children. For example, you can look at the most beneficial ways of investing the Child Trust Fund that you are entitled to from the government. A careful examination of the costs of childcare and school fees can take you right up to the point where your youngsters leave home.


Borrowing money


On the surface, borrowing money seems to be a fairly simple transaction. You borrow the money from an organization, usually a bank or loan company and then you pay them back, plus interest. The repayments are usually made monthly and are calculated so that after a certain number of months, the debt is cleared.


The amount of interest you pay back is calculated as an Annual Percentage Rate (APR) and any company that lends money must by law publicize their APR prominently in their advertising and literature. In simple terms, if you borrow £1,000 for one year with an APR of 10% you will pay back £1,100, therefore paying £100 for the credit facility.


In reality it is more complex than this and looking carefully at the various methods of borrowing money will help you to consider the most appropriate type of borrowing for your situation.


Savings and investments


Saving money is the simple act of putting some money aside for later. Usually this involves putting the money somewhere safe where it will increase in value, usually by earning interest. Effectively your savings are ‘investments’ as you hope that the value of your savings pot will grow over time.


There are lots of reasons why people save money and, in common with other aspects of financial services, there are hundreds of options. There are a number of issues to consider: what you are saving for; how quickly you might need to get hold of your money; what impact this has on interest rates; how long you are prepared to invest your money; how much risk you are willing to take with your savings/investments.


You can learn how to look at the wide range of savings products available and consider the factors that lead to a higher return, including an analysis of risk.


Household expenses


For many households, the monthly mortgage payment represents the biggest single expense that they face. Add in other expenses directly related to owning and running a home, such as insurance, maintenance, utility bills and phone bills and many families will find well over half of their income disappearing before they even start spending money on things that are enjoyable.


By looking at mortgages in general and examining the different types of mortgage deals on the market you can make an informed choice on the one that best suits you. In addition, you can learn ways to manage other financial matters directly related to owning your own home including buildings and contents insurance, utility and phone bills.


Insurance


All insurance operates on the basic principle that the more risky something is, the higher the insurance premium. Often the decision you have to make is whether it is worth getting insurance at all; or you may simply be looking to reduce the amount of insurance premiums that you pay, while still covering yourself against major risks.


Your attitude to insurance is largely down to your attitude to risk. Some people only take out insurance where it is compulsory and don’t bother with anything else. Other people prefer to cover themselves for all eventualities. You can pay home contents insurance for years and never make a claim. Alternatively you might have a bad year where you get burgled, crash your car and have all your luggage stolen on holiday. Life is unpredictable.


By looking at all the major types of insurance, you can decide whether it is worth taking out for your family. Each type is explained in clear terms in this book.


Banking


We need banks as they provide us with: somewhere safe to keep our money; convenient methods of paying for things; interest on our money. Banks need us as we provide them with: cash deposits that they can invest to make yet more money; interest payments on borrowing; payments for services.


The world of banking is very competitive with all the big banks vying for our custom. The range of bank accounts available can be daunting but it is possible to sift through the terminology to figure out which is most appropriate for your needs. You can also learn to easily grasp banks statements, the clearing system and bank charges.


Tax, National Insurance and benefits


This book analyses the ‘tax burden’ on each individual. This is the total amount of income tax, National Insurance and all the so-called ‘hidden taxes’ where we are paying tax and duties on other things. It is difficult to estimate how much we spend on taxes as part of our income. We do know that the average UK resident pays 20% on their earnings and a further 11% in National Insurance. Add to that an estimated 17% of disposable income going on other taxes including council tax, VAT and petrol duties and you are losing about half your income.


Understanding the basics of how the tax and National Insurance systems work can lead to ways to reduce your personal tax burden and check if you have claimed for the full range of benefits that you might be entitled to.


Buying financial products and services


Most of us spend quite a lot of time shopping around for the best deal. The more expensive the product, the more time we tend to spend looking into the alternatives. We may go to several websites and shops to check what we can get for our money. In fact, the retail world knows we do this, which is why you find, for example, all the car showrooms or large DIY stores in the same part of town. They know that we want to carry out some ‘comparison shopping’ and so conveniently locate themselves next to their biggest rivals.


Most of us are quite good at comparison shopping and do it with cars, electrical items, computers, clothes, petrol and even food. However, we are not so good at doing it with financial products. This is probably because buying financial products is not as much fun. However, we stand to save large amounts of money if we can be bothered to do it.


It also helps to find out what advice is on offer and what consumer protection we have.



Dealing with debt


There is a tendency to think of all debts as a bad thing, but this is not necessarily the case. For example, very few of us could afford to buy our own houses without taking on an enormous debt in the form of a mortgage. There are other occasions in life when we choose to take on debts to get what we want now, and then manage the debt over the coming months and years.


Much of this comes down to your own personal attitude towards borrowing money. Some people steadfastly refuse to take on loans or credit cards, while others would never dream of saving up for something when they can get it now, even if it means paying extra for it in the long run.


There are two main aspects to debt. Debt management is when you have a plan to manage your debts. Debt crisis is when you can no longer afford to pay off your debts and are unable to make the basic monthly payments.


By knowing your options and the pitfalls you can avoid getting into debt crisis or, if the worst has already happened, understand more about how you may be able to get yourself out of it.





Introduction


This book covers everything you need to know about family finances from the ‘cradle to the grave’. In it you will discover some scary statistics, like how much it costs to bring up a child, or how much money you need to save now to have a decent retirement. You will also learn about a massive range of financial products and services to help you decide whether or not they are for you. Along the way there is advice on how to budget effectively, where to keep your money, how to avoid paying too much for things you don’t need, how to make the most out of your money and how to protect yourself for that ‘rainy day’.


One of the problems when looking at the world of finance is that it can appear to be a bit boring. If we were in the market for a new car or a holiday we might get quite excited about shopping around for the best deal. When it comes to financial products that excitement factor often just isn’t there. As a result we can end up ignoring financial matters or making snap decisions about what financial products and services to buy.


The world of finance can also sometimes appear to be complex, which gives the financial services providers a bit of a head-start on us. Investments, pensions and mortgages for example are all complex products and the people that sell them to us spend hours on training courses learning about them. But we have to make our decisions often based purely on advertising literature and whatever the salesperson tells us.


There are thousands of different financial products and services that you can buy and thousands of different providers. To make sense of all of this, this book has been broken down into ten main areas of finance:


 




	budgeting


	children and students


	borrowing money


	
savings and investments



	household expenses


	insurance


	banking


	tax and National Insurance and benefits


	buying financial products and services


	dealing with debt.





Each chapter takes a different theme and explains all aspects of it. For example, the chapter on children and students looks at all aspects of finance from birth through to going to university. As the world of personal finance is so complex and there is so much small print, each chapter includes web links where you can read the finer detail on individual aspects.


The personal finance journey


Money plays an important part in all of our lives. Most of us will have key events in our life at which point finance and money are more important than others. You could look at this as a life cycle:


Childhood: we cost our parents a small fortune in everyday living expenses. They may set up savings accounts or investments for us. We get small lump sums of money, for example when it is our birthday, that we put into our first bank account. We go to school, which might be private, costing our parents a large fortune.


Teenage years: we learn to drive and want car insurance. We perhaps want to go on our first holiday without the parents. We get a part-time job. We can get credit for the first time at the age of 18.


Students: we go off to university, which will probably cost about £10,000 a year. We run up large debts that will have to be paid later. We work part-time and perhaps have to start paying tax and National Insurance. We perhaps have a gap year. We have to manage our own finances for the first time and start to realize why our parents were so stressed all the time.


Early twenties: we want to leave home which means renting or trying to get on the housing ladder. We try to save enough for a deposit on a house. Money is tight as we are just starting out on our careers. We need to budget very carefully and shop around for the best deals. Our monthly outgoings are high.


Parenthood: perhaps we start a family of our own so now we are responsible for the small fortune that children cost. Our salary now has to cover an extra person. Perhaps one partner gives up work or goes part-time to look after the kids. We have to think about pensions. We may need a bigger house. We need to think about life insurance and providing an income should the worst happen.


Divorce: if we do have to go through this, it may mean selling the family home, dividing up the assets and perhaps starting again with a new mortgage. This may all have to be done on a single income.


Retirement: we want to stop work, cruise round the world and grow vegetables. We want to pay off our mortgage and buy an annuity with the money we have been saving into our pension. We start to think about what we might be able to leave our children.


Death: this can be a difficult aspect to contemplate but many financial decisions relate to it. We need our pensions to last as long as we do. We need to think about what we are leaving behind for our family. We may need insurance in case it happens while we still have dependants.


The financial services providers are well aware of this life-cycle too so they will be marketing their products and services to you at these key stages of your life. This book will take you through every stage of the journey.





Insight


According to the Office of National Statistics, the average household income in the UK is estimated at around £33,000 per year. This means that if you work for 35 years, you will be a millionaire! The same statistics indicate that the average weekly spend per household is £600. Add all that up over your working years and you will just about break even. You may even have a few grand to spare.





Financial services providers


Throughout this book we will be referring to financial services companies, institutions and providers. These terms are used to refer to all of the individuals and businesses that operate in the financial services sector. This includes banks, building societies, insurance companies, pension companies, loan companies, credit card companies, financial advisers, investment companies and shares brokers among others.


Some larger institutions like the big banks will offer a wide range of services, while others specialize in particular areas of finance. Competition between these businesses is fierce and they want your custom. The advantage of this is that there are always deals on offer, even during difficult economic times. Therefore it pays to shop around.


Financial services companies often change their tactics when it comes to marketing and attracting new customers. During the early 1990s it was all about ‘customer loyalty’ as the providers would offer loyal customers better deals. At the moment their focus seems to be on ‘new business’, which means they are marketing to customers who have never used them before. This means that it pays to switch as you will get a better deal as a new customer. There is advice on shopping around and switching in Chapter 9.


It is also worth mentioning that alongside the well-known businesses, the financial services sector does attract its fair share of less reputable businesses. For example, there are lots of small unlicensed businesses and individuals that offer expensive loans to people who cannot get a loan elsewhere. These are commonly known as ‘loan sharks’. Also there are scams such as ‘boiler room scams’ where you will be offered amazing deals on company shares. Therefore you have to exercise some caution. There is more information on this in Chapter 9.





Insight


The financial services sector in the UK employs an estimated 1 million people, accounts for 8% of the output of the UK as a whole and generates 8% of all tax revenues. There is an estimated £10 trillion worth of investments coming in to or going out of the UK annually. In other words, it’s big business.





The financial climate


It is worth remembering that businesses in the financial services sector have to operate within the prevailing economic conditions like any other business. From 1997 to 2007 we had what some observers called a ‘golden decade’ with:


 




	low unemployment: lots of people had jobs and felt confident that their jobs were safe


	low interest rates: it was cheap to borrow money


	low inflation: the price of most goods and services stayed roughly the same year after year


	house price inflation: the price of houses was going up much higher than inflation or wage increases.





The net result of all of this was that people were borrowing lots of money to buy houses and other things. There was plenty of money in the economy and people were feeling confident.


In 2008, the ‘credit crunch’ hit, which in turn led to a recession. The net result of this was that it was much harder to borrow money so people were unable to get mortgages. Therefore the housing market stalled. At the same time, consumer spending on other things like cars and holidays went down which led to job losses in those industries. This led to unemployment going up again and people in work becoming nervous about their job prospects, in turn meaning they spent less.


If you were a victim of this you may have lost your job or your house. However, it is important to take the longer term view here, as this is nothing new. The economy as a whole tends to follow a cycle. We have had recessions in the 1970s, 1980s and 1990s. Economists sometimes call this the ‘boom–bust’ cycle in that we have several years of good times followed by a year or two of bad times. The difficulty is that we don’t know when the cycles will happen or how long they will last.


Having said that, once you are aware of this, you can adjust your financial habits accordingly. For example:


 




	If you think house prices are going to fall because we are in recession, it might not be a good time to buy a house.


	If there are lots of job losses happening it is not a good time to take on more debts.


	If interest rates are low, it might be a good time to borrow money.





Interest rates


Interest rates are important to us because they indicate how much extra we have to pay back when borrowing money. They also indicate how much we will earn on our savings. The interest rates in the UK are currently set by the Bank of England rather than the government. In very simple terms, the Bank of England controls the money supply in the UK and use interest rates as a tool to manipulate the economy:


 




	If they think the economy is in recession they will lower the interest rates to encourage people to borrow more and therefore spend more.


	If they think there is too much activity in the economy they will increase interest rates to get us to borrow less and therefore spend less.





The Bank of England sets the ‘Base Rate’, which is the amount they charge the banking system when they lend them money. The banks then charge us a different rate so that they can make money. The interest rates that the banks offer us when we borrow money is called the APR (Annual Percentage Rate) and when we save money is called the AER (Annual Equivalent Rate). In order for the banks to make money from us:


 




	The APR will be higher than the Base Rate. For example, if the Base Rate is 1% we will be offered 5% so that the bank makes 4%.


	The AER will be lower than the Base Rate. For example, if the Base Rate is 1% we will be offered 0.5% so that the bank makes 0.5%.





There is more on APR and AER in Chapters 3 and 4 respectively.


[image: Image]


The chart shows interest rates are changed to stimulate the economy. The dips in the 1970s, 1980s, 1990s and in 2008 are where interest rates have been lowered due to recession.



Attitudes to money


Money is a very emotive issue and our approach to it depends on our own personal beliefs and attitudes. In money terms a lot of this comes down to how much time and effort we want to put into it and our attitude to risk.


In terms of time and energy it can be difficult. Making financial decisions, shopping around, buying a financial product and then keeping up-to-date to make sure you always have the best deal can be very time-consuming. This might be time better spent enjoying life! The amount of time you spend doing this depends to an extent on the product. You might expect to spend a lot of time sorting out a mortgage, pension or investment, whereas buying travel insurance or switching credit cards might only take a few minutes.


A rule of thumb might be to look at how much time you think it will take to shop around or switch and how much money you might save. If you spend hours shopping around to save a tenner, it’s probably not worth it. Another factor here is that with some financial products and services you are buying ‘peace of mind’. For example, you might consider it time well spent sorting out your life insurance if you have dependant children.
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