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INTRODUCTION


What motivates people to do the right thing with their money? Some say common sense. Some say fear. Others say a hard knock or a swift kick. And the despairing say, shaking their heads, only divine intervention.


I’m more optimistic. I say the best motivator is clear, objective information presented in a way that people can learn one simple step at a time. I believe this because, in addition to presenting television shows, I have taught about the financial markets for over twenty years, working with real people, no wiser or cleverer than you, in hundreds of classrooms. I have tried many different ways to help people learn often complex financial information. And there’s one method that I’ve seen work again and again: starting with the basics, then adding new layers of knowledge that evolve naturally out of the previous steps. Each bit of new understanding gives fresh confidence that helps make the next part easier to master. That’s the plan of this book.


Starting with the basics doesn’t mean dumbing down the information. Some subjects (mortgages and investments come to mind) simply cannot be dumbed down. But I try to avoid the confusing jargon that often makes personal finance seem opaque or impenetrable. I also add serious and funny insights I’ve gained from my own experiences, as well as those gained from other people I’ve met on my TV shows, in real life, and from letters I’ve received.


This book’s title, What Not to Spend, comes from the recognition that spending is the first thing most of us tend to do when we get our hands on any money – from a new job, a pay rise, a bonus, a gift, the sale of a house, or an inheritance. (I’m no exception.) The sirens of consumerism start calling our names and luring us with promises. They will make us beautiful and sexy. They will provide us with status and prestige. They will confirm our good taste. They will make our lives better, in all ways. Too often we succumb to these enticements.


And then the bill arrives – along with the questions. Was it really worth it? Was it really satisfying? Have our lives really been improved? Probably not.


What Not to Spend will help you to pause, to consider what you are about to spend money on, and then make a wise decision: to go ahead if the item of your fancy is one you need and can afford, or to stop if it’s a foolish


[image: image]


purchase or one you simply can’t afford. It will also help you decide what to do with that money once you’ve resisted temptation. It will cover saving, buying a home, protecting yourself with insurance, building your wealth through investments, and much more.


When it comes to managing money, most people are quick to make excuses. ‘I never learned the basics,’ they protest. ‘It’s over my head.’ ‘I find it so boring.’ It’s time to put away the excuses. Stop blaming your parents, your siblings, your school, the government, the world, the universe, and life in general. Make yourself responsible for your own financial well-being.


Best of all, What Not to Spend will make the process fulfilling and fun. It’s not about self-denial. It’s about discovering the liberation in controlling your financial future. It’s about giving yourself choices when you need them most. It’s about making smart choices you can live with – not just for an hour or a day, but for a lifetime. You’ll soon find that the pleasures of life are far more enjoyable when you know you can afford them!
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TAKING CONTROL


Building financial security is more than a numbers game. It’s about learning to understand yourself – and then taking control of your future.





DEAR DIARY


Do you want to take control of your finances? It’s time to confront the realities in black and white. Right now! Take a deep breath and jump in. It might not be as bad as you think – but, of course, there’s always a chance it could be worse. And if it is, at least you can start to do something about it.


The first step is to assess your current financial situation. To start, find out exactly where your money is going by keeping a Spending Diary. Find a small notebook that will fit in your pocket or handbag. In this notebook, jot down every single thing you spend money on over the next month. Include even the smallest items, like 40p for a newspaper or 35p for a pack of chewing gum. Include purchases you make on debit or credit cards, as well as the monthly bills you pay by cheque or direct debit.


At the end of the month, add up the totals. Figure out how much you spent on every category of expenses: food, clothing, CDs, petrol, movies, cosmetics, what have you. I guarantee you’ll get some surprises.


Small expenses have a way of mounting up quickly. If you smoke twenty cigarettes a day, it’s costing you around £140 a month. Many people spend even more than this in the pub or on takeaway sandwiches. Lots of us could benefit our waistlines as well as our wallets by cutting back on expensive between-meal snacks. Other items that add up quickly are taxi fares, glossy magazines, and, if you’re a parent, those little gifts you buy to keep the kids quiet in supermarkets or newsagents.


Now check to see if there are patterns in your spending. Do you take out a wad of cash on pay-day and fritter it away on non-essentials? Are weekdays or weekends worse for you? Is Friday night on the town your biggest spending splurge? Or is it your lunch hour when you dash to the shops for a bit of a pick-me-up?


No one wants to throw hard-earned money down the drain. Yet most of us do it one way or another. Your Spending Diary is a first step towards identifying your money weaknesses – and measuring what they really cost.


GUIDELINE: To see how money is flowing through your fingers, keep your Spending Diary faithfully for at least a month. Any less won’t provide a true picture of your money habits.





TRACKING YOUR MONEY FLOW


Building on your Spending Diary, you’re ready to take a broader look at your personal money flow. To do this, you’re going to need your bank statements and credit card bills for the last year. You’ll also need a calculator. Gather any unpaid bills and the latest statements from your mortgage, savings, and pension providers. (If you can’t find statements for the last year, work with what you have – preferably at least six months’ worth.)


Fill in the income chart opposite and the spending chart on pages 21–22. You’ll need to work out the monthly average for each category. If your earnings vary from month to month, add up last year’s total and divide by twelve. If you pay a bill annually, like house insurance, divide the figure by twelve. For bills paid at irregular intervals, add up a year’s total and divide by twelve.


If your finances are shared with a partner – a husband, wife, or ‘significant other’ – this should be a joint exercise. Include income and spending figures for both of you.


Ready? Let’s go!


How much do you earn per month?





	Salary (take-home)

	£ ________





	Freelance earnings (after tax)

	£ ________





	Earnings of partner (take-home)

	£ ________





	State benefits

	£ ________





	Pension income

	£ ________





	Maintenance or child support

	£ ________





	Investment income

	£ ________





	Rental income

	£ ________





	Other income (specify)

	£ ________





	[image: image] TOTAL

	£ ________







GUIDELINE: Be complete and honest in tracking your personal money flow. Otherwise, the only person you will be fooling is yourself.





MONTHLY SPENDING CHART


There are two categories here: fixed expenses and discretionary spending. The former includes essential items like mortgage, council tax, and gas. The latter includes costs that you could reduce or even eliminate if you had to.
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Fixed Expenses





	Home

	 





	Rent

	£ _____





	Electricity

	£ _____





	Gas

	£ _____





	Water rates

	£ _____





	Council tax

	£ _____





	Service charge

	£ _____





	Buildings insurance

	£ _____





	Contents insurance

	£ _____





	Other (specify)

	£ _____





	Transport

	 





	Car loan

	£ _____





	Petrol

	£ _____





	Car insurance

	£ _____





	Road tax

	£ _____





	Public transport

	£ _____





	Taxis

	£ _____





	Other (specify)

	£ _____





	Daily expenses

	 





	Food (at home)

	£ _____





	Cleaning supplies and toiletries

	£ _____





	Laundry, dry cleaning

	£ _____





	Medicines, medical costs

	£ _____





	Other (specify)

	£ _____





	Debt repayment

	 





	Mortgage

	£ _____





	Student loans

	£ _____





	Credit cards

	£ _____





	Store cards

	£ _____





	Personal or bank loans

	£ _____





	Other (specify)

	£ _____





	Other monthly bills

	 





	Telephone (fixed line)

	£ _____





	Telephone (mobile)

	£ _____





	Child care

	£ _____





	Life insurance

	£ _____





	Income protection insurance

	£ _____





	Private health insurance

	£ _____





	Maintenance or child support

	£ _____





	Pension

	£ _____





	Endowments

	£ _____





	Other (specify)

	£ _____





	[image: image] Total Fixed Expenses

	£ _____







Discretionary Spending





	Entertainment

	 





	Meals in restaurants, takeaways

	£ _____





	Pub, off licence, wine bar

	£ _____





	Tobacco

	£ _____





	TV licence, TV digital channels fee

	£ _____





	Internet connection

	£ _____





	Books, magazines, newspapers

	£ _____





	CDs, music

	£ _____





	Tickets for cinema, concerts, sports

	£ _____





	Sports, hobbies, club memberships

	£ _____





	Kids’ activities

	£ _____





	Gambling

	£ _____





	Home decoration, gardening

	£ _____





	Other (specify)

	£ _____





	Irregular expenses

	 





	Home repairs

	£ _____





	Appliances

	£ _____





	Car repairs

	£ _____





	Pets (including vet bills)

	£ _____





	Holidays, travel

	£ _____





	Christmas, seasonal gifts

	£ _____





	Birthdays and non-seasonal gifts

	£ _____





	Clothing

	£ _____





	Toys (for children)

	£ _____





	Hairdresser, barber, other beauty treatments

	£ _____





	Other (specify)

	£ _____





	[image: image] Total Discretionary Spending

	£ _____







[image: image] TOTAL SPENDING (Fixed [image: image] Discretionary)    £ ______





YOUR BALANCE SHEET


Next, you need to create your balance sheet – a simple document that will help you determine your current wealth. The balance sheet has two parts: a list of your current assets (what you own) and a list of your current debts (what you owe). The difference between the two is your current wealth, or your net worth.


Start by listing your assets (see page 24). When estimating the value of the things you own, be realistic. Don’t list what you paid for them – estimate what you would get if you had to sell them tomorrow. (It’s usually quite a bit less than the amount you paid.) For your home, list your best guess as to its current market value. Don’t worry about the amount of money you owe on the mortgage – that will be taken into account later.


Then fill out the list of debts. Here is where your home mortgage debt is included, along with other amounts you may owe.


Once you get a clear picture of your finances, you’ll be in a great position to start fixing the areas that aren’t working.


Assets





	Current value

	 





	Cash in current account

	£ _______





	Cash in savings accounts

	£ _______





	PEPs, ISAs

	£ _______





	Endowment policies

	£ _______





	Pension schemes

	£ _______





	Life insurance policy

	£ _______





	House, flat, or other property

	£ _______





	Market value of shares, bonds, other investments

	£ _______





	Market value of possessions: Car

	£ _______





	Jewellery

	£ _______





	Antiques/collectibles

	£ _______





	Recreational equipment

	£ _______





	Any other realizable assets (specify)

	£ _______





	[image: image] Total Assets

	£ _______







Debts





	Balance owed

	 





	Home mortgage

	£ _______





	Second mortgage

	£ _______





	Student loans

	£ _______





	Credit cards

	£ _______





	Store cards

	£ _______





	Catalogue/mail order debts

	£ ________





	In-store credit

	£ _______





	Bank loans

	£ _______





	Loans from friends or family

	£ _______





	All other loans

	£ _______





	All other unpaid bills

	£ _______





	[image: image] Total Debts

	£ _______










WHAT DO THE NUMBERS TELL YOU?


How healthy is your financial situation? Let’s take a close look at the numbers you just compiled to see what they tell you. We’ll start with your money flow.


• If your TOTAL SPENDING is more than your TOTAL INCOME, then you have an obvious and immediate problem. You’re on a collision course with the Great Unknown. But you already know this, don’t you?


• Look at the debt repayment category of spending. If your debt repayments on personal loans, student loans and consumer debt (credit cards, store cards, in-store credit) amount to more than 20 per cent of your income, you’re heading for trouble.


• If your mortgage payments amount to more than 30 per cent of your monthly income, you’re heading for trouble.


• If your DISCRETIONARY SPENDING is equal to or greater than your FIXED EXPENSES, then you may be spending too much. (Exception: If there’s a special reason why you have low fixed expenses – if, for example, you have paid off your mortgage and are living rent-free, your spending may be all right.)


Now turn to your balance sheet. Your TOTAL ASSETS should be greater than your TOTAL DEBTS. If not, you have a problem.


On my TV show Your Money or Your Life, people often get upset when they’re confronted with the truth about their financial picture. There may be tears, anger, and sometimes denial. Frequently we have to switch off the cameras until they compose themselves.


If you find yourself confronting an ugly picture, don’t despair. There are solutions for even the worst financial troubles. But before you can fix the problem, you need to use a little self-awareness to figure out how you got into this mess in the first place. Otherwise, you may chase the wolf from the door today, only to have him creep back again next week. To get started, use the quiz over the next page to uncover your money personality type.


GUIDELINE: Look hard at the figures you’ve come up with. Does your pattern of earning and spending reflect the kind of life you want to live? Does it promise a future of financial improvement and growing wealth – or looming trouble?
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WHAT IS YOUR MONEY PERSONALITY?


1. How do you manage gift-shopping at Christmas-time?


[image: image] A You use a credit card and hope to get an end-of-year bonus that will cover your spending.


[image: image] B You use a credit card and avoid thinking about how the bills will be paid.


[image: image] C You juggle the costs among several credit cards, depending on which ones haven’t reached their limits.


[image: image] D You consider Christmas a commercial rip-off and buy as few presents as possible.


[image: image] E You look for gifts that reflect your relationship with the recipient without being overly expensive.


2. Bad news: you’ve just been made redundant. After a small pay-out, your wages will stop. What do you do the next morning?


[image: image] A You arrange to meet a friend for lunch. After all, why worry? A new job is sure to turn up.


[image: image] B You’re so upset you can’t face anyone, so you spend the day watching TV.


[image: image] C You book a holiday. You deserve it after such a shock, and the redundancy money will pay for it.


[image: image] D You contact a solicitor about taking legal action against the company. How dare they make you redundant!


[image: image] E You update your CV and make phone calls to everyone you know in the industry.


3. Your debts are growing every month. Would you consider bankruptcy as a way out?


[image: image] A No need to consider it – something will turn up before the situation gets that bad.


[image: image] B Bankruptcy is one of your biggest fears – it keeps you awake at night.


[image: image] C You would never be able to live without credit, so you’ll avoid bankruptcy at all costs.


[image: image] D If you had a large debt to dump, of course you would. Why not?


[image: image] E You’d rather cut back on your spending and work on reducing debt than consider bankruptcy.


4. What are your tactics in a game of Monopoly?


[image: image] A Opportunistic – you buy every property you land on.


[image: image] B Defensive – you pray you won’t get caught owing money you don’t have.


[image: image] C High-end – you make sure you own the best streets: Oxford Street, Piccadilly, Bond Street, Park Lane, and Mayfair.


[image: image] D Aggressive – you focus on blocking the other players.


[image: image] E Flexible – recognizing the role of luck, you simply try to make the best choice each time it’s your turn to play.


5. Which of the following statements comes closest to describing your attitude to money?


[image: image] A No use in worrying about money – things have a way of working themselves out.


[image: image] B Money is the biggest source of stress in your life.


[image: image] C You work hard and deserve a few treats at the end of the day.


[image: image] D Money flows to the people who know the angles.


[image: image] E Money is important and needs attention, but other things matter more to you.


Count up your answers. Did you select more As, Bs, Cs, Ds, or Es? The answer will reveal your money type, as described on the following pages.
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A. The False Optimist



If you answered mainly A, I’m worried about you. Someone’s got to worry, because you’re not at all concerned yourself. The false optimist is convinced that ‘something’ will turn up to solve their financial problems. Maybe you’re hoping for an inheritance from a rich relative, a stroke of luck in your career, a proposal of marriage from a wealthy admirer, or a winning lottery ticket. Unfortunately, the miracle you’re pinning your hopes on is unlikely to happen. You have two options: either take off those rose-tinted glasses and put your financial affairs in order, or plan on a future as an old-age pensioner shivering in a tiny flat that you can’t afford to heat. Take your pick!


B. The Ostrich


The ostrich finds money unbearably stressful. Thinking about finances creates a sick knot of fear in the pit of your stomach. To avoid this discomfort, the ostrich develops a range of truth-avoidance excuses: ‘I was no good at maths at school.’ ‘I’m not feeling strong enough at the moment.’ ‘I have issues with money, it was all my parents’ fault.’ ‘I’m too busy to spend time on my finances right now.’ When ostriches get into debt, they avoid taking creditors’ phone calls and suffer palpitations when the post drops through the letterbox in the morning. If you’re an ostrich, the sooner you start dealing with your problems, the sooner your stress levels will decrease. Flick
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ahead to page 231 and read the section on mental freedom. Doesn’t that sound nice? All you have to do to achieve it is to follow the advice on the pages between here and there.


C. The Big Spender


If you answered mainly C, you have a touch of the Posh & Becks about you. You are a big spender, though you probably lack the resources needed to support your extravagant fantasies. Why shouldn’t you be able to have an expensive haircut or fly to Milan for a personal spend-fest at Dolce & Gabbana or Prada? Why shouldn’t you enjoy the most luxurious new sports car or hi-tech, limited-availability sound system? After all, you work hard. Therefore you deserve treats in your life – lots of them. Unfortunately, if your spending is out of control, you’ll have to face the consequences sooner or later. Once you learn to regulate your spending, you’ll find that treats you save up for and can afford are way more enjoyable than extravagances that push you past your credit limit and cost a fortune in interest.
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