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INTRODUCTION 

Do you ever wake up at night worried about the financial setbacks and conflicts that you’re having with your creditors? Do you become aggravated over the fact that you never seem to have enough money to live on? What are you going to do to control the confrontations that erupt when you address the subject with family members? What steps can you take to eliminate the financial mess that you are in?

Unfortunately, tens of millions of Americans are in your shoes. Like you, they are headed for financial disaster if they don’t figure out a way to get out of debt.

This second installment of Get Out of Debt! has been written to answer your questions. As you read the material in this book, you will quickly learn how to assess the magnitude of your debt problems so that you can determine where you’ve been, how you got there, and, more important, where you want to go. When you plunge into these questions about how to avoid debt traps and how to create a realistic spending plan that works for you, you will discover the answers you’ve been looking for. You’ll find out how you can dramatically improve the overall quality of your life once you eliminate your debt load.

The Get Out of Debt! series contains all of the elements you need to consider to get out of debt and improve your financial well-being. Each installment includes a set of questions that builds on what you learned from the previous one. Based upon your own situation, select the installment and questions that cover the subjects that are most important to you. That will allow you to maneuver through your personal debt-related issues and make the right decisions to avoid economic catastrophe. All four installments of Get Out of Debt! are filled with real-world examples and supplemented with detailed “here’s why it works” illustrations.
 
The sooner you start mounting an assault on your personal debt, the sooner you will see your debt numbers heading down rather than up. When that happens, you will feel great!


Chapter 1 
PAYING YOURSELF FIRST 

Now that you know more about your personal debt and how you can begin to manage it intelligently, you can begin to fine-tune your game plan. Getting rid of debt takes money. You should have identified several ways to come up with some of the money you’ll need from the previous chapters that also addressed the subject. Now, what are you going to do with that money? Pay yourself first before you run out and spend it on something you don’t need.

#1. What does “paying yourself first” mean?

When you get your paycheck, do you immediately deposit it so that you finally have some money in your pocket, and then pay off a bunch of bills to keep your creditors off your back? What you really need is a savings account that you can count on for emergency funds in between pay periods to meet those unexpected bills. You can only do this if you are willing to pay yourself first. Make up a savings “bill” in the form of a card or envelope labeled “savings bill” that you keep with your other monthly bills. When it comes time to pay the bills, make sure it’s the first bill that gets paid and deposit the check you make out to yourself into your savings account.

If you discover that after you pay off all your bills you have some money left over, then make another deposit into your savings account. Deposit any coupon refund money or rebate checks you get directly into your savings account. Find out if your employer’s payroll system allows you to make direct deposits into a savings account. If it does, sign up for a direct deposit tomorrow, and in a short time, you won’t even miss the money that’s deducted from your paycheck.

#2. Can I lower the amount of taxes that are withheld from my paycheck as a way of paying myself first?

If you get a tax refund every year, consider this option. Ask payroll to increase your personal deductions, which you are allowed to do (e.g., from one to two or three). The immediate result will be a lower income-withholding amount, resulting in a larger take-home paycheck for you. Instead of paying Uncle Sam first, you are now paying yourself first. But if you take this action, you may forfeit the tax return money you get at the end of the year.

#3. Where should I put the money that I pay myself?

You want that money someplace where you won’t be tempted to spend it on something you don’t need. You may decide to give it to your spouse or trusted friend because she has more self-control about spending money. Depositing it in an “out of the way” savings account (i.e., one that is not readily accessible) is another option. For example, you could elect to increase your payroll tax deductions, which will result in more of your income being withheld in state and federal taxes. That way you’ll get a tax refund at the end of the year on money that would be difficult for you to access. The disadvantage of this system is that you won’t earn any interest on the withheld money.

#4. Should I use the money I pay myself for savings or paying off debt first?

The question to save or repay first is one that people love to debate. The savers argue that the more cash you have on hand, the better you can survive a financial emergency without running up more debt. The payers will counterargue that most people are paying much higher interest on their debt than they’re able to make in savings accounts. Therefore, it makes financial sense to pay off debts first.

Who’s right? As you probably guessed, they’re both right. Saving money is a learned art that requires a lot of discipline to make happen. We would urge you to save first, and then use a portion of what you have saved—say, 50 percent—to pay off your high-interest debts.

#5. What is a simple way of paying myself first?

Every morning before you go to work, rummage through your wallet and see if you can find a $5 bill or at least some amount of cash. Pay yourself the first thing every morning with that. Remove the bill(s) from your wallet and hide them in an out-of-the-way place. At the end of the week, you should have $25 that you can deposit into your savings account.

#6. Okay, I got the concept that’s behind the paying-yourself-first idea. What are some things that I can do to make it a part of my daily plan?

These examples will help you get started:

Monday: Stop buying expensive mocha coffee and roll at Starbucks and pay yourself with the money you would have spent.

Tuesday: Turn the air conditioner up or the heat down five degrees before you leave for work and use the money you save on your utility bill to pay yourself.

Wednesday: Commute to work with one of your associates and use the money you save on gasoline to pay yourself.

Thursday: Stop buying expensive frozen foods and use the money you save to pay yourself.

Friday: Stop going out to lunch with buddies; take a sandwich to work instead, and pay yourself with the money saved.

#7. As soon as I pay myself, I spend the money.

What can I do?

Then stop paying yourself and pay someone else you trust with your money. That could be your spouse, relative, or trusted friend. Just make sure that whomever you select knows what you’re trying to accomplish. There are lots of books available at the local library that address overspending. Read them all.

#8. Why are you making a big deal out of the pay-yourself-first exercises?

If you can’t figure out a way to pay one of the most important people you know (i.e., yourself) first, then you will have difficulty resetting your debt priorities. If this were a weight loss plan, one of your first steps would be to figure out how much weight you want to lose and by when. Perhaps your answer is ten pounds over the next two months. That means you need to lose about a pound a week.
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