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3RD EDITION

Dear Reader,

Today, young Americans are facing extremely tough financial times. Unemployment rates are stubbornly high, the cost of gasoline, food, shelter, medical care, and insurance continues to climb, and saving for the future has become exceedingly difficult. It is more important than ever to become financially educated so that you don’t get sucked into the vortex of debt, paying way too long and way too much for things you don’t even need.

In this book, it is my intention to give you the appropriate financial guidance in words you can understand so you feel empowered to navigate successfully through your financial future. Nothing happens without a plan, and it is my sincere hope that you can use the concepts in this book as a blueprint for your own success. Good luck!
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Top 10 Personal Finance Tips


	Make the effort to educate yourself about personal finance. Read financial magazines and good financial books and use well-known, reputable sites on the Internet.

	Budget! Operating without a budget is like driving a car without a steering wheel. You don’t have control over where you are headed.

	Save the pennies, and the dollars will save themselves. Lots of small amounts add up to big savings.

	Pay cash. If you can’t afford to pay cash, maybe you can’t afford to buy.

	Always think about opportunity costs. You may not be paying for something directly, but giving up the opportunity to make money is a real cost.

	If possible, take savings out of your paycheck before you see it. After a while you’ll get used to planning your spending on the lower amount, while your savings grow.

	Be a smart shopper. Don’t buy cheap items that won’t last and don’t pay for bells and whistles that you don’t need and won’t use.

	Know how to recognize the warning signs of too much debt, and if you see yourself headed for trouble, act quickly, before you ruin your credit record.

	Don’t go without some type of medical insurance, even if you can only afford a policy with a very high deductible. If you become ill or are injured in an accident, the medical bills could ruin you financially.

	Remember, most millionaires are just average people who practiced sound financial principles like those in this book. You could be one of them.




Introduction

BACK IN THE EARLY part of this century, young Americans were growing up in a world where the only message they received about money was how to spend it and acquire as many material items in as short amount of time as possible.

Though the advertising media initiated this message, it was also confirmed by the spending and saving patterns of the baby boomer generation—a generation that grew up with parents who served as a counterweight to the advertising media. The baby boomers were told that if you really wanted something, you should save up for it, and that only a fool would go into debt because of unnecessary spending. Sure you might take out a mortgage to buy a home or an automobile if you needed one to get to work, but that was it. The old furniture would do until you saved up to replace it, vacations were just a drive away, and entertainment consisted of visiting with friends and family. In order to get the things they wanted when they were young, the baby boomer generation worked for them.

Then they grew up and adopted the attitude that they deserved to acquire material goods now and worry about paying for them tomorrow. All of a sudden, the world of money changed. Easy credit became available, and saving was a sucker’s game. Succeeding generations, people who are now in their twenties and thirties like you, entered into a world of buy now and pay (if you can) later.

This book is an attempt to inject a little “fiscal sanity” back into the equation, and to give you an alternative point of view to the mainstream notion that you should pay everybody else before yourself. This book will show how to use debt in a way that makes sense, and how to curtail frivolous spending caused by impulse purchases made by clicking a mouse, using your cell phone, or watching an infomercial. You will be introduced to the concepts of budgeting, compounding growth and income, making credit cards work for you rather than the credit card issuers, acquiring transportation and living space, and understanding the financial consequences of marriage and living together. This book will also give an overview of the biggest obstacles you will face on the road to accumulating meaningful wealth such as inflation and taxation, and will address retirement planning, estate planning, as well as insurance options.

As a person in your twenties or thirties, time is your greatest ally. The earlier you establish a long-range financial plan, the better off you will be. Acquire good financial habits now and you will reap the rewards for decades to come!


CHAPTER 1

Setting Goals: 
Your Financial Road Map


All successful organizations have short- and long-term goals and a written plan for reaching them. If you want to be financially successful, so should you. The first steps are to determine your financial status today and then decide what you want to achieve for your future and how you’re going to accomplish it.



Why Financial Goals Are Important

You wouldn’t start out on a long trip into unfamiliar territory without a road map, yet many people go through life without a concrete plan for their financial future. In fact, most people spend more time planning a single vacation than they spend on financial planning. The road you take to financial freedom can lead directly to your destination or to a dead end. Specific financial goals and written plans for meeting them help you focus your efforts on the end result.
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Starting in your twenties is a huge advantage. If you invest $5,000 at the age of twenty, and it earns 7 percent interest per year, at retirement (age seventy) it will total over $147,000. The same amount invested at the age of forty would total less than $29,000.



Goals are like the wheels on your car; they keep you moving in the direction you want to go, and you won’t get very far without them. If you haven’t already started planning for your future, now’s the time to begin, no matter what your age.

Saving and investing in your twenties will give you the most powerful financial tool available: time. In fact, the smartest thing you can do in your twenties is save and invest. Ultimately, you’ll have to save and invest a lot less money at a time and will still come out far ahead of the person who starts a decade or two later. As the saying goes, “Most people don’t plan to fail, they just fail to plan.” Without planning, even the best of intentions lead nowhere. Start mapping out your route now. Your entire future depends on it.

Calculating Net Worth: Your Financial Snapshot

As with any road map, before you can determine how to get from here to there, you need to know where “here” is. Where do you stand financially? Answering this critical question is the job of the net worth statement.

Your net worth is the difference between all the things of value that you own and all the debts you owe—or in financial terms, your assets minus your liabilities. Your net worth statement is a list of each of these items and their current value or balance.

Why You Need a Net Worth Statement

The net worth statement gives you a snapshot of your financial condition at this moment in time. You need this information in order to effectively set the financial goals that you’ll be working toward, assess your progress along the way, and make adjustments, using the important clues gleaned from updating your net worth statement on a regular basis. It will also come in handy when applying for a mortgage, credit card, or car loan.

Sometimes people avoid making a list of their debts because they’re afraid they won’t like what they find or they believe they already have a good “gut feel” for their overall financial picture. However, burying your head in the sand like the proverbial ostrich won’t get you far, and gut feelings can be way off the mark. Not having a handle on your financial condition can seriously hurt you in a time of crisis, such as a job loss or disability, and it’s difficult, if not impossible, to plan for the future if you don’t know where you are today.

How to Prepare a Net Worth Statement

Start by listing all the things of value that you own, even if you owe money on them, such as your house and car. Use their full market value as of today. The balances of the loans related to these assets will be included in the liabilities section, so your equity in the assets you list won’t be overstated. For bonds, stock options, and retirement accounts, use the current value, not the value at maturity or the value on the date you’re fully vested. You should receive statements showing the current value of your accounts from your employer for retirement accounts and from your broker for bonds. The human resources department where you work can help you determine the current value of your company stock options if you’re lucky enough to have them.

List only those life insurance policies that have a cash value. Most life insurance policies are provided by employers and are term policies good only for the time you’re employed by that company. These are not considered assets. If you’ve purchased cash-value life insurance from an agent and you’re unsure of the current cash value, she should be able to help you determine the amount you would get if you cashed it in today. Use that amount for your net worth statement.

For cars and other vehicles, use the Kelley Blue Book value, which is the estimated price the car would sell for if sold privately to another consumer or to a car dealer. You can look up Kelley Blue Book values at the library or online at www.kbb.com. For all other assets, use your best estimate of the fair market value.
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Now you’ve listed everything you own that has a monetary value, but the total is not a true representation of your financial worth. It doesn’t take into account the money you may owe banks or finance companies before you really own some of your assets—such as your house or car, for example. It also doesn’t yet take into account the money that you owe to other creditors. These are called your liabilities.
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What is “fair market value”?

The price a willing, rational, and knowledgeable buyer would pay. Fair market value may be more or less than you paid for the item and is the most meaningful measure of its current worth.



When you’ve listed everything you can think of, total the assets, and then total the liabilities. Now, subtract your liabilities from your assets. If the number is positive (assets are greater than liabilities), you have a positive net worth. Congratulations! Now you can start working on building that net worth. If the number is negative (liabilities are greater than assets), you have a negative net worth, but don’t let it discourage you. Now that you know exactly where you stand, you can map out your route to a positive net worth.

Decide What You Want to Achieve

Setting goals is as simple as deciding what you want and mapping out a plan for getting it. Many people focus on paying their monthly bills at the expense of their short- and long-term goals. Monthly bills have a way of expanding to use all your available money, making planning for the future a moot point. If you live beyond your means by using credit, or if you live paycheck to paycheck with nothing left over to save or invest, you’ll never get ahead.

Go for the Goal

Think seriously about what you want to achieve. Do you envision retiring while you’re still young enough to enjoy travel or an active lifestyle? Would you like to buy your first home or move up to a larger home in a better neighborhood? In the shorter term, maybe a new car or a boat is on your wish list. If your short-term liabilities (due in a year or less) are greater than your current assets (cash and cash equivalents), paying down credit card debt may be your first priority. What’s important to you?

Don’t choose goals just because they sound like what you should want. The question is, do you want them badly enough to give up the instant gratification of spending all your money now for the future enjoyment of having what is really meaningful to you later?
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Don’t let fear of failure cause you to set goals that aren’t ambitious enough. You want to stretch yourself a little to reach your goal, but you have to believe that it’s possible or you won’t stay motivated for long. Try to strike a balance.



Put It in Writing

Whatever your goal, simply dreaming about it won’t make it happen. A goal should be written down and reviewed often. Written goals give you something to work toward and make your efforts to save more meaningful.

Figuring out how to achieve your goals is just as important as stating them. Include a description of the goal, the time frame for achieving it, the amount of money needed, the amount already saved, and your plan for achieving the goal (for example, putting aside $100 a month, working ten hours of overtime a week, cutting entertainment costs in half, or getting a second job). Having a deadline for achieving your goal creates a sense of urgency that makes it easier to stay focused.

When writing down your goals, do it in enough detail to give yourself a visual each time you read it. If you’re saving to buy a house, don’t just write down “buy our own house.” Write so you can almost see it: “I want to buy a cozy cape-style home with a water view on two or more wooded acres on the coast of Maine.” Each time you think of this goal, picture this cozy home in your mind. The more vividly you can imagine what your goal will look like, feel like, and smell like, the better chance you have of achieving it.

Break It Down

At first, what you may have are long-term goals (goals you expect to meet in five years or more). You can break these goals down into short-term goals (one year or less), making it easier to stay focused on the future and giving you a sense of accomplishment and satisfaction along the way. In some cases, you may also want to identify a medium-term goal (one to three years). Remember to make the goals specific. Ask yourself how you’ll know when you’ve reached each of your goals. If you can come up with a concrete, measurable answer, you’re on the right track.

After you’ve written down as many goals as you can think of, choose two or three short-term and two or three long-term goals to work on this year. Let’s say you choose building a retirement fund as one of your most important long-term goals. To break it down into short-term goals, set a monthly goal to contribute a set dollar amount to your employer’s 401(k) or other retirement plan.
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Make goals specific. Instead of saying “I want to save for retirement,” say “I want to contribute $100 monthly to my 401(k).” Instead of saying “I want to have less debt,” say “I want to pay $100 extra a month toward my credit card with the highest interest rate.”



Most people struggle with the question of whether to use available funds to pay off long-term debt, such as paying down the balance on a mortgage, or to use the money for short-term goals, such as building an emergency fund. The answer is to find a balance between the two. This takes thoughtful consideration of your short- and long-term goals, careful planning, and making adjustments in your plans as your goals and your financial situation change.

Evaluating Your Progress

You’ve prepared a net worth statement, thought about what you want to achieve in life, identified some goals, and broken them down into short- and long-term goals. Now you need to determine how you’ll evaluate your progress.

You probably have a sense of whether you’re making progress on your goals from month to month, but take the time to sit down at least monthly after you’ve updated your budget for the month and review how you’re doing. Long-term goals can be reviewed less frequently than short-term goals because your time frame for achieving them is longer, but more frequent reviews allow you to spot problems earlier and take corrective action if you’re falling short of where you want to be.

Tips for Recalculating and Reviewing

You should recalculate your net worth statement at least annually, but more frequently is even better. For most people, it only takes a few minutes to update the information once you’ve generated your first statement.

Go over your updated net worth statement, and if you’re married, talk with your spouse about how much you’ve accomplished and where you’ve fallen short. If you’re single you’ll have to do this on your own, unless you want to involve a close friend or family member. If you’re not making satisfactory progress on a particular goal, reevaluate your approach and discuss what would help you get on track. If you’re making steady progress, seeing it in black and white can be motivating and rewarding. Give yourself credit for what you’ve achieved so far.

From time to time you may find that your goals have changed, and that’s okay. A good financial plan is flexible and changes with your needs. If you lose interest in a goal, don’t consider it a failure. There’s no reward in working for something you don’t really want. Make the necessary changes in your goals and move on.

Sometimes it can be a tremendous help to engage the assistance of others. Talk to friends and acquaintances who have achieved a goal similar to one you’re working on. You can gain from their experience and insight, and seeing their success can help keep you motivated.

If you find yourself falling short of your goals because you just don’t feel motivated enough to stick with your plan, try making a list of all the benefits of succeeding in your goal, and review them often. Don’t underestimate the power of your subconscious to help you stay motivated. Put positive thoughts in your mind about your goals and they’ll be easier to attain.

Educating Yourself about Money Matters

Unfortunately, people don’t always learn the basics of personal finance from their parents, and the current education system doesn’t adequately teach them, either. In fact, the Jump$tart Coalition for Personal Financial Literacy, whose mission is to improve the financial literacy of young adults, says that the average high school graduate lacks fundamental money management skills and a basic understanding of earning, spending, and saving money. It’s no wonder that most people make financial mistakes in their twenties and thirties that they pay for over the next decade or longer. You can avoid these mistakes by educating yourself about basic money matters and practicing good money management.

Where to Go for Help

Where do you start? Books like this one are one source. Check your local bookstore or surf an online bookstore such as Amazon, searching for keywords like “personal finance” or “money management.”

Magazines are another source. The bookstands are filled with financial magazines such as SmartMoney, Bloomberg’s Personal Finance, Money, and Kiplinger’s Personal Finance. Some of them are definitely for people who are avid investors or interested in business financial news, but thumb through a few and see if any of them seem readable and interesting without being overwhelming or terribly boring. If you find one, consider subscribing to it.
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The less financially savvy you are, the more vulnerable you are to being taken advantage of or falling victim to financial scams. Not everything you read is true, so it’s important to use reputable sources of information and practice some healthy skepticism if something sounds too good to be true.



The Internet is a source of nearly limitless information. Try to stick with well-known sites rather than the folksy “this is how I did it” personal sites. Although the latter can have useful information, these sites can steer you in the wrong direction with some questionable advice or information. On the other hand, the personal sites about frugal living, downsizing, and cutting costs can be great for giving you ideas on how to do the same. (See Appendix B for a list of recommended websites.)

It’s All in the Attitude

Personal finance doesn’t deserve the bad rap of being boring or complicated that it sometimes gets, so don’t feel a sense of dread about it or be intimidated by the fact that it involves numbers or terms you don’t understand. Develop a positive attitude and consider your time and effort as an investment. You can learn everything you need to know, and you’ll find it empowering as you learn to take control of your money and your future. With this control, you can enjoy more freedom, expanded options, and a higher standard of living. How boring is that?


CHAPTER 2

Guilt-Free Budgeting


Part of meeting your goals is being able to create a budget and stick to it. Budgeting consists of setting up spending categories, tracking your expenditures, monitoring your progress, making adjustments, plugging spending leaks, and staying motivated. Your chances of being financially successful without budgeting are slim. It takes time and effort, but the rewards are tremendous.



It’s All about Attitude

Budget. For some, the word conjures up images of sacrifice, penny-pinching, and doing without. At least 50 percent of budgeting is mental, so if the word makes you shudder, work on replacing this negative image with a positive one. If you’ve failed at budgeting in the past, ask yourself whether your budget was simply a review of how you spent your money after it was already gone, rather than a plan for spending and saving. The former is ineffective and frustrating. The latter is freeing and rewarding.

Why Budget?

A budget is really a spending plan. You may struggle with an unrealistic plan to save thousands of dollars when what you really need to do is spend more wisely. Creating a spending plan is the first and most basic step you can take toward putting your money to work for you.

Many people who spend more money than they make don’t even realize they’re spending too much until they’re deeply in debt. Credit cards and loans are often the culprit, but spending without knowing how much money you have available can create the same problem. Decide in advance how to put your money to use instead of letting it happen accidentally. When you spend without a spending plan, you’re not in control of your money; your money is in control of you.

The Benefits of Budgeting

Budgeting and tracking your expenses show you where your money goes and how seemingly inconsequential daily or weekly expenditures can add up over time. By tracking all of your expenditures, you can make conscious decisions about how to spend or invest your money instead of dribbling it away a dollar or two at a time. This can be the difference between never having enough money and being able to afford the things that are really important to you, such as saving for a down payment on a house, buying a new car, paying off credit card debt, planning for retirement, or saving for that trip to Cancun.

Having a working budget can greatly reduce the stress in your life that revolves around money issues. You’ll know what you can or can’t afford. You’ll feel confident that you’ll be able to pay your bills when they’re due, or you’ll have advance warning that there’s going to be a problem, giving you time to plan alternatives.
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The Millionaire Next Door by Thomas J. Stanley and William D. Danko shows that simple lifestyles, not big incomes, turn average people into millionaires. Many Americans buy a more expensive house than they can comfortably afford, drive the latest cars, spend large sums on their wardrobes, buy all the latest electronic gadgets, and live from paycheck to paycheck.



What Makes a Good Budget?

A good spending plan is flexible and realistic. It’s a road map that offers alternative routes to your destination, depending on your personal road conditions. It should be dynamic, changing to fit your needs. If you have no kids, you wouldn’t use the same budget as someone who does; if you live in rented housing, you wouldn’t use the same budget as someone who owns his home. Life changes, and so should your budget.

The complexity level of a good budgeting system should match the level of your time and interest. Some people love recording the details. If you’re not one of them, choose a simpler approach so it’s not too much of a chore. The objective is to come up with a system you can live with for a long time.

Customizing Your Budget

It’s a good idea to put together a worksheet to get started in setting up your budget. You’ll get some help for doing it here, but make sure the categories you use fit your personal lifestyle. Use the basic common categories that apply to everyone, such as housing, utilities, insurance, and food, but customize the other categories to fit your situation.

Your categories should be detailed enough to provide you with useful information, but not so detailed that you become bogged down in trivia.

First, list all your sources of income:


	Wages from your job(s)


	Bonuses


	Child support or alimony


	Rental income


	Interest income


	Dividend income


	Capital gains income


	Other income




Next, list the expense categories you want to track. Start out with a little more detail rather than a little less. You can always combine categories later if you find expenditures in one category are so small that they don’t warrant being tracked separately.

Some sample expense categories include:


	Savings


	Mortgage or rent


	Utilities


	Auto expense


	Other transportation


	Credit card payments


	Student loan payments


	Other loan payments


	Home maintenance


	Child care


	Child support or alimony


	Insurance


	Out-of-pocket medical expenses


	Computer expenses


	Entertainment/recreation


	Eating out/groceries


	Clothing and shoes


	Gifts and donations


	Hobbies


	Interest expense


	Household/personal care products


	Federal, state, and local income tax


	Social security tax


	Property tax


	Retirement contributions


	Investments


	Pet expenses




Don’t forget things that come up throughout the year but are not monthly expenses, such as subscriptions, holiday gifts, clothing, birthday gifts, insurance, maintenance agreements, adult education classes or seminars, car repairs, medical expenses, and so forth.

Think about your own personal habits (smoking, drinking, buying lunch at work) or hobbies you engage in (woodworking, skiing, boating, golfing, gardening) to identify other spending categories. Some of your spending habits might make you uncomfortable when confronted in black and white. That’s okay. Identifying them doesn’t change the facts; it just brings them to light so you can make a conscious decision about your spending. The purpose of budgeting is not to make you feel guilty about how you’ve spent your money in the past.
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The first rule of personal finance is to pay yourself first. Make savings an expense category, with a set amount that you pay to yourself monthly when you pay your bills. Don’t plan your savings around what’s left over when you’ve paid everything else. Chances are there won’t be anything there.



How Much Money Do You Have Available?

To curtail overspending, you need to set realistic spending goals in each category. First, figure out how much money you have available, and where that money goes now. To get started, collect as many of your pay stubs, bills, credit card statements, and receipts as possible for the last three months and complete the income section of your budget. Calculate your average monthly gross pay (before taxes) by adding the gross pay from a month’s worth of pay stubs. If your pay varies substantially from one pay period to the next, try to calculate a realistic monthly average, but don’t include uncertain amounts such as year-end bonuses or overtime until you’re actually paid for them. Estimate monthly averages for the other income categories as well.

Where Is Your Money Going?

In addition to bills, credit card statements, and receipts, your checkbook register will be important in completing the expense portion of the worksheet. Go through these documents and jot down your expenditures in each of the categories you’ve set up, then total the numbers in each category and transfer them to the worksheet. For the items you identified that aren’t paid every month, calculate the yearly cost and divide it by twelve to get the monthly cost. Each month, set aside the monthly amount in a savings account so it’s available when the bill becomes due.

To really get a fix on where your money goes, you’ll need to keep track of your cash expenditures, too. Save receipts to record later, or jot the expenditure down on a notepad as you use cash. The more often you use an automated teller machine (ATM), the more important it is to write down your cash expenditures, because this is where many people lose control of where their money goes. Tracking your cash expenditures is one of the more tedious aspects of budgeting, but it’s where you have the most potential for budget leaks.

Tracking Small Expenditures

You may think you know where your money goes, but most people are more than a little surprised when they really start tracking their expenses. Small cash expenditures can add up to significant sums of money by month’s end. That daily cup of coffee is probably costing you almost $600 per year. Three six-packs of beer a week add up to at least $600 per year. If you smoke two packs of cigarettes a day, it’s probably costing you over $280 a month, $3,360 per year, or $33,600 in ten years—and that’s if you discount the impact of inflation!
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An important part of budgeting is coming up with concrete ways to cut costs. Setting a spending limit with no thought about how to reduce expenses will be an exercise in frustration as you review your failures monthly. Come up with innovative ways to put money in your own pocket.



Finding Ways to Reduce Spending

After a month or two of tracking your actual spending, you’ll begin to see a pattern, and will be better able to identify where you can comfortably make adjustments to start saving money. Consider this a process of self-discovery. You can start with an in-depth look at your largest spending categories if you prefer, but don’t overlook the smaller categories. Sometimes these are the easiest to make cuts in because the spending may be more discretionary, and small amounts can add up quickly.

Set Spending Goals by Category

Once you feel comfortable that you know where your money is going and you’ve identified some ways to cut costs in a number of categories, establish a monthly spending target for each category. Do your fixed expenses first, such as your mortgage and car payment. Look at each of your remaining budget categories and set a spending target, taking into consideration what you know about your own spending habits and where you can cut back without causing a hardship.
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If you invested $280 every month instead of spending it on cigarettes, beer, or other common habits, and it earned a modest 5 percent return starting when you were thirty years old, by the time you reached retirement age you would have over $319,000! Think of what you could do with that money.



Calculating Your Net Income

When you’ve set a tentative target for each category, subtotal the income and expense categories and subtract the total expenses from the total income to arrive at your net income. This will be the amount of money you have left over for building an emergency fund, making additional payments on your credit cards, and working on your other financial goals, assuming you’ve recorded all of your income and expenditures accurately. If the number is negative, your expenses are greater than your income. Don’t be discouraged. Your situation can no doubt be greatly improved by tweaking your spending habits. If you have a positive net income, be sure to transfer most of it to a savings or investment account at the end of each month. Extra cash left in a regular checking account has a way of getting spent.

Monitor Your Progress Monthly

As soon as possible after the end of each month, update your budget with your expenditures for the month. You can do this manually—by going through your checkbook, statements, and receipts—but consider using personal-finance software and perhaps online banking.

Making Adjustments

If you find you’ve exceeded your budget for the month, don’t despair. Use it as a learning experience to improve your budgeting for the future. Your budget will get more refined every month and you’ll get better and better at managing your money and working toward your goals. If you find after a month or two that tracking your expenses is too much work, consider combining some categories, such as miscellaneous household expenses or utilities, to reduce the record keeping, rather than giving up.

As you readjust the categories, look for areas where you can save small amounts of money. Remember, the idea is not to deprive yourself, but to funnel as much of your money as possible toward the goals that are most important to you. As your personal situation changes, reflect those changes in your budget. Examples of changes that should prompt an overhaul of your budget include the following factors:


	Change in marital status


	Change in family size


	A new job


	Salary increase (or decrease)


	A new home


	Disability


	A major purchase that requires monthly payments




Plug Any Spending Leaks

Most spending leaks are the result of impulse buying and frittering away cash in small amounts, which add up by month’s end. Impulse spending, or buying things you don’t realize you need until you see them, is often the result of powerful advertising messages that are so appealing that you buy things you don’t need and often end up not using. Why let advertisers influence your decision-making?

Plan all purchases and don’t buy anything that wasn’t part of your plan. If there’s something you feel you really must have, think about it for at least two days and if you still feel compelled to buy it, do a little comparison shopping first so you don’t overpay. Then plan on how you’re going to cover the cost by reducing another expense in your budget for the month.

The Small Leaks

Grocery shopping is one area ripe for cost cutting. Do you buy a lot of prepared foods instead of doing the cooking yourself? There’s a trade-off between the cost and the convenience of prepared foods when you’re too busy to cook. Snacks are another expensive item, especially if you buy the serving-size packages to include in the kids’ school lunches. Consider buying bulk and using baggies. Buy generic brands. Use coupons.
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Shop for long-distance telephone deals twice a year. Long-distance companies are constantly changing their plans, and you could save a chunk of change if you make a lot of long-distance calls. Be sure to read the fine print and ask specific questions.



Do the workers at the fast-food restaurants in town know you by name? If eating out is a lifestyle instead of a treat, consider cutting back on fast food and enjoying a monthly dinner out with your spouse or a friend. You’ll feel like you’ve treated yourself, and you’ll probably end up spending less money than if you regularly buy fast food.

What’s the deductible on your auto insurance? It should be at least $250, and if you have a good driving record, $500 is even better. The certain cost of paying higher insurance for a lower deductible weighed against the likelihood of having an accident may not be to your advantage. If the car is more than eight years old, consider dropping collision coverage altogether, and just keep liability coverage on that vehicle. The cost of collision coverage on a car that is worth only a few thousand dollars is out of proportion to the benefit you receive, especially if you have a good driving record.

These are just a few ideas to get you thinking about how you can cut costs. As you go through each item in your budget and on your net worth statement, question everything and look at things from a different perspective. You may save more by coming up with a number of ideas for small savings than you will by trying to reduce the large expenses.

The Bigger Picture

Once you’ve reviewed your spending and identified some small spending leaks that you can plug fairly painlessly, start looking for the larger leaks. Review items such as your mortgage, car payments, taxes, and insurance policies. The most painful cuts will be those related to your personal habits and hobbies, but these areas often yield the biggest savings.

Personal-Finance Software

If you’re willing to invest the time, a personal-finance software program can bring your money management to a whole new level, but you don’t need to do more than the basics if you don’t have the time or interest. Unless you have very few expenses and they’re relatively simple, a good software program will make the job of tracking everything easier and less time-
consuming. If you don’t want to use a computer, that’s okay too. It’s entirely possible to budget successfully with paper and pencil.


[image: ]

Many banks now offer free or low-fee online banking and free personal-finance software. You simply log in to your account and view your transactions and checks. You can even download this information into your personal-finance software, then indicate an expense category for each transaction and click a button for a report.



How Can Software Make Budgeting Easier?

With personal-finance software, you can balance your checkbook, pay bills, create budgets, and do a basic comparison of budget versus actual expenses by category. You can also enter more detailed information such as investments, assets, liabilities, and so on, and print personal financial statements showing your net income and net worth.

Start out with the simplest steps. Detailed tracking of investments with personal-finance software can be time-consuming and complex—not for the faint of heart. You can get the same results in your reports by setting up an account in the software for each investment and changing the balances each month to reflect the balance on the statement you receive from your brokerage, bank, or mutual fund.

Shop Around

Some of the most popular personal-finance software programs for automating your checkbook and tracking your expenses are Quicken, Mint, and Moneydance. These are available for purchase online or at big office supply stores such as Staples.
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To purchase Quicken, visit www.intuit.com; for Mint, go to www.mint.com; for Moneydance, hit www.moneydance.com. All three software packages are also available for purchase at www.amazon.com. The basic version of each software package costs between $30 and $40 after rebates.



A program like Quicken has many features you’ll probably never use, but it is also a great program for the average person who just wants to do online banking, automatically reconcile their bank statement, track expenses, budget, prepare for tax time, and print reports. The budget versus actual report alone is worth the investment. Moneydance is a simpler program that is not as well-known, but it provides the same basic features without all the fancy bells and whistles.

Stay Motivated

Your budget won’t work unless you stick with it. One of the keys to staying motivated is to keep the budgeting process from being too complex or time-consuming. Make budgeting a family activity and involve each family member in some way. Reward yourself for reaching saving and spending goals and making progress on paying down debt.

One of the most rewarding things about budgeting is seeing results every month. This is easy if you use personal-finance software, because once you enter your expenditures and income for the month, a click of the mouse produces reports that show budgeted versus actual expenses by category, your new and improved net worth, balances in savings and investment accounts, and more. You can even print or view colorful graphs and pie charts for a vivid picture of how you’re doing.

Remind yourself of the importance of your real goals. The budget is just a tool that increases your awareness of where your money goes and provides guidelines for spending so your money goes toward the things that are most meaningful to you.
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