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INTRODUCTION 

How do you learn how to save money and make it grow? How do you evaluate offers and deals and make wise choices? If you practice the basic personal-finance guidelines and concepts outlined in this book, you can become financially savvy and financially secure. 

You can learn to avoid the financial mistakes that can have such a negative impact on your future and your relationships. The book will show you how to live more simply, save more money, spend less, avoid impulse spending and credit card debt, stick to a realistic spending plan (budget), and plan for your retirement—without making huge sacrifices while you’re doing it.

Your twenties are the best time to develop good personal-finance habits, before you get into debt that you’d have to struggle to pay off or make other financial mistakes that you’d spend years recovering from. In your thirties, it’s still not too late to turn your financial life around if you’re not on the right track.

There is little that’s more rewarding than seeing your financial goals and dreams becoming a reality. Controlling your money instead of letting your money control you gives you a sense of empowerment and self-esteem. Watching your investments grow and knowing you have a nest egg to fall back on gives you a sense of security. In the end, you don’t really give up anything of lasting importance. You gain everything that really matters to you.

If you’re not too deeply in debt yet, your rapid progress will be its own reward. If you are deeply in debt, you’ll have to work at it harder and longer, but it can be work that’s empowering, stress relieving, and even fun. It all comes down to balance and making smart decisions about money. It gets easier with practice and is hugely rewarding, both financially and emotionally. Why not get started now?




PART I


Getting Started 




Chapter 1 

SETTING GOALS

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. The road 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.


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. If you’re in your twenties, however, you have a distinct advantage. Saving and investing in your twenties will give you the most powerful financial tool available: time. You’ll have to work at it a lot harder if you start later in life. 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.

Question 1: Why do I need to set financial goals?

All successful organizations have short- and long-term goals and a written plan for reaching them, and 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. Starting in your twenties is a huge advantage. If you invest $5,000 at the age of twenty, and it earns 7 percent per year, at retirement (age sixty-five) it will total over $115,000. The same amount invested at the age of forty would total less than $29,000. 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.

Question 2: What should I do first?

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. The net worth statement is very simple in  concept. 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.

Question 3: Why do I 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, like 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.

Question 4: How do I create my net worth statement?

Start by listing all the things of value that you own, even if you owe money on them, like your house and cars. Use their full 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.

Question 5: Should I include my life insurance policy in my net worth statement?

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, he or 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.

Question 6: Where can I find out what my car is worth? 

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, which is 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.

Question 7: What do I do after I list all my assets?

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—like 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. Keep reading to further understand the process of figuring in your liabilities.

Question 8: Now that I’ve listed my assets and liabilities, how do I calculate my net worth?

When you’ve listed everything you can think of, total the assets, 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.

Question 9: If I have a negative net worth, should I use my savings to pay off some of my debts?

Most of us 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 them 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.

Question 10: What should my financial goals be?

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? Is having a vacation home in the mountains or on the beach your dream? In the shorter term, maybe a new car or a boat is on your wish list. What’s important to you?

Your goals should be just that: your goals, not your parents’ or your friends’. Don’t choose goals just because they sound like what you should want. The question is, do you really want them? 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?

Your financial goals may include saving for a down payment on a house, making home improvements, buying a new vehicle, paying off a loan, saving for graduate school or for your kids’ college education, putting away some money for a dream vacation, or saving for a large purchase. You may have the goal of being able to afford for you or your spouse to stay home with your kids. In short, your goals should reflect your own values and dreams.

Question 11: I have a long list of goals—which ones should I start working toward first?

You may have a list of 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).

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.

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, but 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.

Question 12: How will I know if I’m making any 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. You’re well on your way. Now you need to determine how you’ll evaluate your progress. You’ll 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 timeframe 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.

It’s easy to get off track or drift along without making any real progress if all you have is a few vague dreams, so 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 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 cape in your mind in as much detail as possible. The more  you can imagine what meeting your goal will look like, feel like, and smell like, the better chance you have of achieving it.

Question 13: What should I do if I fall behind on achieving my goals?

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.

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.

Question 14: Where can I find good information on personal finance?

Books like this are one source. Check your local bookstore or an online bookstore like Amazon.com, searching for keywords like “personal finance” or “money management.” Magazines are another source. The bookstands are filled with financial magazines. 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. If you find one, consider subscribing to it.

Question 15: Can I find trustworthy information on the Internet?

The Internet is a source of nearly limitless information, some of it excellent. 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 on them, you could be steered 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.

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.




Chapter 2

BUILDING A BUDGET 

BUDGET. FOR SOME, the word conjures up images of sacrifice, penny-pinching, and doing without. The most important ingredient in a successful budget is a positive attitude. 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.


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.

Question 16: Why do I need to create a 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. If you think you can meet your financial goals without a spending plan, you will most likely be disappointed. Creating a spending plan is the first and most basic step you can take toward putting your money to work for you, regardless of whether you make thousands of dollars or hundreds of thousands of dollars a year.

Attitude matters. Think of budgeting as eating right rather than being on a diet. You eat what you want in moderate amounts, you don’t binge, you don’t deprive yourself, and yet you end up better off.

Question 17: What are the benefits of budgeting?

Budgeting and tracking your expenses shows 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, like 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.

An unexpected side benefit of budgeting is that it can improve your relationship with your spouse or partner. Money matters are the single largest cause of marital discord and divorce, so getting a grip on spending by coming to an agreement about your financial goals and working together toward those goals can have a positive effect on your relationship.

Question 18: What goes into making 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 their 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.

Question 19: What should I include in my budget?

It’s a good idea to put together a budget worksheet to get started in setting up your budget. You’ll get some help on 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 personal 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:
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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.

Question 20: How can I save money when my budget shows me that I spend all my income?

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.

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.

Question 21: How do I figure out where all my money is 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 for your budget worksheet. 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 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, and most people are surprised if not shocked when they see how much cash slips through their hands each month.

Question 22: Do I have to keep track of all the little things, like my daily cup of coffee?

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 $400 per year. Three six-packs of beer a week adds up to at least $600. 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!

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.

Question 23: How can I use my budget to save money?

After a month or two of tracking your actual spending, you’ll begin to see a pattern, and you can 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.
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