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“If you quickly scan the chapter titles, you’ll discover that you're doing
the exact opposite of what Dara Duguay recommends in this book—
which is exactly why yvou need to read it. If you adopt Duguay’s com-
monsense ideas, you’ll live a happier, richer life.”
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“I cannot think of an easier and better way to educate young people
financially than to read and discuss with them a ‘money rule’ a day for
two months. Dor’t Spend Your Raise is a uniquely valuable guide to
financial well-being.”

—Stephen Brobeck, Executive Director,
Consumer Federation of America

“The author’s conversational narrative style, peppered with real-life
anecdotes, makes this an easy vet informative read. You can pick and
choose from the situations that sound familiar and learn from them.
Reading and heeding the advice in this book is a great way to avoid
making future money mistakes, without feeling judged.”

—M. Kathryn Kelly, Assistant Director, American Bankers
Association Education Foundation

“As the NASDAQ Educational Foundation strives to promote education
about financial markets, the free enterprise system, and smart invest-
ing, it helps to find young consumers who already have a good under-
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frank and sensible new book goes a long way toward laying this foun-
dation of financial knowledge. Through examples and anecdotes to
which voung people will surely relate, she offers advice and warnings
that will resonate with anyone who has ever saved, spent, borrowed,
or invested.”
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Pretace

As far back as my memory goes [ was told, “Money doesn’t buy happi-
ness.” I think my parents said this to make me feel better since our rela-
tives were comparatively much wealthier. T didn’t really believe them,
though. One Christmas when my cousin got a car and I got a small,
unmemorable gift, I definitely thought T would have been happier with
my cousin’s car.

My parents also sent me messages that the rich got that way by doing
something unethical, which usually involved stealing from poor people—
like us. Therefore, rich people would never be able to enjoy their money,
since it was really ill-gotten gains. Somehow I doubted that the rich suf-
fered the guilty conscience that my parents were certain was a conse-
gquence of their unscrupulousness.

Despite my parents’ assurances that money would not buy me happi-
ness or a gulilt-free conscience, one thing that [ knew for sure was that
happiness could not be assured through poverty either. I decided that if I
was going to be unhappy anyway, I'd rather be rich than poor. So I started
my adult life in the pursuit of becoming rich. Since my first job out of
graduate school did not pay me a salary that would make this pursuit a
reality, T decided to supplement my income with cash advances from my
credit cards.

This succeeded in giving me the illusion of wealth for a while, but
eventually the unsustainable debt load exceeded my meager income. Thus
began my long journey to getting myself out of debt. T am still amazed at
how quickly you can get into debt but how long it takes to get out. This
pericd of my life when I was constantly worried about my finances made
me a believer in the adage “Money problems bring unhappiness.” I found

xi
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PREFACE

out for sure that even if material possessions could not guarantee happi-
ness, debt certainly could guarantee the opposite—unhappiness.

This belief was maintained as I slowly got mysell out of debt and
became, for the first time in my life, not worried about how 1 was going
to pay my bills. As my financial situation got better, T became happier!
The joy that came from knowing that T was not constrained by debt and
that T had savings to tide me over in case of a life event (an unexpected
occurrence that results in an expense) was very liberating.

I would be a fool to promise you increased happiness as your wealth
increases. But what I can promise you is that you’ll increase your odds of
being happy. If I was a gambler, this is a bet I would take any dav.

Xii



Infroducion

The average American spends more than he or she makes. At the end of
2001, the personal savings rate in this country plummeted to 1.6 percent,
one of the lowest annual savings rates since the Great Depression. Accom-
panying the meager savings rate is an incredibly high debt level. Ameri-
can consumers now owe $7.3 trillion in total household debt. This is
double the amount that was carried into the last recession. Heavy debt
levels helped push the bankruptey rate in 2001 to a record high of almost
1.5 million personal bankruptcies, surpassing 1999’s record-breaking 1.4
million bankruptcies. Included among the 1.5 million were 94,717 peti-
tioners age eighteen to twenty-five, according to the Conswmer Bankruptcy
Project.

This number may not seem alarming since it is only a small percent-
age of the total number of petitioners. But it normally takes years to accu-
mulate an overwhelming debt level, and the fact that young adults are
reaching this breaking point so soon is troublesome indeed.

The increase in bankruptcies has followed a trend. Over the past ten
years, there has been a 40 percent increase in the rate at which American
debtors filed for bankruptcy. These pessimistic statistics paint a stark real-
ity: as today’s young adults become financially independent, they risk
replicating the mistakes of their parents’ generation unless they learn to
make smarter choices.

Regrettably, the financial literacy level of young adults has shown a
decline over a five-year period. In fact, 68.1 percent of participating high-
school seniors failed the Jump$tart Coalition for Personal Financial Liter-
acy’s third biennial financial-literacy survey. This was a huge increase
from the 59.1 percent who failed in 2000 and the 44.2 percent who failed
in 1997. The national survey of 4,024 twelfth graders found an average

xiii
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INTRODUCTION

score of just 50.2 percent (an F) on the 31-question multiple-choice exam-
ination designed by a team of educators. This average score was down
from 51.9 percent in 2000 and 57.3 percent in 1997.

It is expected that through part-time jobs, students will learn how to
manage their money. In reality, only a small number (11 percent) of stu-
dents save money for college or contribute toward family expenses (3 per-
cent). Most adolescents use money for personal expenses (wants, not
needs), such as clothing, cars, food, and entertainment. Manufacturers
and advertisers are well aware of this fact and market heavily to teens and
young adults.

If experience, or as [ prefer to call it, “the school of hard knocks,” is
not the best teacher, then where should young adults learn about money?
Their parents? Unfortunately, some parents feel uncomfortable discussing
financial matters. Money is considered a taboo subject. Other times, the
parents don’t understand money matters themselves. Or the parents are
skilled and competent financial teachers, but teenagers don’t listen
because they are naturally beginning to assert their independence and
want to make their own decisions.

My parents used to give me lots of advice, but I ignored most of it. Iron-
ically, I now occasionally hear their advice coming out of my mouth,
directed at others. Many of us are recipients of advice that we ignore but
then recycle after all. It seems that nobody takes advice—they just pass it
on. Here’s my first piece of advice: take my advice.

Since most people don’t take good advice, by following mine, vou
won’t have any competition. You could end up with vastly superior per-
sonal wealth just by following and not breaking my rules. Committing to
my must-follow “rules” will enable you to manage your money better and
increase your prosperity level.

Most personal finance books on the market are targeted toward the
savvy money manager. Many of these books assume a basic level of finan-
cial competency in order to understand the contents. Many also focus on
investing, and although more Americans than ever are investing in the
stock market, the total percentage of Americans participating in the stock
market is still only 48 percent.

The energy and time required to complete a detailed analysis of an
individual’s financial situation can be daunting and because of that, left

Xiv



[INTRODUCTION

undone. In contrast, Don't Spend Your Raise: And 59 Other Money Riiles
You Can’t Afford to Break does not contain lengthy, complicated charts
and equations to examine vour finances under a magnifying glass. Instead,
this book contains a system of dictates that, if followed, will guarantee
fewer money mistakes and more money successes.

The “money rules” I present here are simple for even the novice money
manager to understand . . . simple but powerful in their impact. Don’t
Spend Your Raise provides sound, proven, and easy-to-remember princi-
ples to follow in your financial life. You will become more confident in
your financial decisions and ultimately more in charge of your financial
future.

Don’t Spend Your Raise is a friendly presentation of what must be done
if prosperity is one of your goals. Since each money rule is separate but
interrelated, you can conquer a rule a day or the entire book at one sitting.

You will learn rules like: Never Have More Than Two Credit Cards,
Check Your Future Spouse’s Credit Report, Never Buy a New Car, Pay
Yourself First, Don’t Wait to Win the Lottery, and many more.

We are all familiar with the saying “An apple a day keeps the doctor
away.” A money rule a day will (take your pick): keep the bill collectors
away; help vou save for a rainy day; and create wealth with which to play.
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Don’t Treat Money as a
Taboo Subject

Open and honest communication is the first rule on the path to financial
prosperity. If money is considered a taboo subject, not to be discussed,
then the secrecy surrounding it may lead to unfortunate consequences.
Not discussing financial goals or money troubles will likely ensure that
your goals will not be reached and that your troubles will be exacerbated.
Talking about money regularly will lessen the bickering and arguments
about it and will encourage cooperation in attaining your financial goals
and objectives.

While I was growing up, there were numerous taboos in my house-
hold. My conservative parents never talked about things that made them
uncomfortable. This tended to mean any conversation that included sex,
drugs, or money. But these are precisely the things that can cause us seri-
ous long-term damage if they are not understood and wise choices are not
made.

Ignorance should not be a valid excuse for an unexpected pregnancy,
a drug addiction, or a bankruptey. Since information is the cure for igno-
rance, we should make it our duty to talk often and openly about money
issues. This means talking regularly, not just when there is a financial
crisis.

Try asking your friends and relatives if they’ve had any luck recently
in the stock market. Chances are they will be proud of their investment
successes and will want to share them with you. Retain and process this
information, and then determine if their investment strategies are ones

3
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INVESTING IN YOUR FUTURE

that you want to mimic. Hasnt it been said that stealing a great idea is
the highest form of flattery?

If you are searching for life, auto, or health insurance, try asking vour
friends or colleagues if they are happy with their coverage. Do they feel
they are getting the best rates for the service they’'re receiving? Did they
comparison-shop before choosing their insurance companies? If you know
someone who did an exhaustive search, he or she may be willing to share
that research and save you countless hours of having to do the legwork
yourself.

Similarly, if you are considering refinancing your home, talk to anyone
you know who has just gone through the process. Did she have any
criticisms about the mortgage lender or broker she worked with, or did
she have nothing but praise? Did he feel he got the best deal available? In
hindsight, was the decision to refinance a prudent one, considering the
required closing costs?

As you can see, opportunities to discuss everyday money matters are
always present. But the money taboo causes these occasions to pass by,
unused. We prefer to ignore money discussions until we are confronted
with a financial crisis. But more often than not, by the time a situation
has become a crisis, it’s too late for a desirable solution. There’s no bet-
ter illustration of this point than the story of John, a recent college grad-
uate whose first full-time job was a low-paying, entry-level one.

John tended to procrastinate when it came to his finances. He typically
paid bills only after receiving a second notice. He frequently had to pay
late fees and even had his phone service and electricity turned off several
times when he was extremely delinquent. John was not forgetful; he pur-
posely stalled on paving his bills because he was waiting for another pay-
check to hit his account. He was not living paycheck to payvcheck; he was
living on future paychecks!

John's friends would question him when they tried to call him and his
phone was disconnected or when he slept on their couch because his
place was without electricity. But John would always reply that his check
must have gotten lost in the mail or the phone company must have made
a mistake. His friends might have believed these excuses once or twice,
but soon they saw that this was a common occurrence for John. When
pressed about it, John became defensive and refused to talk about it.



DON'T TREAT MONEY AS 4 TABOO SUBJECT

To a professional credit counselor, John’s situation was a simple one
of living above his means. His expenses obviously exceeded his income.
A solution might have been worked out by creating a budget for John to
live within each month. This would have guaranteed that he wouldn’t run
out of money.

But since John wouldn’t even admit that he had financial problems,
he never sought a financial counselor. Eventually, his situation deterio-
rated to the point where he was evicted from his apartment and had to
move back in with his parents. The next time he decides to move out,
John will find it very difficult because his credit report will not be pretty.
And there’s no guarantee that the second time around will be any different
from the first. Since John never actually admitted to himself or anyone
else that he had financial problems, he won't be able to take advantage
of learning from his mistakes. The only hope that John has of not repeat-
ing his previous mistakes is to break down his defenses and talk about
his financial situation.

The message of money as a “taboo” subject is supported whenever
we hear statements like “It’s not polite to talk about money” or “I can’t
tell my friends I can’t afford to go to that restaurant.” Instead of agreeing,
whenever you hear these statements, try to resist their messages and
replace them with “What’s the big deal? Talking about money is perfectly
acceptable and healthy.”

While adjusting to the idea that money is not taboo, be patient.
Ingrained ideas about money can be very strong, especially if they’ve been
reinforced over the years by your parents. Start small and before you know
it your discomfort with discussing financial matters will have disappeared.
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Don’t by First Class dust cor
fhe tree Drinks

Do you ever find that your spending habits just don’t make sense? Think
about it. For example, many of my business colleagues admit that they’ve
upgraded airplane tickets just to get a few free drinks, yet the cost of
upgrading far outweighs the cost of the drinks if they were to pay for them
in coach. Here’s another example: paying the cable premium each and
every month so you’ll receive hundreds of channels that vou’ll never
watch because you're rarely at home to watch television. And what about
that health club membership that vou religiously pay for each month but
haven’t used in years?

My favorite example is my friend Nicole, who continues to pay a
monthly membership for an expensive dating service even after the serv-
ice apparently worked. The proof is Mark, with whom she’s been in a
committed relationship for eight months now. In fact, they’re crazy about
each other.

When Nicole told me that she hadn’t stopped her membership, I asked
her why. She replied that yvou never know what direction life can take, so
she wanted to leave her options open. Nicole was not using the service
anymore, but she still wanted to have it available if she decided to use it
again. I told her that she could always rejoin after canceling if her rela-
tionship with Mark didn’t work out. It’s a waste of money to continue
paying for a service that you're not using.

Even though my argument made excellent financial sense, Nicole sim-
ply would not change her mind. [ then realized that spending decisions
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INVESTING IN YOUR FUTURE

are either driven by logic or emotion. In Nicole’s case, her emotional rea-
sons were stronger than my logical ones.

If you find vourself making money decisions that are clearly not finan-
cially prudent, you need to first of all realize that fact. Then try to become
aware of other monies that are not spent wisely. Look for all examples of
expenditures that outweigh the benefits received. The challenge is to
weigh the costs against the gains. Once you have identified these expen-
ditures, resign yourself to stop paying for them. The ones that you resist
giving up are going to be the ones that you are emotionally connected to.

When T examined in more depth my colleagues’ reason for flying first
class, some eventually admitted that they liked the flight attendants being
attentive to their needs and the feeling of privilege that first class con-
veyed. [n their case, the need for heightened self-worth merited the cost
of the first-class seat. Unless this need to feel privileged disappeared, the
need to fly first class would govern thelr spending decisions. Unless my
friend Nicole develops a sense of assuredness that her relationship with
Mark will be a long-lasting one, she will continue to rely on the dating
service to provide her with an immediate backup.

Sometimes emotional reasons are stronger than logical ones. In spite
of realizing why you do what you do, you still don’t stop some irrational
spending. This is all right . . . don’t beat yourself up. Just be aware that
if you need to cut down on your expenses one day, these are the expenses
that should be targeted.



Don’t Rely on Your Relatives
cor Linancial Aid

Expecting yvour family or relatives to support you financially throughout
your life is a way to ensure that you’ll never be truly independent. You
may be a grown-up in all other ways, but if you're dependent on them for
money, you really are a “financial infant.” True adulthood can never be
achieved unless you overcome this dependency.

By being a financial infant and never taking full responsibility for your
own finances, you’ll always be running to your relatives for help when-
ever you need money. This is a pattern that Jessica had grown accustomed
to .. . a pattern that she found increasingly difficult to break.

It started at an early age when she would run out of her allowance
before next week’s allowance was paid. She would beg her parents for the
allowance early, and they’d have a hard time tuming her down. Her beg-
ging became an art form that she was really good at, so good in fact that
she sometimes received double the allowance she should have in one
month’s time. Jessica learned to rotate begging to her father and then to
her mother so they didn’t realize that the other had relented and had given
her an advance.

As she got older, she started to acquire financial responsibilities. First
it was her own cell phone (supposedly for emergencies only). Well, Jes-
sica had a broad definition of what an emergency was, and before she
knew it she had talked her way into a very expensive monthly bill. She
cried to her parents and they paid the bill. When her next bill was equally
excessive, her parents again paid it but took away the cell phone.

£
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She then graduated to more sophisticated financial transactions. She
got her first car. Her parents paid the down payment but required Jessica
to make the monthly payments. She was working part-time while in high
school, so she had more than enough income to cover the payments—at
least this was her parents’ theory.

The reality was that Jessica spent most of her income on frivolous
things like clothes at the mall, eating out with her friends, and going to
concerts. When it came time to pay the car payment, the money had dis-
appeared. Her parents again came to the rescue since they didn’t want her
car repossessed. This would have resulted in a very negative mark on her
credit report, which would have haunted her for seven long years.

This pattern of financial crisis and then parental rescue continued on
as Jessica grew up. She had crises with her rent, her credit cards, and her
parking tickets (which she neglected until the late fees made them expo-
nentially more expensive than if she had paid them immediately). The
need for money was constant and ever-increasing, but her parents con-
tinued to bail her out.

The end to this story is vet to be determined since the precedent has
yet to be altered. I can make an educated guess, however. My feeling is
that as long as her parents reward Jessica’s irresponsible money man-
agement, it will continue. What incentive does Jessica have to change her
behavior? Tt’s much easier to call Mom and Dad whenever she needs
money. That solution is infinitely much less painful than confronting the
creditor.

But the money behaviors and decisions that continue to get you into
trouble will not be forced to change if there is always a bailout waiting. Tt
may become an endless cycle of dependency. You may spend your life
having to rely on your parents for financial assistance, not to mention the
burden that you are placing on them.

In addition, the assumption that family will always be there to take
care of you financially can prove to be mistaken. The money tap may one
day be turned off (if your parents somehow decide “enough is enough™),
or the inheritance you fully expect to receive may not be your parents’
intention. Therefore, self-reliance is the best way to assure you will be
taken care of. For who cares more for you than yourself?
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Wrife Dowun Your Money Goals

A goal that remains in your mind only is not an achievable goal. Just
thinking about wanting to accomplish something is not enough. If we
never write down a goal, it can never make the transition to being ful-
filled. It’s the difference between dreaming and goal-setting. And how
many dreams actually come true? A goal can be accomplished while a
dream is something to be longed for.

The best way to accomplish a money goal or objective is to write it
down. The simple act of putting the goal on paper increases its success
rate immensely. It may seem hard to believe that the best way to increase
your odds of succeeding at a goal is something as simple as writing it
down. But once the goal is written down, the mind starts working on ways
to make the goal a reality.

Beth wanted to buy a house. She was only twenty-two years old, but
she knew that unless she started saving now, her goal of becoming a
homeowner would never come to be. Beth’s goal of buying a one-bed-
room condominium was not unrealistic, but the down payment that would
be required seemed to be out of reach.

Her salary was typical of a young professional just starting her career.
Even though her current expenses were relatively low, she still found it
difficult to save each month. Most months, the idea of saving was just
that . . . a nice idea. Her paycheck was very popular; it seemed that every-
one wanted a piece of it. After rent, food, utilities, gas for her car, and
other essentials, her paycheck was gone.

Beth despaired that her dream of owning a house would forever remain
just a dream. It was only when her friend Brian suggested that she work
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out a plan that Beth started to have hope. He offered to share the plan that
had enabled him to buy a home. Brian figured that it worked for him, so
it might work just as well for her.

This plan involved creating a budget that included “actual” spending.
Beth’s assumption was that her essential expenses (rent, food, gas, et
cetera) left no money for savings. It was only after she tracked her
expenses for a month that she realized she did, in fact, have extra money
after the necessities were paid. This money was never available for sav-
ings, however, because it was spent on “nonessential” stuff.

These “wants” in her budget {as opposed to “needs”) included things
like entertainment, meals out with friends, happy-hour drinks, manicures
and pedicures, and weekend mini-vacations. If Beth cut back on some of
these nonessentials, she would indeed have money to save for her house.

The next step in her plan was to decide which categories of expenses
she would choose to reduce or eliminate. These decisions were painful.
Having to tell friends she couldn’t meet them for happy hour or having to
pass up a shoe sale were sacrifices for Beth. She had to keep reminding
herself that it was a trade-off. She was giving up things she wanted now
in exchange for something she wanted in the future.

Her initial goal was to save $200 a month. By reducing her spending,
Beth met that goal. After she got a new, higher-payving job, she resisted
the temptation to increase her standard of living. She kept her expenses
the same but increased her monthly savings to $400 a month.

The next step in her plan was to meet with a housing counselor to fig-
ure out her price range for a home based upon her salary. The counselor
determined that her salary could comfortably afford a $100,000 home with
a 20 percent down payment. This meant that Beth needed to save $20,000.

At first this amount seemed impossible to reach, but her counselor cal-
culated that her regular $400 monthly savings plus interest would add up
to $20,000 in approximately four years. At her current pace, Beth only had
two years to go.

The most important part of Brian’s plan was the part that cautioned to
“never deviate from the plan.” This was a critical component, since Beth
was often tempted over the next two years to step off her path. Her friends
constantly complained that Beth was no longer any fun since she turned
down a lot of their offers to go out and spend money (at movies, bars,
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malls, et cetera). But in spite of the pressure, Beth stayed steadfast in her
resolve. She even taped a picture of a condo on her refrigerator to give her
inspiration.

Two years later, Beth was the proud owner of a lovely one-bedroom
condo. At her housewarming party, all her friends were jealous. They too
wanted to own their own places, but their visions were only dreams. Beth
had made her dream a reality by setting a plan in motion. It all started by
putting her dream down on paper and transforming it into a solid goal.

The steps that Beth took are essential to reaching any realistic finan-
cial goal. Once a general goal is chosen, you need to start writing down
steps in the process of achieving that goal. By breaking up the goal into
manageable pieces, it does not seem overwhelming. Beth’s goal of saving
$20,000 seemed impossible when viewed as the total sum, but broken up
into monthly amounts of $400 it suddenly became possible. Most goals
are attainable if the will to succeed is present and the goal is not an impos-
sible one to achieve.
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Don’t Allow Events 4o Get You
ot Your Plan

If you've gone through the effort to create financial goals and have a plan
in place, try to stick to it. Often, events cause us to abandon our plan. A
good comparison is to someone who has been on a diet and then splurges
one evening by eating a fattening meal. This person might be so discour-
aged about falling off the diet that he or she abandons it altogether. Instead
of looking at the event as a temporary setback, the person views it as a
complete failure.

The same philosophy applies for financial plans. There will be times
when events happen that cause you to be diverted from your original plan.
In Howard’s case, he felt his financial pattern was destined to be “one step
forward and two steps back.” He wanted to save money, but unexpected
expenses kept interfering with this plan.

He couldn’t believe how unlucky he was. One month his car needed
new brakes. The next month his car was back in the garage because his
air-conditioning stopped working. Just when he thought his luck had
changed, he got a speeding ticket. In fact, he was going so fast that the
police considered it reckless driving, and Howard was hit with a large fine.
As soon as his automobile insurer found out, his rates were raised. Sev-
eral months later his dog ate some chocolates that Howard had left out.
Since chocolate is extremely dangerous for dogs to consume, Howard had
to rush to the vet (after hours) to get his dog’s stomach pumped. The bill
was shockingly high.
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Because of this continual stream of “unexpected” events, Howard’s
plan to save money was put on perpetual held. His friends who were suc-
cessfully saving for cars and their first homes must be luckier than he was,
Howard thought to console himself. However, this conclusion was turned
upside down when Howard discovered his friends had similar events in
their lives.

His friend Stan had to pay a tree-removal company after a windy storm
knocked down several large limbs of his tree. His friend Maria was in a
car accident caused by a driver who didn’t have insurance. She was forced
to pay the deductible to get her car repaired even though the accident
wasn’t her fault. And his friend Robert, after doing his income taxes,
found out he owned the IRS several thousand dollars.

To Howard’s great surprise, despite all these unexpected events his
friends still continued to save regularly. Even if they had to skip a month
or two, they religiously started saving again as soon as they were able.
It tumed out there was no difference between Howard’s friends” luck and
his own. The difference was in how they planned for and responded to
these events.

Even though these particular events were unforeseen, his friends antic-
ipated a certain amount of these unexpected occurrences. Their philoso-
phy was that it is foolish to believe that “life events” will pass you by.
They happen to everyone, normally when you least expect it or when you
can least afford it.

Because of their certainty, his friends had included these events as an
actual budget expense. For example, in Howard’s budget they would have
included “car repairs” as a normal expense. If Howard had factored into
his budget a small amount each month to cover car repairs, he would have
had the money when he needed it.

Howard’s friends also built up short-term savings accounts that could
be used to pay for those truly “unexpected” events, like tree-limb removwval.
However, most events that we think are “unexpected” are really not sur-
prises at all. For example, if Robert had met with his accountant to figure
out exactly how many allowances he should have been claiming when he
filled out his W-4 forms with his employer, he wouldn’t have ended up
owing any money to the IRS. You could also argue that Howard wouldn’t
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have been stuck with the vet bills if he had anticipated that his dog would
try to eat the chocolates. He could have placed them out of his dog’s reach.

In addition to the way that his friends planned for events, they also
reacted differently. They viewed these events as temporary setbacks in
their savings plans. Howard viewed his events as unending and perma-
nent roadblocks to his savings goal.

Controlling how vou plan for and react to events will make a huge dif-
ference in your ability to stick to a financial goal. Of course if you lose
your job or unexpectedly find out you are pregnant, these events will
affect your plan in significant ways. However, this doesn’t mean that your
plan should be discarded; it should be reworked to take the new realities
into account.
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Talk About Money
as Much as Possible

Two subjects that remain taboo in most households, never to be discussed,
are sex and money. Many consider it impolite to discuss these topics. Oth-
ers feel extremely uncomfortable dealing with such private matters. For
these and countless other reasons, most people would rather discuss any-
thing other than their financial or sex lives.

When it comes to money, however, the more it is discussed, the bet-
ter it is understood. But people are embarrassed to ask questions if they
don’t understand a financial transaction. They feel that they should
already know the answer. Therefore, they prefer to remain confused rather
than risk the humiliation of letting others discover that they are not finan-
cially savvy.

The irony of this way of thinking is the assumption that others under-
stand money better than you do. Actually, few persons have been fortu-
nate enough to receive formal training in personal finance. You may
believe vour knowledge is lacking, when in fact it may surpass that of
others.

Just because someone is a professional doesn’t mean that he or she is
a master in knowing how to manage money. Many high-income individ-
uals are horrible money managers. Their financial bottom lines may be
much worse than that of someone from a lower-payving profession. It’s not
how much you make but rather what you spend in relation to what you
make that counts.
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Tiffany married at eighteen and started a family immediately after her
martiage. She had two children back-to-back and their needs consumed
her. Her husband, Bob, encouraged this focus on their children. He
believed that Tiffany’s responsibilities should revolve solely around their
children and their home.

Bob relinquished control to Tiffany where homemaking was con-
cerned, but he refused to let go of control over any other aspect of their
life. He made most decisions without seeking Tiffany’s input. In the finan-
cial arena, Bob felt that since he was the breadwinner, all money matters
were his authority.

Tiffany, now twenty-five, had no idea what the family financial situa-
tion was and had never even balanced a checkbook. In fact, she didn’t
even know where the checkbook was. She wouldn’t know how to man-
age money even if she had some to manage. Bob gave her money weekly,
the same way he doled out allowances to the children.

Whenever Tiffany brought up the question of their finances, Bob’s
favorite response was, “Don’t worry. I'll take care of vou.” Tiffany inter-
preted this response as, “You can’t take care of yourself.” Over time she
heard this message repeated enough that she grew to believe she was
incompetent when it came to financial matters. Tiffany decided to stop
asking questions and just have faith that Bob was the wiser when it came
to their finances.

Tiffany’s spending tastes were modest, and the allowance she received
weekly from Bob had always been enough to take care of the family’s
household needs. Therefore she was surprised one week when Bob gave
her a smaller allowance than usual. When Tiffany brought up the fact that
he had mistakenly shorted her allowance, Bob replied that the lesser
amount was not a mistake.

Her follow-up question caused Bob to get so angry and defensive that
Tiffany quickly dropped the subject. When the next week brought an even
smaller allowance, Tiffany again pointed it out to Bob. This time his
response was intense outrage. He accused Tiffany of having no faith in
him as a provider.

Tiffany reassured Bob that she had all the confidence in the world in
his abilities. She then resolved to never bring up money issues again . . .
no matter what. Tiffany stuck to her promise, even when her allowance
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dwindled further and her requests for money to buy toys and clothes for
the kids went unfunded.

Tiffany only learned the extent of their financial troubles from the col-
lection calls that started to come daily. One day a repossessor even came
to their door looking for Bob’s car. The next day their landlord posted a
notice on their door announcing their eviction.

Bob could no longer hide his financial problems by not talking about
them. By now, they were out in the open. He broke down and admitted to
Tiffany that he had lost his job four months ago and had been too ashamed
to tell her. He left the house every morning at the same time that he used
to leave for work and spent the whole day searching for another job.

This story does have a positive outcome, in that Bob ultimately had to
ease up on his controlling ways. It would require two incomes to solve
Bob and Tiffany’s financial dilemma. Tiffany got a part-time job around
the same time that Bob found another job. Together, the dual incomes
slowly turned their financial situation around.

Tiffany also insisted that Bob share all financial matters with her from
that point on. Bob’s tendency to maintain total control over every situa-
tion—financial and otherwise—had caused their marriage to become more
of a dictatorship than a partnership. For them to start functioning as a
team, Bob needed to begin sharing financial management responsibilties
with Tiffany. She had him teach her how to balance their checkbook. She
asked that Bob give her the bill-paying duties. Then they did a budget
together and worked out a plan to pay down their debts.

After a while, talking about money started to become routine. Tt was
no longer discussed only when there was a crisis. They started to identify
family goals like college tuition for the kids and buying a home. Once they
agreed on certain goals, they developed a savings plan to realize them.

This radical departure from their old way of doing things was simply
the result of communicating about a subject that was previously taboo.
“The more that money is discussed, the more it is understood” is an
important truism. Resolve to talk about money as much as possible. Talk
to your friends, your colleagues, your parents, vour kids, and especially
your financial advisor.

The importance of having a financial advisor cannot be underscored
enough. Many people want to be the “CEO” of their own personal invest-
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ment company, but they don’t have the time or expertise to manage their
own money (or are too emotional about it). Would you represent yourself
in court or in an IRS audit? Would you fix your own plumbing or give
yoursell medical advice? For specialized advice, we normally go to a
specialist.

The best way to locate a financial advisor is to contact an investment
firm that has name recognition and a long track record. I suggest making
an appointment and visiting the office. When it comes to developing a
plan for your investments, I believe a face-to-face meeting is more effec-
tive than a phone conversation.

Ask the financial advisor as many questions as you need to in order to
fully understand the services the firm offers. No question is a stupid one.
Most importantly, make sure the advisor listens to what your goals are
instead of steering you in the direction of his or her own self-interest (for
example, the latest stock the office is pushing or the fund that gives the
advisor the highest commission). Shop around and choose the financial
advisor who will work best for your needs.

Obviously there are certain personal financial issues you will want
to keep secret: if vou share your salary with a work colleague, your
coworker might find to his surprise that he is not making as much as you
are. Also, vour voung children might not know to be discreet about shar-
ing vour salary with their friends on the playground. (As children become
young adults, however, they should know both vour income and your
expenses in order to have a realistic view of the world before they leave
the nest.) You might also choose to be selective about whom vou tell the
extent of your debt level to or the fact that you once filed for bankruptcy.

But financial tools such as debt-reduction ideas, investment strategies,
and cost-cutting ideas are ideal topics for money conversations. The fre-
quency of these conversations and the level of your prosperity will almost
certainly have a direct cormelation. The more the better.
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Learn £rom Your Parents

Your parents were probably your primmary teachers when it came to learn-
ing how to manage your money. The Jump$tart Coalition for Personal
Financial Literacy found in their 2002 survey of high school seniors’ finan-
cial literacy level that 61.8 percent learned about money from their par-
ents. Only 15.6 percent learned in school, and 17.8 percent learned from
experience in managing their own funds, which is really the trial-and-error
method.

Since our parents are our primary money teachers until schools start
to integrate personal finance education more often, we need to leamn from
them. Their lead is certainly better than the trial-and-error method, which
unfortunately results in more errors than successes.

You might have been lucky and had parents who were the best money
managers in the world, or you might have had parents who repeatedly
filed for bankruptcy. Your parents’ skills are really dependent on the teach-
ing that they received. In many cases, that teaching was minimal or non-
existent. This may result in the blind leading the blind.

Regardless of whether they were good examples or not, you can learn
a great deal from your parents. This is because lessons can be learned
from your parents’ failures in addition to their successes. The secret is
understanding which of their money choices were wise and which were
not. This distinction is sometimes not very apparent.

Anita always thought her parents were expert money managers. She
had no reason to believe otherwise. They owned a home, two relatively
new cars, nice furnishings, and the family took overseas vacations each
yeal. Whenever Anita needed anything she was given money. She even
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had a used car waiting in the driveway as a present for her sixteenth
birthday.

Anita’s vision of her parents being well-to-do was not shattered until
her senior year in high school, when she started applying to colleges.
Assuming that tuition costs were not a concern for her parents, Anita
chose expensive, private vy League schools as her first choice.

When she was accepted at two of her top choices, she excitedly shared
the good news with her parents. Instead of sharing her enthusiasm, how-
ever, her parents could not hide their worry and trepidation. Not under-
standing why they were not equally thrilled (it was Harvard and Yale, after
all), Anita asked if something was wrong. Their answer caused Anita to
totally redefine her perception of her parents’ wealth. She ended up learn-
ing that the appearance of wealth or lack of it can be an illusion that com-
pletely contradicts the reality of the situation.

Anita learned that it wasn’t the fact that she was accepted by such
excellent universities that made her parents worry. In fact, her acceptance
gave them enormous pride. The worry came from the fact that they
weren’t able to pay those schools’ exorbitant tuitions.

Anita never thought for one moment that her parents were not in a
position to pay her way through college. She just assumed that they had
planned for it like many of her friends’ parents, who had started college
savings plans as soon as their children were born so that when the time
for college came, money would not be an issue.

Unfortunately, Anita’s parents never made regular savings deposits to
a college account. They chose instead to spend the full amount of their
combined incomes each month. They intended to start a savings account,
but their obligations to their mortgage, car payments, credit-card bills, and
other daily living expenses always prevented it from happening.

Over time this steady accumulation of debt became a vicious circle of
acquiring more debt just to be able to pay the existing debt. In fact, Anita’s
parents’ precarious debt situation made bankruptey look like an inevitabil-
ity. Paving college tuition on top of their existing debt was not an option.

Anita was despondent after learning the truth, but she was also deter-
mined not to let money issues prevent her from attending Harvard or Yale.
She started researching alternative financing methods for her education.
She filled out student loan applications, applied for scholarships, and
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made inquiries into work-study jobs on campus. In the end, by employ-
ing a combination of all of the above, Anita was able to afford her first
year of school. In addition, she planned on working full-time each sum-
mer to supplement her college costs.

Anita was well aware that she was at risk of falling into her parents’
debt trap with her student loans. Because of her sensitivity to this possi-
bility, she did not ask for the maximum student loan amount available to
her. She kept the loans on the lower side and supplemented them with
her scholarship and work-study money. Also, Anita stuck to only one
credit card with a low limit and paid it off in full each and every month.

As Anita’s story illustrates, even if you have parents that have man-
aged their money unwisely, vou are not destined to repeat their mistakes.
Hopefully you can learn from them. For example, if your parents filed for
bankruptcy from excessive credit-card usage, you can learn to use credit
responsibly and not get in over your head. On the other hand, if your par-
ents made savings an integral part of their money habits, then you prob-
ably have firsthand examples of how compound interest makes money
ErOwW.

Don’t be afraid to ask your parents to share with you their biggest
money mistakes and what they learned from them. They might not be
comfortable sharing this information with you, but be insistent. Tell them
that you value their experiences and need their direction. Then ask them
to share their greatest money successes. They will probably be less resist-
ant to share this information. Take their wisdom and use it to your benefit.
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Money Isn’t EVery+thing

The relentless pursuit of riches may seem to be the essence of the Amer-
ican dream. In the game of life, many believe that the true winners are
those with the most toys when they die. We strive for bigger and bigger
houses, more expensive cars, Italian shoes, Rolex watches, designer suits,
and every electronic device imaginable. We hope to forget the time when
all of our possessions could fit into one carload.

But when you obsess about the acquisition of money and let it control
your every waking moment, you have lost your perspective about life.
Your life then becomes imbalanced. When money dominates all thoughts
and actions, other areas of your life are pushed aside. You neglect your
family, your friends, and even your health. The stress over money can
then lead to lost friendships, divorce, and an increase in blood pressure,
difficulty sleeping, or even a heart attack.

For Peter, money was everything. It defined who he was and gave him
an identity. Without his wealth, Peter felt he would cease to exist. Because
his self-esteemn was in direct proportion to how much money he had, Peter
constantly needed more money to build up his feeling of self-worth.

Because Peter saw himself only in terms of how much money he was
worth, he expected women to judge him in those terms also. When friends
warned him that his girlfriend was a “gold digger,” Peter was not deterred;
in fact, he anticipated it. Holly was supposed to be attracted to him for his
money, for Peter and his money were one and the same.

Peter was not born into wealth; he was born into poverty. He grew
up watching his family struggle financially. There was never enough to
cover the family’s basic needs. Compounding their struggles was the fact
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that his family was treated with disrespect. They were discounted, pushed
aside. No one ever took an interest in them or rushed to service their
every request. He learned to believe that being poor was like being
invisible.

Peter made a solemn promise to himself as a boy that when he grew
up, no one would ever ignore him again. This promise guided his every
thought and his every move. It caused him to study excessively in order
to get into one of the best universities. His studiousness paid off when he
received a full scholarship to Harvard. As a student there, he was drawn
to courses in business and finance.

Upon graduation, Peter’s attraction to money led him to an internship
at a large investment firm on Wall Street. It was there he noticed that the
more successful a money manager was, the more respect he or she com-
manded. Peter had the revelation that the best way to never be ignored
again was to become hugely successful financially.

This was his mission, and his game plan was to work harder than any-
one else to achieve success. The same philosophy that had worked so suc-
cessfully in his studies at school paid off again in Peter’s business career.
He steadily rose to higher and higher positions of authority in the firm.
With each move up the ladder his income increased accordingly. As his
income went up, so did his stature and respect. Peter’'s assumption had
proved correct after all.

The respect accorded him was shown in many ways. It touched all
aspects of his life, from the company driver that now chauffeured him to
and from work, to the doorman who greeted him at his apartment, to the
elite “Members Only” social club that accepted him with open arms, to
the corner office with the breathtaking view of Manhattan through its
ceiling-to-floor windows.

As his fortunes increased, so did his luck with women. They were in
awe that Peter was able to get reservations at the hottest New York restau-
rants. These spots had reputations of being impossible to get into unless
you were someone “special.” The women were in awe of the expensive
presents Peter bought them on a regular basis. They were in awe of the
front-row seats to sold-out Broadway productions. And most of all, they
were in awe of Peter’s gorgeous loft-style penthouse apartment with inte-
rior decorating that would make most women envious.
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Of Peter’s many girlfriends, Holly was the one most in awe of him. For
this reason, he asked her to marry him . . . despite the “gold-digger” con-
cerns of his friends. Their wedding was a posh affair, which continued
into their married life. Holly’s tastes were expensive and insatiable. She
was endlessly redecorating their home and shopping for clothes. When
she took a break from these activities, she turned to planning expensive
overseas vacations to Bali and Monte Carlo.

As long as Peter did well at the firm, these demands were easily satis-
fied. Unfortunately, his earnings weren’t sustainable during the stock mar-
ket plunge of 2000-2001. Peter’s personal portfolio included many risky
Internet start-up companies, which had shown incredible earnings dur-
ing the last years of the twentieth century but had plunged during the
recession.

Peter had not followed his advice to his own clients, which was to
diversify their investments. His need to realize high earnings because of
his lavish lifestyle led to his decision to concentrate most of his invest-
ments in risky stocks. This decision was gambling on his and Holly’s
future. They stood to either win big earnings or suffer big losses. Just as
most gamblers lose at Vegas, the odds finally caught up to him.

Peter’s greatest fear during this period was that when his lifestyle was
scaled back, Holly would leave—just like the Porsche he was going to have
to give up. Since his worth was tied up in what he owned and not who
he was, Peter believed it was a certainty that Holly wouldn’t want him
anymore.

When Holly didn’t leave but instead supported Peter through this
period, he was confused. Why was she stayingt What do T have to offer
her now that my wealth is not what it used to be? Her answer stunned
Peter. Holly said that Peter was worth more than any of the possessions
they had acquired. He heard her but didn’t really believe her. Tt was only
when the downscaling began that he started to believe her sincerity.

After their Porsche was taken away, their social club memberships
were given up, they stopped going to the opera, and some of their paint-
ings were sold, Holly miraculously still stayed by his side. [t was only then
that Peter felt self-worth for the first time in his life. Holly had shown that
what really mattered to her was Peter himself and not the wealth that Peter
represented.
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What Peter had initially mistaken for awe of his money was actually
awe of Peter himself. Holly was impressed by his intelligence and drive
more than the money that resulted as a consequence. It was true that Holly
had expensive tastes, but when she had to choose between possessions
and her husband, she did not hesitate to choose the latter.

Believe it or not, there is more to life than money. Most people find
that true happiness comes not from possessions but from relationships.
You may worship your Porsche, but does it cure your loneliness? You may
have the most beautiful view from your balcony but no one to share it
with. Of course possessions can bring pleasure, but can “things” provide
the bonds that make life worth living? That’s a tall order for something
inanimate. Be careful that the pursuit of things does not destroy that which
is more valuable than money.
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Don’t Cure Boredom by
Going {0 the Mall

The next time you’re out shopping for fun, ask yourself, “What mood am
Iin?” You may find that you tend to shop when you are depressed, bored,
celebrating, or lonely. If any of these moods triggers a spending spree, you
need to realize you have a tendency to shop whenever that mood over-
takes you. By identifying moods that increase your spending proclivities,
you can be aware that your resistance during this period is low.

Until T did this exercise myself, I hadn’t realized that I tended to shop
when I was depressed. It actually made sense in the short run. Since my
spirits brightened when I bought something new, I would mask my feel-
ings of depression temporarily when I treated myself to something I
wanted. However, my depression level usually dictated my level of spend-
ing. One time when [ was severely depressed I bought a new car!

Of course, this feeling of happiness didn’t last for long. As the new-
ness of the purchase wore off and the credit card bill arrived in the mail,
my depression returned big-time. It became a vicious cycle. I would get
depressed, go shopping, receive the bill, get depressed because of the bill,
and then go shopping again. It was a cycle that was hard to break.

Instead, I learned to substitute another activity instead of shopping to
try and alter my mood. [ knew from many years of being an athlete that
the activity of exercising was also successful in making me less depressed.
The body’s natural reaction while exercising is to release chemicals that
give you a natural high. A bonus was the fact that since [ taught aerobics,
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I was actually making money instead of spending it; and getting into
shape, not into debt!

If the activity you substitute for shopping works just as well, you've
accomplished the same mood change without adding to vour debt. If you
shop to celebrate, try celebrating by seeing a new maovie (you're only out
the cost of the ticket). If you shop to cure boredom, try indulging in a
hobby. But make sure you choose a relatively low-cost hobby, not a high-
cost one like skiing, for example. And if you are lonely, try joining a club
so you can meet others. Your club activities may alleviate your boredom
and depression at the same time.

Be careful that the substitute activity is not harmful to you in another
way. You have only succeeded in trading problems if you choose to drink
heavily as your method of combating depression. And if you sense that
your moods are extreme (for example, chronic, debilitating depression
instead of occasional feelings of being depressed), you should visit a pro-
fessional to get counseling. No amount of substitution can cure a serious
psychological problem.
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Pay Yourselt tirst

After receiving your paycheck, the first person to get any of that money
should be you—specifically, your savings account. If you wait to pay your-
self last, you may never pay yourself at all. Assuming that you have money
left over after you pay your bills (if not, you must cut your expenses), the
competition for this leftover money is fierce.

First of all, there are the normal out-of-pocket costs like eating out, gas
for your car, tolls and parking, toiletries, et cetera. Then there are the unex-
pected expenses like a flat tire, a parking ticket, runs in vour panty hose,
or your dog accidentally eating chocolate and needing to be rushed to the
vet. And finally there are the “wants,” which are not really necessary, but
sometimes we feel we can’t live without them. Wants are things like that
long weekend in Las Vegas, those cool leather pants, an upgraded speaker
system for the car, and martinis that cost more than a meal because you
ordered them at the new “in” place in town.

With all of these competing interests, it’s easy to see why savings (pay-
ing yourself) gets the lowest priority. Put side by side with the immediate
gratification of wearing brand-new leather pants to a party, savings has
no apparent instant benefit. In fact, savings has been compared to watch-
ing grass grow . . . not too exciting.

Since there is no way for savings to ever compete with the instanta-
neous pleasure of buying something, the sales pitch needs to be focused
on achieving future goals and dreams. One of my favorite public service
announcements for the American Savings Education Council (which advo-
cates the need to save for retirement) depicts a retired couple looking
through their scrapbook. They are shown reminiscing about all the exotic
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vacations they took when they were younger, elaborate functions they
attended, and opera productions they paid handsomely to listen to. The
couple is seated in a small apartment with a game of checkers nearby. It
is apparent that their good times were a thing of the past. Unconcerned
about the future, they never saved for it. Now the future has arrived and
they have time on their hands to plan their retirement activities but no
money to pay for them.

If vou have a hard time relating to retirement because it seems light-
years away, try thinking about savings in a shorter time frame. Do you
want to buy a house or a new car? These are both expensive purchases
and usually require a down payment. The larger the down payment, the
lower your monthly payments will be. This is a great incentive to start
saving now.

If you are convinced of the need to save but still can’t ever seem to do
it, you must make the process of saving easy. This is why automatic sav-
ings plans that deduct money directly from your paycheck are so suc-
cessful. You never see the money in the first place. What vou never see,
you can never miss.

Make saving money a main concern by considering yourself the high-
est-priority creditor. By treating yvourself as a creditor who is just as impor-
tant as your mortgage lender, vou will ensure that saving money becomes
an integral expense and not an afterthought.
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Pay the Needs Beftore
the Wan{s

There are three basic needs in life—food, shelter, and clothing. [ also like
to add transportation, which is vital in order to get to the job that pays for
these needs. The “need” list is short but the waiting list is long. Many
“wants” desire to join this exclusive list. But their qualifications are rarely
genuine, and they are often rejected as legitimate needs.

I remember the story my friend Bill once told me about his wife, Claire.
One Saturday they were on their way to the shopping mall and Claire
said, “Honey, I need a new dress for work.” Bill, who is a serious tight-
wad, started lecturing her on the difference between a “want” and a
“need.” Well, Claire had heard this speech many times before, and when
Bill was finished she replied, “All right, T won’t buy a new dress but just
remember (she paused for effect), you have needs too!” At that moment,
Bill envisioned how he needed to go fishing that weekend. He knew that
Claire could follow his example and insist that fishing was not really a
need. He changed his mind, and attempted damage control by letting
Claire buy not one but two dresses!

If we follow the strict interpretation of what a “need” is, then most
other expenses can be considered wants—not essential. Some expenses
are either a “want” or a “need” depending on the context. For instance,
shoes are a necessity, but do you need thirty pairs? Likewise, transporta-
tion is essential in order to get to work, but do you need to get there in a
brand-new luxury car or can you take the subway? And we all know that
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we must eat to survive, but must our meals be taken frequently at five-
star restaurants?

The indisputable needs, however, must always be paid first. If you put
your mortgage bill on the bottom of the pile of bills to be paid, you might
find that your paycheck is gone by the time you get to it. This is a com-
mon problem among voung adults who are not accustomed to paying for
“needs.” While living at home, their needs were normally taken care of
by their parents. Were you required to help pay your parents’ rent or mort-
gage, phone bill, or water or gas bill? Probably not.

When you are living at your parents” home and pulling in a paycheck
for a part-time or summer job, you are usually free to spend this money
as you please. This tends to mean that you spend money on things like
clothes, shoes, music, sports, entertainment, and electronics. What a won-
derful luxury to not have to pay any bills. Unfortunately, this situation
rapidly changes once yvou are out on your owa.

Living independently means assuming responsibility for things you
used to take for granted, such as electricity and water, housing, food, and
phone and cable TV service. It is a rude awakening when these things are
no longer free but instead come with a bill attached. Their importance
cannot be discounted, since not paying for these necessities can cause dire
consequences like phone service being disconnected, power being turned
off, or eviction proceedings started.

In order to avoid the inconvenience of being disconnected, evicted, cut
off, having vour credit rating suffer, or having to move back in with Mom
and Dad, always pay the needs before the wants. Doing so ensures that
your most important basic necessities will be covered.
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Never Guess When killing
ovf g Budget

If you can fill in the blanks, you can complete a budget worksheet. How-
ever, it is important that you fill in the blanks with accurate information.
If you guess, without a real sense of where your money is going, doing a
budget is a waste of time. People tend to guess when they don’t know
what amount to put in the blank.

Jack discovered just how hard it is to construct an accurate budget
when he had to fill one out for a personal finance class he was taking at
Virginia Tech University. The assignment was to fill out an estimated
spending budget sheet at the beginning of the month and then compare
it with his actual spending at the end of the month.

This was a difficult assignment since Jack really had no idea what he
spent for certain categories like groceries, meals out, entertainment,
girlfriend-related expenses, or drinks at the bar with his friends. Since the
project required him to submit a completed initial budget, Jack had no
choice but to guess the amounts for these categories.

For an entire month, Jack had to carry around a small notebook and
keep a log of every time he spent money. He needed to write down the
amount and the type of purchase. This included even small sums like
change for the parking meter, cigarettes, or coffee in the morning.

Jack’s first surprise was how often he had to make entries in the note-
book. He hadn’t realized that he conducted so many money transactions
each day. He used to be perplexed when he took $20 out of the ATM in
the morning and it was gone by the end of the day. It seemed like the cash
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fell out of a hole in his pocket. Now Jack had a better understanding of
where the disappearing money actually went.

His second shock was when he discovered how much he had truly
spent in the areas that he was uncertain about. Without fail, he underes-
timated in each category. He actually spent double the amount he had
estimated for “drinks out with friends.” Another shocker was how much
he spent on dates with his girlfriend. He had always insisted on paving
for her even though she regularly offered to help. Jack now decided that
the next time she offered, he would accept!

There are two kinds of expenses—those that have a set cost and those
that don’t. Predictable expenses like rent/mortgage or your car payment
have set costs. They don’t fluctuate from one month to another. It is the
expenses that continually change that are difficult to quantify. Since we
don’t receive a bill in the mail each month that says “groceries” with a
set dollar amount, it is hard to know for certain what vou actually spend.

The only way to accurately estimate these “unknown” expenses is to
keep a daily log for a short period to find out the real cost of fluctuating
expenses like meals out or entertainment. Once you have calculated the
total expenditures for each category at the end of the month, you can enter
these amounts into your post-month budget. If you compare your pre-
month budget with your post-month budget, you will probably discover
that you have underestimated your expenses—just like Jack.

Until you know the reality of your situation, you will have no reason
to make any adjustments in your spending routine. If you think you are
spending frugally when in fact vou are spending like vou just won the lot-
tery, you will need to revise your expectations downward. Since there is
a finite amount of money to spend each month, you need to make choices
as to where you will spend it. Knowing where your money really goes will
help yvou to make these difficult choices.
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Don’t Carry Around
Loads ot Cash

If you leave the house in the morning with $20 in your pocket, chances
are that it will be gone by the end of the day. If you leave your house with
$50 in your pocket, it too will probably have disappeared by day’s end.
The moral of the story is “The more you have, the more you will spend.”

When [ was in graduate school in Paris, I received a work-study schol-
arship. In exchange for partial reimbursement of my tuition, [ had to work
for several hours each day in the school’s office. The school that T attended
was a U.S. university with numerous campuses in Furope. Unluckily for
me, my scholarship check was sent to the wrong campus—in Germany.

By the time this mix-up was straightened out, it was almost four
months into the semester. This was a huge problem since I had counted
on my scholarship money to pay my living expenses in France. My rent
was covered, but other expenses like money for the metro, food, toiletries,
school supplies, and coffee were not.

I had no choice but to get by on less. I remember vividly that T lived
on $50 for the last month before the check finally arrived. I also remem-
ber exactly what I ate each day—a croissant and a cappuccino in the
morning, a ham and cheese sandwich and a cappuccino for lunch, and
soup for dinner. I had never voluntarily chosen to go on a diet before, and
all of a sudden I found myself forced to go on a stringent one. I did in fact
lose ten pounds (the only good news at the time).

I also walked more and took the subway less. I bortrowed other peo-
ple’s newspapers after they had finished reading them instead of buying
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my own. I even made an occasicnal “complimentary” phone call to the
United States from the office when the staff was on their customary two-
hour French lunch break.

Years later while living in Los Angeles, T watched with amusement as
my struggling actor friends used similar tricks, like eating dinner each
night at a different happy-hour buffet. They bought a beer and had din-
ner for free. However, they learned it was important to rotate restaurants
in case the managers caught on to the frequency of their visits.

My experience in Paris and the experiences of my friends in Los Ange-
les were not easy by any means. But I did learn that we could survive
within our limitations. T also discovered that as soon as my scholarship
money arrived, [ had no problem spending more.

With more money available, I didn’t have to have the same self-disci-
pline as before. I could order several-course meals at restaurants, buy
clothes, take taxis, and go to museums on days other than the free day.
Since I now had more money in my possession, I felt released from the
necessity of comparing and always choosing the cheapest or free way.

The lesson I learned in Paris that semester was a valuable one. If I
wanted to spend less, I needed to have access to less. The lesson works
on the premise that “if you don’t have it, you can’t spend it.” And in Paris,
I really didn’t have it. T had no choice but to live on my limited funds since
I didn’t have a credit card. So what T had in my pocket was really all that
I had.

To make it difficult to spend money, don’t carry it around with you. In
addition to actual cash, don’t carry around other means of access to
money like your checkbook, debit cards, or credit cards. Leave them at
home or have a trusted family member hide them for you. Then have
them promise not to let you know where they are hidden, even if you beg,.
If you make it difficult to spend, vou will spend less.
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Never Buy a New Car

The minute you drive a new car off the dealer’s lot, it has immediately
become used and yours. If yvou have buyer’s remorse (that sinking feeling
that vou shouldn’t have made the purchase) a block away, you can’t
return it. Buying a car is not like buying a sweater at a department store
and discovering it’s the wrong size once you're home. In the case of the
sweater, you can most likely return it and replace it with one that’s a bet-
ter fit. With a car, on the other hand, if you discover your eyes were big-
ger than your pocketbook, vou can rarely return it for one that is a better
fit with your budget.

The reality is that you have lost several thousand dollars in value before
you even make it to your driveway. The simple act of driving vour new
car off the dealer’s premises has decreased its value. Contrary to pur-
chasing a home, the odds of your car increasing in worth are almost nil.
This immediate depreciation was what caused Ron to find himself in an
“upside-down” situation.

Ron was only twenty-five, but his drive to succeed put him in a self-
imposed competition with salesmen at his company who were much
older. Ron grew up lower middle-class in the suburbs of Cleveland, and
he aspired for much more than what his parents had attained. This desire
fueled his ambition.

Ron gravitated toward the most successful employees. He wanted to
pattern himself after them, reasoning that if he did what they did, he
would be as successful as they were. Therefore, he studied them—their
work habits, mannerisms, clothing, and the type of cars they drove. It was
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in copycatting the cars his colleagues drove that Ron got himself into
trouble.

It was unrealistic to try to compete with the older salesmen at every
level. Ron didn’t realize that it took time to accumulate wealth. It was true
that many of his older colleagues drove luxury cars, but it was also true
that they paid substantial down payments when they bought them. This
enabled their monthly payments to be much lower than Ron’s, since he
bought his car entirely on credit. In fact, Ron’s car payment was equal to
his rent!

It didn’t take long for Ron to realize that he couldn’t afford his car. He
wasn’t that good at math, but it was easy to calculate that his monthly
salary was just slightly more than his rent and car payment combined.
This left a pittance to pay for everything else like food, clothes, cell phone,
gas for his car, and other expenses.

Ron determined that the solution was to return his car. But when he
tried to give it back, the car dealer wouldn't take it. They told him to try
and sell it on his own. Ron followed their advice but discovered that the
price he could sell it for was not enough to cover what he owed the lender.
His situation was what is known as “upside down.” If he sold it, he would
be stuck paying the difference between the money he received and the
money he still owed—this is called a deficiency balance. Even worse, he
wouldn’t have any transportation. He would then need to get another car
to get to work. This would effectively result in Ron paying for two vehi-
cles but only having possession of one.

Feeling trapped, Ron decided to move back in with his parents until he
could get his finances in better shape. This decision was not an easy one,
since Ron had loved his independence. Now he was back in his parents’
home, living under their rules when he was used to none. He lamented
the fact that his situation wouldn’t have come to this if he had only bought
a used car.

When vou buy a used car, the vehicle’s greatest depreciation has
already been realized by its original owner. All subsequent owners won't
experience the huge plunge in value that the original purchaser of the new
car had to realize. The goal should be to retain as much of the car’s pur-
chase value as possible. Buying a new car instead of a used one makes
this goal less attainable.
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When You Chandge Jobs,
Don’4 Cash ovt
Your Retirement Account

If you are like the average American, who doesn’t save any money other
than what he or she contributes to a retirement account, when you lose
a job or change jobs you may find that you have no short-term savings to
pay bills until you find that next job. In a competitive job market, it may
take several months (if not longer) to find your next place of employment.
While the search is going on, although vour paychecks have ceased to
arrive, unfortunately your bills have not.

In desperate need of cash, many people turn to cash advances on their
credit cards. If their credit cards are already tapped out, they may attempt
to cut back on their expenses. This scaling back is difficult because it
involves giving things up, and many people resist that temporary solu-
tion. A less painful option is looking to their company retirement account
as an interim source of funds. An employee who has worked for a com-
pany for a long time, or whose company is particularly generous in match-
ing employee contributions, may find that his or her retirement account
is quite substantial.

In fact, the majority of Americans cash out their 401 (k) balances when
they change jobs rather than rolling over the money into another retire-
ment account, according to a recent study conducted by Hewitt Associ-
ates, a management consulting firm. The Hewitt study revealed that more

45
Copyright 2002 by Dara Duguay. Click Here for Terms of Use.



DOLLARS AND SENSE

than 80 percent of employees cash out when balances are $3,500 or less.
Even among those with larger balances of $25,000 or more, 30 percent
choose to cash out their funds.

This was Sam’s preferred solution to his temporary cash crunch after
he was laid off from his job with a telecommunications company. He knew
that he had no accessible short-term savings since he habitually lived from
paycheck to paycheck. Further, Sam was unwilling to cut back on some
of his expenses because it was a hassle to do a budget and then have to
decide which expenses to reduce or eliminate. After these difficult and
time-consuming decisions, he would then have to make lots of phone calls
to cancel services. This seemed like way too much work and effort.
Besides, Sam felt that adjusting his budget was entirely unnecessary for
his short-term problem.

Sam had accumulated around $45,000 in his company 401(k) plan by
the time of his layoff. During an exit interview with the company per-
sonnel director, he received advice about his 401(k) plan. The personnel
director explained something about it being advisable to roll over his funds
into another retirement account within a short period.

Sam really didn’t understand what she was explaining about a
“rollover,” so he elected to receive a check equal to the amount in his
account instead. This freed up $45,000, and suddenly Sam didn’t feel such
an urgency to find his next job right away. In fact, he had always wanted
to visit Europe.

Sam’s European excursion lasted three months before he returned
home to start his job search. Tt took an extra three months before he found
employment and began receiving a pavcheck again. He had been out of
work for a total of six months but hadn’t really felt any money pressure
during this time, thanks to his retirement funds. In fact, Sam felt that his
lavoff was a wonderful gift.

It wasn’t until he met with his accountant to do his taxes that Sam real-
ized the significance of what his former personnel director had been advis-
ing him to do. Since he did not elect to “roll over” his retirement account
into another, similar fund, he was severely penalized by the IRS. Unfor-
tunately, Sam realized too late the negative consequences of electing to
cash out his retirement fund. He ended up losing about $20,000 by the
time the taxes and penalties were calculated. His European vacation
turned out to be quite an expensive one!
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WHEN YOU CHANGE JOBS, DON'T CASH OUT YOUR RETIREMENT ACCOUNT

The decision to cash out your retirement account instead of rolling it
over to your new company’s retirement plan or your individual retirement
account (IRA) will result in a significant reduction in the net value of the
account. By the time you have been taxed and penalized for an early with-
drawal, which usually is defined as any disbursement before age fifty-nine
and a half, approximately half of the value of your withdrawal will have
vanished. And in the long term vou lose even more because you forfeit
the tax-deferred compounding of the retirement account’s earnings.

Oftentimes, people in their twenties look at the lump sum in their plan
and decide that retirement is a long way off, so they would rather have
the money to pay bills or use for a down payment on a car. If your argu-
ment is that your need for the money is greater now rather than later in
life, you should first see if the fund has a borrowing provision. It may
allow you to borrow from the fund for certain reasons like an emergency
or a down payment on a home. Other funds have no restrictions at all on
borrowing,.

If this course of action is allowable, you have in essence taken out a
loan against your retirement funds. The difference from an outright cash
distribution is that you have a repayment plan to replace the money that
you have received. In addition, you will not be hit with huge penalties for
early withdrawal like you would if you received a check from liquidating
your account.

The loss of money through penalties and taxation is easily avoidable
by making sure to always roll over vour company retirement account
whenever you switch jobs. Since frequent job-changing is becoming the
norm, it is imperative to make this choice. If you don’t, you’ll never be
able to accumulate any money for retirement. You may find yourself forced
to live solely on social security income. Let’s hope that social security is
not out of money by the time you need it.
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Don’t Take a Vacation
in High Season

To guarantee the highest rates for airfare, hotel accommodations, and
vacation excursions, you only need to book your travel during peak tour-
ist season. In addition teo paying premium rates for everything you do, you
will be assured of lots of company. Most people prefer to travel in high
season since it is usually the most desirable time to travel.

Peak season is determined by many factors. If it is during the winter,
warm destinations are in demand. You can count on Mexico and the
Caribbean being very crowded. If it is during summer break for kids, fam-
ilies will be plentiful at many destinations—especially family-friendly
places like Disneyland. If you are planning on visiting the Mediterranean
coast in Europe, it will seem like virtually all of Europe has joined vou.

Helen had heard tales of how wonderful St. Barthélemy (5t. Barts for
short) was for years. The picturesque island in the French West Indies is
a favorite destination of many famous people. Tt seemed that every time
Helen picked up a People magazine, she saw pictures of movie stars on
holiday in St. Barts. She wanted to join them in what was obviously an
extremely desirable vacation spot.

Helen’s enthusiasm for visiting St. Barts was matched only by her
excitement at escaping Michigan in January. As she waited on hold to
make her plane reservations, she looked outside at the three feet of snow,
which was supposed to accumulate to four feet by nightfall. In addition,
the high temperature predicted for the day was only five degrees. Helen
reflected at that moment that her trip couldn’t come soon enough.
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Helen had a hard time convincing friends to join her because the cost
of the trip was quite expensive. She was booking her trip during high sea-
son, and the airfare, hotel, rental car, and excursion packages were at their
highest rates. No discounts applied for this time of the year.

The trip turned out to be everything that Helen was hoping for. When
she arrived home, her stories of “movie-star sightings” and beautiful
white-sand beaches caused her friends {(who had initially turned down
her offer to come along) to rethink their decision. So Sara and Jennifer
started doing some preliminary research to see if they could afford the
trip.

They discovered that April 15 was the cutoff between high and low
season. If they booked their trip after April 15, they would receive huge
discounts on airfare, hotels, and many other trip-related expenses. Their
airfare was dramatically lower than high-season rates, and they were even
able to negotiate a half-price reduction for their hotel room since the hotel
had such low occupancy. Once there, they were able to bargain for
reduced rates for scuba diving, sailboat, and hiking trips. An added ben-
efit was that they were often the only tourists on these excursions, so they
received extra attention.

When Sara and Jennifer returned to Michigan they kept marveling at
the affordability of St. Barts. Helen was confused because her trip had
been so expensive that she was forced to put most of the expenses on her
credit cards just to be able to afford to go. She calculated that she would
be paying off her credit cards for the next year or so just to pay off that
one week. How could her friends’ experience have been so different?

The difference was in the fact that one trip occurred during high sea-
son and the other during low season. Although Sara and Jennifer didn’t
see one movie star while they were there and the temperature was much
hotter than during Helen’s trip, they thought the trade-off was acceptable
in order to receive such low fares.

In fact, they looked at the fact that the island had so few tourists as a
definite plus. By traveling off-season they were guaranteed fewer crowds
and more solitude. They never had to wait in line for a table at a restau-
rant, and one day they were the only ones on the beach for two hours.

If you are willing to accept less-than-optimum conditions, you may
save big bucks. If you are willing to be flexible you can find some great
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DON'T TAKE 4 VACATION IN HIGH SEASON

deals: hurricane season in the Caribbean is cheap, winter in London is an
inexpensive plane flight away, and August will find Paris seemingly
deserted since the Parisians are on the Riviera.

I have a friend who only travels to places that are dangerous. In fact,
that is how he chooses his destination. He will travel to a country in the
midst of an uprising, a political or social upheaval, or with a high kid-
napping rate for foreigners. He swears that he receives the lowest rates for
any vacation. I don’t doubt that he does receive low rates, but he is too
much of a gambler for me. I prefer to choose vacation destinations with
a high degree of certainty that I will return home!

A vacation should reduce your stress level, not add to it by increasing
your fear of kidnapping or by adding to your financial stress. If an expen-
sive vacation prevents you from enjoying yourself, then the vacation has
not accomplished its intended goal.
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Never Make a Signikicant
Purchase on the tirst
Trip 40 fhe Store

When you need to make a significant purchase, the decision should not
be made in haste. Never commit yourself to a purchase on the first trip to
the store, even if your emotions cause you to consider otherwise. The iiTa-
tional or emotional mind often prevails over the rational mind when it
comes to spending money. If the power of your emotional mind goes
unchecked, your logical mind will be the underdog in the battle over pur-
chasing decisions. This can cause you to make purchases you come to
regret.

A common example of an emotionally based purchase is a vacation
time-share. Steve and Aileen would be the first to admit that their deci-
sion to buy a time-share in Mexico was purely an emotional one. They
were in Cabo San Lucas for a long weekend, making the short flight from
Los Angeles. The trip was laced with sentiment since Steve proposed to
Alleen while they were there. She quickly accepted and they knew that
Cabo would always have a special place in their hearts.

They were therefore good candidates (from a salesman’s perspective)
when they decided to attend a time-share presentation. They only agreed
to attend because they were promised a free rental car for the day. Once
there, however, they were caught up in the moment and didn’t put up any
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resistance when the hard-sell part of the presentation arrived. They signed
on the dotted line and promptly became owners of a time-share in Cabo.

It was only when the reality of what they had committed to became
apparent that they had second thoughts. Both Steve and Aileen were
adventurous and loved traveling to different places. But with the time-
share they had purchased, they were stuck with vacationing all the time
in Cabo. They could have chosen other destinations, but the guilt they
would have felt over paving for a time-share they didn’t use—in addition
to having to pay the vacation expenses related to another destination—
would have been too great.

Compounding their aggravation was the fact that the time-share prop-
erty was not theirs alone. It had been sold to many others, and their time
was limited each year depending on its availability. Alleen and Steve tried
to book the time-share several times when they both were available, but
the time-share unfortunately was not. They mournfully acknowledged that
it would have been easier to book a room at any of the numerous beauti-
ful resort hotels in Cabo.

Over time their fond memories of Cabo became replaced with the sense
that they were trapped in a situation they couldn’t get out of. Finally they
decided to sell their time-share. In the end, their calculations over what
they spent on the time-share revealed a depressing truth. They would have
saved money if they had made hotel reservations on a per-trip basis. And
they would have been able to visit different countries as well.

Consider your initial sales visits to be for research purposes only {com-
paring and contrasting prices and features). The first trip is heavily laden
with emotion instead of rationality. When you first view that car you must
have or that home that is perfect for you, vou are not thinking clearly. All
you are thinking about is how much you would love to drive that car or
live in that home. Your mind is crowded with visions of road trips or din-
ner parties with your friends.

Added to these visions is a sense of urgency that many salesmen
employ in order to close the deal. They make yvou believe that these
dreams can only become reality if you “act now.” For if you hesitate and
go home to think it over, in your absence someone else will make an offer
on your dream house and you will have lost your opportunity.

Therefore, in your rush to acquire the item before it is gone and some-
one else has swooped it away from you, vou might skip over the careful
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consideration that a significant purchase warrants. It is imperative to get
the facts and figures and go home and then make an analytical decision,
removed from the temptation. If after you’ve done all the calculations you
find you still want the item, then return and buy it.

It is rare that you will have lost a golden opportunity. More times than
not, there will be a multitude of other time-shares to choose from, other
houses to buy that you would be equally content with, or other car deal-
ers that have the exact car you have decided on. In our consumer society,
a shortage of goods is usually not a common problem.
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Pay Your Mor{gage Biweekly

By altering yvour mortgage payment schedule (assuming you pay
monthly), vou can cut the total amount you pay on your loan significantly
over its lifetime. In addition to the savings you will have gained is the
added benefit of shortening the length of your loan. You need to simply
pay half your monthly mortgage payment biweekly.

This offer came in the mail to Alec from his mortgage lender. He liked
the idea of saving money and time, but even more he liked the idea of not
having to write any more checks to his mortgage lender. The biweekly
offer included an automatic withdrawal every two weeks from his check-
ing account of half the amount of his mortgage payment. No longer did
Alec have to worry about having his mortgage check arrive on time. This
was initially his main motivation to start the biweekly plan.

Alec lived a hectic, busy life, and bookkeeping was not one of his
strengths. It seemed he regularly missed the due date on his mortgage
payment and had to pay a late-fee penalty the next month. On his mort-
gage of $1,500, the late fee was $150! He estimated that he probably paid
an extra $1,000 a year in late-fee penalties. This was basically wasted
money since he derived no benefit from it and couldn’t even claim it as
an additional mortgage deduction when he did his income taxes.

Alec didn’t initially understand how he could save time and money (he
didn’t read the mortgage lender’s brochure, except for the automatic pay-
ment section), but after one year on the plan he understood. Since there
are twenty-six biweekly periods in a year, each year you will have made
the equivalent of one extra mortgage payment. In contrast, if you contin-
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ued to pay monthly but cut your payments in half, you would only make
twenty-four payments a year.

That extra payment goes to reduce your principal instead of just cov-
ering the interest. For that reason vou can powerfully attack the total cost
of your mortgage. For instance, on a $100,000 mortgage at a 10 percent
interest rate, you can save $83,000 in scheduled payments and knock ten
years off the life of your thirty-year mortgage. Without a biweekly pay-
ment plan, however, you would still owe $63,740 at the end of twenty
years instead of owning your home free and clear.

An additional advantage is that the $83,000 in savings could instead
be invested and work for you instead of against you. If vour investment
earned an interest rate of 10 percent, your yield would be $160,000 after
thirty years. These investment earnings far outweigh any savings you
could realize from the tax benefit on your interest deduction.

Alec was excited about the prospect of paying off his mortgage early.
The thought of having to work into his sixties before he retired was just
too depressing to contemplate. He had plans to retire early, and this plan
was feasible if he didn’t have a huge mortgage tying him down.

Alec was only thirty years old and had been paying his mortgage since
he was twenty-seven. If the biweekly plan knocked almost seven years off
his repayment, he would be only fifty years old by the time his house was
paid off. This sounded like a much better age to retire at than in his six-
ties. Without a $1,500 monthly mortgage commitment weighing him
down, Alec would have more options. Early retirement might not be so
implausible.
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Always Pay Your Bills on Time

It is a big deal if you don’t pay your bills on time. A sizeable factor in
establishing good credit is your ability to pay vour bills in a timely fash-
ion. By being delinquent in your payments, you are not only hurting your
credit history, you are also incurring late fees from the creditor. In the case
of large payment obligations like your mortgage, the late fee could be a
considerable amount, even several hundred dollars a month.

If you tend to receive late fees consistently, you could even add a line
to your budget under expenses called “late fees.” This expense category
might turn out to be shockingly high if vou add up all the monthly charges
to your various accounts. Having such an expense category is counter-
productive. This money is really wasted money. By being diverted to cover
late fees, it cannot be used to pay off debts or add to your savings. Ironi-
cally, the people who can least afford to pay late fees are usually the ones
who do. Living on the edge or over it makes late fees a certainty . . . maybe
not every month but from time to time.

Some people have the mistaken notion that if they fall behind they can
make a double payment the next month to catch up. A twenty-year-old
foreign exchange student named Carlos told me that in his country this
was standard practice. When he arrived at the University of Michigan, he
just assumed the same rules were in effect.

Carlos spent his junior year at Michigan following this payment sched-
ule. He would reliably miss a month and then make a double payment the
next month. Since he never got more than two months behind, the cred-
itors didn’t call him to demand payment. They were assured by his pay-
ment history that he always caught up.
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But what the creditors did carmry out was the assessment of a penalty
fee on his account for every payment that was late. However, Carlos didn’t
notice the fees because he never bothered to read his credit-card state-
ments. He just zoomed in on the minimum payvment due.

By not reviewing his statements closely, he also missed the fact that
his payments were doing nothing to reduce his balance. After interest
charges and late fees were imposed, his minimum payments only suc-
ceeded in keeping him in place, never moving forward and sometimes
being pushed back. To his creditors Carlos was a very lucrative customer,
since he ensured them money from interest, late fees, and sometimes over-
limit penalties each and every month.

In addition to the fact that Carlos seemed to be stuck in perpetual debt,
he was also creating a very negative credit history. His credit history
showed that he was always delinquent in his payment pattern. Even
though his double pavments served to get his accounts current, they did
not serve to erase his skipped payments. Since most creditors report
monthly to the major credit bureaus, his record reflected a nonpayment
for every month that Carlos skipped.

Carlos didn’t realize the consequences of his negative credit history
until he tried to finance a used car. His credit was so bad that the dealer
gave him the worst possible terms for his loan, with an interest rate in
excess of 30 percent. This fact did not concern Carlos, however, since he
never paid attention to interest anyway. What did concern Carlos was the
knowledge that his car could be repossessed if he got behind in his pay-
ments. Hopefully this will inspire Carlos to start making timely payments!
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Resist Temptation

Advertising messages bombard us every day with “Buy this, buy that.” In
fact, a typical teenager will process more than three thousand discrete
advertisements in a single day and 10 million by the time he or she is eigh-
teen, according to Merchants of Cool, a PBS “Frontline” documentary. We
are a consumer culture preaching consumption and accumulation of
“stuff.” Have you ever heard the saying “Whoever dies with the most stuff
wins”? Comedian George Carlin even has a skit that talks about “stuff.”
He says, “The only reason we move to a larger house is because we have
more stuff.”

In addition to the subtle or not-so-subtle pressure we get from adver-
tising, we are also confronted with peer pressure. In our desire to fit in,
we want to appear hip. This may involve buying the latest styles in
clothes, sunglasses, shoes, et cetera. Since styles change with the seasons,
it becomes necessary to replenish our outdated wardrobe often. This can
become quite an expensive task.

Additionally, we have the pressure we apply on ourselves from our
own wants and desires. We may feel compelled to buy things that our
budget has said “no” to but our compulsions say “yes.” Regardless of the
source of temptation, whether advertising, peer pressure, or self-imposed,
the struggle to resist temptation is the same.

Darlene had a very difficult time resisting trips to the mall. Even though
she was an attractive young woman of twenty-five, she never felt attrac-
tive inwardly. She tried to hide her insecurities through always dressing
in the newest fashions. To maintain a current wardrobe in light of the con-
stantly changing fashions, she visited the mall often.
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This compulsion to always dress chic did not come cheap. Darlene
habitually spent more each month on clothes than she did on rent. When
she ran low on cash, she just charged things. Her shopping addiction was
slowly becoming a mountain of debt that was too high to surmount.
Something had to be done to curb her excessive spending.

Darlene, on advice from a friend, went to talk to a therapist about her
spending addiction. After several sessions the therapist made a profes-
sional assessment that her spending addiction was just a symptom of her
root problem, which was low self-esteem. So they started to work on
building her self-confidence instead of dealing with her overspending
tendencies.

This process did not provide Darlene with a quick fix, to her chagrin.
Trying to overcome her lifelong feelings of inadequacy was not easy. But
in time, Darlene did not feel such an intense need to visit the mall. She
was learning to derive self-esteem from things other than her appearance.

Even though Darlene made great progress in her therapy sessions, she
still was very weak whenever she found herself in the vicinity of a bou-
tique, mall, or shoe store. To address this weakness, her therapist sug-
gested she avoid any type of fashion establishment as much as possible.
This compromise has worked well for Darlene. She still has a shopping
spree from time to time, but it never wreaks serious havoc with her
budget.

The struggle to resist temptation is not an easy one; therefore, we need
to find ways to make it easy to say no. As Darlene leamned, avoiding the
source of temptation is one way. If you love shoes, avoid a shoe sale. Tf
you are trving to lose weight, don’t visit an ice cream parlor. If you have
a gambling problem, avoid casinos.

You may choose to leave your credit cards behind when you shop and
only carry the cash with you that vou can afford to spend. When it is gone,
you can spend no more. One woman even froze her credit cards in a block
of ice. When she had the desire to go shopping, she would have to wait
for the ice surrounding the cards to melt. During this waiting period, she
normally talked herself out of her shopping urge. These resistance tech-
niques and others can be extremely effective to counter the temptations
to buy that surround us. Keep in mind, however, that the greater the urge,
the more extreme the resistance measures that will be necessary.
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free Does Nof
Always Mean tree

Is it possible for something that is initially free to end up costing you in
the long run? It’s hard to look beyond the immediate fact that you are get-
ting something for nothing. But what might have no costs associated with
it when you take possession of the item may turn out to be quite expen-
sive down the road.

For instance, be wary if a friend offers you his or her used car for free.
It might need serious mechanical work. Beware if someone gives you a
used computer printer that eats up the paper each time you try to print a
page. You might get an estimate to repair the printer only to discover you
could buy a brand-new printer for less. Even if you adopt a dog for free
from a shelter, the long-term costs of caring for the dog can be more than
you had anticipated.

Melissa had always wanted a dog, so much so that in her apartment
search she only visited complexes that allowed pets. After she found a
place that she liked and put down her deposit, she promptly visited the
animal shelter.

It was a hard decision, but Melissa finally settled on a cute little cairn
terrier mix. The puppy was only eight weeks old and full of energy. As
she filled out the paperwork to adopt the puppy that she decided to call
Sandy, Melissa read in the contract that she needed to pay the shelter $80
to neuter the puppy. She hadn’t anticipated this fee, but by now Melissa
was so smitten by Sandy that there was no turning back.
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Once Melissa’s new landlord discovered she had a dog, Melissa was
required to pay a pet deposit for any damage that might be done to the
apartment. Melissa had also not anticipated this cost, but she had no
choice. Soon these unplanned costs became a pattern.

Since Melissa’s new job required her to travel frequently, a boarding
kennel became Sandy’s home away from home. Melissa found that the
kennel costs started to become a significant monthly expense. She even
tried to write off the costs as a business expense when she did her income
taxes. Unfortunately, her accountant said that kennel costs were not an
allowable deduction.

Next came the cost of dog training. Sandy had a habit of jumping up
on Melissa whenever she arrived home. Sandy was probably just excited
to see her after a long day, but the jumping was putting runs in Melissa’s
panty hose and ripping her business suits. [n an effort to curb this behav-
ior Melissa hired a dog trainer, who recommended an eight-week session.
These private lessons did not come cheap. They did succeed in stopping
the jumping—but they didn’t keep Sandy from chewing on Melissa’s Per-
slan rug.

The first time that Melissa arrived home to see three quarter-sized
holes chewed in her beautiful Persian rug, she started crving. She was cer-
tain that the rug was ruined. A friend told her not to worry, the rug could
be fixed. Her friend was right, but the repair cost $400 . . . half the cost
of the rug when she first bought it.

Destructive pet behavior can cause all kinds of damage to your per-
sonal property. Your dog could chew vour furniture, pee on your rugs, or
track mud into the house. This destruction can be rather expensive as you
pay to repair damaged items or have your carpets cleaned.

Shortly after the rug incident, Melissa’s neighbor Fred told her he was
moving. This was sad news because she had become friends with Fred.
She would miss him, but she would miss even more the fact that he
walked Sandy each day at lunchtime. Fred worked out of his home and
took a daily walk to get out of the apartment so he wouldn’t go stir-crazy.
He had offered to walk Sandy for free since he wanted the company. With
Fred gone, Melissa had to hire a dog walker. This service also didn’t come
cheap.
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FREE DOES NOT ALWAYS MEAN FREE

On top of the expenses already mentioned, Melissa frequently bought
dog toys, had Sandy groomed, and brought her for regular visits with the
veterinarian. When Melissa first decided to adopt a dog, she had consid-
ered the costs of food but didn’t really comprehend all the additional costs.

It is important to be aware of all the possible expenses (and compare
them against your budget) before yvou make a decision to get something
for free. You need to determine “How free is free?”

Try to figure out any related costs that may occur as a result of getting
something for free. Are there maintenance costs? If the item is used, will
there be repair costs? If you win a vacation, what costs are covered? The
prize might be free airfare, but once vou arrive you’ll still have to pay for
hotel, food, and entertainment costs on your own. Questions such as these
need to be seriously considered before you accept anything for free. If vou
don’t ask them, you may be stuck with expenses that may seem a sur-
prise but should have been anticipated.
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Don’t Try 4o Keep Up with
{he Joneses

Prosperity, of course, is a moving target. Most people are content if they
make more money than their brother-in-law. And we all know about the
Joneses. We t1y to keep up with them, but every time we get close, they
refinance.

There will always be someone richer than you. There are those who
are actually richer than you and those who just appear to be richer than
you. Your colleagues, friends, and acquaintances might all seem finan-
cially prosperous. Their new cars, maid service, vacations overseas, tai-
lored suits, and high-tech gadgets all seem to confirm your suspicions.

Beware of only seeing part of the entire picture. The missing informa-
tion might change your mind. The credit-card debt surpassing their pay-
checks, the second mortgage secured to pay for their credit-card debt, and
the collection phone calls are all invisible to a casual observer. Although
your car may not be as new as theirs or your apartment as upgraded, vour
financial situation might be surprisingly superior. It is important to
remember that looks can deceive.

One time I was returning from lunch to my office at Consumer Credit
Counseling Service (CCCS) and I noticed a beautiful Jaguar pulling into
the parking lot in front of me. The Jag parked next to me, and a man
emerged wearing an expensive [talian suit with equally expensive shoes.
[ soon discovered that he was going to the same place that [ was.

Unlike my work-related reason to be there, he was at CCCS to make a
payment toward his debt management plan. Six months earlier he had
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escaped filing bankruptcy by electing to pay his debts through CCCS, who
had worked out a repayment plan with his creditors. After he left, T asked
the client representative to pull up his account and discovered that this
man owed approximately $80,000 on numerous credit cards. In addition,
he had secured a sizable second mortgage on his house, effectively can-
celing out any equity he might have had.

After many years of working in the credit-counseling field, this sce-
nario no longer shocked me. Prior to entering the field, T used to take
everything at face value. When [ saw people who looked like they were
wealthy, I assumed they were. But after becoming jaded from witnessing
too many people with money troubles, T replaced this assumption with
another. [ no longer presumed that a wealthy-looking individual was rich;
[ just concluded that he or she was seriously in debt.

Your financial goals and plans need to be personal. They should be tai-
lored to your situation alone and no one else’s. When you stop compar-
ing and contrasting, vou effectively pull yourself out of the race to keep
up with the Joneses. How can we expect an accountant to try to compete
with a surgeon’s salary or a tailor to compete with an aerospace engi-
neer’s? Similarly, if your investment goal is to earn 14 percent annually in
the market and you realized a 16 percent growth, you shouldn’t be con-
cerned that your best friend saw his investments grow 18 percent.

Competing with the Joneses just leads to frustration and feelings of
inadequacy. Wouldn’t it be better to concentrate on your own situation
and try to make it better? As long as your financial situation is improving
instead of declining, you are making forward strides. If you consistently
receive a salary increase or your overall net worth continues to rise, these
are positive indicators that you are moving in the right direction. The
sense of accomplishment that comes from improving vour financial well-
being should be the ultimate prize. But never forget that the race is a soli-
tary one.
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Be Willing 4o Give Up
the Wan{s

If you spend more than you make or you spend every dime that you make,
you will be unable to save any money. In order to make your financial sit-
uation better, you either need to increase your income or decrease your
expenses. Increasing your income is usually the more difficult of the two.

Making more money at your current job is tough in the present climate
of shrinking corporate profits and staff being downsized. Instead of nego-
tiating for a large raise, you might just be happy that you have a job! And
forget your reliable Christmas bonus . . . that may have been a thing of
the past.

If you need to increase your salary considerably, you might need to
work in a commission job (which comes with a certain degree of risk
attached) or change companies in order to boost your pay. And let’s not
forget working overtime (if your company has not frozen overtime hours)
or working an additional part-time job (which can be exhausting). Since
the various avenues to increasing your income are challenging, it might
be simpler to focus on reducing your expenses first.

Cutting back on vour expenses should leave your “needs” intact while
cutting down or eliminating your “wants.” This is easier said than done.
Giving things up is very difficult, especially if it involves expenses that are
“fun” in nature. It is natural to resist giving up the cell phone, expensive
hair salons, or your favorite chic restaurant.
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This struggle to cut back plagued Jake almost every day. He had
recently graduated with a master’s degree in joumalism from Northwest-
ern University. Shortly after graduation, he found a job as a reporter with
a small community newspaper just outside of Chicago. On his meager
starting salary, he was barely able to pay his living expenses once his siz-
able student loans became due, six months after receiving his diploma.
Jake hadn’t realized how hefty these monthly payments would be. He had
continued to apply for student loans each year with little thought about
the total debt he was accumulating.

When the realization hit that his student loan payments were almost
equal to his rent, he had already settled into a certain lifestyle. Although
Jake’s apartment was a small studio in a moderately priced neighborhood,
he liked to go out with his college friends almost every weekend in Chi-
cago. These weekends were costly after the bar tabs, expensive restaurants,
and pricey nightclubs added up. His college buddies, who all seemed to be
working as lawyers, financial analysts, or engineers, embraced this lifestyle.

With his new student loan obligations, Jake knew he wouldn’t be able
to continue his weekend spending at this level. But he couldn’t figure out
a way to tell his friends the news without humiliating himself. He felt like
a loser because he couldn’t keep up with them financially. He knew deep
down that he was as smart and driven as they all were, but the difference
was that he had chosen a profession that paid much less than theirs. In
the end, Jake couldn’t get up the nerve to be honest with his friends about
his situation. He continued to join them every weekend and spend money
he didn’t have.

Jake's friends eventually discovered his financial predicament when
he was evicted from his apartment. To Jake’s surprise, they all rallied
around him and chipped in to pay his share when they went out. They
wanted his company more than they wanted his money. With such good
friends, Jake was embarrassed that he hadn’t come clean earlier.

Cutting back on our expenses involves choices. We either make these
choices ourselves or they are made for us, as Jake discovered when he
was evicted. The bottom line is that if there is not enough money to go
around, something must go. Wouldn't you rather have the choice of what
gets cut from your budget before your car lender, landlord, electric com-
pany, or phone company makes it for you?
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BE WILLING TO GIVE UP THE WANTS

Unfortunately, cutting back will always involve a certain amount of
pain. Learn to accept the sacrifices that yvou’ll need to make to improve
your financial situation. It is comforting to keep in mind that these sacri-
fices need not be permanent. Once you are back on vour feet, you may
be able to add these expenses back into your budget. Be careful, however,
that you don’t re-create the situation that got vou into trouble in the first

place.
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Don’f Spend More
fhan You Make

At the end of 2000, the average personal savings rate in the United States
was a negative 0.1 percent. This meant that the average American couldn’t
save at all and was probably spending more than he or she was making.
If we lived in a purely cash-based economy, this situation could not occur.
However, since our system is heavily integrated with the borrowing of
money, it is possible to spend more than you make.

Surprisingly, many people in this situation don’t even realize it. Ellen
was one such person. She had graduated from college a few years back
and was now working as an administrative assistant for an association in
Washington, D.C. Ellen knew that she had to start off in a low-level posi-
tion since she had no serious work experience right out of college, unless
you counted her waitress jobs. She was resigned to the fact that she
needed to start off at the bottom, but she definitely didn’t want to stay
there.

If she worked hard and looked the part, she was confident she would
get promoted soon. In order to “look the part,” Ellen decided that she
needed to dress well. She started expanding her wardrobe to include
expensive business suits, shoes, and matching purses. These things did
not come cheap.

Ellen didn’t worry if she was short of cash; she just charged the pur-
chases. She knew she was acquiring debt, but she told herself that when
she received her promotion a large raise would come with it. Then she
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would be able to start paying down her credit cards. Now was the time to
look good, whatever the price.

Well, the price turned out to be a steep one, as Ellen’s promotion didn’t
come soon enough. She had succeeded in racking up so much debt that
she was unable to make even the minimum credit-card payments after
awhile. To make matters worse, another administrative assistant got the
promotion that Ellen had coveted.

Since none of us has a crystal ball to foretell the future, it is better to
live in the present. Our current situation is one that we are familiar with;
it doesn’t need a prediction. The salary we make now should be the basis
for making our lifestyle choices. All of our spending and savings decisions
should be influenced by our earned income, not by any supplemental
income like cash advances from our credit cards.

In order to truly gauge if vou are spending bevond your means, you
need to accurately determine the balance between your income and your
expenses. You will either discover that your income exceeds your
expenses, the two are equal, or your income is less than your expenses.
In the latter case, vou have discovered that you are spending more than
you make. This situation is never sustainable for a long time. You may
succeed in using credit to cover the difference for a short time, but even-
tually you’ll reach the limits of your creditworthiness.
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Don’t Spend Your Raise

As we make more money, we tend to also spend more money. As our
salaries increase through job changes or promotions, our spending will
usually increase as well. We usually try to expand our lifestyles alongside
our salaries. Unfortunately, Megan found that she tended to live by that
philosophy.

She was almost thirty years old and on her fourth job after college. She
stayed an average of three years at each job and then moved on to a bet-
ter opportunity. Megan found that she was able to increase her salary
more by switching jobs instead of staying at the same company and hop-
ing for a paltry raise each year.

Every time Megan started a new job, she told herself she wouldn’t
spend the increase in salary but instead would take the extra money each
month and use it to pay off debts and start a savings account. This plan
worked well in Megan’s mind, but unfortunately it never translated into
action. She always found some other way to spend her money.

One month she traded in her car for a better one. Megan justified this
by saving that her old car was not reliable anymore and soon she would
have to spend lots of money on repairs. The next month she bought a new
winter coat and gave the used one to Goodwill. She insisted that after two
seasons, it just wasn’t in style anymore. Then she decided she needed
more privacy, so she said goodbye to her roommate and rented her own
apartment.

In the tug-of-war over her additional income, there was constant ten-
sion between the pull to get out of debt and the pull to fall in deeper. In
Megan’s case, the stronger of the two was the pull to spend her raise. Hav-
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ing extra money available was too tempting when she was confronted
with the persuasiveness of advertising and peer pressure. Therefore,
Megan never reduced her debt level or started saving. She just continued
to spend every dime that she made.

It is much easier to expand our wants instead of cutting back on them.
Even when we think we have everything we need, new inventions come
along. There will always be new toys to replace the old. With this in mind,
try not to spend your raise or any bonus you receive. Since you are not
used to receiving this extra money, you won’t miss it.

It would be better to invest the additional money. For example, if you
are not contributing to your company’s retirement plan you can start
applying the extra money to the plan. Or if vou are currently making con-
tributions but not to the maximum amount allowed, you can contribute
more. Finally, if you are one of those rare individuals who already con-
tributes the maximum, you can use this extra money to pay down your
debt or add to your individual retirement account (IRA or Roth IRA).
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Don’} Shop When
You're Hungry

When you are starving, almost anything in the grocery store looks tasty.
However, shopping while famished invariably causes you to buy more
groceries. Since every aisle you walk down seems to have something that
would taste good at the moment, vou tend to throw more things in your
cart. I’'ve even found that I buy food that I don’t really like when I'm
hungry.

The hunger that requires food to be satisfied is not the only hunger
that drives our actions. If you have been raised in poverty, vou may hunger
for wealth. In this instance, the starving you may have felt was not from
lack of food but from the lack of physical comforts. This hunger can drive
you to acquire expensive things in order to escape the deprivation of the
past.

Antonio had just turned twenty-eight, but his memories of when he
was a boy were very fresh. In fact, these memories governed most of his
present actions. He grew up in a poor working-class neighborhood out-
side of New York City. From as far back as he could remember, he wanted
to move away. His first job when he was a teenager was working nights
as a bellboy for a luxury hotel in Manhattan.

This job put him in the company of the hotel’s rich guests. Antonio
liked being around them. He was impressed by the watches and clothes
they wore and the briefcases and luggage they carried. Antonio started to
develop exquisite tastes, but on his bellboy’s salary he would have to be
content to gaze instead of own.
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His hunger for luxury steadily became stronger, along with his resolve
that someday he would also own what they did. This need drove Antonio
to study harder in school, and he eventually won a full scholarship to col-
lege. After he graduated, he went directly to law school. After earning his
law degree and passing the New York bar exam, he started working for a
law firm in Manhattan.

Over the years, Antonio became a workaholic—even by lawyers’ stan-
dards. His obsessive work ethic was not for love of the work but for love
of the money that resulted from the work. Regardless of the fact that he
now made more money per hour than his father made in a week, he was
not content.

The problem was that Antonio could never satisfy his hunger. The
expensive items he bought did nothing to stop his hunger pangs. This was
because his spending was a direct consequence of his feelings of low self-
worth. As long as he believed he didn’t belong among the “rich,” no
amount of lavish spending would change that belief.

In the same way, if you lack attention or affection, you may be starv-
ing for love. This hunger could drive you to spend money to try and buy
love—through expensive gifts, exotic vacations, or fancy dinners out. But
the old saying “You can’t buy love” has been consistent in its wisdom
throughout the years.

Whatever the source of the hunger, unless it is acknowledged your
spending appetite will continue to be ravenous. Never forget that you will
spend more if you shop when you are hungry.
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Don’t Spend Windtalls
with Abandon

The tendency to believe that large sums of money received will last for-
ever is quite common. If you have received an inheritance or won the
lottery, you may think you couldn’t possibly spend such a large amount.
The windfall might be equal to several years’ salary, and depositing it in
the bank all at once can lead to illusions of wealth. Once your mind-
set becomes that of a “rich person,” your whole philosophy toward money
changes. As a “rich person,” you may not feel the need to budget vour
money and control your spending because yvour funds are no longer lim-
ited. Your old habits of comparison shopping, clipping coupons, frequent-
ing flea markets, and flying coach class are now considered irrelevant.
These habits become supplanted with others more suitable for your new
rich life, such as shopping at Guccl, dining at five-star restaurants, and
flying first class.

Believe it or not, if you start to spend with abandon, even large sums
of money can disappear very quickly. The old adage “Easy come, easy go”
applies quite frequently if vou engage in a spending spree. The speed
with which you spend your windfall is determined by the cost of the items
you decide to buy. The more expensive the items are, the faster the money
will disappear.

Carla was only twenty-three years old when her father died from a
heart attack. Her parents were divorced, so Carla and her sister, Mary, split
their father’s inheritance. However, the sisters handled their inheritance
in completely opposite ways. Mary was the more conservative of the two
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and chose to put the vast majority of her inheritance in her savings
account. Carla, on the other hand, was a liberal spender. She felt that she
needed the money now more than later since she was young and just start-
ing out.

Carla chose to use the money for a down payment on a condominium
and a new car, which she bought with cash. After she moved into her
condo she bought new furniture, appliances, and electronic equipment.
Once her place was furnished, she then turned her attention to her
wardrobe. Carla upgraded her taste in clothes to designer fashions. She
preferred expensive clothes, and now that she could afford them she didn’t
see why she had to continue hunting for bargains or shopping only dur-
ing sales.

Carla’s share of the inheritance was approximately $80,000. This was
an enormous sum for a recent college graduate who was only making
$28,000 a vear. To Carla, this money seemed unlimited. She could con-
tinue to buy everything she “needed” without worrying about the money
running out. If Carla had kept track of her purchases, though, she
wouldn’t have been so cavalier in her worry-free attitude. Mary, out of
concern over Carla’s freewheeling spending, did a calculation of her
sister’s finances. Carla had already spent a total of $70,000 of her
inheritance.

With only $10,000 left in the bank, Carla no longer felt that she had
unlimited funds and put a rapid brake on her extravagant expenditures.
Her mind-set immediately reverted back to that of a person with a lower
income. She started budgeting again and weighed each purchase carefully
before deciding to buy. She felt she needed to conserve to keep her remain-
ing $10,000 from vanishing.

At least Carla still had money left when her financial situation was
calculated. Many times the calculations are done only after the money is
completely gone, leaving mortgages, car payments, and other large
expenses vulnerable to nonpayment. Often these payments are only made
possible by supplemental income from a windfall. Once the windfall is
gone, so is the ability to meet your financial obligations.

Money that yvou work for has more value than money received with lit-
tle effort attached. The effort of purchasing a winning lottery ticket, cash-
ing a tax-refund check, or signing some inheritance papers hardly seems
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to warrant the money received in return. Conversely, your paychecks are
directly related to your hard work. You vividly remember the hours spent
working in order to get a paycheck. Understandably, it is not as easy to
part with this money.

We should be just as careful with windfall money as we are with our
pavchecks. It’s crucial that we learn to view these large windfall sums as
money to last over a long period of time instead of over the short run. If
you join the race to spend it as quickly as possible, the race may be an
exhilarating one but the finish line is reached before you know it.
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Live Below Your Means

Your income should dictate your lifestyle limitations. For instance, if you
are a young recent college graduate, your aspirations may be high but your
entry-level salary low. You may want a luxury apartment, new car, and
designer clothes right now, but the reality of your situation says that you
must wait.

However, it is possible to live a lifestyle that you can’t afford. One com-
mon way to accomplish this is to use cash advances from your credit cards
to supplement your income. This additional influx of cash works like a
mirage. It seems like you have more money than vou actually do.

Christopher didn’t have much patience. He graduated with a degree in
communications with a broadcasting concentration and was lucky enough
to get a job as a production assistant at a local TV news station. Even
though his job was more “glamorous” than most, his salary was certainly
not something to write home about. Christopher understood that he had
a coveted job, and he felt lucky to have it. He was certain that his salary
would increase as soon as they made him anchor of the evening news.

Christopher’s expectations were very unrealistic. Rarely does a young
production assistant make the jump to news anchor without putting in
many years of hard work at lower-level positions. Normally the move up
the ladder also necessitates moving multiple times to progressively bigger
and bigger markets.

In addition to being impatient, Christopher was also overly optimistic.
He felt he would be “discovered” and then wouldn’t have to put in all the
vears of paying his dues. His optimism was substantiated by his promo-
tion to weekend sports announcer. Although this new position increased
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his visibility since he was now in front of the camera and not behind it,
his salary increased only slightly.

Christopher was not deterred by anything in his quest to become the
show’s anchor. He decided that if he could visualize it then it would hap-
pen. He not only pictured himself as the anchor in his mind, he started to
act and dress the part as well. He acquired many new suits and bought a
new sports car (appropriate for his job as a sports reporter). The fact that
the show’s other personalities routinely wore suit jackets with jeans below
the waist did not stop him from wearing a full suit along with expensive
shoes.

This odd mixing of attire was adopted primarily because the salary of
a local news reporter was not enough to buy both the top and the bottom
of an outfit. Adding expensive shoes to the mix was an impossibility. Since
the area from the waist down was not seen by TV viewers, the obvious
assumption was that the complete suit was being worn. But it was only
in Christopher’s case that this assumption was correct.

Unfortunately for Christopher, the consequence of trving to look as
well as act the part was putting him deeper in debt. His meager salary
would not have allowed him to purchase all the business suits that were
now part of his wardrobe. With his new high car payment added to his
rent, he barely had money left over each month for food and other essen-
tials. Tt was only thanks to his many credit cards that he was able to buy
clothes and shoes.

His gradual accumulation of debt finally reached a level where he could
no longer make even the minimum payments on his credit cards. He didn’t
know what to do until by chance one day the news show featured a story
on debt. Their guest was from a nonprofit credit-counseling agency.
Christopher called and made an appointment to see a counselor as soon
as the show was over.

Christopher arrived incognito (wearing a hat and dark glasses) because
he was embarrassed to be seen in the lobby. Just his luck, he was seen
by the same counselor who had been the guest on the show. The coun-
selor saw through Christopher’s disguise and assured him that his secret
was safe with her In fact, the counselor shared that she regularly saw
local celebrities such as school superintendents, elected officials, and
newscasters. She explained that debt does not discriminate between the
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rich, the poor, or the famous. If they spend more than they make, they are
all in debt.

Unlike your paycheck, credit is not your money. If you mistakenly treat
it as such, you can easily believe that your income is inflated. But if you
spend more than you make, it will eventually catch up to you. Living
below your means requires making tough decisions about expenses that
need to be cut back or expectations that need to be scaled down. But by
not living within your means, indebtedness is a certainty.
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Get an Advanced Educadion

The reality is that increased education and increased pay go hand-in-hand.
The statistics show that the higher the educational level you attain, the
higher the salary you will command. A “diploma premium” is attached
to each advanced educational level. Even though these statistics are indis-
putable, many recent high-school graduates opt to choose work over an
advanced education.

The justifications may make this decision seem like a very wise move.
A high-paying job, which would seem foolish to pass up, may be await-
ing the recent graduate. Or the cost of college may seem too daunting to
afford. However, what may seem a wise money decision for the immedi-
ate future may not be wise for the more distant (but long-term) future.

Kenny had been an athlete all through high school. In fact, he was a
starter on the school’s football and baseball teams. His part-time job dur-
ing high school was at a local health club. He had been working there
since he was sixteen vears old. He started doing menial tasks like col-
lecting dirty towels. He then graduated to working the front reception desk
and then to assisting the personal trainers. By his senior year, Kenny had
been promoted to membership salesperson. This turned out to be an area
in which he excelled. His sales record rivaled that of the full-time employ-
ees even though he worked part-time.

As graduation was nearing and Kenny pondered applying to a local
community college, his health club gave him a very generous offer. They
were opening a new location and they wanted Kenny to be one of their
head salesmen. The commission structure they outlined for him was very
lucrative. In addition, because the location was new the memberships
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would initially be at a higher volume than a club that already had an
established member base.

To Kenny, the decision between joining the working world or going to
college was an easy one. On the one hand, he had a potentially high salary
for a recent high-school graduate. Kenny was already dreaming about the
car he would buy with all the money he was going to make. He would
also have freedom since he would be able to afford to move out of his par-
ents” home.

His other option was much less appealing. He would face years of
homewaork, tests, and term papers. He would be stuck living at home with
his parents and have a large student loan to pay off upon graduation. Not
to mention the fact that his spending money would be limited by the hours
he would be able to work around his class schedule.

Kenny’s ultimate decision to choose work over school was one that he
did not regret for the first year. As the health club’s membership expanded,
so did his wallet. Unfortunately, as the second year progressed, his for-
tunes did not continue their rapid increase as they did the first year. As
the club’s membership base hit a plateau, his commissions leveled off and
became steady but not highly profitable. He started to receive a more “nor-
mal” salary typical of his industry.

Many of Kenny’s friends who had chosen to go on to college came
home for the summer break and shared with him their college experiences
and their envisioned career plans. Several had decided to get business
degrees, others were pursuing degrees in marketing, and one friend had
decided to go on to law school. They all seemed to be very hopeful about
their future and their income potential.

Kenny started to regret his decision not to go to college. His future
income prospects looked to be similar to what he was making right now.
Unless he became a manager of the health club or was willing to relocate
to open a new club, he couldn’t imagine his salary increasing dramati-
cally. He would have to be content with his current standard of living.

Kenny’s choice to reject college left him with limited opportunities.
This revelation caused him to rethink the wisdom of not getting a college
degree. Eventually he started applying to colleges, deciding that “late is
better than never.”
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GET AN ADVANCED EDUCATION

The average salary of someone with a master’s degree is double that
of someone with only a high-school diploma. When a professional degree
is attained, the person’s salary will average four times more than that of
a high-school graduate. (A professional degree is any degree bevond a
master’s. It could be a Ph.D., or for some fields, like architecture or den-
tistry, a special license.) Even when you factor in the costs associated with
an advanced degree (tuition, room and board, textbooks, et cetera), the
average lifetime earnings of college graduates are still far ahead of those
who never pursued additional education after high school.
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Deter Gratikication

Many young adults who are just starting out expect to have everything
their parents have without delay. For example, their first apartment needs
to look exactly like their parents” home that they just left. Although armriv-
ing in an empty, unfurnished apartment is quite a shock after having left
a fully furnished home, it is unrealistic to expect to acquire overnight the
furnishings that your parents spent many vears accumulating,.

Your parents probably started out with used furniture or hand-me-
downs from their parents. But because it is easier to access credit at a
younger age than ever before, it is possible for young adults to visit a
home-furnishings store and get an immediate line of credit. This exten-
sion of credit will allow them to get a lot of new “stuff.” No more need to
suffer with used, damaged, or (heaven forbid) out-of-style furniture when
new stuff is so easily acquired. Unfortunately, this stuff comes with a hefty
price tag after you calculate the added interest.

Initially Janelle had no intention to purchase lots of furniture when she
entered The Ultimate Furniture Store. She was on a mission only to find
a dresser for her clothes. Once she located an acceptable dresser, she had
accomplished her task. Since the cashier was located in the far back cor-
ner of the store, it was necessary to pass through the bedroom, living
room, kitchen, and bathroom departments on her way.

Janelle had planned on paying for the dresser with money that she had
saved. The cashier informed her, however, that she could fill out a credit
application and qualify for up to $5,000 in credit on the spot. She encour-
aged Janelle to take five minutes and complete the application because
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that was the only way she would be able to receive a 10 percent discount
on her purchase.

Janelle thought it would be foolish to pass up any chance to save
money so she took the five minutes. As she was completing the applica-
tion, her furniture-buying expectations were suddenly broadened. Why
buy only a dresser if she could qualify for $5,000 worth of additional fur-
niture? She did need a better couch to replace her old worn one. Why miss
this opportunity?

Janelle settled on a new white leather couch. After it was delivered it
almost filled up her entire small living room. But what a statement it made
when her friends came over to visit. Almost everyone commented on how
they wished they could afford a couch like hers.

When Janelle’s best friend, Amy, went on a vacation for a week, she
asked Janelle to take care of her German shepherd while she was away.
Janelle liked the dog, Amold, so she agreed. Amy assured her that Arnold
was housebroken and wouldn’t be any trouble.

To Janelle’s horror, she arrived home from work the first day to dis-
cover her new couch totally destroved. Arnold had chewed the wooden
legs and had succeeded in ripping holes in the leather and pulling out
most of the stuffing. The couch was beyond repair; it would have to be
replaced.

When Amy returned from her trip, she was very apologetic but unable
on her low salary to pay for a replacement. Besides, she had charged over
$1,200 on her credit cards for her vacation since she had no savings.
Janelle was left with no choice but to buy another couch on her own. To
make matters worse, she still owed money on her destroyed leather couch.
In fact, her monthly payments were so low that she still had two more
years left to pay off the balance. Not only did she have to pay for another
couch, but she was stuck making payments on a couch that was no longer
in her possession.

If immediate gratification can be deferred, purchases bought on credit
could instead be bought on cash. If time were taken to save up for a pur-
chase instead of just financing it, the cost of the item in the long run would
be dramatically lower. Buying with cash involves patience; but the price
of patience is well worth the wait.
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Don’t Leave Home Too Soon

The desire to leave the nest can be quite strong,. It is normal for young
adults to want to assert their independence. They challenge curfews,
ignore parental restrictions on who they can hang out with, and resist
other household rules. Living on their own becomes the ultimate way to
defy authority. But if they are not prepared for the financial realities of the
marketplace, they may falter and end up moving back to the nest.

Doug did not plan his so-called “liberation” very well. He was guided
exclusively by a need for speed. Doug couldn’t wait to move out from
under the iron fist of his parents, who regulated every aspect of his life . . .
or so it seemed. This speediness caused him to rent the first place he vis-
ited that was in his price range.

Doug’s excitemnent about moving resulted in tunnel vision. He only saw
from door to door and nothing in-between. If his peripheral vision were
working, he would have seen that his new neighborhood was in a crime-
ridden area of town and that his complex’s parking was not secure. There
was no security fence surrounding it like many of the other complexes in
the area.

Doug only noticed that this important amenity was missing after his
car was. While walking to his car one morning on his way to work, Doug
realized that it was gone. At first he thought he had just parked it in
another space, but upon frantic inspection it was nowhere to be found.
Someone had indeed stolen it.

This unfortunate incident was ill-timed in so many ways. First it caused
the dilemma of how to get to and from work. Doug’s job was a forty-five-
minute drive away, which tumed into a two-hour commute when he was
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forced to take the bus. He had to make changes to two different lines along
the way. Carpooling was not an option since no one at his company lived
close to his crime-ridden neighborhood. Doug was forced to buy another
car to make his commute manageable.

The second ill-timed result of the robbery was that Doug had just can-
celled his car insurance in order to have enough money for rent. There-
fore, he didn’t receive a settlement from the insurance company to help
him replace the car. He was forced to come up with his own down pay-
ment. This car purchase ended up wiping out his savings account.

The last ill-timed consequence was that he was laid off at his job. Tt
didn’t have anything to do with his performance. Doug was the victim of
more bad timing. Since he was the youngest employee and the most
recently hired, he was the first to go. His company had three straight quar-
ters of losses and they were forced to cut costs. Personnel was their great-
est expense.

With no income and no savings, Doug quickly had trouble paying his
rent and car payment. Before he knew it, he was several months behind
on both. Not to mention that he had no money to buy food. The only solu-
tion he could come up with was one that was unbearable—move back in
with his parents.

Young adults who find themselves back home after being out on their
own may have a hard time adjusting to the loss of freedom. It can also be
a difficult adjustment for parents, who might have been enjoying their
peace and quiet. In order to avoid this disruptive reverse migration back
to the nest, young adults need to be financially prepared before they leave
home in the first place.

Doing a “moving-out” budget is a must. This entails figuring out the
lifestyle you can afford. Since rent is usually the largest item in your bud-
get, a simple calculation is essential. First vou determine how much
money equals 30 percent of your net income. Your rent payment should
not exceed this amount. For example, if you make $2,000 a month after
taxes, your rent should not exceed $600 a month. If you don’t do this cal-
culation in advance, you might end up in an apartment you can’t afford.

A budget is not complete without subtracting other estimated living
expenses like food, car payment, clothes, entertainment, utilities, and gas
from your salary. The bottom line will show you the reality of your situ-
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ation. You will either make more than yvou spend, spend more than you
malke, or spend as much as you make. The goal should be to always malke
more than you spend.

It’s also crucial to estimate “moving-in” costs. These are one-time costs
that many young adults don’t know to factor in (first and last month’s
rent, deposits for opening utilities accounts, and phone hookup charges).
Prospective renters may also be required to pay for their credit checks
before they are approved. Landlords may even charge an extra deposit if
you have a pet.

The final preparation before leaving the nest should be to accumulate
savings. If you can save up a cushion of three to six months” worth of esti-
mated expenses, vou will be better prepared to handle the financial crises
that are part of everyday life. If Doug hadn’t been living so close to the
edge, he probably would have been able to use his savings to pay for his
expenses until he found another job. The drastic measure of moving back
home wouldn’t have been necessary.

27



This page intentionally left blank.



Keep Personal Statt
f0 a Minimum

The old saying “Time is money” is very relevant in today’s busy world.
Americans now work more hours on average than even the traditionally
hardworking Japanese. Since we have less free time, this time becomes
precious. If our limited free time becomes disproportionately filled with
vard work and cleaning the house, we may start to feel resentful that we
have no time for “fun.” The simple answer to frecing up more time is to
hire others to do these tasks for you by employing maid services, lawn
services, dog walkers, pool cleaners, baby-sitters, and laundry services.

In addition to household jobs, there is a myriad of other personal ser-
vices that can be performed by others. Do you bring your car to a car wash
when vou have the facilities to wash it yourself? Do you get professional
manicures and/or pedicures? What about visiting a tanning booth?

Consider the case of Emily. Even though her income was not very high,
Emily, twenty-five years old, was still making a decent income consider-
ing she had no children or husband to support. But when I saw her
expenses, | understood why she was struggling financially. She took
advantage of every possible service that others can do for you. Emily had
someone wash her car and her dog, clean her house, give her a manicure
and a pedicure, a facial, a massage, do her laundry, give her personal train-
ing at the gym, and so on.

The obvious solution to her financial dilemma was to perform these
services herself and add the money saved back into her budget. Since her
spending habits resulted in a huge percentage of her money going to pay
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“personal staff,” the substitution of her “time” in place of her “money”
would solve her money troubles.

From Emily’s point of view that wasn’t possible. For example, she said
she couldn’t wash her car herself because she didn’t have the time. It
would entail driving to the basement of her apartment complex to use the
community hose. In addition, she would have to carry towels and sham-
poo needed for the car wash to the basement also.

Emily felt the whole process would be a waste of her precious time. In
actuality, Emily regularly waited in long lines at the car wash. The time
she spent waiting was probably equal or greater to the time it would have
taken to do it herself.

All kinds of other excuses abounded. Emily needed weekly massages
because her job was so stressful. The facials and manicures were neces-
sary to maintain her professional decorum at work. The personal trainer
was imperative because she didn’t have the discipline to exercise on her
own. Emily’s insistence on keeping “personal staff” was blocking any pos-
sibility of her having a financial recovery.

You may feel it’s worth the money to have lots of personal staff, but
have you added up the actual expense? An eye-opening exercise is to make
a list of all the services that you currently pay for that you could do your-
self (if you had to). Once all these services are totaled up, you may be
shocked by their combined cost.

If you are trying to keep your expenses to a minimum, you might want
to consider trading a little more of your free time for keeping a little more
of your money. Keep in mind that receiving some services may actually
be more time-consuming than doing them yourself, if you have to wait in
line or take time off work. It comes down to a matter of priorities. Is your
time or your money more important? If you decide your priority is time,
then make sure you have the financial means to afford personal staff
before you start employing them.
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Never Have More fhan Tuwo
Credit Cards

The average American has nine credit cards. If you took out your wallet
and counted, would you be below or above the average? Make sure you
count every card, whether it’s a gasoline, department store, retail store,
or major credit card. If they are used to purchase items with money that
is not yours, then they should be counted.

If you are surprised at how many credit cards you actually have, think
back to how many times you took advantage of an offer to open an
account today and receive 10 percent or 20 percent off your immediate
purchases. You may have thought this was a smart financial move.
Besides, you did not plan on using that credit card ever again—after you
paid off the initial purchases. Did you end up sticking to that plan, or have
you kept that card in your wallet and continued to make subsequent pur-
chases with it?

Let’s examine the case of Audrey, a twenty-five-year-old woman who
received her first credit card when she was eighteen and working at a local
department store. The department store had a policy that she could not
receive her employee discount unless she bought her purchases with a
department-store credit card.

Audrey was amazed at how easy it was to obtain additional credit cards
after she had her first. The offers kept coming steadily, and when she
started college they increased and became a deluge. In fact, on her first
trip to the college bookstore she was given several credit card applications
in her book bag. It didn’t help that every day on the way to class she
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passed by the student union, which always seemed to have numerous
credit-card displays. All that she had to do was fill out an application and
she would get some cool giveaway.

The temptation of what Audrey saw as “free money” was too much for
her to resist. Besides, how was she supposed to pay for the “fun” things
in college if she didn’t use her credit cards? This creative financing lasted
until Audrey’s junior vear, when she found herself unable to pay even the
minimum payment on her fifteen credit cards. When she tried to get a six-
teenth card, she was turned down because delinquencies on her other
accounts had started to show up on her credit report.

Unable to catch up on her own since she only worked weekends as a
waitress, Audrey called her parents for help. At first they considered bail-
ing her out, but they had no idea of the extent of her debt. After adding
up Audrey’s total debt, they were shocked by the fact that she owed
$15,000! Her parents couldn’t afford to pay that much, so Audrey was left
with the options of filing bankruptcy or dropping out of school to work
full-time and pay her debts. She chose to file bankruptcy and joined the
4 percent of total filers who are aged twenty-five and under.

Audrey could have avoided this situation if she had only followed my
two-credit-card rule. This rule works under the premise that the more
credit cards you have, the more you will charge. By keeping the maximum
number of credit cards in your possession to two, you will limit the debt
you could accumulate. If Audrey had stuck to only two cards, she would
have limited her debt load to a manageable one. An important caveat is
that your two credit cards should also have relatively low limits. If you
have two credit cards with credit lines of $10,000 you can also get into
trouble.

There is a mistaken notion that you need lots of credit cards to build
a credit history. This notion is false. You only need one or two that you
pay on time and preferably in full every month. As Ann Landers once said,
“The easiest way to get a fatter wallet is to take out your credit cards!”
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Most Americans have no idea how much they owe. They might have a
vague notion of the amount, but when they actually add it up they have
usually underestimated the extent of their debt. This was the case for a
young couple, Anna and Martin, who had recently married. Prior to their
marriage they had to enroll in a premarital counseling course at their
church. During this course, their finances were discussed.

Anna felt relieved when Martin disclosed that he owed only around
$3,000. Anna had seen debt problems plague her parents” marriage and
didn’t want to relive their troubles in her own marriage. It wasn’t until
Anna started paying the couple’s bills for the first time that she noticed a
large discrepancy. Martin’s debt was not the $3,000 he had revealed—
when added up it was closer to $8,000. When she confronted him with
this bombshell, Martin was genuinely surprised.

Martin said that he hadn’t realized the total amount of his debt since
he paid only the minimum payment on each of his eight credit cards. Since
many creditors only asked for a minimum payment equal to 2 to 3 per-
cent of his total outstanding amount, he was used to paying only $40 on
a $2,000 balance. His small monthly payments coupled with the fact that
Martin never read his statements (he only looked at the minimum amount
due) ensured that he never realized the total amount of his debt.

Although Anna was not legally responsible for any of the debts that
Martin had accumulated prior to the marriage, the consequences of his
debt became a concern for both of them. Instead of being able to put extra
money away each month in a savings account, they now used any addi-
tional funds to pay down Martin’s debt. Anna started to feel resentful that
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part of her hard-earned income was being used to pay off credit-card
expenditures that she had not benefited from. In fact, Anna ironically real-
ized that she was probably helping to pay off dinners out and entertain-
ment for Martin and his old girlfriend.

It wasn't until Anna started fighting with Martin over the fact that they
had to postpone starting a family until they could afford it that she real-
ized she had re-created her parents’ situation. She had so desperately
wanted to escape fighting over money, and that was exactly what she was
now doing. Anna was so frightened by the prospect of following in her
parents’ footsteps that she insisted upon marriage counseling. Hopefully,
this will solve their marital problems if not their financial ones.

Why is it so important to know how much you owe? For the simple
reason that until you understand vour actual situation, you may be living
in a fantasy land and not reality. If you assume vour debt level is man-
ageable and in fact it is not, you won’t see the need to take steps to curb
your spending. The first step to reducing and ultimately eliminating your
debt level is to know the bottom line. Your actual debt level might be
incredibly frightening, but fear can be an incredible motivator.
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Check Your Credi{ Report
Reqularly

It has been estimated that over 50 percent of credit reports contain some
type of error. By checking your credit report on a regular basis, you can
discover any errors before they seriously affect your potential to acquire
additional credit or even prevent you from getting a job.

Credit reports are very powerful. They are being relied upon more and
more to assess whether a lender should grant you credit, give you life
insurance, or qualify you for a security clearance. Without such a clear-
ance, many candidates are rejected for jobs in banks, branches of the
military, or aerospace firms. All of these decisions are important ones since
they radically impact your immediate and future goals. With the gravity of
these reports in mind, it is essential to make sure that they are error-free.

Errors may include incorrect reporting of your payment history by indi-
cating that a pavment was late when it was actually on time, or that you
failed to pay off an account when in fact you paid it in full. Other errors
could be less serious, like not listing vour updated address or place of
employment. However, yvou may discover that there are extremely serious
errors like an unauthorized individual using credit cards in your name or
someone buying your social security number and committing identity
theft.

Victoria, a college student at the University of Southern California,
became a victim of credit fraud by a “dumpster diver” at her apartment’s
trash bin. Victoria unwittingly did what many of us do—she threw away
her credit-card applications without even opening the envelopes. She had
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received so many of these applications since starting college that they were
becoming not only an annoyance but also tempting. She wanted to get rid
of them as soon as possible before she filled one out.

The dumpster diver, as the perpetrators are called since they rummage
through people’s garbage, simply picked her envelopes out of the trash.
She then filled in the application with her own address and Victoria’s
name. When the card was issued in Victoria’s name, it arrived at the con
artist’s home and was promptly used by her but signed with Victoria’s
name.

Victoria didn’t discover this on her own. She received a phone call one
evening from one of the credit-card companies for nonpayment on her
account. It was only then that she was alerted to the fraud that was occur-
ring. The company was able to “red-flag” her card and surprisingly caught
the con artist when she went to use the card in Victoria’s name. The store
was alerted to the fraud being committed and called the police. From that
moment on, Victoria always cut up her credit-card applications. This is a
habit that everyone should adopt; it will put “dumpster divers” out of
business.

If an inaccuracy in your credit report is a true mistake, you can con-
tact the credit-reporting agency to dispute the entry in order to have it
removed. If their research discovers that the error is in fact an error, they
must correct your report. By law, any information that is not valid must
be removed. Tt is vitally important that any illegal transactions be reported
and the difficult process initiated to clear this fraudulent information from
your credit report.

The sooner these errors can be discovered, the less damage will be
done. This is why it is important to check your credit report regularly. The
three major credit bureaus—Trans Union, Equifax, and Experian—charge
only a nominal fee to do so. They contain similar but not identical infor-
mation, so it is a good idea to check them all.

If this advice is not urgent now, it should become a major priority
before any major purchase or job interview. Do yourself a favor and find
out in advance what vour future lender or employer is going to see. This
knowledge may prevent any unwelcome surprises.
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When You Pay with Credif
and Are Reimbursed with
Cash, Run {0 the Bank

Have you ever gone out to dinner with others and discovered, when it
came time to pay the bill, that you didn’t have enough cash to pay your
portion? Probably. Did you then offer to put the entire bill on your credit
card and ask the other members of the party to give you cash for their
share? Probably. Did you then run to the bank and deposit the cash? Prob-
ably not. You most likely spent the cash instead of saving it.

By leaving this dinner money in vour wallet you are suddenly flush
with cash. Remember the advice from Chapter 13—don’t carry lots of cash
around with yvou. If you do, you will almost certainly spend more. And
you can guarantee that when your credit card bill arrives, the dinner
money will have been spent.

The same philosophy applies for business travel reimbursements.
Susan, a twenty-five-year-old Los Angeles resident, worked as a consul-
tant. This job required her to travel during the week and fly home for the
weekends. All this time on the road put her credit card into overdrive as
she charged plane trips, hotel rooms, rental cars, and meals out. Fortu-
nately for Susan, her company was quick in reimbursing her.

Her expense checks were usually worth at least several thousand dol-
lars. This caused her checking account to have an inflated balance. When
it came time to pay her mortgage and other large bills, Susan would con-
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fidently write the checks, knowing she had plenty of money in her account
to cover her bills. Unfortunately, by the time her credit-card statements—
which contained her already-reimbursed business expenses—arrived,
she had spent the repayment on other things like her mortgage and car
payment.

The only reason Susan managed to pay her credit card bills on time
was the fact that she continually received reimbursement checks. She then
used the checks that coincided with not-yet-received credit card state-
ments to pay her current charges. This worked until Susan’s travel was
put on hold after the September 11 World Trade Center terrorist attack.

It was then that Susan finally realized how behind she had become.
She had advanced herself almost $4,000 of her company’s money to pay
her own expenses. Unable to rely on any reimbursements to arrive soon
to cover her shortfall, Susan got a cash advance from one credit card in
order to make the payment on the other. This enabled her to continue her
cycle of borrowing. She just replaced one source of funds with another.

Whether you receive an advance reimbursement from your friends or
your company, the result is the receipt of extra cash. This padded balance
might lead to the misperception that this money is vours to use for your
mortgage payment and other personal bills. But by depleting vour account
of these funds, when the credit card bill arrives, the money from the reim-
bursement will be long gone.

Mingling reimbursements with vour own money can be confusing at
best and lead to overspending at worst. The best way to avoid this situa-
tion is to separate reimbursements from your personal funds. Opening
another account purely for deposit of business expense checks is an excel-
lent way to ensure that the money will be there when the credit card bill
arrives. This account should rever be touched for your personal expenses.
Similarly, when you receive money from your friends to cover expenses
you have charged for them, make sure you run to the bank.
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Never Gef a Car Loan
cor Longer than
Three Years

If the payments are stretched out long enough, anyone can afford a lux-
ury car. A seven-year car loan is not unheard of. By the time a loan like
this is paid off, the added interest has substantially increased the total cost
of the car. In some cases, two cars could have been bought for the same
price if you had only paid cash.

The reason most people give for choosing the longer loan term is that
they couldn’t afford the higher monthly payments for the shorter period.
This turned out to be the case for David, a twenty-three-year-old elec-
tronics salesman who had his heart set on a new sports car, preferably a
convertible. He decided to go to CarMax so he would have a large variety
of cars to choose from. Once there, however, David felt overwhelmed by
his options.

A salesman quickly appeared to help David navigate through the
assortment of vehicles parked in the vast lot. David let the salesman know
of his preference for a sports car and was guided to that area of the lot.
Many of the vehicles that he saw there fit his vision of his dream car. The
price in the window, on the other hand, didn’t fit his pocketbook. David
wias told not to worty about the price; the salesman assured him that they
would be able to work out the financing,.
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With price not being an object, David proceeded to select the car with
the most features. He chose a red convertible that was fully loaded. It had
leather seats, power windows, a CD player, cruise control, top-of-the-line
speakers, and a navigation system. Why shouldn’t he have a comfortable
car, he said to himself, since he lived in Los Angeles and spent many hours
each day stuck in traffic.

Once the car was chosen, David and the salesman went into the office
to do the paperwork. Fortunately, David’s credit report showed a positive
credit history. He had always paid his bills on time and didn’t carry much
credit card debt. Because of this, he was able to get approved for a lower
interest rate. His record of stable employment at the same company for
the past two vears also helped to ensure his approval.

David couldn’t believe how smoothly the loan process was going. It
wasn’t long before the salesman showed him the terms of the loan. David
was shocked at the number that was written on the “monthly payment”
line. .. $700! This was more than what he paid in rent for the apartment
he shared with a roommate.

There was no way that he could afford such a high car payment on his
limited income. David’s paycheck consisted of a meager regular salary
supplemented by a commission that fluctuated radically from month to
month, depending on how well his sales were going. This resulted in his
income being unreliable. David compensated by trying to live on the con-
sistent salary and not expecting the commissions to arrive.

This prudent money-management technique was not used as the basis
for the salesman’s figures, however. He calculated David’s monthly
income based on his yearly income divided by twelve. He presented the
case to David that he could in fact afford the $700 payment. Even if he
was right, David felt very uncomfortable agreeing to such a hefty payment.

His reluctance to commit to the deal caused the salesman to become
more creative in his financing. He pulled out his calculator and worked
out two alternate payment plan options. One option reduced the car pay-
ment to $500 a month and the other to $350. It was this last option that
David finally agreed to.

David didn’t seem concermmned that the reason the payment was so low
was because it required a seven-year loan commitment. He had no idea
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that the added interest would total approximately $8,400 after he finally
paid off the car seven long years down the road.

David also didn’t realize that if he decided to sell the car before the
end of the loan period, he would probably be “upside down”—that is, he
would owe more on the loan than he would be able to collect from the
sale of the car, causing a shortage. This would be a result of his slow rate
of paying down his loan. With only $250 each month going toward pay-
ing down the principal, the remaining $100 of his payment went toward
interest. The rate of depreciation in the value of the car would surpass the
rate at which he paid down his loan.

My advice is simple: if you can’t afford the monthly payments for a
car loan of three years or less in length, you simply can’t afford that par-
ticular car. Choose another vehicle that is within the price range your bud-
get can handle. By limiting the loan period to three years maximum, vou
will end up having a greater percentage of your monthly payment going
toward the principal instead of toward interest. This will result in a huge
savings in interest costs over the length of your loan.
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Never Go 40 g
Renf-fo-own Store

If you don’t have a credit history or you have a negative history, you may
find you are turned down for credit when you apply for certain loans. If
your poor credit history is disenfranchising you from the traditional credit
market, you may choose rent-to-own stores as an alternative. The lure of
low weekly payments can be very enticing. However, the interest rate
charged at many of these stores can be so high that by the time you've
paid for your TV set, yvou could have bought several TV sets if you had
paid cash instead.

Lance learned the meaning of a credit report the hard way. Neither his
parents nor his school had explained to him the importance of paying his
bills on time or at all. So, he frequently skipped paying some months and
just caught up the next month with a double payment. Since he eventu-
ally paid, what did consistency matter? He was twenty-one years old and
had been following this pattern ever since getting his first bill at the age
of eighteen. With this approach to bill-paying, it was no surprise that
Lance’s credit report had negative entries (late payments) for almost every
account.

Now Lance wanted a television set but wasn’t willing to wait until he
had saved up enough money to purchase one. In order to get it immedi-
ately, he had to buy one on credit. This was proving difficult because his
credit report was not portraying him as a good risk to the stores that
decided whether to approve his application. After five stores had turned
him down, Lance saw a sign in a rent-to-own store window promising
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“Bad Credit, No Credit . . . No One Is Turned Away.” The lure of low
weekly payments was also very tempting. Lance went in and left soon
afterwards carrying his brand-new television.

Lance felt he had made a wise decision. He got his television set with-
out waiting, and he only had to make a small payment of $9.99 each week.
Ironically, the next week Lance had a lesson in his college finance class
that illustrated the total cost of his purchase. If Lance’s repayment terms
were extended to eighteen months, by the time he paid off his $220 tele-
vision, he would have spent $800 with the additional interest charges. In
fact, if he had read the small print on his contract, he would have dis-
covered that the interest rate was 300 percent!

Most people, however, don’t have the advantage of seeing the big pic-
ture. By only focusing on the $9.99 a week, it is easy to fool yourself into
thinking that you have entered into a “good deal.” Most rent-to-own stores
assume that the average customer doesn’t understand the cost of interest.
In fact, they are probably betting on it.

Try waiting until you save enough money to purchase an item with
cash instead of purchasing it immediately on credit. Our need for imme-
diate gratification is what gets us into debt. It is a trade-off between time
and money. Would you rather sacrifice time and wait longer but pay less,
or sacrifice money and wait less but pay more? The choice is yours.
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Get a Debt Consolidation
Loan only & You %ollow
These Rules

Debt consolidation loans can appear very attractive. If you are an average
American with nine credit cards, bill paying is a time-consuming task.
Nine checks need to be written, nine entries made in your checkbook (this
assumes you are balancing your checkbook), and nine envelopes need to
be addressed and stamped.

If you are like my friend Mario, who had twenty-three credit cards, it
takes several hours each time you sit down to pay bills. In addition to
going through the steps just listed, Mario’s bill paying had an added layer
of complexity because he didn’t have enough money to go around. This
necessitated his use of what I call “creative accounting.”

This accounting method involved Mario frequently having to pay bills
late in order to wait for an additional paycheck to hit his bank account.
Other times he had to pay for one credit card with a check drawn on the
funds of another credit card. Mario was elated whenever he received these
credit card “checks” in the mail. The checks enabled him to tap an addi-
tional source of money much more easily than going to the bank and get-
ting a cash advance on his credit card. It accomplished the same thing
with minimal effort—all he had to do was sign the check. He used to wait
in long lines at the bank to get cash advances, and that transaction alone
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usually took at least ten minutes to complete because it needed manager
approval.

After a while Mario increasingly dreaded this time, which he consid-
ered not only wasted but also highly stressful. He eventually ran out of
creative accounting solutions when he could no longer rob Peter to pay
Paul. After he had reached his credit card limits, there was no one left to
rob. Luckily, an alternate solution appeared on TV late one night while
Mario was wide awake and worrving how to pay his bills.

The commercial was for a debt-consolidation loan company. In fact, it
seemed that all the advertisements in the middle of the night were for
debt-consolidation loans. “Financial worries must be a huge cause of
insomnia,” Mario pondered.

Despite his initial reservations, the prospect of mingling all his sepa-
rate credit obligations into one loan with a lower interest rate seemed like
a wise money strategy. Most appealing was the idea of reducing the num-
ber of checks he wrote each month from twenty-three to one. Mario was
right in his assumption that debt-consolidation loans can be wise, but only
if they are done correctly.

Unfortunately, Mario followed a common “unwise” debt-consolidation
pattern. He started by paying off his numerous individual credit cards with
the money from the loan provided by the debt-consolidation company.
These separate balances were then consolidated into one large credit bal-
ance. After transferring the balances owed, Mario’s credit cards now had
zero balances.

The temptation of having “empty” credit cards was too much for
Mario’s overspending tendencies, which had gotten him into trouble in
the first place. In a short time, he had charged them all to the max again.
This resulted in double debt—the original debt that had been transferred
to the debt-consolidation loan in addition to the newly acquired debt.

The best way for Mario to avoid this situation would have been to cut
up his credit cards and close the accounts after the balances were trans-
ferred. This step is crucial because it prevents the accumulation of addi-
tional debt. If there is easy access to lines of credit through newly paid-off
credit cards, additional debt buildup becomes inevitable for most people.

Another unintended consequence of unwise debt consolidation (in
addition to debt-conseclidation loans creating “double debt”) is the fact
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that you may have turned an “unsecured” loan into a “secured” one. If
your debt-consolidation loan is actually a home-equity loan, your house
is in danger of foreclosure if you are unable to make payments. On the
other hand, with unsecured credit-card debt, the probability of Master-
Card coming into your home and seizing the clothes you charged and
never paid for is extremely remote.
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Spend Student Loans only
on SChoo] Expenses

It is inherent in its name: a student loan should be used for student
expenses only. Although it may be tempting to use student loan money
for college football tickets, midnight pizza while cramming for finals, or
a Florida spring-break trip, try to resist this lure. You may argue that relax-
ation, concentration, and performance are ultimately enhanced by these
expenditures, so they should be considered school-related expenses. But
this argument has a sobering reality. By using student loans for expenses
other than direct school-related items, you are only succeeding in getting
yourself more deeply in debt. Since the cost of college can be daunting
enough, why would you want to add more debt to the amount you will
already be required to pay back after graduation?

When Faith was in the process of filling out her student-loan applica-
tions, she knew that she had no choice but to rely heavily on this form of
monetary assistance in order to be able to afford college. Unfortunately,
her parents made too much money for Faith to qualify for any grants.
Equally unfortunate was the sad fact that they had consistently spent
every dime they made and consequently had not saved up anything for
Faith’s college education.

Faith wasn’t sure how much her tuition, room and board, books, lab
fees, and other school-related expenses would be, but she decided to play
it safe and borrow the maximum amount available to her. It turned out
that this sum was quite substantial. In fact, the check was the largest she
had ever received in her life.
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Her immediate obligations were to pay for tuition and her dorm’s room
and board. Then she needed to purchase books and pay for other class
materials. With the basic school expenses covered, Faith realized that her
checking account was still pretty flush with money from her loan. Surely
she could afford to spend a small percentage of her student-loan money
on some “extras” to make her demanding and stressful life a little more
enjoyable.

With this philosophy in mind, Faith decided to buy a health-club mem-
bership. Even though the university’s gym was free, she preferred the aer-
obics classes that were given at a nearby private health club. Also, after
only a few weeks of living in her dorm, Faith determined that it was too
noisy to study there effectively. Even though the library was a great alter-
native location to study in and only a short walk from her dorm, she chose
to move to an off-campus apartment instead.

Once in her furnished apartment, she bought a feng shui book and
came to the conclusion that her furniture and its placement were creating
negative energy. Unless she bought and rearranged the appropriate fur-
nishings, she would not be able to perform up to her full potential. Her
grades would suffer. This revelation resulted in numerous trips to furni-
ture and appliance stores.

In time, Faith’s little “extras” cost her quite a substantial sum of money.
In fact, she ran out of money halfway through the semester. Her next
installment from her student loan was not scheduled to come until Janu-
ary and it was only October. Faith was incredulous that she had gone
through her student loan so quickly; after all, it had been such a large
check.

Faith literally ran to the financial aid office to request another student
loan to help her in the interim. When they told her that she had already
received the maximum amount allowed per semester she panicked. “How
am I supposed to survive?” she lamented. A financial counselor sat down
with Faith, and together they put together a budget of Faith’s living
expenses. The solution was not one that fit into Faith’s philosophy of
“adding the little extras.”

The extras had to go. Faith had to find a roommate to split her rent,
cancel her gym membership, and stop buying furniture and other
nonessential personal items. And if she worked part-time at night, she
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would just make it to January without starving. So much for her hopes of
reducing the stresses of her demanding student life. Her freewheeling
spending habits had actually increased her stress, not reduced it.

Like Faith, many students apply for the maximum amount of student-
loan money available to them. Upon receiving such a large check, they
are often tempted by the funds that they now have free access to. Even
though they understand these funds are for school-related expenses, life’s
many spending opportunities get in the way of their clear judgment.

Before accepting a student loan, it is imperative that all school-related
expenses be calculated. These may include tuition, textbooks, and room
and board. When this amount is known, any financial assistance already
committed should be subtracted. This assistance could be in the form of
scholarships, part-time campus jobs, summer job income, or money from
parents.

If there is still a shortage after the assistance is factored in, you may
still need to get additional student loans. However, the amount requested
should be only enough to erase the difference. If you receive a larger loan
then you need, the temptation to spend the extra money on “fun” things
can be hard or even impossible to resist.
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Develop g Credit Hisfory
During College

This advice may seem unwise. You've probably heard some horrifying
statistics and stories about college students and credit-card debt. In 2000,
78 percent of undergraduate students had credit cards and the average
debt on them was $2,748, according to Nellie Mae, a student loan agency.
In addition, one out of ten undergraduates owed more than $7,000.

The stories are equally worrisome. Tales abound of parents bailing out
their kids from credit-card debt amassed during college. There are also
innumerable accounts of students having to cut back to part-time status
or drop out of school altogether to make enough money to pay off their
balances. Then there are the much-publicized stories about students
committing suicide over their credit-card debt. In some cases, these stu-
dents owed only several thousand dollars.

Therefore, you may have decided that it is not worth the risk to get a
credit card during college. You are going to wait until you have graduated,
are more mature, and have a full-time job before you get your first credit
card. Although this may seem like a wise decision, it may hwurt you in the
short run.

Jerry’s parents grilled him about the dangers of credit cards. They had
Teason to worry, because Jerry’s older sister Paula abused credit cards
while she was in school. Her parents ended up bailing Paula out of credit-
card debt when they discovered that she owed $5,000 after only her fresh-
man year. They were determined not to repeat this scenario with Jerry.
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Jerry listened to his parents’ lectures and managed to resist all the
credit card offers he routinely saw on campus. Although it was hard on
the occasions when his friends would just whip out their credit cards to
pay for clothes or drinks at the bar, Jerry knew he had made the right deci-
sion when he started to see many of them get into serious debt. Too many
of his friends ended up in the same situation his sister Paula had found
herself in.

Once Jerry had graduated, he started working full-time and promptly
opened a checking and savings account. At the same time he applied for
his new bank’s credit card; he was declined. The reason for being declined
was his lack of a revolving credit history. Other than his student loans,
Jerry’s credit report was clean.

In disbelief, Jerry decided to try and obtain other credit offers. He
picked up credit card applications wherever he saw them—at the dry
cleaners, his gym, at restaurants. He filled out the applications and waited.
Unbelievably, he was rejected for every credit card that he applied for.

Jerry couldn’t understand what he had done wrong. In fact, he thought
he had done everything right. He had no credit problems, hadn’t gotten
into trouble with spending money, and had a respectable job. In spite of
all this, he was being penalized for his lack of credit. It was a catch-22 sit-
uation. In the world of credit, if you have no credit history you can’t get
a credit card. But you need a credit card in order to build a credit history.
Jerry had encountered the same problem in trying to get his first job.

To add insult to injury, Jerry found himself having to pay deposits to
his cell phone company ($400) and to his utility company ($100) because
he was a first-time user with no credit history. Tt was turning out to be
quite costly not having a credit card before graduation.

Adding to the monetary costs were the costs to his bruised ego. He was
bound and determined to be independent of his parents, only to find that
he needed their help. Jerry eventually gave in and asked his parents to
co-sign on a credit card for him. For Jerry this was more humiliating than
being rejected by the credit card companies.

Since not having a credit history makes post-college life more compli-
cated and more expensive, it is worth obtaining a credit card during your
college years. It is usually easy to get one while you are a college student,
regardless of whether you have a job or reliable source of income.
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Once vou get one, however, it is important to remember the rules of
wise credit card usage (Chapter 33). There is a middle ground in which
students can build a credit history in college, have the convenience of
using credit instead of cash for purchases and emergencies, and still not
run up a lot of debt. The bottom line is that you can work out a win-win
situation when it comes to credit cards.
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Share Your tinancial
Sitvation with Your
Roommate

Regardless of whether your roommate is sharing expenses with you or
being supported by you, he or she needs to know if you are having finan-
cial problems. Your ability to pay household bills and contribute to other
financial obligations directly impacts the people vou live with. For exam-
ple, if you are not able to live up to your part of the bargain, someone else
must cover the shortfall. Your roommate’s budget may be overwhelmed
if he or she is suddenly asked to pay the entire rent instead of just half.

In most cases, the main reason for choosing to live with a roommate
is a financial one. Although some people prefer the company, most con-
sider it an inconvenience to give up their privacy. They do it, however, in
order to share the financial burden and be able to live in a place that they
couldn’t afford on their own.

I found myself in the financial predicament of needing a roommate
shortly after moving to Los Angeles. I chose to move there after graduate
school because [ had grown up in the Midwest and desperately wanted to
escape the cold. I decided to share an apartment with a friend of mine
from college who had escaped to Los Angeles for the very same reason.
We were close friends in college, and [ thought [ knew Kristen very well.
Howiever, [ soon learned that she harbored a secret that she had success-
fully hidden from me for many years.
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That secret was the fact that she had an eating disorder—bulimia. This
disorder caused her to eat large quantities of food as she engaged in the
cycle of binging and purging. Besides the many serious psychological and
health issues associated with this disorder, it caused grave financial issues
as well.

The less serious issue was the fact that we split the cost of groceries
but T rarely got a chance to eat the food because Kristen consumed it so
quickly. Tt was very annoying to come home from work hungry and open
an empty refrigerator. The more serious issue, however, was that her
restaurant tabs in addition to her grocery spending used up a large por-
tion of her paycheck. Before I knew it, Kristen was not able to pay her half
of the rent. This created an emergency because my first job out of college
was a low-paving, entry-level one and I couldn’t afford to pay the entire
rent on my minuscule salary.

I somehow was able to cover her half of the rent for one month, but
when the next month arrived and Kristen still didn’t have her half of the
rent, | knew [ was in trouble. Not knowing what else to do [ called Kris-
ten’s parents, whom I had met many times during college. They agreed
to send Kristen the rent money. Their check arrived, but the money was
literally eaten up as it was used for food and not rent. This is when I
decided to move out. Unfortunately, the landlord wouldn’t give me back
my security deposit since it was held to cover our rent shortage.

My friendship with Kristen was destroved. T was angry that she hadn’t
shared with me her eating disorder, which was the root cause of her
money troubles. If T had known, T could have tried to get her to seek pro-
fessional counseling, or at the very least T would have received a warning
about her tendency to spend most of her money on food. This pattern was
not new; it had continued since her first paying job in high school. How-
ever, Kristen chose to remain silent until the situation inevitably became
visible and she could hide it no longer.

Many believe that keeping their roommate or loved one in the dark
about their financial predicament protects these people from worry. This
strategy tends to be counterproductive, since if people believe everything
is all right they will continue with their normal money behavior. If the
way out of a financial crisis involves a reduction in spending, this cannot
be accomplished by one person alone—everyone must work together as
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a team. Shielding roommates and loved ones from a financial crisis only
delays the inevitable day when the truth will come out. The delay may
result in the situation becoming aggravated.

So swallow your pride and remember that it is a rare individual who
never has financial problems. Your roommates or loved ones may actu-
ally have great advice if they had to work their way out of a similar
predicament. When it comes to shared finances, honesty is crucial not
only for your financial well-being but also for the well-being of the
relationship.
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Divorce Shovld Never
Be About Money

The number-one reason for divorce in this country is “fighting about
money.” As Chapter 34 demonstrated, Anna and Martin’s first real fight
in their marriage was over money. It is understandable that financial dif-
ficulties can cause incredible strain in a relationship, but in many cases
the situation is temporary and can be resolved if the couple works together
as a team. Unfortunately, the opposite often occurs as the couple points
fingers and assigns blame for the current state of affairs.

The finger-pointing was getting ugly during a credit counseling session
for Ken and Joan. Neither could accept any responsibility for their debt
crisis, and their continual shifting of the blame was counterproductive as
it distracted the discussion from finding a solution. In Ken’s mind their
problems were entirely the fault of his wife, since she had charged up the
vast majority of their credit-card debt. However, their level of credit-card
debt was equaled by the two home-equity lines of credit that Ken had
taken out.

Ken countered that he was forced to get home-equity loans to pay off
his wife’s credit-card debt. In response, Joan protested that she never
knew this and besides, Ken in no way told her to curtail her spending.
She, in fact, thought their finances were in fantastic shape. Since Ken took
care of all the household financial responsibilities, including paying the
bills and budgeting, Joan was ignorant of their financial problems until
the collection agencies started calling the house.
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The credit counselor tried to get them to stop the blame game by point-
ing out that both of them were at some fault in their predicament. It was
true that Joan’s spending contributed to their debt problems, but Ken
should have been honest with her about his financial capacity. If Ken had
shared the family budget with Joan, she would have realized her spend-
ing limitations. Instead, Ken chose to remain quiet and pay off her initial
debts by acquiring more debt.

The one thing that is certain in life is that following the same path will
lead to the same destination. In order for Ken to have changed the out-
come after he used home-equity loans as a short-term solution, he would
have had to either get a huge raise at his job or curtail his wife’s spend-
ing severely. Unfortunately, he chose neither of these directions and the
same path led them down the debt road again, which eventually led to
the credit counselor’s office.

Ironically, working together to improve the family’s money troubles
can actually strengthen a partnership. Regardless of the reason for the
financial situation (the problem could have been caused directly by one
partner’s overspending or indirectly by one partner being laid off from
work), once the cause is identified a solution can be agreed upon. By
jointly focusing on the problem, partners can provide support to each
other. One partner might need a reminder to resist the temptation to buy
something; the other partner might need encouragement as he or she
works overtime to get extra money.

If both partners are truly committed to the cause, there is nothing like
a good struggle to ensure bonding. The payoff comes at the end, when
the financial crisis has been solved and when both partners can equally
rejoice in their success since they did it together. Money problems can be
overcome and resolved much more easily than other marital issues like
incompatibility or spousal abuse. Those issues may eventually lead to
divorce, but money issues should never be the primary motivation for
divorce. You promised as much when vou repeated “for richer or for
poorer.”

136



Check Your fufure Spouse’s
Credi{ Report

It may be a good idea to request your spouse-to-be’s credit report prior to
saying “I do.” You can’t legally request another person’s report (unless he
or she is applying for credit with you), but it would be a good idea to ask
yOour partner to request it. Far too many newlyweds are shocked to dis-
cover that their new spouse has excessive debt, child-support and alimony
obligations, or has even filed bankruptcy. Millie, a twenty-five-year-old
New Yorker, learned this news the hard way.

Millie knew that Ted had children from a previous marriage. She had
never met them, though, because they lived in another state. In fact, in
the two vears that Millie had known Ted before they got married, he had
only visited them twice. Millie had asked to go along on the second trip,
but Ted insisted that his ex-wife was hostile and he wanted to spare Mil-
lie from witnessing her behavior. When Millie pressed to find out why his
ex-wife was so hostile, Ted cryptically responded that she had “issues.”
Millie figured it was a painful topic, so she just dropped it.

Shortly after his marriage to Millie, Ted got into a car accident when
another driver abruptly pulled out in front of him. Ted was not injured,
but his car was totaled. Needing another car to replace his totaled one,
Ted got a ride from Millie to the car dealer. Ted finally chose a car that he
wanted, but when it came time to work out the financing he asked Millie
to wait outside the office. She didn’t want to be excluded from something,
so important to the couple’s finances, so she insisted on being inside the
office while the negotiations were conducted.
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Millie soon discovered why Ted didn’t want her in the office. When it
came time to review Ted’s credit report, it was revealed that he had been
delinquent in his child-support payments. He was so delinquent that his
ex-wife was forced to file an order with the district attorney’s office. This
resulted in Ted’s wages being garnished by 20 percent. Millie knew what
Ted’s salary was, but she had no idea that he was actually taking home
20 percent less than she thought he was. To make matters worse, Ted had
to accept a very high interest rate of 36 percent on his car loan because
his credit was so bad.

Now not only was Ted’s ex-wife hostile, but his current one was also.
By hiding this information from Millie and not being honest prior to their
martiage, Ted only succeeded in delaying the inevitable. If you are mar-
ried, chances are that your spouse will discover your credit history sooner
or later. Believe me, sooner is better than later!

We learned in Chapter 34 (it can’t be restated enough) that even
though the legal responsibility for debt acquired prior to a marriage can-
not transfer to the new spouse, both will face the reality of the indebted-
ness. One spouse may have to help the other pay off the debt because the
debt load is a drag on the couple’s financial situation. The couple will
need to work as a team to pay off this debt since their ability to save
depends on it.

In Millie’s case, she needed to learn how to cope with a 20 percent
reduction in Ted’s salary. She needed to start adjusting her spending
downward, since in reality they now had less money to work with. Know-
ing the facts prior to taking the plunge is not only prudent but will start
the marriage off with honesty—which vou may find to be priceless.
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Don’4 Start Your Married
Lice wifh Excessive
Wedding Debt

Many people want their wedding to be perfect . . . regardless of the cost.
They hire the most expensive band and the best caterer in town, reserve
the most elegant reception hall, buy a designer wedding dress, and book
a honeymoon at a five-star resort. When you add up all the costs that go
into a formal wedding, they can be significant. If you cringed at the cost
of the wedding ring, remember that that expense is minuscule in com-
parison to an elaborate wedding.

It is not uncommon for even a simple wedding to cost at least $10,000
and for an over-the-top wedding to cost $100,000 or more. In the first case,
that money could have purchased a car and in the latter case, that money
could have gone toward the purchase of a home. Whereas a wedding lasts
only a day, a car or home will be with you for much longer. Some people
may argue that the memory of a wedding is something that stays with you
forever. This may be true, but in terms of a tangible asset a memory is not
something that will bring you to work in the morning or put a roof over
your head at night.

Lisa and Joe viewed their wedding as a once-in-a-lifetime, no-holds-
barred, blowout event. They didn’t concern themselves with cost. They
just made their selections and asked that everything be billed to them or
put on their credit cards. It was hard to keep track of how much they were
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spending, however, since the preparations were getting quite complicated.
They made a decision to not worry about it until after the wedding.
Besides, they didn’t want anything to put a damper on their excitement.

The day of their wedding finally arrived, and the guests were not dis-
appointed. Every detail was attended to, from the doves that were released
into the sky to the expensive party favors that were handed out. Each
corner of the large banquet hall had a delicacy to choose from. One cor-
ner had shrimp and caviar, another had lobster tails, and vet another had
filet mignon. The highlight of the evening was a fifteen-minute film of the
bride and groom’s lives from their birth to the present. Old home movies
had been edited together along with music and a script. It was quite a
production.

The guests wondered how such a young couple could afford such a
wedding, since Lisa and Joe had been out of college for only a few years.
Their first jobs were typical for recent college graduates—entry-level jobs
with correspondingly low salaries. The guests just assumed that their par-
ents had been very generous.

Although their parents had helped out with some of the expenses, they
had drawn the line on paying for what they considered the “extrava-
gances” that their children saw as necessities. They tried to encourage
their children to simplify their wedding, but Lisa and Joe were insistent.
They wanted what they wanted, and if their parents wouldn’t help out
they would just have to find a way to pay for it themselves.

Their solution of using credit to finance their wedding succeeded in
making possible the wedding they desired, but it also succeeded in put-
ting them seriously in debt. Afterwards, they could no longer procrasti-
nate in dealing with their wedding finances so they sat down and counted
up the cost of their wedding. The bottom line was shocking. They knew
that their wedding was on the expensive side; they just had no idea how
expensive. The total cost to Lisa and Joe (excluding what their parents
paid for) was around $40,000.

They panicked because they knew it was impossible on their limited
incomes to pay back this huge amount right away. They decided that Joe
should make phone calls to arrange payment plans in order to pay off their
debts over time. Some creditors refused and insisted on immediate pay-
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ment. Those creditors were paid with Lisa and Joe’s credit cards. This only
succeeded in moving debt from one place to another.

In the end they were able to negotiate payment plans that they could
handle. Unfortunately, this debt load prevented Lisa and Joe from adding
any other debts to it. This meant that their aging cars would have to last
for a lot longer and their dream of buying their own place instead of rent-
ing would also have to wait. They had wanted to start a family right away,
but the cost of having children would have put them over the edge. With
so many of their dreams on hold, they couldn’t help but wonder in retro-
spect if they had made the right decision to have such an elaborate
wedding.

How vou choose to spend vour hard-earned money is an individual
choice, and a fancy wedding may be a high priority for you. Just keep in
mind that the money you and your spouse-to-be spend at the start of your
life together is money that will then not be available for your immediate
or future goals. If vour parents foot the bill for the wedding, they might
not be able to help you out financially with other goals like a down pay-
ment for your first house.

The emotions that go along with a wedding are powerful, and some-
times motivations like jealousy, inadequacy, or even envy can interfere
with rational spending behavior. Do an honest assessment of the reasons
why you “need” to have such an expensive wedding. You may discover
that vou are trying to compete with your cousin’s wedding or that you
want to project an image of success and wealth to vour guests. Regard-
less of the motivation behind the excessive spending, the consequences
are the same—a life together starting off deeply in debt. With a substan-
tial debt burden to contend with, other goals like buying a house and hav-
ing children may have to wait.
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Don’t Have Children Betore
You Can Accord Thew

With the cost of raising and putting a child through college at upwards of
one million dollars, the decision to start a family should not be based
solely on emotions. A rational appraisal of your household’s financial
capacity to handle the additional expenses should also be conducted. You
should know the costs involved before the baby is even conceived, not
after.

Eileen and Jim had always agreed that they wanted a big family. Jim
came from a large family that was very close, and FEileen, an only child,
envied their relationships. They decided to start having children immedi-
ately after their marriage. Eileen was already twenty-four vears old, and
with the six children they planned on having, the clock was ticking. They
had to start now before Eileen’s age limited the number of children she
was able to conceive.

They were lucky and Eileen got pregnant almost immediately. She was
working full-time but quit her job after the baby was born. This effectively
cut their income in half, but they were confident they could manage on
Jim'’s salary alone. It helped that their initial baby expenses were minimal
since Jim's brothers and sisters, who already had children, gave them
many donations and hand-me-downs.

As their lives started to settle into a pattern, they began to realize that
the actual costs of having a baby were more than they had anticipated.
They never dreamed that diapers and formula could add up to so much.
Without Eileen’s income to help, Jim felt an enormous strain being the
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sole supporter of the family. Nevertheless, they did not deviate from their
initial plan and Eileen became pregnant again.

Now their costs were double. Jim found that his income was not
enough to cover the expenses. He had to find another part-time job on top
of his full-time job. He was working so much that he was rarely home.
Eileen found herself the full-time caregiver for the babies without any
break. Whenever Jim came home, he was exhausted and wanted only to
rest. But Eileen saw his arrival as a chance for her to get some much-
needed rest also. Obviously someone had to watch the children, and it
became a daily argument over who it would be.

The financial stress contributed to their marital stress, and it almost
broke their marriage apart. They then made a decision to limit their fam-
ily to two children for the moment. Their goal of six would have been
impossible given their financial limitations—and their emotional limits as
well. In addition, they started to ask for baby-sitting help from Jim’s large
family.

Many new parents are shocked when they discover all the purchases
they must make prior to their baby being born. They need at a minimum
a crib, clothes, diaper bag, shoes, baby bottles, and a car seat. This list
doesn’t even include all the additional “necessities” that families usually
purchase like a baby swing, toys, cute little hats, and a myriad of other
baby stuff. If you’ve ever chosen a gift from a baby-register list, you have
probably been astonished by the quantity of items to choose from. These
initial purchases can be overwhelming to new parents.

Baby showers can be a wonderful way to help reduce the parents’ ini-
tial costs, but what about their ongoing expenses? After the baby shower
is over, who will pay for the formula, the diapers, the larger clothes, and
the baby-sitters? And this is just the start. Another important considera-
tion is the cost of child care if both parents continue to work. As the chil-
dren grow, so do their expenses. Soon you will be worrying about how to
pay for their first car or their college education.

Don’t assume the money drain will end after college. What about their
wedding or their requests for money to help them pay off their credit-card
debt? Although vour living expenses will improve when your child moves
out (lower grocery costs, phone bill), you may find that other child-related
expenses just take their place.
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It is important to realize that not only will the family’s budget have the
added expenditures related to child-rearing to contend with, but the
income side of the budget may also be affected. If one parent decides to
stay home full-time instead of working, the family’s total available income
will be reduced. Without contemplating the new budget reality that hav-
ing a child will impose, the resulting financial stress could be significant.
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Always Discuss Major
Purchases with Your Spouse

If your husband has unilaterally decided to use your income-tax refund
to buy a new motorcycle without discussing it with you first, the surprise
upon seeing a motorcycle in the driveway may not be a pleasant one. You
may have had other ideas of how you wanted to spend or invest that same
tax-refund check. Maybe you wanted to use the refund to pay down credit-
card debt or go on a Caribbean vacation. When major purchases are being
considered, it is always wise to discuss the options as a couple.

Dana got such a surprise when she arrived home one evening. It wasn’t
amotorcycle in the driveway, however, but a brand-new BMW. At first she
thought her husband, Eric, had a friend over, but the car was not famil-
iar. Maybe one of his friends had just bought a new car and come over to
show it off. “They must be doing well to be able to afford such a car,” she
thought to herself.

When she entered the house she found her husband watching TV all
by himself. “Who’s over?” she asked. “No one,” he responded. It imme-
diately hit her when Eric produced a huge smile that the car was his. Dana
started to feel a knot in her stomach because she was the one who han-
dled the couple’s finances. “How much are the monthly payments?” she
nervously inquired. “Oh, only about $500 a month,” Eric replied without
hesitation.

Dana’s fears were confirmed. She didn’t know how they were going to
be able to make the payments. Their current budget left an extra cushion
of only $300 a month after all the bills were paid. Now they were going
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to be $200 short each month and have no extra money to pay for anything
“fun” like dinners out or entertainment. They would be virtual slaves to
this car payment for the next five years (the length of Eric’s lease).

Dana had no choice but to live with Eric’s purchase since they couldn’t
return the car. She inquired, but the lease he signed didn’t have a three-
day cancellation policy. They were stuck with it. In order to make the car
payment, Dana had to cut out other expenses in their budget. She can-
celled their cable TV, newspaper subscription, health club membership,
golf lessons, and many other expenses considered “nonessential.” They
lost many of the pleasures that they had enjoyed before. Whenever Dana
saw the new car in the driveway, it was a reminder of what they had
given up.

Dana’s resentment over Eric’s car usually erupted around the time of
the month when she paid their bills. One month Eric couldn’t take the
guilt anymore and made the decision to get rid of the car any way that he
could. Eric found a solution through a friend who he knew was looking
for a new car. His friend took over Eric’s lease and continued to make the
payments, thereby freeing up Eric from his responsibility.

When Dana came home one day, she found another surprise in the
driveway. This time, however, it was a pleasant surprise. Eric had pur-
chased a used car with payments that were only $200 a month. This freed
up the $300 that had been committed to his BMW, and it allowed them to
add back into their lives some of the pleasures they had given up. With
the financial stress eliminated from their marriage, they found their rela-
tionship improved. Fric vowed to involve his wife in all future major
purchases.

Even if you tend to handle all the monetary transactions yourself, the
decisions regarding goals should always be handled as a couple. The first
step is to find out what one another’s goals are. Very rarely do couples sit
down and ask this important question. But each of us tends to be highly
motivated by visions of what we desire. We might be dreaming of that
Caribbean vacation while we work overtime. The overtime is welcomed
since it becomes a means to an end. If your spouse does not realize that
your dream of a Caribbean vacation is being made possible through your
hours of overtime, he or she might resent the time spent apart.
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After you ask the “goal” question you might discover that one partner
wants children, overseas vacations, and a house, while the other partner
wants a substantial retirement fund, tailored suits, or an advanced degree.
When inconsistencies arrive, a compromise may be necessary. If you have
different but compatible goals, you can then work out a plan to reach both
partners’ goals. This will require prioritizing the goals so that if money
limits the number of reachable goals, at least they will be the most impor-
tant ones.

If you have incompatible goals, you may need to compromise or make
a decision where only one partner ends up being happy. An example is
the goal of one partner obtaining an advanced degree but the other want-
ing to pay off debt and not incur more. It may turn out that the compro-
mise is an advanced degree achieved through night classes that allows the
partner to continue working. Or the goals of the nonstudent partner may
have to be put on hold for a while until the advanced degree is completed.
Then the degree may result in a promotion, and the extra money will go
toward the other partner’s goals for a while; his or her patience will then
be rewarded.

The important lesson to learn is that decisions regarding major pur-
chases must be made together. Identification of goals, plans to reach them,
and the money to pay for them are mutual decisions, not individual ones.
Otherwise, the anger or hurt feelings generated from decisions made with-
out consulting the other may greatly damage the relationship.
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Don’t Hide Purchases crom
Your Signikicant other

Is it better to conceal a purchase from your partner if you know he or she
will not approve of the buy? For instance, many women prefer to mingle
new clothes among the old in the closet or hide them under the bed. Con-
cealing purchases is generally easier for women than it is for men because
women tend to shop more often but buy smaller things.

On the other hand, men spend less often but buy bigger and more
expensive items. While a woman may hide a new dress quite easily, a man
has a much harder time hiding his new motorcycle! Evasion can be a way
to avoid immediate confrontation, but this stalling technique can backfire
when the purchases are eventually discovered.

Jenna was an expert at evasion because her husband, Oscar, had a fit
every time she spent money. Oscar was a passionate investor in the stock
market, and he religiously invested all of their extra money each month.
But in fact he only “thought” he invested all of their extra money. In real-
ity, Jenna had a side income that he knew nothing about.

Just after they had married, Oscar explained that consistent investing
was the only way to assure they would have a prosperous retirement.
Jenna had a hard time focusing on retirement—after all, they were only
twenty-two years old. However, she was proud of the fact that her hus-
band was so diligent and worried about their future. After a year of mar-
riage however, Jenna started to resent his rigid spending limitations and
she longed to spend money frivolously.
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Because she had to turn her paycheck over to Oscar, since he did all
the bookkeeping, Jenna decided to amass a secret slush fund. She was a
writer and started to take some editing projects on the side. She would
just stay late at the office to do her editing jobs and explain to Oscar that
her job was requiring longer and longer hours.

This slush fund was money that she used only on herself. She would
buy new clothes, makeup, and shoes at the mall. Jenna loved to shop,
and since Oscar had deprived her of this pleasure for an entire year, she
felt she needed to make up for lost time. She shopped as religiously as he
invested.

At first the purchases were easy to hide in the closet since it was just
an outfit or two, but in time the closet started becoming more and more
crowded and it was becoming noticeable. Oscar was not very observant,
however, and when he asked if an outfit was new Jenna would just reply,
“Oh, this old thing? I just haven’t worn it in awhile.”

After one shopping spree Jenna was careless and didn’t take the price
tag off one of the dresses. Oscar noticed, and it triggered his suspicions.
He started to go through their closets and bathroom demanding to know
if each item was a new purchase. Eventually Jenna confessed.

After the deceit was out in the open, Oscar wanted to know how she
funded these purchases. She then had to explain her side job, which made
Oscar even more angry. Jenna'’s explanation about feeling constrained by
Oscar’s frugal spending fell on deaf ears since he now felt betrayed. Now
Jenna found herself having to confront an even bigger problem than
Oscar’s frugality—his lack of trust.

If your spouse is observant, he or she may remark on your new outfit
or notice a new purchase when it appears on the credit card statement.
Any anger that may have resulted from your spending the money in the
first place will be exacerbated by the attempt at deceit. A frank conversa-
tion about why you felt compelled to conceal the purchase in the first
place is the best way to bring the issue out in the open and out of the
closet.
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Gef Married and
Stay Married

A divorce rarely improves your financial situation; it usually results in
making it worse. The main reason is that one housechold to support has
been split into two. Instead of one residence, the separated parties must
now live apart. This may involve only one person relocating. On the other
hand, if their shared residence is too large for any one party, both may be
forced to relocate.

The moving costs may be significant, especially if the breakup involves
selling or buying property. Since choosing the right time to buy or sell is
not a luxury if a divorce is on the fast track, losses may be inevitable. If
the real estate market is especially depressed, the price your house can
fetch may be much lower than the price when vou bought it. Conversely,
the housing market may be so crowded that you can’t find a vacancy in
the neighborhood vou want to live in.

Once resettled, there are now twice as many mortgage or rent pay-
ments, electricity bills, and phone bills to pay. It may also be necessary
to buy a second car if the household used to share one. This doubling of
expenses is made more difficult if only one parent is working. If one par-
ent is a homemalker, this means that the working parent’s one income is
now responsible for supporting two households.

Karen, age twenty-four, had always paid the bills in the family since
she was extremely organized; her husband, Mike, was focused on the big
picture. This tendency, she believed, caused him to be careless. One day
while paying the credit-card bills, she noticed a charge for a trip to Miami
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(although Mike had told her that his business trip was to Cincinnati), a
flower shop, and a lingerie boutique. This is how she learned her husband
was having an affair.

For Karen, there was no such thing as a second chance. She hired a
lawyer right away and started the divorce process. Mike, age twenty-five,
begged for her to trust him again and not leave him. He assured Karen
that he would change and never cheat on her again. Karen reconsidered
and ended up deciding to stay with Mike, but for reasons that were solely
financial.

As she was going through the figures with her lawyer, she came to the
horrifying conclusion that they were too poor to divorce. Mike was the
sole wage earner (Karen stayed home with the children), and on his
income alone he could adequately support the household. But if Mike
were Tequired to support two households on his income, Karen discov-
ered she wouldn’t receive enough child support from him to make ends
meet. Not wanting her two children, ages two and four, to suffer a sig-
nificant decrease in their standard of living, Karen decided to stay with
Mike.

Further supporting the decision was her concern that since she had no
credit in her name, she might have trouble establishing credit. Since all
their credit cards were in Mike’'s name, she lacked a credit history. It is
always wise to obtain credit in your own name so that you can become
financially independent and not rely on your spouse’s credit history. This
is particularly true if the spouse has a blemished credit history. It may be
a detriment and may not accurately reflect your timely payment habits.

As the years went on, Karen learned of other affairs her husband was
having. His promise to her to never stray again had turned out to be false.
Without seeking professional help, he could not change his compulsion
to cheat. Karen felt financially trapped, forced to live in the same house
with a man she distrusted and had begun to despise.

It is a rare case when a divorce results in a financial bonanza for one
of the parties. Situations where this can occur tend to be in wealthy house-
holds where the breadwinner is required to pay large alimony or child-
support payments. This situation is the exception, however, and not the
rule. In fact, according to the National Center for Women and Retirement,
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women experience a 45 percent average decline in their lifestyle the year
following a divorce.

Obviously, if a marriage is extremely unhappy, a divorce is the right
thing to do for emotional reasons alone. Staying in an unloving marriage
is harmful for all parties involved, including the children. But the reality
is that although the emotional situation may improve after a divorce, the
financial situation may not.
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You Can’$ Buy Love

You’ve probably heard this expression before. Maybe you heard it from
your mom, or maybe it was your minister. Regardless of who told you
“You can’t buy love,” chances are that you didn’t really believe it. The
problem is that there is abundant evidence to the contrary.

Most gossip and celebrity magazines carry pictures of the rich and
tamous with their beautiful and usually much younger spouses at their
side. Seeing them, you probably leap to the conclusion that these are
marriages not for love but for money. To further substantiate your belief,
when these marriages fall apart you say, “See, he (or she) was just after
the money.”

Although there is no way to determine how many people actually
marry for money and not love (most people wouldn’t admit it even if it
was true), there are enough cases to cause you to disagree with your
mother or minister and say, “Yes, you can buy love.”

Barry believed that money would make anything and everything pos-
sible. He was convinced that with money he would be able to overcome
many of his outward flaws. Even though he was valedictorian of his high
school and went on to graduate with honors at Purdue University, he was
thought of as short and pudgy first and smart a distant second.

It made him angry that his hard work and intelligence were not appre-
clated more. All his life it seemed that the guys with the looks got every-
thing they wanted without even trving. They were the ones with the
popular girls on their arms. They were the ones in college who were picked
to join the best fraternity houses. “It’s not fair,” Barry had lamented.
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Since Barry was convinced he could never compete with these guys
on looks and personality alone, he decided to concentrate on his best
asset—his intelligence. This decision led to law school and then to a posi-
tion at a large law firm in Chicago. Barry rapidly advanced in the firm as
he took on larger and larger caseloads. His efforts were rewarded several
years later when he was made partner.

Along with his partner status came a large salary increase. This enabled
Barry to buy a luxury condominium with a view of Lake Michigan. His
salary also enabled him to join an exclusive social club, where he met
other people of similar means. It was through these connections that he
met Betsy.

Betsy was not a member of the social club, but she was a friend of Rick
and Cheryl, members of the club who had befriended Barry. The couple
organized a dinner party so that Barry could meet Betsy. When he first
saw her, he was stunned by her beauty. His immediate thought was that
she would never be interested in him. When she turned out to be not only
interested but also seemingly hanging on his every word, Bairy couldn’t
believe his good fortune.

They started dating, and in no time Betsy had moved herself into
Barry’s condominium. Even though they were living together, Barry still
had fears of Betsy changing her mind at any time and leaving him. In order
to make sure she stayed, Barry asked Betsy to marry him. She promptly
said yes.

When Barry called Rick to tell him the good news, Barry was shocked
by his response. Instead of being supportive of the engagement, Barry’s
friend tried to talk him out of it. Rick said that Betsy was a “gold-digger.”
It turned out that Betsy had confided to Cheryl that she didn’t really love
Barry but she desperately wanted the lifestyle that he could afford. Cheryl,
even though sworn to secrecy, had in turn told Rick.

At first Barry was crushed by this news, but then he convinced him-
self that in time Betsy would certainly grow to love him. As the years went
by, Betsy’s feelings toward Barry did change. Unfortunately, they changed
for the worse and not the better. She grew to dislike him more and more.

Barry responded by trying to please her the only way he knew how—
buying possessions. He bought her a new Mercedes, expensive jewelry,
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and designer fumishings for their home. He even bought a larger condo
with a better view of the lake in order to make Betsy happy.

Despite all these efforts to buy her love, it didn’t work. Betsy eventu-
ally filed for divorce and fought mightily for a large monetary settlement.
In the end, after their divorce was final, Betsy ended up with exactly what
she wanted in the first place—Barry’s money.

The moral of the story is that the saying “You can’t buy love” is both
true and false. You may succeed in initially buying love with money. As
long as there continue to be people who are looking to marry into wealth,
this possibility exists. But in the long run, the only thing that will keep a
marriage sustainable is love. Without love, the fish that you succeed in
catching may long to be cast back into the sea.
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Have an Emergency fund

Life events can and do happen; you can count on it. These blips in the
road of life are sometimes small potholes and other times large chasms.
The potholes can be annoyances that divert you briefly from your path.
But the chasms can result in your having to backtrack, delaying the arrival
at your intended destination. Life events are the blips in your financial
roadmap. These unexpected occurrences result in expenditures you were
not planning on and can wreak havoc on your budget.

If you think that life events don’t happen to you, engage in some hon-
est reflection on the events over the past vear. Did you get a speeding or
parking ticket? What about car repairs? Did that Internet start-up that was
supposed to make you millions end up sending you to the unemployment
line instead? Did your pet get sick or hurt and have to be taken to the vet?
I sometimes think that veterinarians are so expensive because they know
their clients would never deny their pets care. I know many people who
avoid the doctor when they themselves get sick but would never consider
passing up medical care for their pets.

All of life’s “life events” never seem to happen when you are prepared.
They always seem to occur when you are the most vulnerable. For exam-
ple, if you got downsized from an industry that has tanked and you have
no other skills, it might be necessary to go back to school to acquire new
marketable skills. Now not only have you lost an income, you have added
expenses from college tuition to compound your problem. It is smarter to
act under the premise that life events are inevitable rather than thinking
you are a lucky person and bad things will pass you by. I've never met
anyone who’s had that much Iuck!
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Brenda did not plan for the future. Whether it would turn cut to be
good or bad did not concern her; she just lived in the moment. Living in
and appreciating the present is actually an admirable trait. So few of us
do it. We are usually regretting the past or worrying about the future. But
it is possible to live in the present and plan for the future at the same time.
One is not mutually exclusive of the other. Brenda, on the other hand,
only concerned herself with the here and now.

Brenda’s present revolved around her boyfriend, Lee. They lived
together in an apartment in Manhattan Beach, California. Brenda was
much younger than Lee and was still in college. Since Lee was already out
in the working world, he paid for their combined living expenses. Brenda
did not take college seriously because she didn’t plan on having a career.
She was totally content with her current situation and assumed she would
eventually become Lee’s wife and he would continue to take care of her.

Unfortunately, Brenda’s perfect world crumbled after Lee decided he
wanted his independence. This decision affected Brenda in two ways. Not
only did she lose her boyfriend, but she lost her boyfriend’s income as
well. Having just graduated from college she needed to find a job, but
Brenda had no idea what she wanted to do. She had never given her carcer
path any serious consideration. Brenda ended up working at a coffee shop
out of necessity. This might not have happened if she had approached her
future reality with a strategy.

Without a financial safety net in place, the options out of a monetary
predicament are limited. You might be forced to get an immediate job (any
job) like Brenda, just to pay the bills. If vou don’t have any accessible
savings, you have several other equally undesirable options you could
resort to.

The first option would be to pull money out of your inaccessible sav-
ings account. This account is inaccessible because it contains money ear-
marked solely for your retirement years. You can draw money out early,
but the penalties are substantial. The other undesirable option is to use
credit to finance the life event. For instance, if yvou don’t have the cash to
pay for new tires for your car, you may pay for them with your credit card.
If you only make the minimum payment when you receive the bill, these
tires may turn out to be extremely expensive by the time you add in the
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cost of interest. You could have easily bought tires for two cars for the
same eventual cost if you had paid cash instead of using credit.

Therefore, the most desirable option is to have a savings cushion in
place that is equal to three to six months of your monthly expenditures.
For instance, if your expenses are $2,000 a month, you should have $6,000
to $12,000 in an accessible account {(one without penalties for early with-
drawal). With a financial safety net in place, “life events” will not make
you so desperate. The knowledge that you have money available to give
you a temporary reprieve from the bill collectors is a comforting one that
will give you peace of mind.
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Never Hide from {he Bill
Collector

The old adage “What we don’t see can’t hurt us” is a fallacy, especially
when it comes to money. Avoiding creditors or not coming to terms with
the reality of your situation only serves to make matters worse. A more
accurate adage is “You can run but you can’t hide.” This is because the
bill collector will eventually find you.

Your capture is a foregone conclusion because the creditors have many
legal tactics to compel you to pay. Even if you don’t end up paying the
creditor the amount owed, vou will end up paying in other ways. For
instance, if the creditor has to resort to taking you to court, this will affect
your credit report negatively and you will have to pay legal fees. If vour
car is repossessed, it will most likely be sold in an auction. If the sale price
is not enough to cover your existing loan, vou will receive a deficiency
balance notice in the mail. This difference becomes your responsibility
and you will end up paying on a car that vou no longer own.

Craig, a twenty-five-year-old fitness trainer, became an expert in this
game of hide-and-seek with his creditors. In fact, he relied on his ability
to never be found. Craig figured that his creditors would eventually tire
of this game and give up. Although this rationale was not logical, Craig
convinced himself of its validity. The initial course of events served only
to reinforce his way of thinking.

The way that Craig hid was by avoiding any interaction with his
creditors. This involved not answering his phone, opening his mail, or
responding to legal notices. Craig felt annoyed by this harassment, but he
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was sure that it couldn’t continue forever. Eventually Craig was rewarded
for his patience. In time the creditors seemed to have given up, just as he
thought they eventually would. Their calls and letters stopped. But Craig
forgot that what we don’t see can hurt us.

One day a moving van appeared at his house. Several men produced
a legal order to repossess his fitness equipment. Craig had purchased
expensive weight training machines, treadmills, and other fitness neces-
sities in order to train clients at his home. His private clientele base was
growing, and he intended to start making payments on the equipment as
soon as he was able. But now was not the right time—it was too soon.
His creditors had been too impatient; he would eventually pay them.

Unfortunately, his creditors did not have the opportunity to work out
alternate payment arrangements with Craig because he never returned
their phone calls or responded to their letters. They might have been will-
ing to lower his payments over a longer period of time or allow him to
skip a month in order to catch up. However, Craig’s lack of response left
his creditors no other choice than to repossess the equipment.

This consequence was the worst possible scenario for Craig. He not
only lost the ability to make a living since his equipment was now gone,
but he also severely ruined his credit report. The negative on his credit
report would now appear for seven long vears. Craig discovered this fact
when he went to purchase additional fitness equipment on credit to
replace the things that were repossessed. No other fitness company was
willing to give him the equipment on credit because his track record of
nonpayment and eventual repossession was not a positive indication of
what his future payment pattern would be.

The ostrich syndrome (putting vour head in the sand) only makes vour
problem go away temporarily; it will ultimately return. The best course of
action is to always call the creditor before the creditor has to call you. Cred-
itors will be more willing to work out payment arrangements if you come
to them instead of having to be chased. By running away, you only serve
to aggravate the situation by making the creditors angry. You will have
succeeded only in neglecting a serious matter and escalating its conse-
quences. It’s naive to think that your debts will magically disappear and
your creditors will absorb your losses without any consequence to you.
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Never tile cor Bankrupfcy
Without Considering
All {he opfions

Bankruptcy should always be the last option, not the first. Unfortunately,
many people panic when faced with seemingly insurmountable money
problems and think the only way out is through bankruptcy. Ironically
this solution, which initially may appear to make your problems disap-
pear, will in fact continue to be a looming presence in your life for many
years.

As Vanessa sat in bankruptcy court waiting for her case to be called,
it seemed surreal to her that she was there for personal reasons and not
professional ones. She was actually a law student and had never envi-
sioned needing the legal services that she now required. “How did it ever
get to this point?” was the question she kept asking herself over and over.
This was not a difficult question to answer, however, since Vanessa's own
decisions were directly responsible for her presence in the courtroom that
day.

It all started when Vanessa was a freshman at Illinois State University.
She filled out the application for a credit card that was stuffed in her book-
store bag along with her textbook purchases. She rationalized that she
needed a credit card for emergencies, so she considered her decision a
wise money management move. Unfortunately, it was Vanessa’s defini-
tion of an emergency that got her into trouble.
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Over the next four years, Vanessa experienced an unbelievable num-
ber of “emergencies.” First there was the spring break trip to Florida, and
then there was the personal trainer at the gym. Vanessa charged her dress
for a fraternity dance and her drinks at the bar. Before long, almost any-
thing and everything became classified as an emergency.

Vanessa knew that she owed a lot of money, but it didn’t concern her
as long as she was able to make the minimum payments demanded each
month. Besides, she fully intended to pay off the debt after she became a
lawver and started making “big bucks.” This plan had one large flaw, how-
ever . . . its timeline. Vanessa got into trouble well before she graduated
from law school and before she started making “big bucks.”

The monthly payment on the debt load that she had accumulated
became larger and larger as Vanessa continued to charge her emergencies.
Eventually the monthly payment became more than she could manage on
her limited student funds. She became further and further behind as she
missed payments or sent in less than the required minimum. By this time,
Vanessa owed a total of $6,000 on four credit cards. She didn’t see how it
would be possible to pay back this debt since she was living on minimal
student loans and her demanding law school courses didn’t leave any
extra time to work at a part-time job.

Vanessa was too embarrassed to ask her parents for help. They were
very proud of her and constantly bragged to their friends about their smart
daughter who was in law school. Vanessa didn’t want to disappoint them
by revealing that she wasn’t so smart after all. She felt stupid that she
hadn’t managed her money better and had allowed herself to get in such
deep debt.

The solution to her problem was to make her debt go away. It seemed
that bankruptcy did just that. She could eliminate her debts and start over
with a fresh slate. And best of all, her parents would never know. Vanessa
didn’t even consider any other solutions to her problem because she was
certain this answer was the ideal one. Alas, Vanessa hadn’t yet taken a
class in bankruptcy law. If she had, she would have been familiar with
the fact that bankruptcy has numerous “cons” in addition to its obvious
“pros.”

The fact is that a Chapter 7 bankruptcy, which is the most common
personal bankruptcy, will stay on your credit report for ten long years.
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This entry will affect all future credit decisions and may cause you to be
denied additional credit. Even if you are approved, the interest rate you
will be charged will be much higher than average.

These consequences became all too apparent in Vanessa’s post-bank-
ruptcy years. Her bankruptcy first haunted her when she wanted to move
from her dorm to off-campus housing. Every time a landlord pulled her
credit report, her application was turned down. She had to be content with
dorm living for a while longer. When Vanessa then tried to get a loan on
a used car, she was denied at almost every car dealer on account of her
bankruptey. One dealer finally gave Vanessa approval on condition that
she accept a 35 percent interest rate.

Ironically, one of Vanessa’s main motivations for filing bankruptcy was
keeping her parents in the dark. The secret that Vanessa had tried so hard
to keep was begrudgingly disclosed when she was forced to tell her par-
ents the truth. It wasn’t that Vanessa felt a sudden need to be honest; she
needed her parents to co-sign in order to get an affordable interest rate on
her car loan.

Unless you have avoided your debt situation for such a lengthy period
that all other options are no longer possible, there may be alternatives to
bankruptcy that will get you out of your financial dilemma. Options like
credit counseling, negotiating with creditors to work out a repayment plan,
and asking friends and family for help may not be easy solutions, but then
again neither is bankruptcy. Only after yvou have thoroughly exhausted all
other alternatives should you consider a radical solution that you may live
to regret.
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Balance Your Checkbook

I’ve met people who have never balanced their checkbook. When the
bank statement arrives, they just throw it in the garbage or put it in a file,
never to be opened. Instead of keeping track of their accounts themselves,
they leave it up to the bank. Many just wait until the bank tells them they
are overdrawn, and then they stop spending until they receive their next
paycheck.

This method of keeping track of your bank accounts is an expensive
one. Most banks charge an overdraft fee or may even return a check
marked NSF (not sufficient funds). In addition to the fee charged by the
bank for the NSF check, you may also be assessed a fee from the creditor
who is receiving your bounced check. This creditor’s fee will be used to
help defray the costs of reprocessing your check. If you maintain a con-
sistent pattern of bouncing checks, even more dire consequences can
occur, as Matt discovered.

Matt tried balancing his checkbook once. Tt turned out to be such a
frustrating experience for him that he never attempted it again. Matt was
a journalism major in college and math was a subject that was definitely
not his forte. After graduation he started working as a reporter for a small-
town newspaper in lowa.

He rationalized that people were either good with numbers or they
weren’t. Since he was not of a mathematical mind-set, he avoided tasks
that required math skills. Balancing his checkbook fell into the category
of a task to be avoided at all costs. Besides, if the bank was already track-
ing all of his transactions, why was it necessary for him to double-check
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its work? He believed that if the bank made a mistake, someone would
eventually catch it and make a corrective entry in his account.

Since human error is always a factor, I personally wouldn’t want to
always trust the bank. In fact, one year I caught an accidental double
withdrawal that was posted on my account. I brought this to the bank’s
attention and it reversed one of the withdrawals. According to Matt’s phi-
losophy, my bank would have eventually caught the error, but I tend to
be more skeptical.

Matt’s total reliance on the bank extended to his spending patterns.
Since he never really had an accurate idea of how much money was in
his account, he just relied on the bank to stop him when the money wasn’t
there. For instance, he would just continue to withdraw money from ATMs
until a message popped up on the screen that said he had “insufficient
funds” for that transaction. Then he knew he had to wait until his next
paycheck was deposited in order to have access to money again. Some-
times he had to wait only a few days, and on other occasions his wait was
much longer.

If the wait was long enough, Matt tumed to other sources of interim
money. He either got a cash advance from his credit card or went to a pay-
day loan company to get an advance on his future paycheck. Both of these
options are costly, since cash advances are usually charged a higher inter-
est rate than normal credit-card transactions and payday loan companies
charge a high percentage fee for their services.

In addition to the debt and high fees Matt was incurring every time he
ran out of money, he encountered a problem of a different nature when
he started to bounce his checks. Since Matt paid for most of his bills with
checks, he just wrote a check and hoped that he had enough money in
his account to cover the amount. When this was not the case, the check
bounced and he was charged $28 by his bank and usually a bounced-
check fee from the company to whom the check was written. He routinely
paid between $150 and $200 each month in NSF fees and other penalties.

Eventually Matt’s bounced-check situation was so routine that his bank
closed his account. When he tried to open an account at another bank,
he was turned down. He discovered a report called “ChexSystems” that
was similar to a credit report. The difference was that this report tracked
your bank history and not your credit history. Matt’s “ChexSystems”
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report was so bad that he found he couldn’t get another bank account
opened anywhere. He ended up being forced to cash his paychecks at a
check-cashing office that took 5 percent of his paycheck to conduct this
service.

Matt was very angry at his bank for getting him into this situation. He
felt deceived because he had relied on the balance that was printed on his
ATM receipts in order to know how much money was in his account. His
checks should have been covered. What Matt didn’t realize was that the
balance printed on those receipts didn’t always include outstanding
checks that had not vet cleared or other withdrawals that had not been
posted to his account.

Balancing vour checkbook and continually keeping track of your trans-
actions is the best way to give yourself more control over vour finances.
By recording your deposits, the checks vou have written, and the cash
withdrawals you have made, you can determine vour running balance.
You will then have a clear notion of what is in your account instead of
it being a mystery. This knowledge will save you money by helping
you avoid bounced check fees, cash-advance charges, and payday loan
operations.
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Don’t Wait 0 Win
the Loftery

It is important to remember that there are only two ways to make your
financial situation better. You can either increase your income or decrease
your expenses. By making a concerted effort to do both, you can even
heighten your chances of improving vour financial status. However, many
people believe there is a third way.

This third way is not a tried-and-true path but more of a gambler’s
dream. It is waiting to win the lottery or receive an inheritance or marry
arich man. This way is desirable because it does not involve any account-
ability or effort on the part of the person wanting to improve his or her
financial situation. People with these hopes believe they don’t need to
make sacrifices by reducing their expenditures or working more hours to
increase their income or going to night school to get a higher degree. The
problem is that by waiting for someone else to save them, they might be
waiting forever.

A nineteen-year-old single mother named Lara came in for credit coun-
seling. She had charged her credit cards to the max and was having a hard
time making all her payments and meeting expenses. Lara wasn't trying
to collect child support, which would have helped her situation, because
the father was a student and unemployed. He had graduated from high
school and went on to college like she had planned to do prior to becom-
ing pregnant. Because of her child, she had dropped out of high school
and was living on welfare.
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The counselor went over many options with Lara to increase her
income. She could take advantage of free child-care programs, which
would enable her to work. Another option was to continue her schooling
at night and get her high school equivalency diploma. With a diploma,
Lara could get a better job. Her relatives could watch her child during the
evening after they came home from work. A case could be started with
the district attorney’s office to try and collect the child support owed her.

For one reason or another, Lara turned down every option. In exas-
peration, the counselor finally asked how she intended to make her finan-
cial situation better. She then mentioned an inheritance that she would
collect after her grandmother died. This inheritance would solve all her
financial worries. The counselor asked about her grandmother’s health.
Lara replied, “Great.” The counselor then asked how old her grandmother
was. She replied, “Sixty-three.” The counselor then thought to herself,
“Either Lara’s going to be waiting a long time or she’s planning something
I don’t want to know about!”

Lara was looking for someone else to save her—her grandmother. Con-
sidering her grandmother’s health and age, the wait could be quite long.
A better solution would have been for Lara to attempt to collect child sup-
port. This income could have significantly improved her situation. Many
women don’t try to collect support that is due to them. Consequently, their
financial situation suffers as they try to support a child on their own. If
they are voung and haven’t finished school, the financial demands are
almost impossible to meet.

Who knows if Lara would have been successful in collecting child sup-
port, but at least she could have tried. Trying is actually the best way she
could have increased her odds of a happy ending. Without trying, her only
other option was to wait. I hope Lara has lots of patience.

Some people look to the lottery to save them. In reality, you have more
chance of contracting a flesh-eating bacterial infection than winning the
lottery. And the cost of continually buying lottery tickets adds up. If you
buy them daily, how much do you spend in a week, a month, or a year?
This is money spent on a dream, not anything concrete. While money
spent on food and money spent on clothes always give you something in
return, money spent on lottery tickets is gone without a promised return.
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The lottery is only one form of obvious gambling. Other quick-fix
hopes are betting at the horse tracks, playing slot machines, entering into
a sports gambling pool, and playing blackjack. These are activities we
automatically equate with gambling, but there are other forms that are
much less obvious. These include picking a commission-only job, invest-
ing in a gold mine, and trying to marry into money. All these forms of
gambling involve a great deal of risk.

The only guaranteed way to improve your financial situation is to
become proactive and do the hard work that is necessary to either make
more money or cut back on your spending. The hope of an inheritance, a
windfall, or a knight in shining armor coming to the rescue is just that—
a hope, not a guarantee.
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Never Go {o 3
Credi{ Repair Clinic

The desire to rid your credit report of negative information can lead to
doing business with some unscrupulous firms. You may believe these
firms are entirely legitimate. They advertise their services in reputable
publications and have offices that are next to the dry cleaners or Subway
sandwich franchise. However legitimate their appearance may be, their
practices may be unlawful or at the very least unethical.

Credit repair clinics often promise to remove negative entries from vour
credit report for a fee, although the law clearly states that credit history
that is negative can only be removed if the information is false. But peo-
ple who have negative entries on their credit report may be willing to
believe and try just about anything to get these negatives removed.

The knowledge of how powerful credit reports are usually comes after
your credit report has already been blemished. Tt does no good to learn
after the fact that late payments or nonpayments will harm your credit
history. By that time, it is too late. Your payment pattern has already been
documented.

Margaret only realized the power of a credit report when she tried to
rent her first apartment. Every apartment manager she visited pulled her
credit report and then promptly turned her down. It did no good to explain
that she never realized paying late was so detrimental. She never thought
it was a big deal to pay late. Wasn’t the most important concern the fact
that she eventually paid her bills? Evidently not, she discovered, since her
applications were never approved.
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Margaret was given the option to have her parents co-sign on her apart-
ment lease, but she resisted that solution. She had just graduated from
college and was adamant about making it on her own. Besides, she was
trying to prove to her parents how responsible she was. Margaret was sure
there must be another way out of her mess.

One day she was reading the classifieds and saw an ad that promised
to erase the negative entries on her credit report—guaranteed! Although
she was a little skeptical, Margaret hurried to the company’s office. For a
mere $500 they assured her that they would succeed in removing these
irritants from her credit report. They told Margaret they would produce a
copy of her credit report shortly with all the negative entries deleted. In
fact, when she received the report, the entries were, as promised, mirac-
ulously gone! Her initial skepticism was replaced with the assurance that
she had made the right decision to have the “experts” handle her situation.

With her negative credit situation seemingly resolved, Margaret was
confused when a month later she got turned down for a credit card. Since
the law allows vou a free copy of your credit report when you are turned
down for credit, Margaret requested a copy. Upon receiving it, she was
stunned that the negative entries had reappeared!

Margaret couldn’t understand how this could have happened and sped
off to the credit repair clinic for an explanation. She was sure they could
fix the error. However, upon arriving at the credit repair clinic, the office
had been vacated. It was empty, with no forwarding address listed. Her
attempts to reach them by phone only resulted in a “disconnected”
message.

Not knowing what to do, Margaret called her friend Tricia, who worked
for the state department of consumer affairs. Her friend first scolded her
for not coming to her for advice in the first place. Then she offered Mar-
garet the most probable explanation as to how the negative entries had
disappeared and then reappeared on her credit report.

Tricia said that when an entry is disputed, the credit bureau checks
into its validity. While this research is under way, the negative entry is in
essence “cloaked.” This term has been used in the TV series “Star Trek”
to describe something that has become invisible. This means that the neg-
ative credit entries are invisible until the results of the investigation are
released. If the negatives are actually true, they will be “uncloaked.” Since
Margaret’s entries were accurate, they reappeared.
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However, if they had been posted in error they would have been
removed. But if this is the case, individuals can dispute the reported
information with the credit bureau for no charge on their own and avoid
the credit repair clinic’s fee. The process is simple and does not require
an “expert” to complete the steps. The credit reporting agency then
researches the dispute, and if the information is indeed inaccurate the neg-
ative entry will be deleted automatically.

Keep in mind that if the negative information is true, there is no way
to remove it from your credit report for up to seven years. Credit repair
clinics may be successful in getting the entry removed temporarily while
the dispute process is under way. However, by the time you discover the
entry has reappeared and go to the credit repair clinic to demand a refund,
you may find, like Margaret, that it has moved and left no forwarding
address.
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Never Go 40 g
Payday Loan Store

Payday loans are advertised as solutions to short-termn money problems.
For many people living on the edge, managing their finances is a constant
battle between time and money. The victor is determined by whether at
the end of the month there is “more month than money” or “more money
than month.” In other words, did your paycheck stretch long enough to
last until your next paycheck or did you find yourself having to raid the
cupboards in your kitchen for old dry pasta because you couldn’t afford
to go to the grocery store?

When T lived in Los Angeles I had an actor friend named George who
was an expert at surviving when his money ran out. He had a dinner rou-
tine set up that rotated the restaurants he would show up at for the free
food during their “happy hour.” For the price of a beer he could eat at
their unlimited buffet. Even though the food was of questionable nutri-
tional value (nachos, fried cheese sticks, and buffalo wings), it still served
to fill his stomach. George even resorted to entering movie theatres
through the exit in order to skip paying the price of the ticket.

This method of surviving worked for a while until the movie theatre
caught him sneaking into the exit and barred him from the theatre. George
also developed high cholesterol from eating so many greasy, fatty foods.
He was in search of another scheme when he saw a TV advertisement one
night for something called “payday loans.” The type of client they were
appealing to fit George’s profile exactly, and he wrote down their 800 num-
ber and promptly called it.
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The next day he showed up at one of the company’s offices and was
given two choices. He could either write a postdated check for the amount
of the loan plus a fee or assign his paycheck to the lender via electronic
funds transfer and receive the amount of his paycheck minus their admin-
istrative fee. George chose to write a postdated check. Tn exchange, George
got his money immediately.

George had never planned on becoming a regular customer. He thought
that he would use the payday loan office as a backup whenever he ran
short of cash. If George had honestly looked at his money management
patterns, however, he would have noticed that his cash shortage was an
ongoing problem instead of an occasional one. The bottom line was that
George always ran out of money before his next paycheck arrived.

It never occurred to George to analyze his budget in order to figure out
how much his monthly expenses exceeded his income. That understand-
ing would have helped him to determine his options. If he was just a lit-
tle bit short, he could have looked at eliminating or cutting down on a few
of his expenses. If he was a lot short, he would have had to look at more
drastic options like getting a roommate or maybe another part-time job.

Since George never bothered to do any budget calculations, he became
a regular customer at the pavday loan office. In fact, this source of money
was so easy compared to the schemes he had concocted in the past that
he started visiting the office more and more frequently. Before he knew
it, he had been advanced several paychecks instead of just one.

George didn’t worry, however, because his postdated checks would
eventually be covered by his paychecks. This worked as long as George
was employed. One day he went to work and received notice that all part-
time employees were being let go. George had been employed only part-
time so that he would have time to go to auditions and work as an “extra”
the other days of the week. Unfortunately, when companies are experi-
encing hard times, it is the part-timers that are the first to go.

After George lost his job he was unable to reimburse the payday loan
company for the checks that he had been advanced. Before he knew it,
the payday loan company’s collection department was calling him. George
was able to work out payment arrangements over several months to pay
back what he had been advanced. Unfortunately, this necessitated find-
ing a full-time job. George was forced to put his acting career on hold for
a while until he caught up.

186



NEVER GO TO A PAYDAY LOAN STORE

Like George, if you need your next paycheck now and can’t wait until
pavday, payday loans may be very tempting to you. This type of loan is
offered at an estimated 5,000 to 6,000 stores nationally, with the average
loan being $200. Other names for payday loans are check loans, hold-a-
check, and payroll advance loans. Regardless of what the loans are called,
they are all very expensive. Interest rates can be as high as 400 percent.
You have, in fact, given vourself a pay cut just by obtaining one of these
loans.

In addition to the high fees and interest rates attached, there is the
issue of developing an addictive dependency on the pavday loan. Once
the pattern of borrowing starts, it may be difficult to break the cycle of
advancing from one payday loan to another. You may become a regular
customer. Breaking this dependency becomes as difficult as overcoming
any other addiction. It would have been much easier to have just done a
budget!
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I€ You Have an overspending
Addiction, Seek Help

When taken to the extreme, spending money can become an addiction
like overeating, excessive exercise, or such excessive television viewing
that you are commonly referred to as a “couch potato.” The addiction is
usually triggered to fill a void. The overeater may find comfort and pleas-
ure in food. The excessive exerciser may have a poor body image and des-
perately want to change his shape. The chronic TV watcher might be
lonely, and the programs may make her feel a part of the dramas on
SCreen.

Overspending can be triggered by almost any emotion. Some people
spend money to try to cure depression. Others shop when they are bored,
lonely, or to give themselves a reward. Emotional purchasing is something
we all experience from time to time. It only becomes a problem when it
is constant and can’t be stopped. For instance, if you can’t afford it but
continue to go on expensive shopping sprees, this could signal addictive
behavior.

Everyone who knew Todd was envious. Even though he was just
twenty-four years old, it seemed that everything he touched turned to
gold. He had passed the bar exam on the first attempt and was working
for a prestigious law firm. He drove a Mercedes and was engaged to a
woman that he seemed to just adore, judging by the huge diamond on her
finger. In addition, Todd had just bought a condo in a trendy part of Chi-
cago. His expensive suits and wining and dining of his fiancée, Donna,
signaled Todd’s success to his friends and triggered their envy.
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“How can one man have such good fortune?” was the question that
everyone seemed to ponder. On top of it all, he seemed content with his
life. Whereas some people are never happy with what they have, Todd
seemed perpetually happy. It was a mystery to his friends, who struggled
with the normal depression and frustrations that accompany everyday life.

Even to his family and friends, he always maintained his cheerful
demeanor. When asked the common greeting, “How are you?” Todd
always answered, “Wonderful.” Donna developed a sense of assurance
that everything was taken care of and under control. She had no idea what
Todd’s financial situation was, but she was quite confident that it was very
healthy. Otherwise how could he afford her engagement ring, dinners out,
and his new condo?

Only Todd knew the real truth. His gambling addiction had gotten out
of control years ago. The losses, which were far more numerous than his
wins, had always been covered up by his student loans. As long as he
remained a student and could remain eligible for additional student loans,
he had nothing to worry about. Unfortunately, Todd hadn’t planned on
what to do once he had graduated.

With his student loan source of money gone, Todd started gambling
more often and placing higher and higher bets to try to cover his increas-
ing losses. To compound his problem, six months after he graduated his
student loans became due. His monthly payment was quite high because
he had borrowed so much. He worked longer hours at his law firm as his
worry intensified. Even though on the inside Todd was scared to death,
no one could ever tell from the outside. They all thought it was normal
for lawvers to work long hours. He hid his fears from everyone, including
his fiancée.

When it became apparent to Todd that he was going to lose his condo,
his car, and maybe his job through bankruptcy, the thought of his lies
being uncovered was more than he could bear. To admit the truth to his
family and friends was not a possibility; to Todd there was only one pos-
sible solution. So that night he broke off his engagement to Donna and
moved to Miami.

This radical action was incomprehensible to his family and friends.
How could a man with everything let it all go? His job, his fiancée, and
his condo were all left behind so he could “find himself” in Florida. Todd
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chose to stay silent about the real reason for his flight. The pressure to be
successful and not fail was overwhelming. If Todd had admitted his gam-
bling addiction and disclosed his dire financial situation, it would have
exposed the lie that he was living. Tt was easier to flee than be humiliated.

Once your actions toward money become an addiction, the logical and
rational mind that is necessary to make wise money decisions will take a
backseat to your emotions. Unfortunately, many decisions based solely
on emotions are not the most prudent course of action. To leave every-
thing he loved and valued behind and flee was probably not the most
rational solution to Todd’s dilemma. Todd could have gone to Gamblers
Anonymous when he first realized he had a gambling addiction instead
of continuing to get deeper in debt.

Seeking professional help to conquer an overspending addiction may
be necessary to break the cycle. The underlying reason for the over-
spending needs to be unearthed before the addiction can be overcome.
Racetracks and casinos can be avoided, but the urge to gamble will find
a way unless it can be conquered.
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Be Prepared Cor
Worst-Case Scenarios

Insurance is not an option; it is a necessity. You may rationalize not need-
ing insurance by telling yourself that you are healthy or a good driver.
These facts may be true, but you never know when vou could get sick or
injured or hit by someone who is not as good a driver as you. Since we
cannot predict life events, we should be prepared for the worst.

Many of us have insurance only if we are required to have coverage.
For instance, most states have laws making car insurance mandatory. Or
we might have insurance by default if the company we work for provides
life insurance as an employee benefit. But when insurance is optional,
most of us choose to take our chances.

This is exactly what Andy chose to do. Andy worked as a salesman for
a mobile-unit rental company. His salary was weighted heavily in favor
of his commissions. In fact, his base pay was so minuscule that it consti-
tuted a very small percentage of his paycheck. Since his sales figures
determined his paycheck to such a great extent, he was highly motivated
to perform.

Andy was an avid snow skier, and he escaped to the mountains out-
side of Denver almost every weekend. Andy loved to take risks, both pro-
fessionally and personally. When it came to skiing, he pushed himself to
take the most dangerous runs regardless of the weather conditions. It was
during a heavy snowfall when his visibility was severely impaired that he
lost control and hit a tree. The fall resulted in serious breaks to both of
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his legs. The resulting surgeries and follow-up therapy took almost six
months before he was able to go back to work.

After Andy used up his sick days at work, he started to receive dis-
ability income from the state. Unfortunately, his base pay was used to cal-
culate the amount of disability he received. Since his base pay was so low,
s0 too were his disability checks. This harsh decrease in his take-home
pay caused Andy to fall behind on his car payment and his mortgage.

Andy vaguely remembered being asked by his insurance agent after he
purchased his condo if he wanted to acquire a disability policy in addi-
tion to his regular home insurance. Andy thought this was an unneces-
sary expense considering his young age and the fact that he rarely took a
sick day. He decided to decline the coverage.

Andy now regretted that decision because his mortgage would have
been paid if he had only taken out a policy. Instead, he found himself after
the accident with a reduced income but no accompanying decrease in
expenses. After withdrawing the maximum in cash advances from his
credit cards, he ran out of income options. Being bedridden prevented him
from doing moonlighting work.

Andy’s one salvation was the fact that he continued to communicate
with his creditors. He let them know about his short-term disability, and
he was finally able to negotiate an accelerated repayment plan that started
upon his return to work. He was able to make more than the required pay-
ment each month, and after a vear he finally caught up.

Of course, Andy had to severely cut back on his expenditures for that
year. No more fun—he had to direct almost all of his discretionary funds
to his repayment efforts. This experience caused Andy to change his idea
of insurance from a want to a need.

Two types of “optional” insurance that should be strongly considered
are life and disability. Life insurance is particularly essential if you have
dependents. If you died, how much would it cost to cover your family’s
expenses? You may not think life insurance is necessary if your employer
already covers you, but consider the gap in coverage if you get laid off or
change jobs. The most cost-effective type of policy for people in their
twenties is term life insurance. This type of insurance pays a specified
benefit when you die.
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The second type of insurance to be considered is disability. The argu-
ment for disability insurance is best illustrated by the fact that “the odds
of a thirty-five-yvear-old woman being unable to work for at least three
months due to an injury or illness are five times higher than her odds of
dying,” according to the Social Security Administration. If your company
already offers this benefit, you should read the fine print. Are the bene-
fits only offered for a limited period, such as a year? If your disability is
serious, a yvear may not provide enough coverage.

Carrying insurance is a way to have the peace of mind that if events
occur and you need coverage, you will have it. Living without insurance
is an incredibly risky way to go through life. If something tragic happens,
you could be ruined financially by the huge expenses that you alone will
be responsible for.
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Resist Panic Decisions When
fhe Market [s Dovun

When the stock market is not performing well, the tendency is to sell and
cut your losses before it’s too late. This short-term situation needs to be
viewed in the long-term context. Over time, the stock market has outper-
formed every other savings instrument (bonds, savings accounts, CDs)
over every ten-year time frame. From 1940 to 2001, the stock market was
up forty-seven vears out of sixty-two. In other words, about three out of
every four years the market rises.

Dips in the market are to be expected. When this happens, resist mak-
ing panic decisions that you will regret. It helps to focus on acting like an
investor instead of a trader. A trader is someone who tries to make money
on short-term buys and sales by taking advantage of fast changes in the
market. An investor, on the other hand, views the short-term fluctuations
in the market as irrelevant and follows a high-quality buy-and-hold pol-
icy. Heather got into trouble by acting like a trader instead of following a
strategy of long-term investments.

Heather panicked when she received the quarterly statement from
Charles Schwab that listed all her investments. Several of her mutual
funds were down over 10 percent from the previous quarter. But she
remembered her investment advisor’s advice to view investing as a long-
term commitment, so she did nothing. However, when she received her
next quarterly staternent and her funds continued their decline, now down
another 10 percent, Heather decided to sell.
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She had her investment advisor move her funds into safe government
bonds. Immediately Heather felt a sense of relief. The anxiety she was
experiencing watching her funds dip lower and lower was now replaced
by the certainty of a 4 percent return on her money.

Heather didn’t even look at the next quarterly statement she received,
since her money was no longer at the mercy of fluctuations. She contin-
ued to ignore her subsequent quarterly statements also. It was only a year
later that she happened to actually read her quarterly statement.

To Heather’s horror, the mutual funds that had been down 10 percent
each quarter had rebounded to a year-end increase of 15 percent over the
previous year. This 15 percent increase was more than the 4 percent she
was earning on her safe government savings bonds. If she had only taken
her investment advisor’s advice and done nothing, her investments would
have shown a greater return for the year. Her panic reflex was responsi-
ble for an 11 percent decline in the value of her investment accounts.

Because we live in a society where success and accomplishments are
often associated with an activity or action of some kind, when something
isn’t going exactly the way we want it to we feel the need to do something
to fix it. Just keep in mind that sometimes the best thing to do is nothing.

The temptation among many investors is to get in quick, then get out
quick, taking profits or cutting losses at a moment’s notice. But by focus-
ing only on the short term, many investors like Heather lose sight of the
big picture. Performance over the long term instead of short-term gains or
losses should be the motivation behind investing,.

You need to learn to measure your success by how your portfolio is
performing and not against market indexes like the Dow Jones or the S&P
500. For example, if your long-term plan requires your investments to earn
around 12 percent a year, then it is irrelevant that the stock market index
went up 25 percent. What matters is how your total portfolio is doing.
Check periodically to make sure you are on track, and then ignore the
craziness of the market.

Successful mutual fund and stock market investing requires one trait
that seems to be lacking in many people—patience. An oft-quoted saying
that bears repeating is, “It is time in the market, not timing the market,
that will most likely produce the greatest profits in investing in the stock
market.”
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Conclusion

My final piece of advice to you is “Take my advice.” Learn the money
rules!

I truly believe that money doesn’t buy happiness. T used to work in
Beverly Hills, California, and some of the unhappiest people I've ever met
lived there. At first T couldn’t understand how they could be so miserable.
If T were in their shoes, certainly T would be ecstatically happy. But as I
got to know many of my clients better, I discovered that money was not
an automatic panacea for their problems.

They had the same problems that the rest of us had. They had work-
related problems, family disputes, weight issues, traffic congestion, and
all the other daily annoyances that we all face. But they also had addi-
tional problems brought about solely because of their wealth. They had
squabbles over inheritances, suspicions of being overcharged for services,
worries over their spouse-to-be’s real intention in wanting to get married.

They say that when you are at the top, you spend most of your time
trying not to fall. Tronically, although wealth can certainly lessen many
worries (you don’t have to worry about how to pay the bills), wealth
brings with it concerns of its own. When you have wealth, you have to
constantly worry about those who will try to take it away from you. You
may become suspicious of people’s intentions and become more cynical
in your view of human nature. This is a sad by-product of wealth.

Even though I am convinced that money doesn’t buy happiness, 1
strongly believe the reverse: that money problems bring unhappiness. My
six years spent working at Consumer Credit Counseling Service confirmed
this belief. Without exception, every client that came in for counseling
with a serious financial problem was unhappy. How could they not be?
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For money troubles bring a myriad of other troubles as well. Most mar-
riages and relationships suffer while going through the strain of a finan-
cial crisis. When the parents are under money stress, their children will
not easily escape feeling their parents’ fear. Their safe and secure world
has been disrupted, and this may cause them to feel a high level of
anxiety.

Additionally, self-esteem issues surface during money troubles because
so many of us link our wealth to our level of self-worth. Someone who is
used to being the provider and now cannot support the family may expe-
rience anger and guilt. He or she may lash out at loved ones just because
they are close by and therefore easy targets. If family members are angry
at one another, the resulting strain on the family makes the financial cri-
sis even harder to resolve: in order to solve money issues, it is imperative
that everyone work together as a team.

Worrying over money can affect your quality of sleep as well. Many
people find it difficult, if not impossible, to sleep when they have money
troubles on their mind. The fatigue caused by sleepless nights may be
compounded by an increase in blood pressure caused by the anxiety and
stress. In severe cases, a heart attack may even occurn

Money worries cannot be escaped even when you're at work. Compa-
nies have found that workers who are worried about their finances tend
to be less productive. This is understandable since it is hard to concen-
trate on the job if vou are concerned with how you are going to pay the
mortgage this month. It becomes even harder to concentrate if you are
receiving calls from collection agencies while you're at work.

The best incentive to get your finances under control is that if you do,
other areas of vour life will improve also: your relationships, your job per-
formance, and your health. As you slowly start to work your way out of
financial problems, you will notice a gradual decrease in your stress level
and corresponding increase in your happiness level.

Since eliminating money problems is the surest way to increase your
happiness quotient, I advocate preventive education. It is easier to avoid
a money problem in the first place than trying to work your way out of it
after it has become a crisis. Most people don’t understand money, so con-
sequently they don't realize they are making mistakes until after they have
made them.

200



CONCLUSION

Endeavor to become a master of vour finances. This mastery will put
you in control of your money, instead of your money being in control of
you. You will learn how to become proactive in money matters—not just
reactive. If you habitually receive collection calls, delinquency notices,
and bounced-check notifications, you must constantly react to the situa-
tion, rather than taking a preactive approach.

The difference comes down to when you act. Proactive money man-
agers act before there is a crisis, not after. The best way to become proac-
tive is through familiarity with your financial situation. If you are truly
aware of where you stand financially, you will be able to identify—and
hopefully, prevent—a crisis before it erupts. Education is the key that will
allow you to make the paradigm shift from having the future dictated to
you, to having power over your financial future.

By learning and following the money rules in Dor't Spend Your Raise,
you will increase your odds of making fewer money mistakes and having
more money successes. 5o | encourage yvou to follow the rules and start
leading a more prosperous life.
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