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INTRODUCTION 

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

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

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

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


Chapter 1 
ACQUIRING A CAR 

Next to your home, a car is one of the most expensive purchases you’ll ever make. And, unlike your home, a car typically does not appreciate in value. Before you set out to buy a car, decide what kind of vehicle you will need, what options you must have, and what payments you can afford. How will you use the vehicle? Does the purchase of a new car fit into your budget and financial plan at this time? Should you consider buying a used car? Maybe you should lease one? These are just some of the questions addressed in this chapter.

#1. What questions should I ask before I get a car?

There are several questions to ask yourself and anybody else in your family who will be driving the car:

What kind of transportation do you need? If you travel a lot, you’ll probably want a large interior and a smooth-riding car. 

Will the car be used primarily for commuting to work? Will it be sitting out in the sun all day while you’re at work?

Is fuel economy important to you? How many miles do you drive a year? What will you spend on gasoline per year if you buy a gas-guzzler versus a fuel-efficient car?

If you’re thinking about a four-wheel-drive vehicle, will you really use that option? Over 80 percent of four-wheel-drive vehicle owners will never use this expensive option. How much more will four-wheel-drive cost, and is it worth the extra money?

What price are you willing to pay for the car you want and what monthly payments can you afford? How long are you willing to finance the vehicle?

What will it really cost you to run this vehicle annually? Don’t just think in terms of gas and oil. Can you afford to maintain the type of vehicle that you want? Check the Consumer Reports guides to find out what the maintenance history is on the type of cars you’re considering.

#2. What does it cost to own a car?

When a friend asks “How much did your car cost?” you can either tell her what you paid for the thing or tell her what the real cost will be. If you just bought a $25,000 vehicle and are planning on keeping it for five years, your real cost of owning the car will be more than double that amount, or $61,000 to be precise. Using national cost averages collected by the American Automobile Association, here is how that staggering figure was calculated:

The Average Cost of Owning a $25,000 Vehicle over 5 Years 
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If you need additional information or help in determining the cost of owning a car, buy a copy of The Complete Car Cost Guide that is published by Intellichoice. Edmunds car-buying guides are available on the web (www.edmunds.com). Edmunds has long been considered one of the best resources for its outstanding reviews of new and used vehicles.

#3. How can I get the best car loan possible?

Don’t finance a car for longer than you expect to keep it. If you plan to keep it for four years, take out a four-year loan—or, better yet, take out a three-year loan. You’ll save on interest payments and won’t be “upside down” in the car, the industry’s term for owing more on the car than it’s worth if and when you trade it in. Watch out for up-front fees that some lenders add to raise the cost of their loans.

Credit union loans. If you belong to a credit union, these loans are sometimes hard to beat. The amount of money that you have for the down payment can dramatically affect the interest rate that you’ll pay. You’ll pay a premium if you have less than 10 percent down and many lenders won’t even talk to you unless you have at least that.

Dealer financing. The best time to finance a new car is when dealers are advertising finance rates that are significantly below the market rates. Their very best rates usually carry a short repayment term like two years, so you’ll need a good payment-free trade or lots of money for the down payment.

Bank financing. You won’t get the title to the car until the loan is paid off, and you will be required to carry collision and comprehensive insurance with perhaps lower deductibles than what you normally carry. The best type of a bank loan to get is a simple interest loan with no prepayment penalties.

#4. I’ve decided to get rid of my car. What options and issues should I consider?

If you’ve decided to get rid of your current vehicle, one of the nagging questions in your mind is how you will dispose of Old Faithful. You can sell it to a private party or dealer, trade it in for another car, or donate it to a charity and take the tax deduction. What’s your asking price and the lowest offer you’ll accept? If you want a premium price, then why does it deserve that higher price? Low mileage definitely deserves a higher price. Add at least 10 percent to 15 percent to your price so that you have room to negotiate. The Kelley Blue Book provides pricing information on new and used vehicles. It’s available in most major bookstores, or you can visit their web site at www.kbb.com.

If you’re thinking about trading it in to a dealer for another car, you’ll be lucky to get Kelley’s Blue Book wholesale price for it. Dealers can buy cars just like yours at wholesale auctions any time they want, so don’t expect them to give you a premium for your “one-of-a-kind” jewel. You are usually better off selling it on your own rather than trading it in. Whichever way you decide to go, wash and polish everything including the tires. Nothing will turn off a buyer faster than a car that looks like the inside of a garbage can, so clean everything, including the interior.

#5. What are the advantages of buying a used vehicle?

Although owning a new car is nice, there are many reasons to buy a good used car including the fact that they’re cheaper. Registration, license fees, and insurance premiums are usually much lower for used cars. When you buy used, you don’t have to pay the destination charges, dealer preparation fees, and shipping charges that go along with buying a new car. According to Consumer Reports, a new car depreciates 20 percent to 30 percent the moment you drive it off the lot. You don’t have that problem when you buy used. A well-built and -maintained car will continue to run past 150,000 miles before it needs major engine work. A rebuilt engine costs a lot less than a new vehicle. Usedcars.com provides information about buying used cars. Other sites include www.cars.com and www.autotrader.com. These site feature classified ads by Zip Code and includes links to other websites including manufacturers, dealers, auto parts stores, and accessories. As well, check out Auto Trader Online (www.traderonline.com), Kelley Blue Book’s Classifieds (www.kbb.com), Online Auto (www.onlineauto.com), or Auto Web Interactive (www.autoweb.com).

#6. Should I consider leasing a car?

When you lease, you are actually renting a car for a specified period of time. Because you don’t own it, you are obligated under a lease contract to maintain the vehicle and drive it a limited number of miles per year. If you try to get out of a lease before it expires, you will be required to pay significant penalties. Lease payments are not based on the total value of the car, but rather on the depreciation during the time you lease the vehicle. That’s why your monthly payments are typically lower than what they would be if you financed the car for the same period as a purchase. This is one of the reasons why the popularity of leases has increased to about one-third of all new car transactions. That doesn’t necessarily mean that leasing makes sense for you. Take a moment and answer the following questions to determine if leasing is right for you:


	Do you typically trade in a new car every four years or less?

	Do you, on average, drive less than 15,000 miles a year?

	Do you keep your vehicle in good condition and follow routine maintenance schedules?

	Are you self-employed and can you deduct all or part of the lease from your tax return?

	Do you want a new car every few years for whatever reason? 



If you answered yes to three or more of those questions, then you should seriously consider leasing.

#7. I’m considering buying a new car. How are they priced?

If you’re thinking about buying a new car, brace yourself for one of the most challenging consumer experiences you will ever have. The new car purchasing process puts you on a playing field pitted against well-trained and intelligent salespeople.

Before you go car shopping, stop by your local library and check out the recent copy of Consumer Reports’ New Car Buying Guide, which features information on the performance and maintenance records of the major models. It’s important to know how new cars are priced when you start shopping so that you can negotiate the best deal. Here’s how new cars are priced:

Manufacturers suggested retail price (MSRP). The MSRP is the suggested price that is provided by auto manufacturers for cars. It’s their way of assuring that all of their dealers are using standard pricing.

Sticker Price. The sticker price is the total amount that appears in the car’s window. Federal law requires all new car dealers to post the base price of the car along with the cost of the options that are installed on the car.

Factory invoice price. The factory invoice price never appears on the car window. It is usually hidden in the sales manager’s file drawer. In theory, the invoice price is what the dealer paid the manufacturer for the car.

Visit www.autosite.com if you want to find dealer invoice prices or find out about the maintenance records on cars that interest you. For a comprehensive car-buying guide, go to www.edmunds.com.

#8. How do I find an honest and reasonable automotive repair facility?

Finding a good automotive repair facility can be challenging and frustrating at the same time, particularly if you’ve just run into problems with your car. Here are repair shop options for you to consider:

Dealerships. Most car buyers tend to use the dealership’s service department when their car is still under warranty. The dealers like that because they want you to return for another new car when you’re ready, and, of course, they also want your very profitable service business. They are more expensive but guarantee their work.

National chains. National chains like Midas and Firestone are generally less expensive than dealerships. Many are franchise operations so you could be dealing with a national chain that’s owned locally. Most of them offer a wide range of repair services and guarantee their work.

Independent shops. A good independent shop can be your best option. You can usually communicate directly with the owner or head technician who, over time, gets to know your car. If you are a AAA member, the association can provide you with a list of approved facilities as well a rough estimate of costs (i.e., high, medium, or low).

Inner Auto Parts offers an online service (www.innerauto.com) where you can find lots of information like how to choose a mechanic and how to maintain your transmission and engine. Theautoshop.com also offers helpful advice and information. Consumer Reports Online (www.consumerreports.com) offers helpful information on warranties as well as the maintenance and service statistics for new and used cars.

#9. How can I reduce the cost of my car insurance?

Heightened competition among auto insurers, coupled with safer driving and fewer claims, has kept auto insurance rates from going through the roof. However, the fact remains that your auto insurance probably is the highest monthly premium you’re paying on any of your insurance policies. Here are some ways to bring down your cost:

Don’t overinsure. Most states require a minimum amount of liability insurance, but the other types of coverage are usually optional. You may not need collision and comprehensive coverage on an older car if its value is less than ten times the annual premium.

Consider raising your deductible for comprehensive and collision. Going from a $250 deductible to $500 or even $1,000 can reduce your insurance cost by 15 percent to 20 percent annually.

Take advantage of discounts if you drive less than the average number of miles per year, install an alarm system, get married, or are over a certain age.

There are a number of websites on the Internet to help you compare rates. Progressive Insurance’s site (www.progressive.com) will offer you a company quote and up to three quotes from major insurers. Quicken at quicken.intuit.com offers online quotes plus e-mailed bids from insurers.
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Initial cost of vehicle $25,000
State sales and other taxes (5%) $1,250
Acquisition fees (dealer fees, title, etc.) $500
Auto insurance $5,000
Total interest on auto loan or lease at 10% | $5,000
State license fees over 5 years $3,000
Operating and maintenance expense $6, 250
Depreciation $15,000
Total Operating Cost over 5 Years $61,000
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Monthly Expenses

Mortgage Loan $1,000 Water Softener $1,100
Property Tax $155 Insect Control $400
Home Insurance $40 Snow Blower $2,000
Maintenance $65 Lawn Mower $200
Home Repairs $150 Sprinkler System $1,500
TOTAL TOTAL
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Maximum

Name Who Qualifies Best For Contribution

401(k) Employees Everyone who qualifies Up to 15 percent
working for profit of salary or $9,500,
businesses whichever is less

403(b) Employees Everyone who qualifies Up to 20 percent
of nonprofit of salary or $9,500,
organizations whichever is less

IRA (Traditional | Anyone with Those who don't have a Up to $5,000 per

and Roth) earned income pension plan or who have individual

put the maximum into their
company plans

SEP Self-employed Self-employed person who | Up to 13 percent of

employees is a sole proprietor self-employment income
or $22,500, whichever
is less

Keogh plans The self-employed | Small business owner who | 20 percent of net self-
and employees of | wants to shelter more than | employment income
unincorporated what's allowed by most or $30,000, whichever
small businesses | other plans is less

Annuities Anyone Someone who has put No limits

the maximum into other
retirement plans and won't
need the money for 10
years
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Coverage = (Combined Incomes) x (Dependent Years
Remaining / Number of Dependents)
=($75,000) x (10 + 8) /2
=$75,000 x 9 years
= $675,000
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