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 THE
EVERYTHING®
Personal Finance
 in Your 40s & 50s
 Book 

Dear Reader, 

 Congratulations! You've taken a vital step in building the financial security
that will suppor t you through the rest of your life. As you'll see, it doesn't
require expensive, complex strategies-just a clear understanding of your
goals, a carefully crafted plan to reach them, and the tools to make adjustments
when life throws you a curveball

 Whether you're starting over from scratch after a divorce or the death of
a spouse or hitting your financial stride with an exciting career and a full
family life, there's a lot you can do now to make the next twent y years and
beyond the best they can be. Time can be your ally if you use it wisely.
For more than a decade, my clients at Compass Planning Associates in
Boston have helped me refine the financial planning strategies that work
best when you're busy with work and home and still need to keep the
financial part of your life moving for ward. This book will introduce you to,
or help you perfect, money management skills with simple but powerful
strategies. Most important, you'll emerge from the planning process with a
sense of power over your finances. Starting now, you're the boss!
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Welcome to the  EVERYTHING® Series!  

These handy, accessible books give you all you need to tackle a difficult project, gain a new hobby, comprehend a fascinating topic, prepare for an exam, or even brush up on something you learned back in school but have since forgotten.

You can choose to read an Everything® book from cover to cover or just pick out the information you want from our four useful boxes: e-questions, e-facts, e-alerts, and e-ssentials. We give you everything you need to know on  the subject, but throw in a lot of fun stuff along the way, too.

We now have more than 400 Everything® books in print, spanning such wide-ranging categories as weddings, pregnancy, cooking, music instruction, foreign language, crafts, pets, New Age, and so much more. When you’re done reading them all, you can finally say you know Everything®!
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Top Ten Keys 
to a Successful Financial Plan 

1. Understand the difference between appearing rich and being rich. Don’t spend yourself into financial disaster by trying to put up a wealthy front.

2. Be open to change. Your 40s and 50s are a time of transition. Embrace change and welcome the chance to prioritize your goals.

3. Let your kids fly on their own. Don’t set your kids up in a lifestyle they can’t maintain by themselves. Save your money for your retirement.

4. Understand your asset allocation. Get educated about the market and understand how the growing global economy will affect your nest egg.

5. Use technology to simplify your life. Use direct deposit, auto-invest, auto-pay, and online banking to maximize your time.

6. Establish monthly money meetings. Review your finances and your financial goals with your family on a regular monthly schedule to be sure you stay on track.

7. Get your will, health care proxy, living will, and power-of-attorney documents completed or updated.

8. Never be too busy for fitness. Medical expenses in retirement could claim a huge part of your budget if you don’t take care of yourself now.

9. Hit your savings targets. Even if you’re just starting retirement investing now, you have at least ten years until retirement—maybe more.

10. Save outside of work. Building investments outside of retirement plans will give you better flexibility and save taxes in retirement.





Introduction 



[image: 2]Every day , more than 10,000 people turn 40 and another 10,000 or so turn 50. While you have been called the most affluent and financially powerful generation in history, you are also the first American demographic segment in decades that is moving toward late career and retirement without traditional pension plans backing you up. You’ve been forced by government policy and workplace trends to go it alone, or nearly so, as you prepare financially for retirement. Without the corporate pension safety net that protected your parents and grandparents, it is important that you take responsibility for your own financial security.

In addition to its financial heft, your generation makes up a significant portion of the Sandwich Generation, which finds mid- and late-career adults raising children while caring for parents. The Sandwich Generation put off having children until their careers were firmly rooted and thriving, meaning you’re far older than the new parents of a generation ago. At the same time, advances in health care are keeping your parents alive, though perhaps not in full health, far longer than their parents lived. You’re more likely to be coping with financial challenges from two family generations—in an assisted-living residence, a dorm, or your home—as well as your own upkeep. Never has financial planning been more vitally important to Americans in their 40s and 50s than now.

New college curricula and the media are giving your kids a much broader financial education when they’re young enough to take advantage of it. You can learn the same lessons, but your focus needs to be tighter and your plan must be executed more rigorously. Your time is  shorter to accomplish with modern investment tools what your parents were given in the American workplace of most of the twentieth century. You’re not alone, but it will take your individual initiative to go into retirement with the financial resources to let you accomplish your most cherished goals.

While traditional retirement remains the goal of many in their 40s and 50s, with its emphasis on leisure time and rewarding yourself for a career of hard work, this book approaches the question of retirement with the understanding that many of you are too intellectually and emotionally engaged in your life’s work to cut it out of your life entirely. You’ll find the discussions surrounding retirement in this book continually applied to the possibility of a “selective retirement” that enables you to customize your personalized balance of work, charitable involvement, and leisure in ways that your parents and grandparents wouldn’t have recognized. Your generation is blazing new trails in defining retirement, just as it has in everything else it has touched.

Knowledge is, indeed, power. This book will help you uncover the unknowns that surround your late-career years: shifting social security benefits, career changes, building your retirement nest egg on your own without a secure pension, balancing your life with the demands of your kids, and caring for parents. You have a limited amount of time in your day, and this book gets directly to the most important points and gives you straightforward, actionable guidelines.

Whether you’ve been watching nervously from the financial sidelines or you feel comfortable with your money and want ideas on how to maximize your resources or you want to help a family member or friend gain control of his money, this book will simplify such complex topics as budgeting, investing, helping kids with money, and talking to parents about their finances. It’s a holistic approach to healthy financial planning that, if you commit to it, we know will help you achieve your financial goals.





CHAPTER 1

 It’s Never Too Late 
to Start Planning 

Financial planning—being in control of your money instead of letting it control you—is a lifestyle, not just a one-time exercise. Learning about your money and how to manage it well falls clearly in the category of helping yourself succeed. Getting to your 40s or 50s without a financial plan is not uncommon. Earlier, you started a family, raised kids, and built the career that supports them. Now it’s time to start thinking about you. Let’s get started!

The Planning Process 

Financial planning has always been a part of your daily life, but you may not have always realized it. When you’ve made decisions about what kind and how much insurance to buy for your car and your home, you’ve been doing personal financial planning. When you contemplate the tax implications of a purchase, that too is a form of financial planning. And of course, the way you manage your income and your spending is clearly financial planning.

Your finances affect virtually every aspect of your life. Choices you make in one area affect the choices that are available in others. Realizing this and creating an easy-to-follow plan around each process is an important part of reaching your goals.

Keep It Simple 

Maybe you’ve put off financial planning for fear of what you’ll discover about yourself and your finances. Or you may have been scared off by the idea of complex cash tracking systems or detailed daily spending diaries. But by ignoring your money, you miss investment opportunities or make mistakes that financial planning could help you avoid. Getting in touch with your finances and creating a simple plan for staying in control is the best way to keep your money working for you, not against you. You’re about to learn which methods are right for you—and which to run away from! Let your financial planning process be as individual as you are.

Think Holistically 

Most people think of financial planning as merely starting a retirement account or creating a budget, but it’s a lot more than that. In fact, financial planning really touches almost every part of your life—and it connects almost every part of your life. What you’re spending on now affects the ability to acquire things you may want to spend on later. How you feel about your money affects your overall stress level, and therefore your health and your relationships. Whether you’ve planned for college costs or for life insurance or emergencies affects your security when large or unexpected expenses arise. You probably think you have an intuitive feeling about how secure your finances are. Creating a financial plan or reviewing your  personal finances regularly either confirms this intuition and gives you the chance to plan ahead and get the most out of what you have or provides an opportunity to take corrective action right away.

Parts of Your Plan 

Your financial plan covers seven general areas:



•  Goal setting 

•  Managing your cash and your budget 

•  Risk management and insurance 

•  Tax planning 

•  Investing 

•  Retirement or planning for a job transition 

•  Planning for what happens when you’re sick or when you’re gone 



Once you’ve created your plan and filled in the missing pieces, you can come back and review individual areas separately. Remember, your plan will always be changing. You make a plan, set a course, and, like a ship navigating across an ocean, you adjust your course as the currents change.

Financial Planning Is More Important than Ever 

By their 40s and 50s, many people are in both their peak earning and peak spending years. This generation has an additional strain: being at the tail end of the baby boom. The effect the boomer retirement wave will have on the economy, interest rates, and the stock and housing markets makes personal financial planning very important to 40- and 50-somethings. These economic factors, coupled with the significant reduction in company pensions, make focusing on managing your own money even more important.

Following the Baby Boom 

The baby boom generation—those born between 1946 and 1964— has had a historic effect on the economy and culture as its members have grown up. The first baby boomers are now turning 62 and are eligible to  collect social security benefits. The boomers are expected to put enormous strain on the economy and on social security resources as they retire, start selling their investments for retirement income, and draw against government benefits. Many people in their 40s and 50s expect social security benefits to end altogether before they’re eligible to collect, based on the well-publicized strain on the Social Security Trust Fund. That’s unlikely, but it still makes sense, more than ever, to be sure your financial plan is ready for any contingency.

Planning in the New, Unknown Economy 

Planning for contingencies is the mantra of financial planning, especially in your 40s and 50s. Investment advisors are forever reminding you that past performance doesn’t promise future results. This can also be said of financial planning in today’s economy.

The boomers have fueled a prolonged period of economic growth. This has created a comfortable standard of living and the expectation that the growth will continue. As you think about your plan, think about ways you can build in contingencies if growth starts to slow. For example, when you make retirement projections, reduce the historical returns that some formulas and software programs recommend by a percentage point or two; be extra sure that you have cash available for emergencies; budget in savings at the same time that you’re paying down debt; don’t refinance your house to the maximum the bank will allow, as that will leave you without equity to sell if you need to. The strong economic past has encouraged people to focus on short-term wants rather than long-term needs. A strong financial plan is about planning for your future goals and being excited about them, but also about balancing current wants with savings so you have the important resources when things don’t work out as expected.

Pensions Versus Personal Savings 

Personal financial planning is important today because this generation
is truly working without a financial safety net. Few employers offer corporate
pensions anymore, and fewer people stay with a company long enough
to become eligible. The federal government continuously sends the message
that they won't be there to help by increasing incentives for individuals to save on their own. Increased limits on retirement plan contributions and lower taxes on investment earnings are among the policies that call attention to the individual need to build financial security. Politics aside, this is a reality that can’t be ignored. Fortunately, along with increased urgency to plan and save have come innovations in technology and information that make it easier.

Financial DNA 

Fashion advisors say everyone has a body type. They see some as apple shaped, others resembling pears, some lean and slender, others thick and muscular. Knowing your body type is helpful because you can dress to flatter yourself and minimize flaws. The same can be said of your money type. To decide your type, think of a horizontal line moving between the extremes of saver on the left and spender on the right. Where you fall on the scale will indicate how you interact with money.

Reading Your Type 

One of the key things to remember about money types—as with body types—is that there is no bad type. Most people don’t live at the extreme; they are typically more moderate. People who tend to be savers don’t save constantly and never spend. People who tend to be spenders do often save for their goals, if they’re clearly defined. Knowing where you fall on the money type scale is important not so you can change your type, but so that your self-understanding lets you think about how to implement your financial plan in a way that will work best for you.

What Is Your Money Type?

Check the following statements to decide where you fall on the money
type scale. Then, just like planning your wardrobe around your body type,
you can build your financial plan around the way you behave with money.
Start at the center of the scale. Review each statement below and then move
to the left or right depending on your answer. Move one step to the left for
each Yes answer and to the right for each No answer.

	 	   Yes    	   No    
	  You give up short-term extras in order to invest or save.     	[image: 3]	[image: 3]
	 You're the last person you know to buy the new "thing" everyone else is buying.      	[image: 3]	[image: 3]
	   You review your account balances regularly and keep your checkbook up to date.    	[image: 3]	[image: 3]
	  You spend cautiously and can remember your last five major purchases.     	[image: 3]	[image: 3]
	   You try not to boast about new purchases to your friends.    	[image: 3]	[image: 3]
	  You seldom help your adult children with expenses.     	[image: 3]	[image: 3]
	   You know how much money you spent on entertainment last month.    	[image: 3]	[image: 3]
	   When you buy something on credit, you think of the total cost rather than only focusing on  whether you can handle the monthly payment.   	[image: 3]	[image: 3]
	 You plan ahead for large expenses.     	[image: 3]	[image: 3]
	  You open your account statements as soon as they arrive and decide whether to pay, file, or shred them.   	[image: 3]	[image: 3]
	  You update your budget regularly and plan your expenses around your income expectations.     	[image: 3]	[image: 3]
	  An unexpected expense fits easily into your budget.      	[image: 3]	[image: 3]
	  Financial windfalls and gifts seem to come fairly often and you apply them to fun extras or invest them.     	[image: 3]	[image: 3]
	   You maintain your car and home regularly.    	[image: 3]	[image: 3]
	  You paid off your credit cards and now use them for convenience rather than to make ends meet.     	[image: 3]	[image: 3]
	 	 	 

Financial Planning by Money Type 

You may find that you tend to be more of a saver or more of a spender depending on your current circumstances. You may also find that you’ll tend to be less of a spender as you gain control of your money and start focusing on longer-term goals. Also, keep in mind that your partner is probably not the same type as you. Spenders and savers often get along great together, except when they discuss money. Remember, you’re together because you have common goals. Financial planning to achieve these goals together will help you understand each other better.

Tips for Spenders 

• Spend money with deliberation. Wait forty-eight hours (or walk down the block) before making a purchase.

• Create a saving and spending plan in small incremental steps—don’t try to stop spending cold turkey.

• Track your expenses in an easy-to-follow system.

• Hire a financial planner.

• Give an emergency fund more importance than retirement investing, to start.

• Review your accounts as they come in and pay bills right away.

• If your partner or spouse is a Saver, be patient.

• Set up an automatic savings plan.

Tips for Savers 

• Don’t be overly conservative in your investments and in your spending.

• Balance fun life activities with investing.

• Stay closely involved with your money/investment manager.

• Beware of long work hours.

• Teach your children financial independence.

• If your partner or spouse is a Spender, be patient.

• Try to stay balanced. Beware of binge spending.

Assessing Your Situation 

Your net-worth statement and income-and-expense plan are two very important tools to help establish your current situation and your progress toward your goals. Each should be a one-page report that you can review once a month.

Net-Worth Statement 

Your net-worth statement establishes what you own and what you owe. Think of it as a personal balance sheet. It lists the balances of all your asset accounts and your debt accounts—the current asset value or the total owed. The net-worth statement helps organize the list and makes easier the job of managing and tracking.

To start, gather copies of all your account statements: checking, saving, mutual fund, brokerage, life insurance, credit cards, mortgage, equity loan, car loan, school loan, and anything else with a balance. Organize the statements into two piles—one for assets that you can liquidate for value and one for liability balances that you owe. Organize the asset pile in order of safety or ease of withdrawal. This would put cash accounts such as bank and money market accounts and life insurance cash value on top. Then list the riskier, but still easy to withdraw, investment accounts next.

Don’t Stop Now 

List the restricted accounts next—the retirement accounts. These might include individual retirement accounts (IRAs or Roth IRAs), employer accounts (401(k), 403(b), or deferred-compensation accounts), or self-employment accounts (SEP IRA or SIMPLE accounts). Finally, list your assets that are not liquid—the things that would be difficult or expensive to sell. These are so-called use assets such as your home, car, boat, business interests, and personal property.

Use assets are difficult to value because you don’t get a statement every month listing their value. Home values can be estimated by using tools available online and through real estate brokers. A quick Internet search using “what is my home worth” will bring up the most common home value estimators. Don’t be tempted to overvalue personal assets unless they are special collections or antiques that can be appraised. Online resources to value your car, boat, or airplane can be found with a quick web search.

[image: 9781598698602_0021_001]


Set up direct deposit to savings to build your emergency fund. You should eventually have three to six months’ expenses in an account, depending on your job security and the waiting periods on your disability insurance coverage. Start today by directing 1 percent of your pay to an account. Increase the amount when you get pay raises.


Check Your Results 

Once you’ve finished your net-worth statement, step back and examine the breakdown of your assets and liabilities. Do you have enough cash available in case of emergency? Do you have high-interest debt that should be paid down with cash or targeted with extra monthly payments? Do you have old retirement accounts that could be combined or rolled into new accounts to make them easier to manage? Do you have both liquid investment accounts as well as retirement accounts?

[image: 9781598698602_0022_001]
Income-and-Expense Plan 

Your income-and-expense report lists all your payments broken down by month or by paycheck, depending on how you prefer to think about them. These are not the account balances, but the amount you regularly pay toward each expense or receive from each income source. Tracking where your money is coming from and where it is going is very important from an everyday budgeting standpoint, but also in planning for retirement. It’s hard to know how much you need to save for retirement when you don’t know what your current lifestyle costs or how much you can allocate in your budget toward investing.

Start your income-and-expense list by gathering your bills and your pay stubs. Not all bills come monthly; be careful not to miss the quarterly or annual bills. Not every expense results in a bill; pull together credit card and bank statements so you can calculate the amount you spend on variable expenses such as groceries, clothing, entertainment, and holiday spending.

Getting It Right 

The trick to a good income-and-expense plan is to boil everything down to its monthly or per-paycheck equivalent. The regular bills are easy because you probably have a recent statement to refer to. List the cost of each next to the appropriate category. Annual or quarterly bills need to be divided down into their monthly or per-paycheck equivalent. Remember that there are four and one-third weeks in each month, so if you’re adjusting a monthly expense, such as the electric bill, into a weekly per-paycheck equivalent, you’ll need to divide by 4.33.

Credit Purchases 

List the expenses that you pay with your credit card separately in their correct category. For instance, if you went out to eat and paid with your card, put that expense under entertainment or dining. Payments toward paying down an old credit card balance are listed under credit card payments. So the $500 you sent to your credit card company last month might contain both current expenses—such as dining—and debt reduction through payment on the previous balance.

Both the net-worth statement and income-and-expense plan should be updated monthly.

[image: 9781598698602_0024_001]
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Managing Cash 

Creating an easy way to keep track of how much of each paycheck is getting allocated to each expense is key in creating a strong financial plan. Most people manage one or maybe two accounts: paycheck goes into the checking account, and then the month’s bills are paid out of the checking. That’s a hard way to manage expenses because you can’t see at a glance how  much of the money in checking needs to be saved for quarterly or annual expenses. A better way is to create money baskets. Money baskets are separate savings or checking accounts that hold money specifically earmarked for a particular financial goal.

Managing Fixed Expenses 

Not all fixed expenses come due each month. Rent, mortgage, and loan payments come frequently enough that they are easy to remember. Quarterly and annual expenses are easier to forget until the bill comes in the mail. When this happens you find yourself saying, “This month would have been fine if it wasn’t for that real estate tax bill that only happens once a year,” or something along those lines.

Set up an account that will be your fixed expense savings basket. When it comes to fixed expenses, there should be no surprises. A part of your paycheck needs to be allocated to your real estate taxes, insurance bills, mandatory auto inspections, school tuition, and car registrations. Divide all annual expenses by the number of paychecks you receive in a year and have your employer direct deposit the per-paycheck sum into your fixed expense basket account. For example, if real estate taxes are $3,000 per year and you get twenty-six paychecks (you’re paid every other week), then $116 per paycheck ($3,000 divided by twenty-six) should go into the fixed expense account. The same simple math can be done for all other fixed expenses, and the combined amount of all will be part of the same direct deposit into the fixed expense savings basket.

[image: 9781598698602_0026_001]
Some people even go the extra step of opening smaller checking accounts with individualized names to keep money for annual expenses such as real estate taxes and tuition separate from more frequently paid fixed expenses. Many online banks such as ING Direct will let you nickname your accounts so they are easy to keep track of.

If you become aware of a new fixed expense, figure the per-paycheck amount right away and start allocating it into your fixed expense money  basket. You’ll find it much easier to manage your month-to-month budget and to stick with an investment plan if you figure out how much of each paycheck is already committed to fixed expenses.

Planning for Variable Expenses 

Variable expenses are difficult to plan for because they don’t come with a regular bill. Fortunately, though, most people are truly creatures of habit and the expenses that might seem variable are somewhat predictable under close inspection.

[image: 9781598698602_0027_001]
Take the urgency and pain out of unexpected expenses by planning ahead. With an old car, for example, you should anticipate a regular amount of maintenance. Make an educated guess about how much repairs could cost each year, then create a money basket. This trick works well for other expenses, too. Be creative!

Variable expenses are all those costs that are not fixed. These might include: utility payments, which tend to increase and decrease seasonally; entertainment expenses; fees for children’s lessons or sports; clothing costs; and pet costs. The key to managing these expenses is to check your last twelve months of records—or three months at a minimum—and then estimate an average per-paycheck amount for each. These expenses may seem to fluctuate—e.g., higher electric bills during the winter if you heat with electricity—but if you total all your bills over the past twelve months and take an average, it will be clear how much you should allocate to the variable expense money basket. Entertainment and dining out may seem to fluctuate, and might rise during the holidays, but if you take an average of the total annual amount you spend, calculate a per-paycheck amount, and then deposit that into your variable expense money basket each payday, you won’t be surprised.
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Can I create money baskets without separate checking accounts?
 Yes, you can track your money baskets separately on a spreadsheet, with index cards, or in an online tool such as Mvelopes.com. The key is to easily know how much of your money is already accounted for before you spend it.

Spread Out Long-Term Expenses 

Establishing a long-term money basket for the things that you foresee but that won’t occur for some time is the last step in managing your cash flow. Long-term expenses are much more easily handled if you can start planning for them well in advance. Take some time to list long-term expenses; a family vacation, a major home repair such as a new roof, or school tuition are common expenses that are too big for most people to pay from their regular paycheck, and instead are often paid by credit cards. Credit card interest significantly increases the final costs and reduces the resources you’ll have available for future spending.

Wouldn’t a vacation be more relaxing and exciting if you weren’t thinking of the big credit card bills you were going to have when you got home? To take the stress out of vacation costs, and other long-term expenses, create long-term money baskets. Calculate the per-paycheck cost of each long-term expense as soon as you become aware of it. If you’re not yet sure of the total cost, make an estimate. Start building individual money baskets right away. And if you miscalculate and save too much, reallocate that surplus to another money basket.
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Check the amount that you are paying toward consumer debt such as credit cards each month. If your payment is more than 20 percent of your take-home pay, it’s time to pay extra attention to getting the debt paid down.

Budgeting Tips and Guidelines 

Most people say they’re surprised when they first create an income-and-expense report and can clearly see all the easily forgotten expenses. Remember, when you’re looking at your spending, there are no inherently bad expenses, and your expense pattern will be very personal and unique. Examine your income-and-expense report for expenses on things that hold little value for you, and minimize that spending. Know why you spend. Understanding your habits and reasons for spending will help you allocate your resources toward your goals—the things you think are important.

Budget-Busters 

Once you’ve worked on planning your fixed- and variable-expense money baskets, the biggest budget-busters are no longer a threat. But your money baskets won’t be fully funded overnight. Managing the big budget-busters until you’ve accumulated your emergency and other baskets is important to your final success.

Many people grow frustrated by their income-and-expense plan because they make it too complex to stick with. Once every few years, they spend a lot of time setting up a plan, calculating their expenses and drilling down into very fine detail. They set up their baskets or another similar plan, and they start. But problems arise when they get too busy to revisit their plan and make adjustments. They underestimate a particular expense and don’t readjust their money baskets. Or they borrow from one basket to cover another and don’t ever get back to readjusting the baskets. Before they know it, they’re falling behind in their tracking and can’t get caught up.
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How do I get the budget to balance if my total expenses are more than I make?
Everyone lives on limited resources, no matter how rich they may seem. Be sure you’re spending on what’s important to you. Check your list and see if there’s anything you can reduce. Entertainment, vacation, and holiday spending are places people often find they can cut back.

Don’t fall into this trap. Make your baskets as simple as possible. No matter how carefully you research your expenses, you won’t have everything perfect the first time. Allow room in this initial money basket plan for missed or misestimated expenses.

Baby Steps 

A goal may be to put aside money for your young child’s college education, but your budget, with the new expenses of a child, is too tight to start. Start a money basket for their current expenses (day care, diapers, etc.) and plan to reallocate those expenses to a college savings plan as they decrease. You may also find that you don’t need to use an amount equal to all of their current expenses to meet the college goal. If your child is older and you don’t have the expenses of a newborn, but the school and sports fees are in your budget, think of continuing to set aside that amount toward tuition once the kids move on to college.
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Keep total housing costs (mortgage or rent, real estate taxes, and insurance) below 30 percent of your after-tax income. If your income is relatively low, try to get housing down to 20 percent of your take-home. Remember, you need to have money to save for retirement and emergencies— becoming “house poor” isn’t the way to do that.

Saving on a Modest Income 

Money baskets and savings goals work well whether your income is high, moderate, or low. The real trick is managing within your resources and being clever about stretching them if your income is relatively low. Take a close look at what you spend your money on. Are you spending to meet your goals, or are you spending to appear more affluent than you are? Beware of trying to keep up with the Joneses!

Working a good budget on a low income takes extra finesse and attention. Work through your budget first and be sure you’re not spending on anything  you don’t value. Next, check your regular expenses to see if there is any way to reduce the cost of each. Here are some things to think about:

• Compare prices online versus what you pay in the store.

• Are there any brand changes you can make to save money?

• Are you paying extra fees on banking, check cashing, investment accounts, or credit cards because of late payments, overdrafts, or sales charges?

• Can you change your utility payments to a budget program so that the monthly cost is always the same?

• Would a cell phone only rather than a cell phone and a landline save money? Do you need a cell phone, or just an emergency phone with prepaid minutes?

• Do you buy food your family doesn’t eat? Can you adjust the menu to less-expensive whole foods rather than prepackaged foods?

• Don’t ignore your health. Quitting smoking, losing weight, and planning regular dental and health care visits are more important to a balanced budget than you would think.





CHAPTER 2

 Set Your Goals, 
then Stay on Track 

Everyone lives on limited resources, so it’s very important to be sure your resources are applied toward your most important goals. Being sure that you’re making choices to spend deliberately so you can manage an achievable goal is key to good personal finance. Regular, positive communication about money between partners or setting aside time to focus on your money if you’re single is a critical part of getting and staying on track.

Where Do You Want to Go from Here?

By now, you’ve created a list of your assets and liabilities—a net-worth statement—and you set up money baskets to help track and manage monthly expenses. The next step toward achieving your financial goals is establishing a balance between work and life, spending and saving, keeping up appearances and building targeted savings.

Being Rich Versus Appearing Rich 

It’s been said that many people keep themselves poor trying to appear rich. Nothing could be more true. So many people have gone into debt trying to appear as successful as their peers or their neighbors that it has become a vicious cycle. Your neighbor or colleague is trying to appear better off than you; you spend to appear as well off as, or better off than, them. And on and on, until both of you are so deep in debt that the only winners are the credit card companies charging you interest. Few people are able to resist the temptation to appear wealthier than they are. The credit card companies are happy to help out with easy credit and growing credit lines.
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People who succeed in building strong personal finances are not necessarily those with high income, but those who have targeted their habits and their resources toward achieving those goals. Balancing spending now with spending later is a key part of this.

Making Choices 

One of the best ways to manage the want-versus-need debate is to develop clear goals—and write them down. Post-It notes or notes on your computer desktop are ways to keep your goals in the forefront of your mind. Day-to-day life is busy, and people make decisions based on what they want now; tomorrow seems so far away and convenience takes precedence over planning. Having your goals written and displayed where you’ll see them often will help you stay on track.

People establish spending patterns that eventually seem unchangeable. These habits are often a source of contention between partners. Identifying these unproductive behaviors isn’t always easy, and changing them often involves dramatic lifestyle changes. But don’t let this keep you from examining your financial life. Remember, these are the ways that you might be sabotaging yourself. Depending on what you’re doing, these unfocused habits might be the only thing keeping you from really getting in control of your money.

Your Money Journal 

The best way to identify how you feel and behave around money is to keep a money journal. This doesn’t have to be an elaborate “dear diary” nightly exercise. Your journal can be as structured or unstructured, detailed or casual as you want. Many people find it easier to avoid trying to write in paragraphs and start with lists and random thoughts or fragments of sentences.

Your journal can be very specific or abstract. Start by writing down thoughts about your money and your goals. Think about how your goals relate to your day’s saving or spending. Your journal can list your purchases and the purchases you thought about making or might once have made, but bypassed because you decided that you placed a higher priority on another use of your money. List budget-extending purchases such as items you bought on sale or lower-cost versions of more expensive name-brand items. If you splurged on a purchase, record it and acknowledge that you treated yourself. Be sure to record your thoughts about buying that luxury, and maybe revisit that purchase later and record whether your enjoyment of the item or experience was, in hindsight, worth its cost. If so, congratulations! If not, that reflection will guide your future spending and help you prioritize.
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Your money journal doesn’t need to be written. Use a more visual format if it will help you express your thoughts. Try pasting pictures onto a poster board or, if you’re more talented, sketch or paint in any medium you’d like. The idea of the journal is to get your thoughts down in a way that lets you examine them.

Once you’ve kept your journal for a few entries, you can go back and look for patterns or themes in what you’ve communicated. Jot down thoughts about what you think the journal shows. Look at the way you interact with your money—are you more of a saver or a spender?

Planning with Achievable Goals in Mind 

Defining your goals in specific, clear, and measurable terms is the foundation of your financial plan—deciding whether they are achievable both psychologically and financially and allowing for adjustments as you get older are important parts of making the plan real.

Making the Goals Specific 

Most people start with fairly undefined financial goals. After reviewing their notes from their money journal, they might decide that the goal is “to retire comfortably.” Making the goal more specific will allow you to calculate specific savings goals and will help measure whether or not you’re on track to achieve them.

To make the goal specific, put some precise measurable facts within it. For instance, “I want to retire at age 67 with my current income” is a specific goal. “I want to retire from this job at age 55 and then transition to part-time and work until I’m 70” would be another specific goal. Make sure the goal has both a timeline and a financial aspect specifically stated. The previous goal might go further and say, “At 55, I want my job to provide enough income to cover my expenses, but I don’t necessarily have to be able to save at that point. I will work part time to avoid withdrawing from my retirement nest egg until I’m 70.” Further planning will help you define that goal more specifically—in this case, by adding a monthly income target.
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People are living longer, but society’s norm of retiring workers in their mid-60s hasn’t really changed. Think about whether you’re ready to be in retirement for thirty years or more. Faced with this, many people are planning for a transition into retirement that will keep them active longer.

Decide Whether a Goal Is Achievable 

The next step is to check whether your goal is both psychologically and financially achievable. Think about your personality. If the money works out, can you picture yourself actually living the goal? If you’ve decided that you will work part time for a number of years, can you see yourself doing that, or are you too much of a workaholic to cut back? If part-time work means an entry-level job, are you willing to do that at an older age? Lifestyles are difficult to change. Don’t expect that you’ll want to live in a way that is dramatically different from the way you live now.

It’s a little easier to check whether a goal is financially achievable. In most cases, once you’ve calculated the monthly savings requirement to meet the goal, you’ll see whether you can afford it. The catch is being sure that you have considered all options. A goal that may seem out of reach now may, in fact, be achievable by investing future increases in pay, reducing nonvalued current expenses, or pushing the goal out a few years to give you more time to save.

Planning in Real Life 

John Lennon once wrote, “Life is what happens to you while you’re busy making other plans.” Considering real-life issues such as your career, your kids, and your parents is critical to creating a financial plan that will weather the inevitable unplanned changes in your relationships.

What’s Next in Your Career or Business?

Your career and your finances are more closely linked in your 40s and 50s than they were in your 20s and 30s. When you were younger, you had more independence that enabled you to make changes and take chances that might be more difficult now that you’re tending to financial and family commitments. Thinking about how your finances and your career fit together at this stage will help you make sure your financial goals are achievable.

Make an outline of how you envision your career path looking from now until full retirement. Will you continue doing the same thing you do now? Would you like to change to a new field or maybe transition to a different  set of responsibilities in the field you are in? Do you expect a promotion that will increase your pay or are you considering changing jobs to something you’re interested in but that will pay less? Will you continue to travel as much as you do now? Will you move for your job or your partner’s job? Do you believe age discrimination will be a factor for you in your field? Do you need to be sure to be settled in a position by a particular age?

Where Are the Kids?

Whether your kids are young, in grade school, teenagers, or grown, their timeline and finances are an important part of your planning. Allocating the money you were spending on their childhood expenses back into college saving or tuition, and later into your own retirement savings, is a good first step, but you should also consider what they will be doing after they graduate. Setting your kids up for financial security isn’t necessarily just writing them a check—in fact, in most cases that is the worst thing you can do. Being sure the kids are set is more related to how they function with money.

Think about your own planning in light of whether your kids are savers or spenders. Will they need your financial help in the years after they leave college? Should you start now to encourage them to plan for themselves? What will you want to do financially for your grandkids in the future? Bring your kids into the planning loop with you. Talk to them about what you are doing and what they are doing financially. Keeping the communication lines open between you will help everyone plan.

What’s Happening with Your Parents?

Thinking ahead about your parents’ financial situation will avoid the frustration of your financial plan being thrown askew because they unexpectedly need your help. Many people in their 40s and 50s are juggling raising their kids and helping their parents. Often parents are in good shape financially, but the time needed to care for parents should be considered as you start your own planning.

Start an ongoing dialog with your parents. Most families don’t talk about money. Starting early and discussing money often will slowly start to change this habit. Being able to anticipate issues will help everyone deal with them  when they are small and relatively inexpensive. Start by sharing your own planning process with your parents. You might mention that you’re starting, or reviewing, an investment plan or that you are having a will created. Talk about the financial planning books you’re reading or financial stories you saw on TV or on the web. Most parents want to talk to their adult kids about money, but don’t know where to start. They may not be comfortable revealing all to you right away—and you don’t need them to—but an open dialog, at the very least, will help you create your own plan with as many contingencies in mind as possible.
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My parents are very private about money. How do I talk to them about their finances?
Ask them to write you a letter detailing their finances. Tell them to put the letter away and that you won’t read it unless something happens. Their information will be private, but you’ll know where to find it if you need it.

Family Money Meetings 

Keeping your goals on your radar screen is difficult considering day-to-day pressures and busy schedules. Writing down your goals and posting them where you can review them often—inside a closet door, perhaps, or on a home office bulletin board—is a terrific idea. Planning monthly reviews and family “money meetings” is another important habit to keep you on track to your financial goal.

Divide Responsibility, Set Regular Schedules 

In most couples, there is one person who manages the day-to-day bill-paying. He or she functions as the family’s chief financial officer, or CFO, the person who has a fairly clear picture of the family’s financial state of affairs. This person may not be the investment tracker or the big-picture planner, but the position of family CFO gives him or her an intuitive sense of family spending that the other family members don’t have. Unmanaged, this assignment of duties—while logistically desirable—can cause arguments  and stress when other family members spend money unilaterally or begin to form financial plans that might not coincide with the family CFO’s expectations. Holding regular family money meetings can reduce family strife, avoid miscommunications, and help keep the plan on track.
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Don’t think that you can skip family money meetings if you’re single. Reviewing your finances and your goals on your own using the same agenda that a couple would use will help you keep your sights on your goals and reduce the tendency to get bogged down in the day-to-day budgeting.

Your First Money Meeting 

The family CFO should prepare a fresh net-worth and income-and-expense statement for the meeting. Attach the investment, bank, and debt statements that factor into the net worth. This won’t be as time-consuming as it sounds.

 The meeting should start with a review of the financial goals—long, mid- and short-term. Starting with a goal discussion will help you focus more on the purpose of your planning and less on the monthly expense detail.

Next, review the net-worth statement together. Discuss the savings goals for each account and decide if your accounts are still organized the way you want them. Did the balance in any accounts change? Did debt increase or decrease unexpectedly? How are your investments doing? Is it time for an annual investment review or can your accounts go on unchanged for the time being?

Check the income-and-expense report and check the money baskets. Is everything as it should be here? Should the budget for any expense category be increased or decreased based on recent experience? Should money baskets be changed based on upcoming expenses?

When Money Talk Is Difficult 

Many people, and especially couples, avoid talking about money because it can be a tense subject that exposes varying values and desires. The important thing to remember when communicating about money and financial planning is that one of the reasons you are together is because you share common goals. Focusing on those goals rather than on personal short-term spending is the best way to start a family money meeting and keep it from turning contentious.

Too often, couples start by talking about current spending, and this can quickly descend to finger-pointing. If your budget is tight, this can be an especially difficult place to start. People seldom have the same short-term tastes, so the spending habits of each of you will probably be different. But be reassured: you can still have a successful financial plan together even if you both have different short-term goals.

Busy people often get drawn away from their true long-term financial goals by short-term convenience and spending whims. These short-term fixes can be important for keeping the fun in life, but you have to look at them very closely if they’re hurting your long-term goals. Sit down and make a list of the things you spend on for short-term needs that are unrelated to your long-term goals. Double check the income-and-expense report to be sure you cover everything. Are you comfortable with what you’re spending? Is your short-term spending reducing your ability to save for the long term? Now, come back to the family money meeting with ideas about how you can adjust your short-term spending in favor of the common long-term goals.
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My partner doesn’t want to merge our accounts. Should I be worried about his commitment to our relationship?
 No, many people have had difficult experiences with money in the past and feel that keeping money separate will avoid anything happening again. Mixing your money will make tracking easier, but it’s more important to honor each other’s feeling about money.

Separate Accounts 

Planning while keeping each partner’s money separate adds a bit of complexity, but it’s manageable if you create joint accounts for each savings goal and for monthly expenses. Partners should contribute their salary to the household account, less a separate allowance. The allowance for both partners should be the same regardless of income. Both of you will spend time between jobs and you’re each likely to take a stint making less than the other, so it’s better to avoid the “I get more allowance because I make more” trap. Fund your money baskets from the household account and continue the family money meetings together. Many couples who start with separate money eventually mix their income completely, but some never do. Some stay with the allowance habit and others merge spending completely. Whichever structure works best for you, it’s important to keep in mind that adjustments can always be made at the next monthly family money meeting.

Planning for Life Transitions 

The decades of your 40s and 50s seem chaotically full of transitions; kids are growing, parents are aging, jobs are maturing or changing, and your personal health starts to be more of an issue. Planning your money around these changes is essential to making a strong plan and staying on track.

Goal Mileposts 

Think of your financial life as a process, and your goals as mileposts. Don’t think of the goal as a finish line. After all, retirement is still a long-term goal even when you’re in your late 50s and it seems to be getting nearer. Allow your goals to be flexible to accommodate your inevitable life transitions. In fact, think of each goal as a transition itself, not a finish line.

For example, many people think of their retirement goal as a fixed point in time. They might say things like, “I’m retiring at 60 next year, and I need to change my investments today so they are not too aggressive.” If she retires at age 60 this woman may live another thirty-five years! Supporting an income during more than three decades in retirement is a long-term goal. If she’s flexible in her goals, this woman may decide that it makes better financial  planning sense to retire at age 61 or even later. Thinking of retirement and all of your financial goals as transitions will help make them flexible enough to fit into everyday real life.

Finding Balance 

Think of building your financial security as creating a three-legged stool. Make sure that your financial plan leaves space for three important “legs”: money, health, and mind. Getting control of the money category is what this book is all about. But a fully satisfying financial plan must also provide sufficient time and spending on those things that help you stay healthy and fit. Spending now in your 40s and 50s on gym memberships, enjoyable sports and physical activities, and preventive doctor visits will pay dividends for years to come. And the health of your mind and emotions relies on the proper balance of work and life, as well as hobbies and community or intellectual interests.

All three legs of the stool are critical to building a financial plan that will provide the flexibility you’ll need as you transition toward retirement, or at least the late-life work that you choose to do.

Job Flexibility 

Layoffs and job changes are a hard reality for today’s 40- and 50-somethings. Building extra emergency cash into your plan, avoiding the urge to increase your housing and other fixed expenses up to the very top of your now-peak career earnings, and preparing emotionally for being replaceable at work will create more options within your plan and allow you to be flexible. Being hit by a layoff just as the kids are starting college can be stressful. As you hear of an impending layoff, or if you fear you might be next, prepare by reducing consumer debt, opening (but not using) a credit line on your home equity, and keeping auto and home repairs up to date so that they don’t come due just when your budget is under pressure.

If you are laid off, avoid the temptation to jump back into the work force too quickly. Step back and examine your goals. Is there work that will bring you closer to achieving the three legs of the retirement stool? Is there a way to make the transition work for you in a way that gets you closer to your long-term goals?

Losing Parents, Partner, and Children 

Losing people that you love is a difficult part of being in your 40s and 50s, and it unfortunately occurs more frequently with time. People under 40 experience it less often and people older than 60 have had a chance to think more about preparing for loss. People in their 40s and 50s are often losing very close loved ones for the first time and are not always prepared for it emotionally, let alone financially.

It’s critical at your life stage that you discuss with parents and older loved ones the financial details that are important to end-of-life planning. Open discussions now can prevent the potentially disastrous lapses that leave estates in chaos for years, or cost heirs significant money or other family assets when all is finally put in order.

You should look closely at loved ones’ estate plans. Do they have a will, a health care proxy, and a power-of-attorney document? Do they have, or do they need, a trust? Have they discussed their final wishes with you and others in the family? Review their life insurance to be sure it is enough and appropriately structured for their family.
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Many people don’t think of estate planning until they get married. Your single adult children need estate plans, too. Have your lawyer create a will, health care proxy, and power-of-attorney document for your children as soon as they are of age. Not having these documents could make helping them during a medical crisis especially difficult.

Now spend time thinking about these same things, but as they apply to you. It’s important that your partner, children, grandchildren, and other loved ones understand how you’re planning your finances to take into account the possibility that you might pass away unexpectedly. No one enjoys the thought of his own passing, but that’s not a sufficient reason to ignore this critical planning step for the sake of your loved ones.

Technology Makes Planning Easier 

Keeping track of income, expenses, account balances, and liabilities can take time if you don’t have a process, and time is something you can’t spare. Using the ever-growing technological resources at your fingertips is a key part of creating and implementing a strong financial plan. Many people hesitate to get online for fear their financial information might be stolen. In reality, the information is already available online and is no more or less accessible to thieves simply because you accessed it. Being a savvy Internet user and accessing online tools is the best way to protect yourself. Access to online tools and planning resources puts more power in your hands.

Auto-Pay and Direct Deposit 

Setting your money baskets so they receive direct deposit—or, for the smaller baskets, electronic transfers—from your paycheck will save you time going to the bank and waiting for checks to clear. What’s more, the ease of managing your money baskets will increase the likelihood that you’ll continue to implement your plan and reach your goals. You may already have your paycheck direct-deposited into one or two checking or saving accounts. Take this a step further by calculating how much should be deposited in each money basket, set it up in your next family money meeting, then sit back and relax as the money baskets fund themselves. You can change the amount of your transfers any time, with usually only a day or two advance notice, so there’s no fear that you might overcommit and not be able to reverse a transfer.

Take the direct deposit step one level further and arrange to have as many of your bills as possible paid via auto-pay through either your bank or your service provider’s credit card payment system. You’ll be sure the payment gets made on time—avoiding late fees and boosting your credit rating—and have fewer checks to write.

Online Banking 

Fewer and fewer banks are charging for online banking, and virtually every bank does business on the web. In most cases, services are free for all or fees are waived for accounts with direct deposit or a minimum balance. Online banking makes tracking payments and deposits easier. And  transactions usually carry more information if you are downloading them into bookkeeping software such as Quicken or MS Money. Online banking saves you the time you’d spend writing and mailing checks, and there are fewer checks to lose or be delayed by mail.

Web Resources 

Information-gathering is made easier thanks to web resources called consolidators. These web services—such as Yodlee (www.yodlee.com) or similar services provided through your bank or investment company—maintain a list of your accounts, user names, and passwords and when prompted log in to your accounts and display balances and transaction information for as many accounts as you manage there. This could save you enormous amounts of time preparing for family money meetings and on routine account tracking, and can help in remembering your passwords.

Bookkeeping services such as Quicken, MS Money, and Mvelopes gather information from online and either downloads it into a program that sits on your computer or, in Mvelopes’ case, stores it online for access from any computer.
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Make sure your passwords are secure. Don’t use familiar names or words that someone else could guess. Combine letters and numbers where possible. Don’t keep the list of passwords in your wallet, on your computer monitor, or anyplace else where they could be discovered. Try basing them on personal events with the year of the event mixed or reversed.

Don’t Expect Perfection 

Any technology you use is only as good as your efforts to set it up and maintain it. Don’t work without some form of backup and alternate ways to access your account information. Still, the ease of using online systems makes creating a computer-based plan and sharing it with family members much more efficient than having a paper-based system. As long as you remember to back up your information, technology is a tool worth using in your financial plan.
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« Help your kids with debt (without putting
yourselfin debt!)

* Talk to your parents about wills and
money

+ Make the most of your working income

You need a source of information that doesn't
try to overpower you with insider jargon and
intimidating complications. You need a guide
that gives you a real plan for your finances ina
way that s easy to understand and implement.
With this book, you'll find all the essential
tools and resources you need to set a successful
course toward retirement and security at this
critial stage in your lfe.
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INCOME AND EXPENSE PLAN

Monthly Pay 1

Monthly Pay 2

Other income.
Total monthly income

Fixed Expenses. Variable Expenses
Income Taxes Food and Cash

Federal Grocerles

State Dining out

Local Gash

Social Security Subtotal

Medicare

Subtotal

Savings and Investments Children's Expense:
Refirement account Day care

Emergency fund School tution
Investment account Fees and dues

Other Lessons

Other Clothing

Other Other

Subtotal Subtotal

Housing Personal Care

Rent or mortgage Hainails

(incl. eal estate tax)

Renter's or Home insurance Clothing

Storage Dry cleaning
Maintenance of repairs Health olub

Supplies Organization dues or fees
Other Other

Subtotal Subtotal

Utilities Pet

Phone Food

Electricity Medical
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NET WORTH STATEMENT AS OF

ASSETS. LIABILITIES
Cash/Cash Equivalents Liabilities

Checking acoount Mortgage Principal
Saving account Auto Loan

Money market account Gredit Card

Total Gash/Gash Equivalents TOTAL LIABILITIES

Invested Assels

NetWorth

Total Invested Assels.

Retirement Accounts

Total Retirement Assots

Use Assels

Residence

‘Automobile

Personal Property.

Total Use Assels

TOTAL ASSETS
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Water and sewer Boarding
Internet Other
Subtotal Subtotal
Transporiation and Automobile Entertainment, Gitts, and Travel
Car payment Video/DVD/CDs/Netflix
Auto excise tax Movies/concerts/live
theater/sporting events
Garinsurance Holiday gifts
Registration Extra holiday spending
Fuel Birthday gifts
Maintenance Weekend travel
Parking Annual vacation
Subtotal Other
Subtotal
Insurance and Medical Charity
Health insurance Charity 1
Life insurance Charity 2
LTC insurance Charity 3
Disabilty insurance Subtotal
Megical expenses incl. TOTAL VARIABLE
prascriptions EXPENSES
Subtotal
TOTAL FIXED
EXPENSES
Total Fxed Expenses + Total Variable Expenses = Total Expenses
Balance (Income - Total Expenses) =
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to ensure you can retire ||| ',7
when you want and live well !
Jennifer Lane, CFP® with Bill Lane
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