
        
            
                
            
        

    

In This Book:

	Examining and implementing your budget


  	Planning for the future


  	Cost-of-living


  	Divorce and money


  	Single income success


  	Inflation


  	Preparing for disasters


Note to readers:

This manual is a compilation of basic debt and debt management information relating to the services provided by the Family Financial Education Foundation and Access Education Systems. The topics provided are for informational purposes only. If this information helped you in any way, we hope that you will let us know. Also, we would love to hear from you if you have ideas that you would like to share with others who are struggling. We can be reached at: (855) 789-DEBT(3328).
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The contents of this program are copyrighted by Access Education Systems and are provided for educational purposes only. Any use of this material is subject to the laws of National and International Intellectual Rights. The writers and publishers accept no liability or obligation in relation to the content of this program. The lessons are meant to be informational only and may be subject to change without notice.



Welcome

Welcome to Family Financial Education Foundation. Congratulations! You've made a wise and life-changing decision to get out of debt and take the necessary steps toward a brighter and more stable financial future. We hope you'll feel good knowing that you've joined with thousands of other individuals who are determined to stop their spiraling use of credit cards and ultimately become "debt free." We value you as a client and will assist you in working with your creditors to achieve your goals.

FFEF Mission Statement

The mission of Family Financial Education Foundation (FFEF) is to strengthen and support low to moderate income individuals, families, and communities by providing free customized education, counseling, debt management programs, and other related services.

Our Vision

  The vision of Family Financial Education Foundation is that each of our clients will free himself from the bondage of debt and be able to declare his financial independence. 


 


Chapter 1: Implementing Your Budget

In the Family Financial Training Course Volume 2, Creating Your Budget, you spent some time learning to evaluate your current spending, establish your monthly expenses, and determine the changes you must make in your spending so you can stick to your budget. You learned the steps you must take to become someone who is in control of your finances and who can account for your money. You learned how to plan ahead for needed cash and how to reserve money for foreseen and unforeseen circumstances; and how to organize your finances in much the same way that businesses do their financial planning. You learned that a budget doesn't mean you have to stop doing the things you like to do forever. It might for a little while, but as you manage your money better, you find you have more money available to do the things you want.


In this volume, we will expand on what you have learned by helping you assess the budget information you accumulated in Volume 2 and deciding whether or not adjustments must be made going forward so you can accomplish your financial goals. You will get a realistic budget down on paper so you have a solid plan going forward. You will also learn about situations you may encounter in life that will impact your finances and will require you to make informed decisions. Developing a realistic budget and learning to understand and make changes to your spending habits are the most important things you can do to get on track for financial stability.


One of the most significant benefits of enrolling in the FFEF debt management program is that you can ask for the help of your FFEF counselor in creating your own personal budget. You have the satisfaction of knowing that your relationship with your creditors is being handled by experts. You no longer have the stress of harassing phone calls and unpaid bills. This is all possible because you made the choice to get help with your debt management so you could improve your financial situation. With a workable budget in place, you are on your way to a happy, debt-free life.


Money will not manage itself. Managing money is like managing anything else. There must be accountability, control, and commitment. Once the commitment is made, someone must take the responsibility to get the ball rolling. That is exactly what you have done by enrolling in the Family Financial Education Foundation debt management program. We congratulate you.

Money behaves and responds just like a person—nurture it, treat it well, and it will grow and flourish; treat it carelessly, or with disrespect, and it will dwindle away to nothing. Quite simply, if you respect money and give it the attention it needs, it will respect you back. —Suze Orman

 


Chapter 2: A Rose, or a Budget, by Any Other Name

Just because it's a budget doesn't mean you have to call it one. If the idea of a "budget" immediately puts you on the defensive, think of a more appealing name. Maybe it's a "spending plan" or a "monthly progress report" or your "family financial plan." Pick a name that is positive for you, one that helps you feel good about what you're doing, one that says motivation rather than deprivation. Think of your budget as a way to be able to have the things that are important to you instead of something that forces you to go without the things you want.


When it comes to living by a budget, most of us are novices. Many of us didn't receive training in school. Most of us don't even make family finances a topic of discussion. The majority of us were raised with the idea that children don't need to know where the family money comes from or how it's spent. But if we're really going to live by our budget, everyone has to understand the reasons and the goals. 


The most practical budget in the world won't last more than a few months if the feelings and needs of those who must live with it weren't taken into consideration when the budget was created. If you hear statements like, "Am I supposed to go barefoot until next month? I need a new pair of shoes and I'm tired of waiting for weeks just so you can balance your budget," chances are your budget was created in a vacuum, i.e., without input from the members of your household. Many financial problems are caused by behavioral problems rather than by lack of money. If you take the time to assess your financial behavior and have each member of your household do the same, you will find that a big step in the right direction can be taken by thoughtfully creating a budget that takes the needs and feelings of your loved ones into consideration.


A complete and realistic budget should include the following:


	A way to examine your past spending habits


  	 A way to reveal needed changes


  	 A way to measure your current progress


  	A way to assess ongoing results


  	 A way to plan for the future


  	A way to improve your decision making



Examine Your Past Spending Habits


When we make a commitment to control our spending and live by a budget, we often find that the hardest part of that commitment is eliminating our desire to buy things. The best way to fight that desire is to understand completely what buying does to our budget. While there are a variety of suggestions about the best way to develop a budget, everyone agrees on one thing—you have to start by tracking everything you spend. You can't track just some of the things. It has to be everything. You'll need to track even the coins you put in the parking meter, every pack of gum, and every can of soda. It will be time consuming at first, but the knowledge you'll gain by doing it will make it all worthwhile. It is impossible to develop a realistic budget or spending plan unless you understand all of your monthly expenses. Too many things will go unaccounted for and you won't be able to figure out why you come up short every month. 


Don't try to match your spending to your budget right away. The main concern is that you have a reliable record of all your household spending—that includes the spending of everyone in your household. Don't try to keep everyone's records yourself. Even the youngest in your household can make a report on what he or she has spent. Each household member will benefit greatly by tracking his or her own spending. Encourage each one to offer suggestions of ways to improve. Listen to every suggestion, and allow everyone to feel free to express ideas. Once the idea of tracking spending is fully understood and working effectively, it will be the first step to creating new and lasting good spending habits.


How to Track Your Spending


1. To track your spending, the most important thing is to pay on a cash basis for everything. Checks and debit cards can be considered cash. Don't use your credit cards. Using your credit cards will give you an unrealistic assessment because you are spending money you don't really have. Paying cash will also help you start controlling immediately how much you spend. Experts have established that once a person makes the commitment to pay with cash only, it becomes easier to avoid compulsive spending. You'll get an added bonus when you receive your credit card statements and see that the balance due has decreased rather than increased.


2. Track your spending for a complete month. This gives you an accurate picture of a full payment cycle. While you may be anxious to get going on your budget, you can avoid the frustration of an unrealistic budget by first knowing where your money is going. 


3. Record everything as it happens. Don't wait until the end of the day to record what you have spent. Record it as you spend it. If you wait until later, little things can be forgotten. It is critical to know 

  everything you are spending to really gain control of your finances.


4. There are several methods for tracking your spending. A Monthly Tracking Form is included in the Appendix at the back of this volume on page 79 to help you get started. Following are the most common suggestions for tracking your expenditures. Use the method that works best for you. 


	Make it a simple record in a pocket-size notebook that is easy to carry around with you. Keep a continuous list of expenditures as they happen. 



  	 Keep all bills and receipts. If you spend money somewhere that doesn't give receipts, e.g., a parking meter or laundromat, make a receipt for yourself on a piece of paper. Store the receipts in envelopes by week.



  	Use a check register, cash ledger, or similar form. Record the amount you allot to each day at the top and then deduct each actual expenditure from it. How many days do you have a negative balance?



  	Give everyone his own tracking form. Have each family member record the amount he spends.



Reveal Needed Changes 


Ultimately, the development of new spending habits may be the most important thing you do to improve your financial affairs and make the move from debt to prosperity. By tracking your spending, it will become apparent which categories your spending falls into. This will make it easier to determine the categories needed in your budget.


In Volume 2, you began a list of Household Monthly Expenses. You will need that list now to review what you are actually spending compared to what you think you are spending. 


1. 	Gather the spending records you have collected for the past month. 


2. 	Review the list of Monthly Expenses you made in Volume 2 on page 17. Create a spreadsheet by putting each Monthly Expense at the top of a column across a sheet of paper. A spreadsheet has been included with the forms in the Appendix at the back of this volume for your use, or you can create your own. 


3. 	Put each expenditure you recorded during the month in the appropriate Monthly Expense column. You may be surprised to find that you have to create new columns for expenses you hadn't thought about. 


4. 	After all of your expenditures have been put into one of the columns, total each column at the bottom. You now have a complete picture of where your money is going each month. 


This exercise is the best way to reveal which categories are needed in your budget, which categories need the most money allocated to them, and where you can improve your spending habits. It will quickly become apparent where you are spending too much money. It will also become apparent which areas need to be included in your budget that you may have thought you could eliminate. 

Due to budgetary constraints, the light at the end of the tunnel will be turned off until further notice. —Anonymous




Let's Review


Prioritize Your Financial Activities 


The best time to establish what the important areas of your financial life are now and what you would like to see in the future is while you are creating your budget. Should you save for your children's 

  education or pay off your mortgage early? Should you deposit the maximum possible in your 401(k) or should you pay off high-interest credit cards? Some bills are more important than others, e.g., the telephone. If the telephone bill isn't paid, your best means of communication may be eliminated.


Talk with your family about your financial priorities and record your three highest priorities here.


1. ___

  2. ___

  3. ___





Chapter 3:  Measuring Your Current Progress

Budgets are seldom effective if they are not written down. Successful businesses rely on specific, written budgets. Individuals and families should follow the same practice. A wise business owner wouldn't 

  consider spending money or hiring more people than originally estimated without evaluating whether or not those changes fit within the budget. Armed with the correct forms and an enduring determination, you can quickly become competent at creating a successful household budget. 


Let each household member contribute. With everyone participating, the budget will not only be more accurate, it will help you control family spending as well. The purpose of your plan should be to find the best road to improving your family's finances. 


Once you have established where your money is going each month, you are ready to establish a realistic budget. To do this, you will need two things:


1. Your Household Monthly Net Income. If you calculated this in Volume 2, you are ready to go. If you haven't yet, use the information in Volume 2, chapter 2 to calculate it now.


2. Your Household Monthly Expenses. This information is on the spreadsheet you created earlier in this volume.


Armed with this information, you can now use budget forms to create your budget. A set of budget forms is included in the back of this volume in the Appendix, to help you do this.  Each form is two-sided. (*These forms are also available for download on our website www.accesseducation.org).


Because everyone's expenses differ, there are two copies of each form. One is a sample form with expense categories listed so you can see the kinds of things you might include. The second is a blank copy so you can list your own categories. Once you have listed the categories on the blank form, make copies of the form before you fill in any amounts so that you can have a form for each month. If you would like to enlarge the forms, you can copy them at 150% onto 8 1/2" by 11" sheets of paper. The forms include:


Monthly Tracking Form: It's a good idea to use this form every month for the first year of your budget. In addition to helping you learn to control your spending, it will help you track any unexpected expenses and any periodic expenses you have not included in your monthly budget.


Monthly Budget Summary: This form allows you to record what you budgeted, and what you actually spent. It also tracks your fixed and periodic expenses (see Volume 2). Fixed expenses are paid every month and periodic expenses are paid only at certain months during the year but need to be saved for on a monthly basis. By including them in your monthly budget, you will be prepared to pay them when the time comes.


This form also has a column for recording the difference between what you budgeted and what you actually spent. If you spent more than you budgeted, put the amount in the negative column. If you spent less than you budgeted, put the amount in the positive column. Review this column each month to see if it is possible to reduce the negative differences month by month and adjust your budget accordingly. Total all the amounts in your negative column. Total all the amounts in your positive column. If the total of your positive amounts is greater than the total of your negative amounts, put the difference in savings. Call your FFEF counselor to report on your progress and update your budget information—and give yourself a pat on the back!


Yearly Financial Tracker: Use this form to give yourself a complete picture of your annual financial situation. Transfer the amounts from each Monthly Budget Summary to this form. On the lower part of the form, record your Household Monthly Net Income from page 12 in Volume 2. By recording how your spending compares to your income and tracking the patterns for a year, you will be able to determine what you need to change to get the most out of your money in the future.


Although developing a sound budget is not dependent on the forms that are used, utilizing forms that have been developed for that purpose will help you create a better budget. A large selection of budget forms can be found at stores such as Office Max, Office Depot, or Staples. You can also find books on family finance and budgeting at most public libraries. These often include blank budget forms that you may be able to photocopy and use. Check the copyright in the book to see if it is okay to copy them for personal use. 

Usually restrictions apply only if you are going to copy the forms for profit-making reasons. Another option would be to purchase budget software such as Quicken or MS Money.

Economics is extremely useful as a form of employment for economists. —John Kenneth Galbraith




Ways to Help You Live Your Budget


The idea behind a monthly budget is for you to see where your money is going. This information is crucial to see if overspending is or is not occurring. Possessing this information will make it possible for you to achieve your goals in short- and long-term planning and economic prosperity. It is a proven strategy for eliminating unnecessary spending and increasing the amount of your savings, which is the only way to reach your financial goals.


There are many suggestions for the best way to live within your budget. Some are included here. Trying the ones that appeal to you will help you find which method works best for you and your household. The most important thing is that you are successful on your own terms.


1. Pay yourself first. This means you set yourself up as a creditor and make a payment to your savings account every month before you pay anyone else. It is difficult to save if paying all of your other expenses comes first. Make the payment to your savings account and then pay your other bills. Saving may never be easy for you, but it can become a habit over time. The habit is firmly established once money is being regularly deposited in a place that pays you interest, making you wealthier in the process.


2. Pay your bills all at once. If you are paid semi-monthly, pay your bills semi-monthly. Include some rewards in your budget. The old adage of "all work and no play make Jack a dull boy" will happen if you don't have some incentive to stay on track.


3. Use budget forms. Budgets are seldom effective if they are not written down. The forms provided in this volume are one suggestion. Research the forms available in your local office supply store or create your own forms.  Many forms can be downloaded off the internet for your use. You can access budget forms on our website, www.ffef.org. The most important thing is that they work for you.


4. Purchase a one-book system that outlines a budget for you. These are available at any office supply store and may help you create a budget without feeling overwhelmed.


5. Discuss and agree together upon future large family purchases. Plan a family meeting in which everyone in the family participates. Set it up so that no one feels pressured into a decision. Each person must be able to see the benefit and possibility of saving for large purchases together and be willing to sacrifice to make it work.  Education, vacations, and remodeling can be included in these long-term plans.


6. Arrange to pay your utilities on an equal payment plan. Divide your total payments for the year into twelve equal monthly payments. This will help you know what to expect in your budget so you can prepare accordingly. Once you have done this for a year and know what to budget for, you can return to monthly billing if you prefer.


7. Prepare a shopping list. Before you grocery shop, or make other purchases, make a shopping list so you can stay within your budgeted amount, and use coupons whenever possible. Buy in bulk when it makes sense and resist impulse buying at the supermarket. Never grocery shop on an empty stomach. It's too tempting to buy those delicious extras!


Assess Ongoing Results


One of the greatest benefits of a budget is not financial but emotional. There is an enormous psychological lift experienced by those who think through their financial needs and establish a course for getting where they want to go. Such planning eliminates the uncertainty of not knowing where you are headed. Like any journey, reaching financial success requires a map that shows you where you're headed. That map is your budget. It lets you know what is required if you are to reach your destination.


Your budget should be reviewed at least monthly for best results. 


By monitoring what happens as you and your family pass through each monthly budget period, you will be in a better position to make the necessary adjustments so you can stay on target. This will require meeting with all household members to evaluate your progress and make any necessary modifications to your budget before the next month begins.


In the first months, you may want to meet twice a month so that any obvious errors can be fixed quickly. It won't take too long before you will be able to make these assessments and adjustments swiftly, and your budget meetings will become short and more enjoyable as you see progress happening. Your budget will become the basic guideline for all the financial activities of your family, and you will experience a real sense of accomplishment among family members as you work together to make your lifestyle the one you have planned for.


In your family council, ask each household member to respond to the following questions:


	How did you do with tracking your spending?



  	What will you change to improve your ability to stay within our budget?



  	Are you starting to get the feel of how a budget benefits our family?



Plan for the Future


Regardless of how frequent or how effective your budgeting is, there will be emergencies and surprises in the managing of money. When unavoidable circumstances occur, it is sometimes a good idea to revise the budget. Revisions should not be made just to allow for new and unnecessary spending, but only for those unexpected things that can absorb your family funds. Revising your family budget under such circumstances may be a necessary action to help get and maintain control of your family's spending and expenses.


It is likely that you will remember to budget for car repairs, home repairs, and yard maintenance because you have experienced them in the past, and you know they can be a real source of unbudgeted costs. But there are unforeseen expenses that can occur because of family emergencies, natural disasters, or other circumstances that you haven't faced that will create some financial surprises. 


The purpose of your budget is to find the best road to improving your family's finances. The more specific your purpose becomes, the more defined your plan will be. 


A positive cash flow is when you spend less than you make. A negative cash flow is when you spend more than you make. Which would you rather have? If you have a negative cash flow each month, look first at expenses that are "wanted" rather than "needed," e.g., clothing, entertainment, etc. While these are some of the easier areas in which to reduce spending, don't eliminate them completely. We all need to feel that some of our money is going for things that we enjoy. Variable expenses are another area that can sometimes be reduced by being thrifty. Fixed expenses need to remain on time and paid in full each month as these expenses are usually more critical elements of life and also affect our credit worthiness.

Expenses Defined

Discretionary Expenses: expenses which are optional such as gifts, vacations, or entertainment.

Fixed Expenses: not subject to change or fluctuation; recurring on the same date from year to year.

Variable Expenses: bills that are paid every month but the amounts due are not always the same.




Helps for Improving Your Decision-making


Some people have found that tracking their expenditures each month helps them make permanent changes to their spending habits. They have been motivated to quit things like smoking and playing the lottery. Why? They realized that what they considered to be insignificant expenses actually added up to more than $100 per month. It was the extra $100 a month they were looking for to balance their budget. 


Money coach Deborah Knuckey asks people to follow three rules: "Live within their means, take care of their future, and maximize their pleasure." Living within your means requires that you don't spend more than you make, taking care of your future is thinking about your financial goals, and maximizing your pleasure could be "sending your kids to college, buying a certain sports car or taking a vacation. It doesn't have to be frivolous; it just has to be in line with your values."


Household expenses are much different today than they were even 20 years ago. In the 1980s, households had one telephone, which may or may not have included long distance. Today, it's not uncommon to have two or more phone lines plus a mobile phone and Internet. What used to be a $30 monthly expense can now be as high as $200 per month. Such expenses require a different kind of planning than your parents did. That's why you need to get the advice of financial professionals to put you on the right track. Your FFEF counselor can be a great resource in helping you make wise decisions about your family budget.


If you are the kind of person who likes to see immediate results, and many of us are, try the alternative suggested by Dave Ramsey, author of The Total Money Makeover. Instead of paying off the debt with the highest interest first, which often takes a considerable amount of time, Ramsey suggests that you "list all of your debts, smallest to largest, including medical debts and debts to parents." All debts receive a monthly payment but balances are paid off one at a time, smallest to largest. "This approach gives you some quick wins. It's like losing five pounds in the first week of a diet."  FFEF uses this approach to help reduce the amount of debt while helping you see success in eliminating your debt.


To overcome the habit of relying on credit cards, Teri Cattina at Bankrate.com suggests you do whatever it takes—holding a yard sale, making only minimum monthly payments, cutting back on the fancy restaurants or eating out at all—to accumulate $1,000 in the bank. Having this small reserve fund to pay for emergencies will help you stop relying on credit cards to get you through the month. A great way to boost this fund is to deposit your tax refund or an unexpected work bonus into an emergency savings account to protect you from those emergencies.

When performance is measured, performance improves.

—Thomas S. Monson




Repeat the Cycle until Your Budget Works


"Practice makes perfect." This old saying couldn't be more true than it is in relation to budgeting. Every month that you are diligent about recording your budget makes you tenfold more knowledgeable about what works for your family. As much as you try to fool yourself into thinking you have more to spend than you make, tracking your budget will soon show you the reality. 


Reviewing your Yearly Financial Tracker shows you which months are high-stress months and which are easily manageable, light months. This gives you a guideline for knowing which months are better for taking on additional expenses.


You can also see what you ideally need to put aside each month to save for all your expenses throughout the year. This average monthly amount shows you how much you are affected each month by these expenses, usually in the form of added credit card debt, more or larger loans, financial juggling, doing without, and overall frustration. 


Once you know this and realize you can do something about it, managing your finances will become really exciting. When you reach the point where you become a wise and responsible consumer and you use credit to your advantage and can pay the bill in full when it is due, you will know you truly have control of your finances. This will give you wonderful peace of mind. 


Let's Review


1. Be Prepared


Create a plan using dates for specific accomplishments to complete the following steps. Record these dates along with your budget so you can track your progress.


Step 1. Create your $1,000 starter emergency fund.


Step 2. Pay off all your non-mortgage debts one at a time. 


(This may take quite some time, but you can consider the step completed once you have outlined specific dates and amounts for accomplishing this.)


Step 3. Build an emergency fund that will cover all your living expenses for three to six months.


2. Make a Major Family Purchase


Any financial commitment that involves a substantial portion of your money must be regarded as a major move. Business executives spend hours deciding on the use of capital, while families sometimes spend, if at all, only minutes on major decisions such as vacations, television sets, or home remodeling. The more it costs, the more time should be spent making the best possible decision. It is also important to decide what will happen if you don't make the purchase. A financial mistake for a family can be as devastating as a financial mistake is for a business. Hold a family meeting and make plans to accomplish a major family purchase. Ask the family to discuss the following:


	How much will it cost?


  	Which people, places, and things are needed to accomplish this?


  	What will the family gain from this purchase?


  	What will the family lose by not making this purchase?


 



Chapter 4: Taking Your Finances beyond Your Home

IRS Standards for the Cost-of-Living


Learning by example is always helpful. If we know what other people are doing, it helps us gauge our own progress. While a mention of the IRS can sometimes strike fear in our hearts, the IRS does provide some very useful data. Each time there is an update to the national census, the IRS also updates information about the average cost-of-living around the country.


The following table shows the standard living expenses determined by the IRS according to monthly income level. It is used to help determine the amount an individual should have left for monthly debt payments. You might find this table helpful in determining how well you are doing at living within your means compared to other American households. These standards are used for all states with the exception of Alaska and Hawaii because of their unique geographic location. How are you doing? Are you thrifty or extravagant?

Average Living Expenses for One Person

Monthly Income Levels 

Level 1: Less than $833 		

Level 2: $833 to $1,249 	

Level 3: $1,250 to $1,666  	

Level 4: $1,667 to $2,499   	

Level 5: $2,500 to $3,333

  Level 6:  $3,334 to $4,166  

  Level 7: $4,167 to $5,833  

  Level 8: $5,834 and over  


  








Debt-to-income Ratio and How It Affects You


Debt-to-income ratio is often heard but not often completely understood. A high debt-to-income ratio is something that almost all people with financial problems have in common. A good goal to strive for is to keep your debt at or less than 20% of your gross income and never let it exceed 36% of your income. Depending on your goals, your debt may need to be lower. A big reason to keep your debt percentage where it needs to be is because this is a major factor in determining whether or not you will qualify for a loan for major purchases like a home or a car. 


Too much debt also makes you vulnerable to sudden changes in your income or expenses. If you were to lose your job, for instance, and your debt-to-income ratio was high, it would follow that you would have difficulty covering your expenses with unemployment you receive as the standards for these kinds of funds are usually set by an average debt standard.


Assessing your ratio a couple of times a year would be wise to help you avoid potential problems that arise from job loss, illness, or divorce. If you find your ratio has increased, make changes to your spending habits to get things back in line.


If your debt-to-income ratio is 20% or less, you are able to meet your monthly payments and pay more than the minimum on your credit card balances, have money in a starter emergency fund, and make deposits in a retirement account. Congratulations! You are doing better than many people. 


How to Calculate Your Debt-to-income Ratio


1. Total all your monthly gross income. This is the total you calculated in Volume 2.


2. Total all your monthly debt payments, excluding your mortgage or rent. 

Make sure you include credit cards, student loans, medical bills, and auto loans. NOTE: Debt on these is only your monthly payment. For example, if you have a credit card balance of $1500 and the minimum monthly payment is $49, the $49 is what you add to find your monthly debt.


3. Divide your total monthly debt by your total monthly gross income. For example:


Total Monthly Gross Income 	= $3,000

  Total Monthly Debt 		= $600

  600/3000 				= 0.20

  0.20 x 100 				= 20%

  The debt-to-income ratio is 20%.


If the person in this example had monthly debt payments totalling $900 or more, a ratio of 30%, he or she would have difficulty making the monthly payments. Why? Because monthly debt payments do not include utilities, transportation, food, clothing, or any other such necessities of living. All of your expenses need to be considered when determining a comfortable debt-to-income ratio. 


A family with a large mortgage payment may only be able to afford debt totaling 10% of the household monthly income. Similarly, a family with a small mortgage payment or no mortgage would be more comfortable with a 20% ratio.


How a Lender Uses Your Debt-to-income Ratio


When you apply for a loan, lenders actually take two ratios into consideration—the front-end ratio and the back-end ratio.


The front-end ratio is the percentage of your monthly gross income that is spent on your total mortgage (including principal, interest, taxes, insurance) or rent. Most lenders don't want your mortgage payment to exceed 28% of your monthly gross income. If you want to calculate how big a mortgage payment a lender might be willing to allow, multiply your monthly gross income by 0.28. For example: $4000 x 0.28 = $1120. This would be the total monthly mortgage payment most lenders would be willing to allow you.


The back-end ratio is the debt-to-income ratio we calculated above, which accounts for your monthly debt payments excluding the mortgage or rent payment. In general, this ratio should never exceed 36%, and many lenders prefer that it doesn't exceed 20%.


Allowable ratios sometimes depend on the type of loan you are applying for. Conventional loans demand a front-end ratio that doesn't exceed 28% and a back-end ratio that doesn't exceed 36%. FHA loans require a front-end ratio of 29% and a back-end ratio not exceeding 41%. 


The following chart gives you an idea of what your ratios should be if you are thinking of applying for a mortgage loan. Your FFEF counselor can give you additional advice on these ratios.




IMPORTANT: Regardless of the ratio the lender requires, you must use your budget to determine what kind of monthly payment you can live with and still achieve your financial goals.


Let's Review


Calculate Your Front-end Debt-to-income Ratio


Calculate how big a mortgage payment a lender might be willing to allow you. Multiply your monthly gross income by 0.28. For example: $4000 x 0.28 = $1120. What is the monthly mortgage payment most lenders would be willing to allow you based on your front-end ratio?

 



Chapter 5: Emotions and Money

Money breaks up more marriages than any other factor. Consider these tips from Jay MacDonald at Bankrate.com when embarking on a marriage, whether it's the first time or not:


	Be aware that you're going to have emotions regarding money.



  	Set up a separate joint checking account for household bills and expenses.



  	If you are marrying someone with children, keep accounts separate. Otherwise, you may build up resentment that your household money is going toward supporting the other family.



  	 Maintain a separate "don't ask" account that is yours alone to spend.



  	Agree on how you plan to use disposable income.



  	Look objectively at your money styles. One of you will likely be considered the spendthrift, the other the careful spender. Make these personal roles work for you.



  	Talk, talk, and talk until money matters are easily and openly discussed, preventing the buildup of resentment and eventual eruption. 



To prevent emotions ruining your finances, spend some time analyzing your strengths and weaknesses. Some people naturally resist accepting they have weaknesses and even if they accept they have them, they have trouble acknowledging what those weaknesses are. It's always easier to see what's wrong with someone else. Keeping good financial records will help you see where your weaknesses are. They will show up in your discretionary spending, i.e., areas of spending which are by choice rather than for survival. 


Below are some common emotional types that can create financial havoc.


"I need immediate gratification." Too many people have difficulty waiting weeks, months, or years to achieve financial stability. While they start with resolve, one dented fender or one vacation that just can't be missed causes that resolve to disappear. If you don't have the discipline to deny yourself new clothes or an expensive dinner this month, you'll be further in debt next month.


The pessimist. If you don't believe things will get better, you increase your chances of falling deeper in debt. On the other hand, although most financial professionals believe in the power of positive thinking, they know it takes more than that to achieve financial success. Experts say that many habitual shoppers spend irresponsibly to satisfy their melancholy mood. Recognize your challenges and plan accordingly.


There's always tomorrow. Yes, there is always tomorrow, but it's also true that the early bird is the one that catches the worm. Stop putting off saving habits that can start today. Every day you put it off, someone else is getting your money.


If you consistently have trouble with your emotions when it comes to spending, consult a financial advisor to help you understand how your emotions are affecting your financial health. Your FFEF counselor can help you understand some of the common emotional pitfalls when managing your budget.


Many individuals caught in the debt trap have lost the sense of what normal is. They come to believe that arguing about money is a valid way of relieving the guilt. Participants in a relationship feel they are taking action by accusing the other partner of financial neglect or irresponsibility. Sadly, this argumentative behavior robs a relationship of one of its best chances for success. 


Most adults, if they give it some thought, know when they have been financially careless or have made bad decisions. They also know that it is highly likely that a financial crisis was created by the spending decisions of both parties. Only by working together can the problem be resolved and the wounds healed. Working together will usually eliminate the need to establish self-worth through unnecessary spending. 


In families with financial stress, it is common to find that family members are secretive about their spending. Family members find themselves taking sides against each other and arguments are common. This causes deeper problems and makes building a unified family difficult. The heads of the household need to realize that the only lasting solutions to these kinds of problems are worked out together with the entire family participating in the resolution. Every member of the family must be aware of the impact of his or her actions. 

Each must understand the objectives and be willing to help in creating solutions to reduce the family crisis. This will take patience and time, but it is doable.


Hey, I Make Money Too


We've already established that marriage and money don't always get along well together. It can be even harder when both partners earn an income. Everything can be bliss and harmony at first. But when the bills arrive, all kinds of issues can come to the surface that neither of you had even thought about. So before you tie the knot, STOP!


Get to know your potential partner well. It is, whether you like it or not, a business partnership as well as a romantic partnership. Use the dating days to learn whether your significant other is free and easy with money or whether he or she tracks every penny that's spent. You're not off the hook either. Make sure your partner understands you as well. The only rule for a successful bottom line is to know your limitations and your strengths and how to make them work together.


There are as many opinions about whether or not to have a joint checking as there are banks. If you think you're ready to make the transition to a joint account, remember that everything now becomes a joint decision. "I deserve... " now becomes "Can we afford..." or even "May I buy..." Will you feel restricted with one account because neither of you has his or her own money?


If you do decide on a joint account, the process itself is pretty simple. You will, however, need to decide who will be listed as the primary account holder. Even little things like this can cause resentment if you haven't talked them through thoroughly. Developing money habits as a team will be one of the biggest adjustments you make. You must decide how the money for daily expenses and how the money for future goals will be handled.


There are three general scenarios a couple can consider: 


	one joint account


  	two personal accounts


  	one joint account and two personal accounts



One joint account: Both paychecks are deposited and all bills are paid from it. This can make it easier to be budget conscious, and bank costs are kept to a minimum.


Two personal accounts: This can be a good choice for couples who divide up bill-paying duties carefully. It also makes things easier for couples in which one partner travels extensively for work.


One joint account and two personal accounts: The majority of the money can be deposited into the joint account, from which all bills are paid. The remainder goes to the personal accounts. This way you can have your own money to control in addition to getting the bills paid.


Before you make a decision about which scenario will work best for you, be sure you investigate how this decision can affect your future financial situation. There are several types of joint accounts, and you will need to get clarification from your bank about your options. Things like rights of survivorship, FDIC rules, and automatic access vary from account to account. Although discussions surrounding the possible death of one partner are not appealing, they are necessary to ensure you are making the wisest decision you can when it comes to joint bank accounts.


When Divorce Is the Only Option


Unfortunately, marriage sometimes results in divorce. With the num-bers increasing at alarmingly high rates, there are financial factors that must be considered. While the bulk of the decisions will need to be made with sound legal advice, there are some facts that apply to everyone.


	After a divorce, a woman who has taken her husband's name should contact the Social Security Administration if she assumes a previous name. You can do this by filing the appropriate form at your local Social Security office. It takes about two weeks to have the change verified and receive a new Social Security Card.



  	If you change your name, be sure to inform your employer also. This will ensure your earnings will be reported properly by your employer to the Social Security and IRS offices.



  	Notify the IRS of your new mailing address when you file your next income tax return.



  	If you have been claiming an exemption for your spouse, you must give your employer a new W-4 within ten days of the divorce or legal separation showing the correct number of 

    exemptions.



  	You may be able to collect retirement benefits on your former spouse's Social Security record once you reach age 62, if you were married for 10 or more years, and if you are not remarried. Talk with a representative at your Social Security office for information about this possibility.



  	If your former spouse dies, you can receive widow/widower benefits if the marriage lasted ten years or more. This will not affect benefit rates for other survivors of your spouse. Again, check with your Social Security office about this option.



  	Pay special attention to the status of your credit accounts when you make the decision to divorce. If you maintain joint accounts during the separation, be sure both parties make regular payments so your credit record doesn't suffer. Outstanding balances are the responsibility of both parties.



  	Obtain a copy of your credit report before you divorce so you can resolve, as much as possible, any outstanding debts.



  	Any assets you brought to the marriage become yours again when you are divorced. If, however, you have put those assets into a joint account of any kind, they may be considered joint property and will be divided according to regulations in the state in which you reside.



  	Any debt you brought to the marriage, such as student loans, is 	also yours when you leave. Even if your spouse was helping you with the payments, it will now become your sole responsibility.



  	 Seriously consider selling the house. Retaining the house by one partner is often an emotional decision and usually a mistake. The difficulty of maintaining the home as a single person is often too costly and eventually forces a sale anyway. This can lead to capital gains that could have been avoided if the house was sold by the couple as the capital gains exclusion is twice as high for a couple.



  	Change the beneficiaries on your will, any trusts, pension, life insurance, etc. If you don't, your divorced spouse could get all your benefits.



  	Don't lose your health coverage. Retain your health coverage through COBRA or acquire a policy of your own. Please consult your FFEF counselors if you need help in this area. They can point you in the right direction for finding the information you need.



  	There is a great deal of information with regard to children and changes in status on the IRS website at www.irs.gov. Be sure to review it so you can make the necessary changes to protect 

    yourself when it comes to taxes.



  	Keep moving forward. If you receive a lump-sum settlement, don't splurge to make yourself feel better. Consult a financial planner to help you make wise financial decisions for your future—it can still be a rosy one!


Let's Review


Are You an Optimist or a Pessimist?


If you're looking for more happiness, try changing your attitude. 


A better outlook will have a greater impact on your level of happiness level than buying a new car. Answer the following questions as honestly as you can.


1. Think of a time when something bad happened to you. How did you react?



  a. Bad things happen to everyone sometimes.

    b. Nothing ever goes right for me.

    c. I felt it made me a better person.




2. Think of a time when something really nice happened to you. How did you react?



  a. It didn't really turn out to be that good of a thing. 

    b. I got lucky.

    c. I am good at creating my own success.



If you picked answer "c" both times, you are probably pretty happy regardless of how much money you have. If you chose "a" both times, you need to quit blaming something else for your problems and start taking responsibility for your situation. Start by assuming responsibility for your emotions. If you chose the middle answers, you're on the fence. Start believing that if you take action, good things really will happen.







Chapter 6: Downsizing from Two Incomes to One

Of all the benefits that come to you as a result of creating, adjusting, and living by a budget week to week and month to month, perhaps the greatest advantage is how such a tool can help you succeed in downsizing from two incomes to one. Doing so is no small undertaking. Like most people, you've probably grown accustomed and comfortable living on the paychecks of two breadwinners. 


Some parents may be foregoing the dream of staying home because of the pressure of mortgages, car payments, school tuition, or other expenses. If this is also the case with you, don't give up. Take a 

  realistic look at your current financial situation. Maybe you've never really stopped to take stock of the expense of working—income taxes, childcare, clothing for work, dry cleaning, lunches, gas and wear and tear on the second car, and so on. 


Plus, if you think you're alone in your quest to live on a single income, you're not. According to the U.S. Census Bureau, the United States has approximately 5.5 million "stay-at-home" parents—5.4 million moms and 98,000 dads. Among these stay-at-home parents, 42 percent of mothers and 29 percent of fathers had their own children under age three living with them. Thirty-nine percent of mothers and 30 percent of fathers were under age 35. 


In the book The Two-Income Trap: Why Middle-Class Mothers & Fathers Are Going Broke, authors Elizabeth Warren and Amelia Warren Tyagi state: 


For middle-class families, the most important part of the safety net for generations has been the stay-at-home mom. Today's wisdom holds that a couple that sends both spouses into the workforce is better off economically. They may be stressed out, they may feel guilty about sending their kids to day care, and they may have too little time for each other, but the one piece of good news that the family can count on is that they are more financially secure... Stability and protection—delicious ideas for the modern family—and exactly what everyone knows a second income provides. But what if it doesn't? What if the modern two-earner couple is actually more vulnerable than the traditional single-breadwinner family? (page 58)


The authors point out that while two-income families today certainly make more money than a one-income family did a generation ago, by the time they cover the basics—an average home, health insurance, a second car to get mom to work, child care, and taxes—the family actually has less money left over at the end of the month to show for it. It's easy to think that with two incomes we're doubly secure. However, if we come to rely on every penny from both of those incomes, which most families today do, we can expect trouble if either income disappears. Plus, having two people in the workforce doubles the chances that someone will get laid off or could become too sick to work. When this happens, two-income families encounter trouble, and it contributes to a lot of families going bankrupt.


Tips to Determine if You Can Live on One Income


The following tips will help you take stock of your current financial situation and enable you to make a more informed decision about leaving the workforce.


1. Determine the cost of working. As mentioned earlier, we frequently don't pause to think about the costs of working outside the home. If you're a mother looking to leave the workforce, add up all your work-related expenses: transportation (including gas and oil, insurance, regular maintenance and unexpected repairs); childcare; clothing (and dry cleaning); supplies; and meals (including lunch out and takeout dinners). These expenses devour a significant amount of your after-tax, take-home pay, resulting in the ridiculous situation of working until you're dog tired to afford items you wouldn't even need if you could stay home.


And by now you've read more than once how important it is to figure out where the money goes by recording all of your spending for a month or two to get a clearer picture of your spending habits. It may surprise you to discover how much you sink into company vending machines and buying fast food on the way home because you're too tired to cook. As a stay-at-home parent, you won't be tempted by 

  vending machines as much and will have the time to cook more nutritious meals. So add up all of your work-related expenses to see if your 8 to 5 routine day in and day out is truly worthwhile.


2. Establish your income needs. When it comes right down to it, how much money does it really take for your family to get by from month to month? One way to find out is by making a worksheet with three columns: one for fixed expenses like mortgage, car, and insurance payments, one for variable expenses such as groceries and utilities, and one for discretionary expenses like movies, dining out, and clothing. This exercise will help you determine your basic necessities and how much money your family needs to live. Use this worksheet to create a written budget using the income of the parent who will work.


3. Decide where you can cut back. Let's face it. When you're earning less, you have to learn to spend less. Can you cut out some of the extras you've grown comfortable with on two incomes? What about cable TV, cell phone plans, weekend getaways, or entertainment? Perhaps your children are enrolled in costly activities that keep them busy while you're at work. Are you willing to make sacrifices in unnecessary spending to adapt to your decrease in income? Indicate what you will realistically spend on extras in your spending plan.


Another good idea is to begin living off one income while you still have two incomes so you begin to internalize week in and week out what living on a single income really entails. Consider it a financial boot-camp for your family. Chances are you'll discover that some challenging sacrifices are required, but the rewards may compensate for any discomfort. 


4. Transition slowly and save as much of the second income as possible. While an unexpected job loss may force you to have to live on one income, most couples will want to ease into the transition gradually. One very wise way to enable your family to eventually live on one income is to save as much of the second income now and build up a nest egg or savings cushion that you can fall back on if needed once you make the break to the single-income life. Plus, doing so will help you see where you can cut back in your budget and give you a heads-up on the financial pressures to anticipate.


Two-income families that base their budget for essential monthly expenses on one income—or even one and a half of their combined earnings—are more likely to have enough money to cover difficult periods. Plus, not relying on that second income will allow you to enjoy that "extra" money when you have it and not miss it when you don't. 


Instead of spending two paychecks down to the last dime each month, stash away 5% of your combined income, then 10%, then 20% and so on until you can eventually put the entire net pay of one spouse in the bank. Then develop a "break-even budget" based on one income. By living on one income, you can use the other income you've socked away to achieve other goals—staying home with the kids, going back to school, or taking advantage of a new business opportunity. 


5. Keep pounding away at paying off your consumer debt. One of the main reasons you enrolled in FFEF's debt elimination program was to free yourself of your burdensome credit card debt. If it takes both incomes to ultimately free yourself of debt, you can take heart knowing that your efforts will bring about the satisfaction and peace of mind of becoming debt free. Or, if you determine that it's possible for one of you to shift to part-time work or even quit your job to stay at home and still be able to stick to your debt elimination plan, then more power to you. It is comforting to know that you're enrolled in a proven debt-elimination plan that will help you not have to rely on a second income. 

 



Chapter 7: Living Successfully on a Single Income

If you're already a single-income family, you're probably well acquainted with what it takes to live on less income than what you take home each month. That's really the secret—whether you're a two-income family or a single-income family—living on less and saving the remainder for emergencies and unexpected expenses that are sure to come. 


As financial expert, author, and consultant Suze Orman writing for Yahoo Finance advises, when your family's financial well-being depends solely on one paycheck, it's important to do everything possible to protect that paycheck. She cautions single-income families to avoid specific financial mistakes, including not having life insurance nor disability insurance, saving for college before saving for retirement, and leveraging your home as a credit card. 


No Life Insurance


Without question, life insurance for the only breadwinner of the family is an all-important safety net. It essentially ensures that the paycheck continues should the breadwinner die. Orman recommends buying a "term" insurance policy that is equal to 20 times what your family's annual living costs are. Typically term insurance is not very expensive if you are in relatively good health. And buying 20 times your family's annual needs means they can live off of the interest of the death benefit instead of having to draw down the principal. Orman emphasizes that it's important to only purchase term insurance. Other forms of life insurance, such as "universal life," "variable life," or "whole life" is much more expensive and unnecessary in her view.


No Disability Insurance


According to Ginger Applegarth, writing for MSN Money, the term "the forgotten risk" often refers to disability. People frequently question whether they have enough, too much, or the right kind of life insurance, but they seldom consider how they could survive with no earned income. Applegarth says that at any given age, the odds of becoming disabled are much higher than dying. Every year, 12% of the adult U.S. population suffers a long-term disability. She says one out of every seven workers will suffer a five-year or longer period of disability before age 65. 


Disability is often called a "living death" because it can be catastrophic for you and your family, as well as for friends and co-workers. According to Applegarth, it could create enormous emotional pressures for the family because your role would change, and you'd have physical needs to be met. There would be significant financial pressures that would compound the emotional pressures. 


Suze Orman says if you have a disability policy to go along with your life insurance, you're still protected. 

She advises obtaining "own-occupation" coverage, which means you can collect on the policy if you're not able to perform your normal job. Beware that some policies only provide coverage if you are unable to work at any job. Orman says to steer clear of that trap. You also want a policy that is "guaranteed renewable," meaning as long as you continue to make your premium payments, your coverage won't change.


Saving for College before Saving for Retirement


Orman cautions not to put your future at risk by channeling all your money into the kids' college accounts. Think first, she says, about where you'll be 20 or 30 years down the road. If you have no savings, will retirement be possible? Will you be able to keep up your mortgage payments if you are forced into early retirement? In attempting to do too much to help your kids with school, you could end up becoming a huge worry and financial burden for them. It's much more sensible to ensure a secure retirement and have the kids use student aid and loans to finance their education.


Using Your Home as a Credit Card


The TV and radio ads are getting louder and bolder in their attempts to entice us to turn our homes into our personal banks. Orman says people are tapping equity to pay for just about anything: a vacation, a new car, or even to pay off the credit card debt they amassed with expensive clothes and extravagant dining. 


Living on one paycheck means never using your home as an ATM. Should you get laid off, become ill, or decide you want to scale back your work to have more time at home with the family, having a hefty home equity line plus your mortgage greatly increases your financial risk. Orman advises that home equity loans come with variable rates, and tapping a home equity line in a period of rising rates means you could be looking at higher and higher payments. Can you manage all this on one paycheck? Keep in mind that your home is the collateral in your home equity loan. If you encounter difficulties and can't make the payments on the equity line, there's a possibility you'd need to sell your home to pay off the lender.

 


Chapter 8: The Different Stages of Life and Their Financial Demands

It is certainly normal and expected that the financial demands we encounter when we're in our 20s and 30s are different from those we face in our 40s and 50s and then beyond into our retirement years. Consider the following tips and suggestions for helping you use each stage of your life to build a solid financial future and still enjoy the journey along the way. 


Your 20s and 30s (Early Career)


Obviously, when you're in your 20s and 30s, you're essentially just starting out, completing your education, landing that first career position, getting married and perhaps beginning a family. The financial landscape at this stage may be dotted with some student loans or possibly credit card or other college-related debt. On top of that you're now likely providing your own roof over your head, driving a reliable car, purchasing a professional wardrobe, and have some money left over for a social life. At this young and exciting time of your life, it's easy to consider retirement as something that will never come. But indeed it will, and sooner than you realize. 


Time Is on Your Side


Think for a moment. What you may be lacking right now in income level or earning power pales in comparison to your greatest asset—time. The financial decisions you make now will significantly impact your future and your ability to retire in a manner that's unrestricted, rewarding, and fulfilling. Indeed, each dollar you save in your 20s can be worth many more times as much as a dollar saved in your 40s, so now is the time to start saving for retirement. Should you postpone saving, you won't be able to catch up without socking away much more money later, when you'll have other demands such as raising a family and funding your kids' college education. 


The Federal Deposit Insurance Corporation (FDIC) recommends that you contribute as much as you can to IRAs, 401(k)s, Keoghs, and other retirement savings while meeting other goals, such as buying a home or starting a family. Keep your debt from credit cards and other sources manageable. If you don't already own a home, consider if this is a good option for you. While a home purchase can be expensive, it also can be an excellent investment and source of tax breaks. 


Given your years until retirement, you probably can afford to be fairly aggressive with your investments. A possible portfolio could be: 60% to 80% in stocks or stock mutual funds and most of the rest in certificates of deposit (CDs), bonds, bond funds or money market accounts.


Here are some additional suggestions for what you can do today to help ensure a brighter financial future.


1. Establish a workable budget—Using a budget will help you balance your spending and saving within the constraints of your income level. 


2. Pay off credit card debt—Minimizing the effects of compound interest by paying off your credit card debt should be Job #1. That's why the FFEF debt elimination plan makes such good sense. By 

  following the program, especially while you're young, you'll be able to become debt free and apply the power of compounding interest to your savings efforts that will reap handsome rewards in the years to come. 


3. Set some realistic goals for savings—Consider using automatic savings programs to help you achieve your goals. Whatever you do, don't squander the interest compounding power of your 20s and 30s. If your employer offers a 401(k) plan, use it to the fullest advantage. Even small amounts of money you invest in your 20s and 30s have ample time to expand into significant amounts if invested early and consistently. If your employer offers a 401(k) match, ask your Human Resources representative to help you calculate how much you should contribute in order to take full advantage of it. You don't want to leave any free money not working for you.


On the other hand, should your employer not offer a 401(k) plan, set up an IRA at a brokerage firm, mutual fund company, bank, or other financial institution and contribute the maximum every year. 


Author and financial consultant Deborah Fowles says that even if you contribute to your 401(k) plan regularly, you can still sabotage your wealth-building efforts if you invest too heavily in conservative funds. 

By beginning in your 20s and 30s, you can afford to assume some risk by investing in stocks and bonds. Allocate your investments between several types of funds and sectors of the economy. 


Also remember not to cash out your 401(k) when you change jobs. If you do, you not only pay taxes on the balance and a 10% tax penalty, you'll have wiped out the benefits of saving in your 20s and 30s. 

  If you change jobs, you may be able to leave your money in your employer's 401(k) plan. Another option is to roll it over directly into a new employer's plan or into a special IRA. 


4. Build an emergency fund—Once you've paid off your credit card debt, focus on building an emergency fund equal to a minimum of three to six months' worth of living expenses: rent, utilities, car payments, food, transportation, insurance, etc. Put this money in a separate bank account that is easily accessible and use it only in an emergency such as job loss or uncovered medical expenses. 


5. Don't worry about paying off student loans early—Student loan debt usually has lower interest rates than credit card debt. Having low payments on this low-rate debt frees up money to apply to your high interest credit card debt, so you'll come out ahead in the long run. 


Your 30s and 40s


By the time you're in your 30s, chances are you've settled in a career, although you may change jobs a number of times before you retire. You're likely to have a family of your own, with all the accompanying expenses—music lessons, sports teams, family vacations, saving for college, buying a new home, and so on. 


Throughout your 30s and 40s, you should regularly evaluate your progress towards achieving the medium- and long-term financial goals you set in your 20s. Now's the time to make adjustments to your spending, budgeting, and saving as needed to ensure you stay the course. Naturally there will be many demands on your income from many directions, but it's vital that you build your long-term investments despite these immediate demands. 


1. Saving for your kids' college education—If you're saving for your kids' college education, the earlier you start the less you'll have to save because of the power of compound interest. But remember, as stated earlier, it's better to take care of your retirement needs first so you are then in a position to help your kids if needed. If your retirement isn't secure, you may be looking to your kids for support when they're trying to manage their own lives and futures.


2. Saving for retirement—Hopefully by the time you're in your 30s, you're well-grounded in your employer's 401(k) or other retirement plan. Many experts advise putting 10% of your income towards your retirement, but this is an average. Depending on your income and fixed expenses, you may not be able to contribute 10%. On the other hand, it may make sense for you to contribute more than 10%. 


Just remember to take advantage of your employer's 401(k) plan or other tax-deferred retirement plan. Your contributions will be made with pre-tax dollars, and taxes on earnings will be deferred until you withdraw them during retirement. Even better, many employers will match all or part of your contribution, which means significant gains for you. 


As mentioned earlier, if you change jobs, don't make the mistake of taking possession of your 401(k) plan investments. You may be able to keep your funds in your employer's plan or roll them into a new employer's plan. If not, you can always set up a bridge IRA specifically for this purpose. 


When you reach your 40s, it's a good time to estimate how much income you'll need to live on after retirement. People are living longer, so chances are you could need more money than you think. Determine whether or not your mortgage will be paid off by then. If so, you may need considerably less income than you do now. What about the retirement lifestyle you'll want to lead? Do you plan to buy a vacation home or travel extensively? How much money will be required to do this? After you retire, you may have to pay for your own health insurance, which can be very expensive. Have you factored this into your estimates? 


By regularly reviewing your spending, saving, and investing habits, you can keep on track for a secure financial future. 


Your 50s and 60s


By the time you're in your 50s, your kids are likely on their own and you're probably at the highest income level of your career, and can really focus now on building your retirement assets. 


At this stage in your life, the FDIC recommends that you continue putting as much as you can into IRAs, 401(k)s, Keoghs and other retirement savings accounts. Once you reach age 50, you can make "catch-up" (extra) contributions to IRAs, 401(k)s, and other retirement savings accounts.


If you haven't bought a house already, consider doing so as a source of equity and a place to live in retirement. If you have a mortgage, periodically compare your interest rate to current market rates. If current rates are lower, you may want to consider refinancing. Also consider the amount you will save if refinancing.  After all, a 1% drop in interest rates will save you much more on a $500,000 mortgage than one for $100,000.


As you get closer to retirement, consider reducing stock investments and adding more conservative, income-producing investments. Possible portfolio: 50 to 70 percent in stocks or stock mutual funds and most of the rest in CDs, bonds, bond funds or money market accounts. 


As you enter your 60s, Deborah Fowles recommends that you continue to fine-tune your projections and your asset allocations. Obtain an estimate of your Social Security benefits from the Social Security Administration based on your expected retirement date. Benefits are reduced if you take early retirement. Research your Medicare options and be sure to enroll by the time you reach age 65. If you retire before the age of 65, be sure you have medical insurance to cover you until you're eligible for Medicare. 


Fowles says now is the time to start thinking about how you'll take your retirement assets. Will you consolidate all of your investments for easy record keeping? Will you take a lump sum distribution or an annuity? Because the order in which you withdraw your funds (whether you withdraw interest, dividends, or capital gains first) can have a significant impact on taxes, it may be wise to consult a tax 

  advisor before making this decision. 


The FDIC suggests that you ask the Social Security Administration, your accountant, or your employer's personnel office to help you determine how much Social Security and pension income you'd get if you "retire early"—and how much you'd lose compared to holding off on retirement.


Discuss with a financial advisor when to withdraw money from your tax-deferred retirement accounts, such as employer-sponsored retirement plans and traditional IRAs. After age 59 ½, you can withdraw your money without penalty but it will be subject to income taxes. Under IRS rules, you must withdraw a minimum amount from 401(k)s, traditional IRAs, and certain other retirement savings plans by April 1 of the year after you reach age 70 ½ and each year after that. There is an exception to this rule for someone still working for the employer who sponsors the plan. Consult with your legal or financial advisors about estate planning—organizing your financial affairs so that your money, property, and other assets can go to your heirs with a minimum of costs, taxes, and hassles. 


You may need or want to buy health insurance or long-term care (including nursing home) insurance. Consider the need for disability (wage replacement) or life insurance coverage. 


Reduce your consumer debt as much as possible and consider the pros and cons of paying off your mortgage early. But if you think you'll need to borrow money during retirement, determine whether you want to refinance your mortgage, take out a home-equity loan, apply for a credit card or otherwise take out a loan before you retire. You might have more options for getting a loan when you still have employment income. No matter what loans you have or how old you are, it's important to keep your debts manageable. 


Consider reducing your stock ownership and increasing your conservative investments. Possible portfolio: 30 to 60 percent in stocks or stock mutual funds and most of the rest in CDs, bonds, bond funds or money market accounts. 


Your Retirement


According to the FDIC, the rules governing retirement can be complicated. So, about a year before you plan to retire, discuss your situation with a Social Security Administration claims representative. After you decide on a retirement date, apply for your Social Security benefits and other pensions about three months in advance. If you plan to work part-time, find out how this will affect your Social Security income or taxes.


Arrange to have your periodic payments, such as Social Security benefits, directly deposited into your checking account. Ask your personnel department or financial advisor about whether to receive your 401(k) money in a lump sum or periodic payments. 


Reduce your debt as much as possible. Be careful before taking on new debt, such as a home-equity loan or a reverse mortgage. Lean toward conservative, income-producing investments, but don't rule out stocks or stock funds. Possible portfolio: 20 to 40 percent in stock or stock mutual funds and most of the rest in CDs, bonds, bond funds or money market accounts.


 


Chapter 9: Inflation—What Is a Dollar Worth?

It probably comes as no surprise that the purchasing power of a 
dollar is less today than it once was. We all remember stories from parents and grandparents about being able to buy a loaf of bread for a nickel, a hot dog on the street corner for a dime, and a gallon of milk for a quarter. In economic terms, inflation is defined as a fall in the 
market value or purchasing power of money. Many economists define 
inflation in their own way. Some of these definitions follow:	

	Increase in the overall level of prices over an extended period of time.



  	The rise in price of goods and services, or Consumer Price Index (CPI), when too much money chases too few goods on the 
    market. (Source: www.trader-soft.com) 



  	An increase in the general price level of goods and services; alternatively, a decrease in the purchasing power of the dollar. (Source: www.finet.com.hk)
    •	A rise in the general price level that results in a decline in the purchasing power of money. (Source: www.senate.michigan.gov)



  	The persistent and appreciable rise in the prices of goods and services. Moderate inflation is normally associated with periods of expansion and high employment—increasing dollars chasing a dwindling supply of goods. Hyperinflation, when prices rise 100% or more a year, causes people to lose confidence in the 
    currency. During inflationary times, people often divert their investments into real estate and gold because they usually retain their value. (Source: www.tiaa-crefbrokerage.com)



  	 A rise in the prices of goods and services, often equated with loss of purchasing power. (Source: www.mckibbins.co.nz)



  	An increase in the amount of money or credit available in relation to the amount of goods or services available, which causes an increase in the general price level of goods and services. Over time, inflation reduces the purchasing power of a dollar, making it worth less. (Source: www.online-home-mortgage-info.com)


According to the website Inflation.com, we understand well how 
  inflation works when we go to the grocery store and witness ever higher prices. Some might argue that if all wages and prices increased at the same rate, it would all balance out in the end. However, it's important to realize that prices of various items all increase at different rates, so some people benefit while others suffer. Retired people or others on fixed incomes suffer the most because the cost of goods increases but their income stays the same.  

What's more, if you're saving for 
  retirement, your children's education, or any other long-term objective, inflation can be a subtle but very real threat to your savings. Inflation rates have 
  fluctuated over the years. Sometimes inflation runs high, and other times it is hardly noticeable. The short-term changes aren't the real issue. The real issue is the effects of long-term inflation.

Over the long term, inflation erodes the purchasing power of your income and wealth. That means that even as you save and invest, your accumulated wealth buys less and less, just with the mere passage of time. And those who put off saving and investing will be even deeper in the hole.

Historically, one of the best ways to minimize the affects of inflation is by investing in "growth-oriented" investment alternatives such as stocks, mutual funds, variable annuities, and variable universal life insurance. These alternatives provide the potential for returns that exceed inflation over the long term. While growth-oriented alternatives carry more risk than other types of investments, over the long term they may help you ward off the effects of inflation and realize your financial goals. 



 

Remember that wise investing means balancing 
  your portfolio through diversification. Don't risk all your wealth in aggressive investments.
  Remember at the beginning of this chapter we reflected on what our parents and grandparents said they paid for certain items? 

The Federal Reserve Bank of Minneapolis website (http://minneapolisfed.org/Research/data/us/calc/) provides an easy-to-use Consumer Price Index (CPI) Calculator spanning the time period from 1913 to the present to see how prices change over time. Keep in mind that the CPI is a measure of the average change in prices over time in a market basket of goods and services.

What would an item or service purchased in 2011 be worth in 1950 dollars?

Example:

 The CPI is used to calculate how prices have changed over the years. Let's say you have $7 in your pocket to purchase some goods and 
  services today. How much money would you have needed in 1950 to buy the same amount of goods and services?  

The CPI for 1950 = 24.1  

The CPI for 2011 = 225.4  

Use the following formula to compute the calculation:  

1950 Price = 2011 Price x (1950 CPI / 2011 CPI)
  $0.75 = $7.00 x (24.1 / 225.4) 

So, in other words, an item that you could have purchased in 1950 for 75 cents would cost $7.00 today.  

Let's try this formula again. Assume your parents told you that in 1950 a movie cost 25 cents. How could you tell if movies have increased in price faster or slower than most goods and services? To convert that price into today's dollars, use the CPI.

 The CPI for 1950 = 24.1  

The CPI for 2011 = 225.4  

A movie in 1950 = $0.25  

Use the following formula to compute the calculation:  

2011 Price = 1950 Price x (2011 CPI / 1950 CPI)
  $2.34 = $0.25 x (225.4 / 24.1)  

So, according to the formula, most goods or services valued at 25 cents in 1950 would cost $2.34 today. However, movie ticket prices these days range between $6 and $10 or higher across the U.S. Apparently, movies have increased in price faster than most other goods and services.

Let's Review

First, re-read the bulleted list of definitions of inflation. Then, write your own definition or explanation of what inflation means to you._____

Based on what you learned in the section, write a brief statement about what you can do from an investment standpoint to minimize the effects of inflation. (Hint: Think about "growth oriented" investments):
  _____


 


Chapter 10: How to Budget for a Major Purchase

In order to budget for a major purchase such as a down payment on a home, a car, or a household appliance, you first need to get a handle on your expenses. A good way to see how much money is coming in to your household and how much is going out is to bank online. Have your paychecks directly deposited into your checking account and use the Internet to pay bills from that account. Also, building up your savings is made a lot easier by having a percentage of your earnings deducted automatically from your checking account into a savings or brokerage account. You won't miss the money, and you'll be surprised how quickly the savings accumulates. Banking online will help you keep a running tally of what you are spending and saving.

One of the smartest and most effective ways to have money on hand for periodic expenses is to get in the habit of "paying yourself first"—or putting some money in savings as soon as you receive your paycheck. It's difficult to save if paying all of your other expenses comes first. Pay yourself (into a savings account) first and then pay your other bills. Saving may never be easy but it can become a habit. Surprisingly enough, you can become wealthier in the process.

It's safe to say that budgeting and saving for a major purchase takes patience and planning. Resist the tempting TV and radio ads to "buy now, pay later." While a major purchase such as a house, car, or household appliance can place stress on your checkbook, budgeting and saving for the purchase can often ease the pain. Here are some simple steps to follow:

	 Identify what it is you want to purchase.



  	Estimate its cost by considering similar products.



  	Determine when you want to make the purchase. Next month? Next year? In five years?



  	Figure out how much money you want to pay at the time of the purchase and how much you want to finance, if any.



  	Commit yourself to saving a set amount of money each month, either in a savings account or some other secure account, so that you will have enough money to make the purchase at the predetermined time.



  	Be consistent and patient. Over time your savings will accumulate.



Also, remember to avoid putting your savings into risky investments. While you could make a lot of money, you could lose a lot, too. And be sure to watch the price of the item you wish to purchase. If it changes, you'll have to adjust your savings rate accordingly. 

Things to Consider when Purchasing a Car


For most of us, an automobile is a virtual necessity, not a luxury. Yet we sometimes have luxury on the brain and succumb to the temptation to overspend on the car or truck we really want. Keep in mind that it's important to avoid getting in over your head, especially when you're working diligently to climb out of debt. Because buying a new or used car is a major purchase, it's smart to start with a carefully thought-out budget to help you determine how much you can afford. 

Most lenders will use the information in your credit report to decide if you qualify for a car loan. Some may use your debt-to-income ratio, which is the amount you owe compared to the amount you earn. Many experts agree that your loan payments should be no more than 20% of the money you have left each month after paying all your regular expenses—rent or mortgage, utilities, credit card balances, living expenses. 

And remember that there are additional costs to car ownership, like insurance, gas, and upkeep. 

Pay out-of-pocket: Paying out-of-pocket is almost always less expensive than financing the purchase. 

Unless you can invest your money at a rate that is higher than the car loan rate, you would be better off paying in cash. But be careful. Leaving yourself unprotected in the event that you need emergency funds would be far more financially damaging than taking out a loan for the car.

Down payment: It makes sense to pay as large a down payment as you can afford. Doing so reduces the amount of money you must borrow to pay for your vehicle, and therefore lowers its total cost. You'll experience the rewards in lower monthly payments. 

Most experts recommend at least a 20% down payment. This amount will most likely keep you from ever owing more than the car is worth. In fact, many lenders require this amount to approve an auto loan.

"Pay as You Go" Is Worth the Effort


Some purchases are worth waiting and saving for, especially as you are trying to get out of debt. While it's human nature to want more of the nice things right now vs. down the road, your discipline in sticking to a budget and learning to put money away in savings for emergencies and future major purchases will enable to you realize those objectives in due time. If an individual or family can't afford to save in order to pay cash for an item, they certainly can't afford to buy on credit.

Let's Review

Answer "True" or "False" to the following questions:


1. ____ Your debt-to-income ratio is the amount you owe compared to the amount you earn.


  2. ____ Paying out-of-pocket is almost always less expensive than financing the purchase.


  3. ____ You're better off making as small a down payment as possible, freeing up ready cash for other needs. 


  4. ____ Your loan payments should be no more than 20% of the money you have left each month after paying all your regular expenses.


  5. ____ Some purchases are worth using credit cards for, even if you're trying to get out of debt.


6. ____ If an individual or family can't afford to save in order to pay cash for an item, they certainly can't afford to buy on credit.

 


Chapter 11: When Disaster Happens

Chances are you're familiar with Murphy's Law, which basically states: "Whatever can go wrong, will go wrong." Let's face it. Fires, floods, and other disasters can impair your ability to conduct day-to-day money matters. Not only can natural or man-made disasters strike without warning and happen to anyone, they can also seriously impair the victims' abilities to conduct essential financial transactions.


According to the Federal Deposit Insurance Corporation (FDIC), while Hurricane Katrina was the dominant disaster story in the U.S. in 2005, other calamities such as floods, fires, earthquakes, tornadoes, hurricanes or similar events occur frequently, forcing people to evacuate their homes. Minor disasters also damage or destroy property or personal belongings. Just ask anyone who has had a water pipe burst at home, turning his storage or living space into a wading pool.


Recent news reports that approximately $1.4 billion in government disaster aid to victims of hurricanes Katrina and Rita was used fraudulently is just one more reason not to expect the government to come to your aid. While we typically can't control disasters, we can lessen their impact. For example, ready access to cash, sufficient life insurance and disability insurance, and key documents stored in a safe place can prevent a bad situation from becoming even worse. 


Certainly, your first concerns in an emergency should be your safety and basic needs such as shelter, food, and water. But you also should be ready to deal with financial challenges, such as how to pay for supplies or temporary housing if necessary.


If you had only a few moments to evacuate your home—and were away for several days or even weeks—would you have access to cash, banking services, and the personal identification you need to conduct your day-to-day financial life? 


The FDIC offers some sound advice that can help you plan appropriately and be better prepared financially should a disaster strike.


What to Have Ready 


Consider keeping the following documents, bank products, and other items in a secure place and readily available in an emergency. (Refer to Volume One: Understanding Your Debt Management Program, Chapter 10, page 71, on Preparing for a Natural Disaster and Other Emergencies.)


Forms of identification: These primarily include driver's licenses (or state ID cards for non-drivers), insurance cards, Social Security cards, passports, and birth certificates. These documents will be crucial if you or your family should need to rebuild lost records or otherwise prove to a government agency, a bank, or other business that you are who you claim to be. 


Your checkbook with enough blank checks and deposit slips to last a month or so: Your need for checks will vary depending on how long you may be displaced or how often you write checks. Even if you rarely or never write checks, at least consider having a copy of a check or your checking account number handy. That's because, in an emergency, you can authorize an important payment by providing the recipient (for example, an insurance company) your checking account number over the phone.


Automated teller machine cards, debit cards (for use at ATMs and merchants), and credit cards: These cards give you access to cash and the ability to make payments on outstanding bills. Most ATM and debit cards require the use of personal identification numbers (PINs), so make sure you know those numbers. Don't write your PINs on or near your cards in case they are lost or stolen. Also, don't assume that merchants and ATMs in areas affected by a disaster will be functioning as usual—that's why it's smart to have other options available for getting cash and making payments. 


Cash: The amount you should have available will depend on several factors, including the number of people in your family and your ability to use ATM, debit, and credit cards to get more cash or make 

  purchases. But remember that cash in your house or wallet and not in your bank account can easily be lost or stolen. Some experts have suggested keeping between $500 and $3,000 of cash on hand in your home depending on your net worth, with roughly $200 of that amount in small bills. 


Phone numbers for your financial services providers: These would include local and toll-free numbers for your bank, credit card companies, brokerage firms (for stocks, bonds, or mutual fund investments), and insurance companies. Why have these numbers handy? You may need to defer a payment, replace lost cards or documents, open new accounts, or otherwise request assistance. If you have people you regularly deal with, have their phone numbers on your list, too. 


Important account numbers: These would include bank and brokerage account numbers, credit card numbers, and homeowner's or renter's insurance policy numbers. It's possible to make a purchase without having your actual credit card if you have a photocopy of your card along with a valid ID. In addition, the photocopies can help you keep track of your account numbers and company phone numbers.


The key to your safe deposit box: You can't get into your safe deposit box at the bank without your key, no matter how many forms of identification you have. Also, while many banks issue two keys when a box is rented, simply giving someone else a key doesn't allow that person access to a box in an emergency. He or she also must be designated in the bank's records as a joint renter or be appointed a "deputy" or "agent" who has access to your box. Contact your bank about the proper arrangements.


What to Keep Where


After you've gathered your most important financial items and documents, protect them as well as you can, while also ensuring you have access to them in an emergency. Here's a reasonable strategy for many people:


Make backup copies of important documents. You'll want duplicates for yourself, but also consider giving copies to loved ones or at least let them know where to find your records in an emergency. You can make copies the old-fashioned way. But a more efficient option is to scan them onto disks, which can hold significant amounts of images and are easy to store or send to others. Also, because a disaster can cover a wide area, it's a good idea to store backups away from your home, perhaps as far away as another state. 


Determine what to keep at home and what to store in a safe deposit box at your bank. A safe deposit box is best for protecting certain papers that could be difficult or impossible to replace but are not anything you might need to access quickly. What should you put in a safe deposit box? Examples include a birth certificate and originals of important contracts. What's better left safely at home, preferably in a durable, fireproof safe? Your passport and medical-care directives come to mind because you might need these on short notice. Consult your attorney before putting an original will in a safe deposit box. That's because a few states do not permit immediate access to a safe deposit box after a person dies, so there may be complications accessing a will in a box.


Seal the most important original documents in airtight and waterproof plastic bags or containers to prevent water damage. Be aware that safe deposit boxes are water resistant but not waterproof.


Prepare one or more emergency evacuation bags. Most of what you're likely to pack inside will be related to personal safety—first aid kits, prescription medications to last several days, flashlights and so on. But your emergency kit also is the place to keep some essential financial items and documents, such as cash, checks, copies of your credit cards and identification cards, a key to your safe deposit box, and contact information for your financial services providers. Also periodically review the contents of the bag to make sure the contents are up to date. It won't do you any good if the checks are for a closed account. Make sure each evacuation bag is waterproof and easy to carry, and that it's kept in a secure place at home. 


What Else to Consider


Sign up for direct deposit. Having your paycheck and other payments transmitted directly into your account will give you better access to those funds by check or ATM because you won't have to deliver the deposit to the bank or rely on mail service, which could be delayed. Note: There could be delays in the processing of direct deposits in a disaster situation but the problem is usually fixed within a reasonable time frame. 


Arrange for automatic bill payments from your bank account. This service enables you to make scheduled payments—such as your phone bill, insurance premiums and loan payments—and avoid late charges or service interruptions.


Consider signing up for Internet banking services. This also makes it possible to conduct your banking business without writing checks.


Review your insurance coverage. Make sure you have enough insurance to cover the cost to replace or repair your home, car, and other valuable property.




Chapter 12: What to Do with Extra Money—Put Power in Your Payments

The dynamic process by which your bill paying is accelerated is referred to as "roll-up." It's really the art of paying bills early. The creditors with the smallest balances are usually paid off first although all creditors should receive at least their minimum monthly payments. Once the first creditor is paid off, the payment that you had been paying to the first creditor is added to the payment initially set for the second creditor, and this combined payment is made until the second creditor is paid off. Then that combined payment is added to the third creditor and paid until that creditor's entire bill is totally eliminated. Then the process is repeated until all the creditors have been paid. The process must be adhered to and used consistently to enable the roll-up process to work. This procedure enables your debt to be paid off completely in about one-third the time. You will be amazed at the progress of your accounts once the roll-up process begins. It is likely that you will be anxious to get your statements each month. Just imagine—wanting, not dreading, monthly statements.


The Power of Power Payments


The second most influential tool in accelerating the pay-off of your debt is making extra payments. They are called "power payments." It means exactly what it says. When you make an extra payment on any debt it is interest free, and it powerfully lowers the principal on which the interest is figured. This important principle works for you because, by lowering the principal amount of the debt, it reduces the interest computed on the principal. Good things happen when you make extra payments, even if you only make one extra payment per year. This strategy works whether you are paying an extra payment on a mortgage or on a credit card debt. The concept remains the same. If you lower the principal on which interest is computed, the interest computed on that principal has to be reduced. 




For instance: Let's say you decide to buy a car for $15,000 and you take out a standard 5-year car loan at 5% interest. Regular payments on the car would total $283 per month for the 60 month life of the loan. But what if you decided to pay an additional $100 per month on the loan? 


The Amortization schedule here shows that the extra payments have reduced the amount of intetest paid on the car loan from $1,984 to $1,429, a savings of $555 over the life of the loan. Additionally, the extra payments cut the time on the loan down from 60 months to about 42 months. 


Now here is something interesting. If after you pay off the car, you take the $383 that you were using for the accelerated loan payment and invested it for the remaining 18 months you saved on the car loan in a 5% bank CD, you would have an additional $7,173 in savings!

 



Appendix

These forms have been provided to you so that you can work on planning your budget and track your expenses. To use these forms full size you can copy them at 150% onto 8 1/2'' x 11'' paper. (Then are also available for download in pdf form on our website.)

	Monthly Budget Summary blank form 


  	Monthly Budget Summary pages 1 and 2



  	 Monthly Expenses blank form pages 1 and 2


  	Monthly Expenses pages 1 and 2



  	 Monthly Tracking Form blank form


  	 Monthly Tracking Form



  	 Yearly Financial Tracker blank pages 1 and 2


  	Yearly Financial Tracker pages 1 and 2


 



Monthly Budget Summary blank form 






Monthly Budget Summary pages 1 and 2






Monthly Expenses blank form pages 1 and 2








  Monthly Expenses pages 1 and 2








  Monthly Tracking Form blank form






Monthly Tracking Form





  Yearly Financial Tracker blank pages 1 and 2






Yearly Financial Tracker pages 1 and 2





 
 

Glossary

Back-end Ratio: monthly debt payments, excluding the mortgage or rent payment, compared to monthly salary; this ratio shouldn't exceed 36% and many lenders prefer that it doesn't exceed 20%.


Budget: the amount of money that is available for, required for, or assigned to a particular purpose. 


Budget Forms: forms created for the purpose of ensuring the right amount of money is spent for the right purpose.


Cash Ledger: a book in which is recorded the money paid into or subtracted from certain accounts, usually business accounts.


Check Register: a form or booklet on which can be recorded all deposits and withdrawals made from a checking account in order to track the balance that remains.


COBRA: Consolidated Omnibus Budget Reconciliation Act; allows workers and their immediate family members who have been covered by a health care plan to maintain coverage at their own expense if a "qualifying event" causes them to lose coverage. 


Consumer Price Index (CPI): a measure of the average change in prices over a certain period of time. 


Cost of Living Index: measures the cost of maintaining a certain standard of living over time periods or in regions; a useful way to consider welfare changes needed due to inflation or the monetary, fiscal, and trade policies of governments.


Debt-to-income Ratio: your monthly debt payments, excluding the mortgage or rent payment, compared to your monthly earnings.


Discretionary expenses: expenses which are optional and made by choice such as gifts, vacations, or entertainment.


Down Payment: a part of the full price paid at the time of purchase or delivery with the balance to be paid later.


Expenditures: items or bills which require money to be spent to acquire or fulfill them.


FDIC: Federal Deposit Insurance Corporation.


Fixed expenses: bills that are not subject to change or fluctuation and that occur on the same date from year to year.


Front-end Ratio: the percentage of your monthly gross income that is spent on your total mortgage (including principal, interest, taxes, insurance) or rent.


Home Equity: the difference between money owed on a property and the current market value of the property.


Hyperinflation: when prices rise 100% or more in a single year.


Inflation: the increase in cost of an item over a period of time for which there is not a corresponding increase in quality.


Joint Account: a bank account which two or more people have the right to access.


Life Insurance: a contract between a policy owner and an insurer where a policy owner agrees to pay a premium at regular intervals and an insurer agrees to pay a sum of money upon the policy owner's death.


Monthly Budget Summary: a form on which you can record what you budgeted and what you actually spent for the month.


Monthly Net Income: money that remains after all non-discretionary expenses have been paid.


Monthly Tracking Form: a budget form that will help you keep track of all the money you spend in a month, including any unexpected expenses and any periodic expenses you had forgotten to include in your monthly budget.


Murphy's Law: a popular adage in Western culture that broadly states that things will go wrong in any given situation, if you give them a chance.


Negative Cash Flow: your financial status when you spend more than you make.


Positive Cash Flow: your financial status when you spend less than you make.


Power Payments: extra payments made in addition to scheduled payments that accelerate the pay-off of a debt.


Prosperity: the condition of being successful or thriving; economic well-being.


Single-income Family: a family with only one wage earner.


Standard Living Expenses: minimum amount of money required to provide necessities, comforts, or luxuries held essential to maintaining a person or group in customary or proper status or circumstances.


Term Insurance Policy: provides insurance coverage for a limited period of time; if the insured dies during the term, the death benefit will be paid to the beneficiary.


Two-income Family: a family with two wage earners.


Variable Expenses: bills that are paid every month but the amounts due are not always the same.


Yearly Financial Tracker: a form used to give you a complete picture of your annual financial situation.

 

Closing Statement

ACCESS Education Systems was developed as a tool to train and educate individuals and families concerning important money management skills. With Bankruptcy Reform, a message was sent from our regulators to all Americans regarding the importance of putting our financial houses in order. ACCESS Education Systems provides individualized education to help  families achieve their dreams of financial independence. The principles in this Family Financial Training Course contain many of the initial steps to achieving long-term financial prosperity. It is a part of the ACCESS Education Systems Series providing new and effective means by which millions of the nation's families can learn the skills of personal financial management and establish a happier and successful future.


In addition to ACCESS Education Systems albums, ACCESS Educational Systems has an interactive website containing hundreds of articles and resources including newsletters, bulletins, and online courses to resolve any financial issue facing you today. ACCESS Education Systems offers renewed hope to those struggling with debt and financial pressures and provides sensitive, personal assistance, and assurance to all families. ACCESS Education Systems leads the way with empowering, financial information that will enable you and your family to have fun while developing the skills and knowledge that will allow you to achieve an improved standard of living today and have a brighter financial future.
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Average Annual Expenditures per Household
1985 1990 1995 2000 2005 2008
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Amortization Schedule

Loan $383/Month $283/Month
Payment # Balance Balance

Initial Balance $15,000 $15,000
5 $13,485 $13,887
10 $11,837 $12,752
15 $10,154 $11,593
20 $8,436 $10,409
25 $6,682 $9,201
30 $4,891 $7,967
35 $3,062 $6,707
40 $1,195 $5.421
4s $0 $4,107
50 = $2,766
55 = $1,397
60 = $0

Total Interest: $1,429 $1,984

Total Overall Savings: $555 and about 1.5 years of payments
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Average Monthly Expenses for Four People
Incomelevel 1 2 3 4 5 6 7| 8

Food $433 $463 $501 $502 $558 $574 $685 $868
Housekeeping

supplies $42 $43 $44 846 $52 $53 866  $94
Apparel and

services $144 $145 $151 $152 $190 $191  $201  $302

Personal care
and services  $44 $46 $47 $48 $49  $52  $58 889

Miscellaneous  $193 $193 $193 $193 $193  $193  $193 $193

Total $856 $890 $936 $941 $1,042 $1,063 $1,203 $1,546
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Average Monthly Expenses for One Person

Income Level 1 2 3 4 5 6 7 8
Food $175 $203 $232 $257 $292 $333 $373 $483
Housekeeping

supplies $18 $24 $30 $31 $32 $33 834 $49
Apparel and

services $47 $48 62 $68 $89 $104 S140 $217
Personal care

and services  $17 $24 827 $32 $33 $41 846 857
Miscellaneous $110 $110 $110 $110 $110 $110 $110  $110
Total $367 $409 $461 $498 $556 $621 $703 $916
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Debt-to-Income Ratios

Gross Income  Monthly  28% debt-to-  36% debt-to-
Gross Income  income ratio  income ratio

$20,000 $1,667 $467 $600.
$30,000 $2,500 $700 $900
$40,000 $3,333 $933 $1200
$50,000 $4,167 $1167 $1500
$60,000 $5,000 $1400 $1800
$80,000 $6,667 $1867 $2400
$100,000 $8,333 $2333 $3000
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Average Monthly Expenses for Two People

Income Level 1 2 3 4 5 6 7 8

Food $305 $306 $322 $368 $418 $460 $514  $723
Housekeeping

supplies $27 $33 $42 $43 $50 $51 855 $85
Apparel and

services $83 $91 $92 $93 $98 $126 $141  $277
Personal care

and services  $25 $27 $33 $37 $40 $50 $56  $83
Miscellaneous $138 $138 $138 $138 $138 $138 $138  $138
Total $578 $595 $627 $679 $744 $825 $904 $1,306
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