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Yntroduction

Happy Families Are All Alike:
They Have Their Finances
in Order

n the traditional version of the American Dream, young

men and women followed a sure path to familial and

financial stability. They married eatly, often right out of

high school. They knew that the husband would be the

sole breadwinner, and the wife would rule over the
domicile. Perhaps most importantly, money management was
an uncomplicated matter, involving little more than passbook
accounts and savings bonds.

Today, both romance and finance are a bit more compli-
cated. Couples tend to marry later in life, meaning that each
individual may bring to the union a variety of assets and needs
that would have been unprecedented in those eatlier, more pre-
dictable times. That implies the need for serious and detailed
discussions about blending—or separating—assets.

Just as couples may have amassed financial assets well be-
fore marriage, they may have acquired
obligations as well. Mortgages, credit-
card debt, alimony, child support—all
of these and more may be part of the

marital package.

$ 7%
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Single-breadwinner families, of course, have gone the way
of the hula hoop and poodle skirts. Today, most couples re-
quire two incomes to afford the lifestyles they desire. Even if
some spouses don’t need to work, many elect to, for personal
goals and self-fulfillment. Should those dual incomes be merged
in a common household pool? Should they be kept distinct? Is
some combination of both approaches the best? Cleatly, these
are questions that 21st-century just-marrieds must explore.

Finally, even as marriage is more complex today, the act of
saving money for the future has become both art and science.
Modern newlyweds may choose from a dizzying variety of
investment and savings vehicles—everything from CDs to
stocks to insurance policies to tax planning—that their parents
and grandparents may never have considered. It’s a rich variety,
to be sure, but it’s also a bewildering series of choices that
many newlyweds defer...until it’s too late to maximize their gains.

Against this background, our goal is to provide a readable
guide to help couples understand the financial challenges they
will face and the options available to help them successfully
meet those challenges. This book addresses often complex is-
sues with a commonsense approach that should help couples
reach the best decisions for them. If it’s true, as Tolstoy wrote,
that happy families are all alike, it’s probably because they have
their financial houses in order.

Our guide begins with some of the most fundamental—
and immediate—choices that confront newlyweds, such as de-
termining who will pay which bills, who will take charge of
which checking accounts and credit cards, how to purchase the
homes and cars that are right for your circumstances, and acquir-
ing all the insurance coverage you need without overdoing it.

Your financial objectives, of course, extend beyond these
basics, and so does our guide. We'll explore the various plan-
ning strategies for such long-term goals as children’s education
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and your retirement, and we’ll provide a detailed look at the
investment options that can get you there.

Finally, because we know that much of the advice we’ve
gathered here may seem at first blush, excessively theoretical, or
perhaps unrelated to anything you’ve experienced so far, we’ve
included profiles of five couples who will tell you exactly how
they handled all the financial questions of their marriages.

You’ll meet Audrey Korotkin and Don Clippinger, who
have successfully blended two seemingly irreconcilable careers:
rabbi and turf writer. Youll look in on Shirley and Stan Angrist,
who decided that Stan would manage the family’s portfolio—
but only if he could pass a performance test devised by Shitley.
And you’ll meet Sarah and Sam Miller, a couple who personify
both the delights and financial vexations of marriage.

We’re deeply grateful to our five couples for sharing parts
of their lives with us and you. They’re all real people with real
stories...and the courage to tell them. Neither of us is quite sure
we’d have displayed the same mettle had we been asked to let
our financial hair down, but we’re appreciative that our five

couples did.

Apart from being lively and informative, our profiles serve
to underscore what we believe are the two most important
messages of this guide. Our first underlying principle is that
financial game plans for newlyweds are like snowflakes: No
two are alike. Couples have different needs and aspirations, a
wide range of income levels, and varying assets and liabilities
that they bring to the union. All these variables are factors in the
financial blueprint you develop. Beware investment gurus who
assure you they have found #be way, which they will graciously
reveal to you at their investment seminars, modestly priced at
$50 per ticket. Here’s cheaper, more reliable advice: There are
many ways to financial security.
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Our second theme is that the single most important step
you can take to assure financial success as a couple is to com-
municate regularly with your partner. Begin with a firm under-
standing of your joint assets. Establish your monthly budget
together. Develop your goals as a team, and modify them as a
team. Teamwork is a common thread running through the sto-
ries of our five couples. Those who have come closest to achiev-
ing their goals are those who have brought the most teamwork
to the process.

You might even go so far as to schedule a set time each
week to review financial matters as a couple. We’ve closed each
chapter with a section called “Pillow Talk” that provides some
fun but practical exercises for your joint financial planning ses-
sions. As newlyweds, you may have other things on your mind
at bedtime, but among other virtues, the prospect of financial
security can be a powerful aphrodisiac.
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The Checking Account Challenge:
How Many...and Who's in Charge?

tis our fervent hope that the romance in your marriage
lasts forever, that your honeymoon continues long af-
ter the last droplet of Niagara Falls has dried on your
brow, that your mutual love and affection endure longer
than Who Wants to Marry a Multi-Millionaire? 1t is also
our firm recommendation that you work out the right arrange-
ments for household finances and payments, because any frus-
tration generated here, over time, can sour your otherwise-healthy
relationship and produce significant economic difficulties.
Think of it. You return from your honeymoon eager for
all the joys of connubial bliss, and there in the mailbox, along
with the belated wedding cards, are the realities of your new
life together: bills. There’s the mortgage or rent to pay. Electric
power and heat. Phone and Internet service. Insurance pay-
ments and healthcare. Home phone, cell phone, fax phone.

Among the first questions that newly-
weds must answer are these: Who will
take responsibility for paying all this?
Does all available money—including

wedding gifts and income—go into a

$ 11 8%
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single household pool? If it does, how is spending money for
each spouse determined?

Most couples will find that paying routine and regular house-
hold expenses through checking is the easiest, most convenient way
to go, although credit card payments and debits are an increasingly
popular option. But who's in charge of the checkbook, and how
should all household income be allocated? There are a number of
potential approaches to the checking-account challenge.

I'm in charge here: the single
checking-account approach

It was a staple of 1950s movies and television. There’s
Dad, surrounded by mountains of paper at his desk, running
his hands through his hair and groaning, “Bills, bills, bills. How
will we ever pay them all”” Mom wanders by with a perplexed
look on her face, aching to be helpful but knowing that house-
hold finance is outside her domestic purview.

It may seem corny and dated in today’s dual-income fami-
lies where both wage earners enjoy a hearty measure of inde-
pendence, but single checking-account families with one spouse
in charge of all bill paying were the norm throughout most of
America’s history. For all its seeming obsolescence, the single-
account approach has some advantages.

The most important benefit is the certainty it provides. One
spouse pays all the bills and thus knows how much to budget
for houschold expenses and has a firm sense of when each bill
is due. Bill paying becomes a regular, predictable function; bills
are likely to be paid on time and in full, without the annoyance
and expense of late payment fees.

The second advantage of this approach is that it can play
to the strengths of the couple. What we mean is that the skills
associated with money management and bill paying are not
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necessarily divided equally. If one spouse excels at it and the
other has little interest or aptitude in these matters, it may be
logical to entrust a single checking account to one spouse only.

However, the downsides of the single-account system are
equally obvious. Most importantly, the spouse without check-
book control may feel powetless, to say nothing of penniless.
Nothing can prove more harmful to a marriage than a growing
sense of dependence on the part of one spouse; in many cases,
the single-account approach causes or deepens this divide.

In addition, if the spouse without checkbook control is
contributing all income to the household pool, that spouse will
be left without funds for ordinary living expenses. This raises
the specter of the allowance, that is, a weekly or monthly sum
provided to the partner without checkbook control. Many
modern couples will recoil at the notion of an allowance, as it
means dependence on the bill payer and suggests a subordinate
role. It also implies regular negotiations about the size of the
allowance. You can well imagine the scene: The spouse with the
allowance forced to justify all expenditures under the harsh glare
of “The Boss.” For many, this is an unsavory prospect that
introduces, even regularizes, conflict in a marriage and can lead
to more serious problems in the relationship.

Among those problems: The spouse without checking-
account control may be completely in the dark about finances,
both generally and specifically. That may be fine if mutually
acceptable, but what if the partner without control suddenly
is forced to take control, due to divorce, illness, disability, or
death? Welcome to Panic City. Perhaps most importantly, on
a personal level, the suddenly-in-control spouse will be forced
to learn about finances while under the emotional stress asso-
ciated with one of these wrenching occurrences. You may
not enjoy bill paying now; how much less will you enjoy it
under these dramatic new circumstances?
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For the single-account approach to work, couples must com-
municate frequently about the financial needs of the family, and
neither partner must be judgmental about how the other partner’s
allowance is spent. If you and your partner share similar views
about spending and saving, this method has a better chance to
survive. Butif one of youisa “saver,” and the other is a “spender,”
you need to find common ground quickly.

Some couples adopt a modified version of the single-account
approach: They maintain one account, but each partner can access
it through an ATM card. We've seen this lead to conflict more
often than not, when the partners don’t tell each other about ex-
penditures or forget to save ATM receipts. This may be the worst
of all worlds. Neither spouse has comprehensive knowledge or
control of the account, which is always a dangerous situation.

Still another related approach is the joint account, in which no
check can be sent unless both parties sign it. On the sutface, this
would appear to equalize responsibility and contributions. And it
can, if the couple discusses the payments before signing, so that
each is aware of what is being spent. More commonly, the bill-
paying spouse slaps a pile of checks in front of his or her partner
and barks out, “Sign these.” So much for mutual understanding,

Just as important, if you need your spouse’ signature to
cash a check, pay a bill, or deposit your paycheck, how inde-
pendent are you really? Finally, what happens if bills must be
paid now, and one of the spouses is out of town or otherwise
unavailable to sign the checks? It can get messy, and many couples
will want to consider a different approach.

Dividing responsibilities...and conquering
the checking-account challenge

A more popular approach among today’s couples is for
each spouse to maintain a checking account, and for each to
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take on the responsibilities of paying certain bills. This can work
well in the modern dual-income household, provided that each
spouse is earning enough to cover all the assigned bills.

The advantages to this approach are several. First, nei-
ther of you is overwhelmed by the burden of paying every
household bill and is unlikely to be found, as poor old ste-
reotyped dad, slumped over the office table with piles of
unpaid bills and worries. Second, you’re sharing bill-paying
responsibilities, and thus each of you feels like an important
contributor to the financial foundation of your union. Fi-
nally, there are no agonized negotiations over allowances, as
each of you is left with some resources that can be spent
independently.

Independence may be the key word in a dual-account ap-
proach. This approach balances responsibility and independence,
which to our way of thinking, should be a primary goal of all
your financial arrangements.

Attractive as this method may seem, there are pitfalls. The
first is that bills must be divided fairly. That is, each of you
should be assigned bills commensurate with your income. This
means regular reviews of bill assignments and possible adjust-
ments to account for any changes in income.

This system also assumes that each spouse will be equally
effective in paying bills on time. Let’s face it, styles vary. If your
style is habitual, and you regulatly pay all bills on time, you may
be rankled if your spouse is less dedicated to the task. In addi-
tion, if one partner isn’t paying bills regularly, late charges will
mount, and the couple’s credit rating can be damaged.

One possible solution: Designate one spouse as the pet-
son responsible for the physical act of bill paying, while the
other partner forwards his or her portion of household ex-
penses to reimburse the bill payer. Some will find that effec-
tive; others will consider it needlessly complicated.
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As with all matters of marital finances, it’s important to
know who’s good at what activities, and the preferences and
style of each partner. Communication remains the key to suc-
cess, no matter the arrangement.

Three isn't necessarily a crowd

Yet another approach we’ve seen is to establish three check-
ing accounts: one for household expenses and one for each of
the two partners. In the most common version of this method,
each spouse allocates a portion of income to a common house-
hold pool but keeps a portion in a separate checking account
for independent expenses.

This approach preserves a measure of independence for
each of you, but it also invites some of the problems of the
single checkbook—specifically, all bill-paying responsibilities
tend to fall on the shoulders of one spouse—and thus should
be considered very carefully before implementation.

One decided advantage here over the dual-account ap-
proach: There is a common account, and it can be used to
save money for big-ticket purchases and long-term goals.
Without some mechanism for joint savings, it isn’t clear who
will pay to fix a leaky roof, or if either of you has enough
money to cover the repairs. Trust us. If you don’t have money
saved in a joint account, the roof wi// spring a leak.

On-line is fine

A word about on-line banking: It works, and it can be a
great boost for timesaving and efficiency.

If your bank offers on-line accounts, you can get started by
setting up a list of creditors that accept on-line payments; many
will, although you will encounter some exceptions. When you’re
ready to pay any bill, click on that creditor, type in the amount
owed, and click your mouse again. That simply, your bill is paid.
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You can make it simpler still by incorporating a recurring
payment feature, so you won’t have to enter each payment.
Quite a few companies, utilities chief among them, can auto-
matically deduct payment from your checking account. How-
ever, you may prefer the greater control afforded by on-line
banking. You know exactly what you’re paying, before it’s de-
ducted. With automatic drafts, the opposite is true. Only after
the payment is taken do you learn the amount of the bill.

On-line banking also helps you keep on top of your ac-
count. Because you can go on-line and view up-to-date infor-
mation as frequently as you like, it’s easier to know where you
stand. You can balance your checkbook on an ongoing basis,
rather than waiting until month’s end and sifting through 30
days’ accumulation of paper.

That having been said, it’s wise to remember that on-line
banking isn’t the be-all and end-all for your decisions about the
number of accounts you should maintain. You and your spouse
will need to work out the key issues—control, dependency,
allowances—whether you’re paying on-line or not.

Nevertheless, on-line payment can simplify all approaches
to checking accounts. If you typically procrastinate in paying
your bills, an on-line account will enable you to take care of
those bills whenever you’re at your computer. If you some-
times forget to record an ATM transaction, just go to your
on-line account and it’s there. If yours is a three-account
family with all accounts at the same bank, you can transfer
money into the joint account with the click of a button.

Who says technology can’t help keep a marriage healthy?

Communication is key to financial success

Decisions about checking accounts should be among the ear-
liest that newlyweds make. The bills won’t wait for any protracted
decision-making process on your part.
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The key to successful arrangements here, as it is in most
financial aspects of marriage, is regular communication. Get to-
gether early, even before the nuptials, and discuss the advantages
of the single-, dual-, and three-account approaches. Develop a
firm understanding of your own talents and preferences and
those of your partner. Your discussions should include how much
money each of you will need beyond household expenses and
which system will help each partner contribute to the common
good while maintaining a measure of independence. In each
marriage, we find “I” “You,” and “We.” Your checkbook ar-
rangements should work for each of those units.

Don’t let fashion be your only guide. We know a couple
who adopted the two-checkbook approach, dividing the bills
between them. Income was not a problem, as the couple typi-
cally grossed about $130,000 per year. The husband, an unre-
pentant list-maker and, dare we say, anal-retentive type paid his
assigned bills and balanced his checkbook each weekend. The
wife, more fey than her partner, paid bills on those rare occa-
sions when she could work up the enthusiasm for it, generat-
ing countless late payment fees and husbandly ire.

Early in their marriage, the wife recognized the prob-
lem and suggested they switch to a single checking account,
that the husband pay all the bills, and that she be given an
allowance. The husband, appalled by the notions of depen-
dence and subservience that this approach implies, refused
to change.

They’ve been at it this way for 26 years. With periodic
angry outbursts, the husband thrusts a bill on his wife—this
time the phone bill, next time the natural gas bill—and de-
mands she assume responsibility for it, because she’s not pay-
ing her share of the bills. The wife throws it on her pile and
pays it whenever, producing yet another late payment charge
and another quarrel.
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This is a couple seduced by fashion, rather than one fol-
lowing the needs of its partners. With regular communication,
you’ll do better.

- Fllow talt

Here’s a five-step approach to developing the right check-

ing-account and bill-paying arrangements for your marriage.

Step 1—As a couple, discuss how much money each of
you needs to maintain independence and to keep up with your
personal expenses.

Step 2—Talk about your individual talents and skills. Is one
of you more adept at math and account-keeping? Would one of
you feel dependent if all bill paying were left to your partner?

Step 3—Based on Step 2, come to a preliminary under-
standing of how many checking accounts you need and
whether they’ll be individual or joint accounts. Maintain your
flexibility, understanding that changing incomes and other con-
ditions may require you to modify your approach.

Step 4—If you determine that you’ll share bill-paying re-
sponsibilities, make a preliminary allocation of bills to each
spouse. Remember that a 50-50 division won’t work unless
income is also divided 50-50. Instead, try to work out a system
that maintains a proportional allocation: The percentage of the
total amount to be paid by each of you is roughly equivalent to
the percentage of total household income contributed by each
of you. Here are some bills you’ll need to assign, though the list
will vary from couple to couple:

$ Rent/Mortgage.
$ Basic telephone.
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Long-distance telephone.
Cell phones.

Electric power.

Natural gas.

Water.

Sewage.

Automobile insurance.
Automobile maintenance.

Automobile fuel.

B B B B B B B B B

Healthcare costs (insurance contributions,
copayments, and other costs not covered by
your plan or plans).

Internet service.

&

Appliance insurance (computers, refrigerators,
washers, dryers, for example).

Cable television.

& K

Taxes (when not handled through payroll
deductions).

Step 5—Check with your spouse regularly, perhaps at the
end of each month, to make sure the arrangements are work-
ing for each of you.
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Planning Your Household
Budget and Managing Debt

erely mention the word budget and you

evoke images of Ebenezer Scrooge at his

counting desk, pinching pennies for the sheer

delight of it, refusing to authorize any ex-

penditures lest they defile his precious col-
umns. Thanks to Scrooge and other depictions of curmudg-
eonly bean counters, budgeting has an enduring bad rap that all
financial planners—most particulatly you, as you consider house-
hold spending—must overcome.

Most people still perceive a household budget as a financial
straightjacket that takes all the fun out of life. The thought of
having to account for the money they spend, or even be aware
of where they spend it, is an intimidating, unsettling prospect for
most. Even the most enthusiastic proponents of budgeting will
acknowledge that budgets are restrictive and that they b limit
how you spend and where you spend. And
that doesn’t feel particulatly good.

When two people unite in mar-
riage, the reluctance to budget can grow

even deeper. After all, here are two

$21 8%
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people with potentially different approaches to spending and
saving. Developing a monthly blueprint that accommodates
both philosophies can be a prospect so daunting that most
couples don’t even make the effort.

With this type of mind-set, it’s easy to see why budgeting is
feared, and why traditional marital spending plans typically fail.
Even couples with the best of intentions tend to view their
budgets in the same way they regard diets. The first time they
overspend in any one category, they liken it to gorging on that
fatal slice of triple chocolate delight, figure that they’ve blown
it, and toss the whole budget out the window:.

If this has been your approach, stop and consider how
others use budgets. Every corporation in America uses a bud-
get to guide its spending. Every nation, every state in the Union,
similarly develops a spending plan. What do they know about
budgeting that you may not have grasped?

Simply this: Budgeting may be a way of managing your
spending, but that is not the end in itself. The goal of all budget-
ing is to enable those who follow the budget to meet their larger
financial objectives. If it’s true for corporations and countries, it’s
true for your marriage as well. When you plan and follow a
budget, you're taking an important step towards your most cher-
ished financial goals. Most people let their spending habits direct
their goals; it’s your goals and how you would like to live your
life that should direct your spending habits. Your budget is merely
a tool, albeit an important one, to help keep you on course.

Budgets are restrictive, but only superficially. In fact, bud-
geting can create independence and freedom. Our ability to
mold our lives is much greater than it was in most periods of
our history. Think of the traditional 20th-century family. Typi-
cally, the husband was the sole breadwinner, working for one
company for 40 years before retiring with a modest pension.
If there were health insurance and other benefits, those were
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dictated by the employer. To a large degree, family finances
were employer-directed. Some employers were more gener-
ous than others, but all employer-directed plans tended to limit
the flexibility of the families they were supposed to be aiding.

Today, the choices are richer and more complex. No longer
does Corporate America take care of us; we take care of our-
selves through our own financial planning, It’s a heady environ-
ment, this new financial freedom of ours, but it’s one in which
we do need a game plan to guide us to our goals. That’s what

budgeting can do.

By the end of A Christmas Carol, Scrooge had it right. Oh, he
still fussed with his columns, but he realized now that his fussi-
ness had goals: to help him fund that contribution to the ladies’
aid society, purchase the goose for Christmas dinner, and still
have enough left over to finance Tiny Tim’s surgery. (Of course,
Tiny Tim didn’t need approval from his primaty-care physician,
and Bob Cratchett didn’t have to worry about whether his time
off would be covered under the Family and Medical Leave Act,
but we’ll save that for another chapter.) In short, budgeting helped
Scrooge realize his financial and personal goals.

It will help you do the same.

3 steps to successful budgeting

Step 1—As a couple, discuss
and establish your goals.

You don’t need a post-mortem visit from Jacob Matrley to
rattle your chains and get you off the budgeting mark. What
you do need is plenty of conversation as a couple to determine
your personal and financial goals. With financial flexibility as the
key to long-term happiness in the 21st century, how do you
and your spouse want to live? You may, for example, choose
to pursue the traditional American Dream of a big house, fancy
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cat, and country-club membership. But through the planning
and budgeting process, youll come to realize the trade-offs
involved—and what you may not be able to achieve if you
pursue your primary goals.

Before putting pencil to paper, explore the following ques-
tions with your spouse:

What kind of house will satisfy you?

Although the last several decades have brought financial
turbulence, one constant remains: Your home likely will be the
largest purchase you ever make. Thus, it goes without saying
that you and your spouse should have detailed discussions about
your housing plans.

There are options here. Some couples might prefer to spend
less on a house and more on travel. Others plan to entertain
frequently and likely will be spending most of their time at
home. Or they may anticipate having relatives living with them,
either permanently or for extended periods. Therefore, they
want a spacious, well-appointed home.

These are vital issues for you to consider because they re-
late directly to your ability to reserve and allocate resources for
your other lifetime goals. The bottom line on house selection is
this: The more money you spend on your home, the less you’ll
have for other objectives.

How will you get around locally?

We’re talking here about your transportation needs. How will
you get from here to there? If the answer is by car, the transporta-
tion category could be the second most expensive in your budget.

Couples who live in major metropolitan areas with superior
transit systems (such as New York City and Chicago) may be able
to use public transportation to and from work, shopping, and
recreation, renting cars only for those special travel occasions. This
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may be a less expensive option than purchasing and maintaining
automobiles, but it’s simply not available for many couples.

If public transportation isn’t an option in your situation,
will you need two cars, or can you get by with one? Remem-
ber: Being able to afford two cars isn’t the same as needing two
cars. As part of your discussions about transportation, you’ll
want to explore which part of your local travel needs can be
met by public transportation, car pooling, and any transporta-
tion resources that your employer or employers may offer.

Are you planning a family?

Although you may not be ready to answer this question in
detail (that is, how many children you want and when they
might come along to be left for future marital discussions) it’s
still wise to factor in the concept of financial planning for a
family. Your dreams of raising a family in the future can be a
key determinant in how you structure your spending today.

For example, if your plans for the next few years include
starting a family, you may want to abstain from such major
purchases as an expensive home, knowing that you’ll need a
sizable portion of your budget for raising your children. Re-
member, too, that starting a family can affect your budget on
the revenue side as well. During your child’s first few years, is
one of you likely to put your career on hold to stay at home?
If that’s the case, your income and the ability to undertake
major purchases could be dramatically reduced. We’ll cover
financial planning for family needs in much greater detail in
Chapter 11.

What are your favorite leisure activities?

Budgeting isn’t about abstaining from the things you enjoy. It’s
about developing the wherewithal to do these things more often.
Is your favorite leisure activity travel? Dining out? Volunteering
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with civic and nonprofit groups? Identifying the activities that
you and your spouse enjoy will allow you to specify the costs
involved with your preferred activities. Do this, and you can
incorporate these costs into your budget.

There’s an additional benefit here as well. If youand your spouse
are doing the things you most enjoy, you’re more likely to build the
strong bonds that are the basis of every successful marriage.

When do you plan to retire, if at all?

This may seem an odd question, particularly for couples
just beginning their careers, but how you answer it can have
both immediate and long-term effects on your budget.

For the longest time, our society considered 65 the “not-
mal” retirement age. This stemmed from a decision by the
federal government in the 1930s to begin Social Security pay-
ments at that magic age. Since then, much has happened to turn
the conventional wisdom about retirement on its ear.

For one thing, people are living longer. The average life expect-
ancy back in the 1930s was 64; today, according to the National
Center for Health Statistics, the average male lives to the age of 76.5,
the average female to the age of 79.4. Perhaps more significantly, if
a man reaches the age of 60 today, he can expect to live for nearly 16
more years. For a woman, that figure exceeds 19 years.

Our parents and grandparents didn’t have to plan for a huge
retirement nest egg; statistics told them they wouldn’t be around for
very long following their retirement. The same is hardly true today,
when the typical couple might need enough money to support them-
selves for about 35 combined post-retirement years. Cleatly, financ-
ing your Golden Years requires a fair amount of gold.

Many people today covet an earlier retirement. They ex-
pect to remain vigorous and curious for several post-retire-
ment decades, and they’d like to travel and explore new
possibilities. Financing that active retirement requires expert plan-
ning over a lengthy period.
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Conversely, now that we're living longer and staying healthier
in our later years, many people choose to keep working well past
the age of 65. Some even use their Golden Years to explore new
education and career options. This trend has been reinforced by
the realization that older people make excellent employees. Theyre
seasoned, they’re reliable, and they can serve as mentors for younger
staff. According to the U.S. Census Bureau, the American workforce
in March 2001 included more than 4.45 million people 65 and
older, representing 13.7 percent of all Americans in that age group.
And, with more than 5.1 million workers between the ages of 60
and 64, the number of seniors at work is sutre to swell.

A decision to keep working past the customary retirement
age has implications for your budget. You won’t need to allo-
cate as much of your budget to savings, and you’ll be able to
count on additional income in your later years.

Thus, bizarre as it may seem, achieving your goals as a
couple requires you to consider your retirement now. Not only
will you develop some specific planning points, but you’ll also
refine your long-term objectives. As you work on those objec-
tives, you’ll be helping your partnership to grow.

As you consider these five key questions about your goals as
a couple, keep in mind that each decision involves trade-offs. A
large house today means less money available to raise a family.
Eatly retirement implies a greater emphasis on savings. It’s vital
for you and your spouse to establish a general consensus on
financial goals, so that the inevitable trade-offs don’t become
sources of resentment as the years pass.

Step 2—Create the budget.

Once you've reached a working understanding of the goals
of your marriage, it’s time to start applying those to your
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monthly budget. On page 47 is a budget form that we find
useful in our own lives; it’s sufficiently general and all-encom-
passing to apply to most couples. Before we consider some
examples of a monthly budget, let’s review some of the as-
sumptions.

First, successful budgeting begins with precise knowledge of
your monthly income. This may seem painfully obvious, but our
expetience suggests that people often begin from incorrect in-
come estimates. If, for example, you and your spouse each have a
job with an annual salary of $36,000, you could get at your monthly
income by taking the combined gross income of $72,000, divid-
ing by the 12 months in the year, and artiving at budgetable monthly
income of $6,000, right? Wrong, What you've arrived at is a gross
figure that doesn’t allow for payroll deductions.

Typically, your employer deducts federal, state, local, and
Social Security taxes from your pay. Your contribution to health
insurance is also deducted, as are any union or professional
association dues. The net income after all these deductions can
be dramatically less than the gross figure.

Actually, you have two choices here. You can begin with the
gross salary figure and include a category for “Payroll Deduc-
tions” in your budget, or you can simply base your budget on the
actual income you receive each month. Either approach will work.
The key is making sure you begin with the right income figure.

On the expense side, we suggest breaking these down into
“Family Expenses” and “Individual Expenses.” This configu-
ration will enable you to shape your budget to your joint goal
decisions while permitting each of you the degree of indepen-
dence you’ve decided you need. For example, if you’re a “three
checking-account family,” with one account dedicated to house-
hold expenses, having categories for “Family Expenses” and
“Individual Expenses” will dovetail nicely with the payment
responsibilities that have been assigned.
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Make your budget as detail-oriented as you would like. We
believe that the more detail, the better, in terms of gaining an
understanding of your spending habits. However, if details aren’t
your thing and will impede your budgeting process, try to con-
solidate categories into “Fixed Expenses,” “Variable Expenses,”
“Necessities,” and “Discretionary.”

Other consolidated categories can work as well. For example,
you and your partner may prefer to use cash for household items
such as spot grocery purchases, fuel, and dry cleaning, Instead of
having a separate category for each item, you can consolidate these
into a “Cash for Household Items” category. Some couples sim-
ply find fewer categories less intimidating and easier to adhere to.

Finally, remember to incorporate a line item in your bud-
get for “Unforeseen Expenses.” It’s with some reluctance that
we recommend this, because some couples will misuse this as
an elastic clause they stretch to accommodate any whimsical
purchase. We’ve seen new cars and luxury travel styled as “Un-
foreseen Expenses.” Usually, they’re not “Unforeseen Expenses™;
usually, they’re “Undisciplined Expenses.”

If you want a new car or a nice vacation, just plan for it rather
than get yourself in a financial bind through big-ticket, spur-of-
the-moment purchases. It /s important to maintain cash reserves to
cover six months’ expenses in case of a dramatic event, such as job
loss. However, if you plan propetly, stick to your plan, and pro-
tect yourself with the proper insurance (see Chapter 3), your “Un-
foreseen Expenses” category won’t run amok.

Now you’re ready to pencil in your budget. Here are sev-
eral examples of what your monthly budget might look like,
each using the premise of a two-job couple with gross annual
income of $72,000. We'll use that gross income as our base;
that will require us to establish a category for “Payroll Deduc-
tions”—and make us more aware of the impact of those de-
ductions. The first example is on the next page.
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Sample Budget

#1: The Starter

JEmployment Income
Less:
Payroll Deductions
Federal Income Tax
*State Income Tax
Social Security Tax
Medicare Tax
Health Insurance
401(k) Contributions (5%)
Total Payroll Deductions

Joint Fixed Expenses
Rent
Renters' Insurance
Household Supplies/Maintenance
Food
Utilities:
Gas, Electric
Phone
Cable
Internet Service
Medical/Dental
Life Insurance
Total Joint Fixed Expenses

Joint Discretionary Expenses
Dining Out
Entertainment
Vacations
Unforeseen Expenses
Contributions/Subscriptions/Dues
Savings/Investment
Total Joint Discretionary Expenses

Husband-Fixed Expenses
Car
Transportation Costs/Maintenance
Car Insurance
Cell Phone
Wife-Fixed Expenses
Car
Transportation Costs/Maintenance
Car Insurance
Cell Phone
Total Individual Fixed Expenses

Husband-Discretionary Expenses

Clothing

Personal Care Services/Products

Hobbies/Gifts

Unforeseen Personal Expenses

Wife-Discretionary Expenses

Clothing

Personal Care Services/Products

Hobbies/Gifts

Unforeseen Personal Expenses
Total Discretionary Expenses

TOTAL EXPENSES

Monthly | Monthly | Annual Annual
Expenses] Totals | Expenses| Totals
$6,000] $72,000]
1 1
$808] $9,696]
$168) $2,016;
$372, $4,464)
$87 $1,044
$50l $600!
$300l $3,6001
| $1,785| 1 $21,420|
| |
$900! $10,800!
$20 240l
$50l $600l
$300] $3,600]
$120: $1,44o:
$40 $480
$4ol $4sol
$20l $240l
$251 $3001
$12) $144)
| $1.527 | $18324
| |
$183l $2,196l
$3001 $3,6001
$166] $1,992)
$83 $996;
$30 $360
$330! $3,960!
I $1,002 I $13,104
| |
1 1
$350 $4,200]
$83; $996;
$100 $1,200
$50: $600I
$350] $4,200]
$83) $996
$100, $1,200,
$50 $600
: $1,166] : $13,992
| |
$83) $996)
$30, $360;
$75 $900
$25: $3oo:
$1001 $1,2001
$42) $504)
$50 $600;
$25 $300
: $430 I ¢5160
| $6,000 1 $72,000

*State Income Tax estimated at 2.8% - check your state
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Although there is no “typical” budget, because there is no
“typical” household situation, Sample Budget #1 is a good model
for many to follow. We call it “The Starter”” because it can work
well for newlyweds who haven’t yet purchased a home and still
are renting, Without that big housing nut each month, this budget
can include a car for each spouse, generous discretionary expenses,
and substantal savings/investments of neatly $4,000 per yeat.

You will note several other points about The Starter and
out other sample budgets. You’ll notice that after payroll de-
ductions, the spendable portion of the $72,000 in employment
income is $50,576, about 70 percent of gross income. No matter
your income level, it’s wise to keep this 30 percent shrinkage in
mind. Also, check out the three “Unforeseen Expenses” cat-
egories, including discretionary and individual unforeseen ex-
penses. These total $1,600, only about 3 petcent of expenditures
after payroll deductions. This allocation should remain con-
stant, no matter how your circumstances may change.

Think of Sample Budget #2 (on the next page) as “The
Big House.” It features the purchase of a large home, but you
may feel like youre in “the big house” as you try to keep up
with the costs of your residence. The annual rent of $10,800
that we saw in Sample Budget #1 has given way to $24,000 for
mortgage payments, taxes and insurance. Expenses for home
maintenance and utilities also have increased accordingly.

To compensate for greater housing expenses, this budget
eliminates one car and one cell phone while slashing such dis-
cretionary items as entertainment, dining out, vacations, cloth-
ing, and hobbies. Perhaps most importantly, the emphasis on
the residence forces a reduction in annual savings and invest-
ments, from nearly $4,000 to just more than $1,100 per year.
That could have serious repercussions over time.

Sample Budget #3 on page 33 is “The Balanced Approach.”
It envisions purchase of a smaller home than Sample Budget
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Sample Budget #2: The Big House

Employment Income

Less:

Payroll Deductions

Federal Income Tax

*State Income Tax

Social Security Tax

Medicare Tax

Health Insurance

401(k) Contributions (5%)
Total Payroll Deductions

Joint Fixed Expenses
Mortgage
Household Supplies/Maintenance
Food
Utilities:

Gas, Electric

Phone

Cable

Internet Service
Medical/Dental
Life Insurance

Total Joint Fixed Expenses

Joint Discretionary Expenses
Dining Out
Entertainment
Vacations
Unforeseen Expenses
Contributions/Subscriptions/Dues
Savings/Investment
Total Joint Discretionary Expenses

Husband-Fixed Expenses
Car
Transportation Costs/Maintenance
Car Insurance
Wife-Fixed Expenses
Transportation Costs/Maintenance
Cell Phone

Total Individual Fixed Expenses

Husband-Discretionary Expenses

Clothing

Personal Care Services/Products

Hobbies/Gifts

Unforeseen Personal Expenses

Wife-Discretionary Expenses

Clothing

Personal Care Services/Products

Hobbies/Gifts

Unforeseen Personal Expenses
Total Discretionary Expenses

TOTAL EXPENSES

MontthI Monthly | Annual | Annual
Expenses] Totals | Expenses] Totals
i $6,000] | $72,000]
1 I
$808l $9,696!
$168l $2,016l
$372) $4,464)
$87, $1,044)
$50, $600
$300 $3,600
I ¢1,785| I $21,420]
| |
| |
$2,000 $24,000]
$100, $1,200
$300 $3,eooI
$166l $1,9921
$40l $480l
$40] $480]
$20, $240,
$25, $300,
$12 $144
I $2,709| I $32,436]
| |
| |
$83] $996)
$150; $1,800
$84, $1,008,
$83! $996
$30l 360l
$931 $1,116l
| $523| | $6,276]
| |
saso! $4,200!
s83l $996!
$100l $1,2001
| |
$50] $600]
$50, $600;
| $633| | s7.599
1 I
66l $7921
$30] $360]
$50| $600|
$25) $300;
s84l $1,008l
$42l $504
$341 $408|
$25| $300]
| $356 | $4272
I 56,000 I $72,000

*State Income Tax estimated at 2.8%-check your state
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Sample Budget #3: The Balanced Approach

Monthly | Monthly | Annual | Annual
Expenses] Totals JExpenses| Totals
|Employment Income | $6,000] | $72,000)
Less: | |
Payroll Deductions
Federal Income Tax $691 $8,202!
*State Income Tax $168l $2,016l
Social Security Tax $372] $4,464]
Medicare Tax $87) $1,044)
Health Insurance $50| $600|
401(k) Contributions (12%) $720 $8,640
Total Payroll Deductions : $2,088| : $25,056]
Joint Fixed Expenses | |
Mortgage $1,600] $19,200]
Household Supplies/Maintenance $83 $996|
Food $300| $3,600|
Utilities:
Gas, Electric $150! $1,800/
Phone $40l 480l
Cable $401 $4801
Internet Service $20] $240)
Medical/Dental $25| $300
Life Insurance $12I $144
Total Joint Fixed Expenses | $2,270) $27,240]
Joint Discretionary Expenses | |
Dining Out $83] $996|
Entertainment $150) $1,800)
Vacations $84| $1,008
Unforeseen Expenses $83 $996
Contributions/Subscriptions/Dues $30I $360
Savings/Investment $223l $2,676!
Total Joint Discretionary Expenses I $653] I $7,836)
| |
Husband-Fixed Expenses 1 1
Car $350| 354,200I
Transportation Costs/Maintenance $83 $996
Car Insurance $100I $1 ,200'
Wife-Fixed Expenses | |
Transportation Costs/Maintenance $501 $6001
Cell Phone $50) $600]
Total Individual Fixed Expenses | $633] | $7,596]
Husband-Discretionary Expenses I I
Clothing $66! $7921
Personal Care Services/Products $30l1 $360l
Hobbies/Gifts $50] $600]
Unforeseen Personal Expenses $25| $300|
Wife-Discretionary Expenses | |
Clothing $84 $1,008
Personal Care Services/Products $42I $504
Hobbies/Gifts $34l $408l
Unforeseen Personal Expenses $251 $3001
Total Discretionary Expenses | $356 | $4,272
TOTAL EXPENSES ! $6,000) . $72,000]

*State Income Tax estimated at 2.8%-check your state



3 4 Thre Q‘Cew/yweo{y’ Suide to grzues/z}zy @ Fersonal Finance

#2 calls for, reducing the cost for mortgage, taxes, and insur-
ance from $24,000 to $19,200. But instead of reallocating that
money to discretionary expenses, Sample Budget #3 features
heavier emphasis on savings and investments, including Roth
IRAs and greater contributions to 401(k) plans, which lowers
federal income taxes.

These are but three examples of a limitless variety of bud-
get options. Whatever the differences in those options, the com-
mon denominator is trade-offs. Most of us can ¥ have it all—at
least, not right away—so we must understand our goals, pri-
oritize them, and plan accordingly. If you want that palace early
in your martiage, you must appreciate and accept the attendant
sacrifices in other categories. Conversely, if saving for early re-
tirement is your key objective, then you must be prepared to
live more modestly now. Remember, your goals should drive
your spending, not the reverse.

Step 3—Monitor and modify your budget.

As each of our sample budgets shows, the goals you share
with our spouse will shape your spending plan. But goals change
over time. You may have no immediate interest in starting a
family, for example, but that could change a year from now. If
it does, your budget and its emphases must change along with
your goals. Circumstances change as well. Your income levels
will rise or fall, depending on new jobs, salary/benefits changes
at current positions, and layoffs. Cleatly, changes in budgetable
income will affect your spending plan.

In our technological age, many reliable software programs
are available to help you monitor your budget. In addition, on-
line banking is an excellent tool for keeping up to date on your
checking accounts. It provides data that can be downloaded
quite easily into your budgeting software, generating easy-to-
use reports to help guide your decisions.
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Beyond the technology that can facilitate monitoring, keep
in mind that budgeting is not static. It’s a process that involves
becoming aware of your goals and spending habits, as indi-
viduals and as a couple, and communicating what you learn
with your spouse.

Inevitably, the time will come when one of you blows a
portion of the budget. Don’t view it as a catastrophe, or a
pretext for recriminations or scrapping the entire budgeting
concept. Rather, let it be a catalyst for a calm review of your
goals and spending habits that may lead to modification of
your budget. As with most of the financial aspects of mar-
riage, regular communication is the key to success.

Staying out of significant debt doesn’t hurt either. In fact, the
subjects of debt avoidance and debt management are so vital to
successful budgeting that they merit a separate discussion.

Avoiding the debt net

Whoever called death and taxes life’s only certainties clearly

never used a credit card or purchased a home or car. To finance
our modern lives, debt is as inevitable as those other two verities.
Yet uncontrolled debt is a homewrecker, the torpedo that can roil
tranquil waters and sink your marriage. Lest you think that we’re
getting carried away with the metaphor, consider these statistics.

According to the American Bankruptcy Institute, in the year
1980, there were 287,570 consumer bankruptcy filings in
America; in that year, debt payment as a percentage of overall
consumer spending was about 12 percent. Now, flash forward
to the year 2000, which saw 1,217,972 consumer bankruptcy
filings, an increase of more than 323 percent from the 1980
figure. In 2000, debt payment as a percentage of overall con-
sumer spending was about 13.5 percent. It would take a more
sophisticated study than this to determine the precise impact



3 6 Thre Q‘Cew/yweo{y’ Suide to grzues/z}zy @ Fersonal Finance

of consumer debt on personal bankruptcy, but it seems clear
that the relationship is strong and frightening,

If those figures don’t scare you into fiscal responsibility,
ponder this one as well. In 2000, 97.17 percent of all bank-
ruptcy filings in America were for consumer bankruptcies.

Part of the problem is that debt is a hydra-headed mon-
ster. It takes the form of mortgage payments, auto financing,
credit-card interest, and interest on loans for home improve-
ments and other activities. Very few of us ever take the time to
add up our obligations in these various categories of debt; if
we did, the total might shock us back to a cash-only approach.

Managing debt effectively

When we finally decide to rein in our debt, many of us get
aggressive, determined to storm the debt beach in a D-Day-
type offensive. We take every dime of our excess cash flow
and apply it to our debt load. The problem with this “all or
nothing” approach is that when an unexpected cost comes along,
you’re left with no alternative but to increase your debt to pay
for the surprise expense. The debt cycle can begin all over again.

Instead of going hell-bent for leather, slow down and ap-
ply these two principles:

$ Get out of debt quickly and efficiently.
$ Incur as little future debt as possible.

Stating the principles is easy; implementing them can be tough.
We’re familiar with many debt-management scenarios. Some
couples pay off their smallest debts first; if nothing else, they get a
feeling of accomplishment that reinforces their debt-management
initiative. Others shift their debt from credit card to credit card,
exploiting attractive introductory rates on balance transfers. This
works well enough, provided youre able to pay off the principal
before the introductory petiod ends and the higher APR kicks in.
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However compelling these schemes seem, there is no quick fix
to debt management. Instead, consider these four steps to efficient
debt management, always keeping the undetlying principles in mind.

Step 1—Reduce your interest rates.

Pursue several strategies here. First, prioritize your debt with
the highest interest charges. Let’s say youre carrying an auto
loan at 10 percent interest and credit-card debt at 20-percent
interest. Your objective here should be to retire the credit-card
debt first, because its interest rate is punishing, Once you've
prioritized certain debts, pay the minimum on everything else.

Another strategy is to negotiate lower interest rates with your
credit-card companies. The field has become so competitive that
some credit-card issuers are offering year-round rates of 9 pet-
cent to 11 percent, compared to the 18 percent to 21 percent
that had been standard. If the issuers of your credit cards are
unresponsive and won’t lower their interest rates, shop around
for better rates and don’t hesitate to switch cards. You can trans-
fer all or part of your current debt to your new cards at lower
interest and your savings will continue on new purchases.

This implies that you’re paying attention to the interest rates
you’re paying. If you’re not, now is the time to start.

Finally, consider consolidating your debt through lower-
interest vehicles. Let’s take a look two of the most popular.

Debt-consolidation loans

Here’s the way these loans work. A lender, most typically a
bank, lends you enough money to pay off all your debt. The interest
rate charged by the bank can be substantially lower than that for the
debt you just retired, resulting in potentially significant savings.

Debt-consolidation loans help in another way. In many cases
your payment to the bank is a fixed amount, rather than discre-
tionary. That promotes discipline.
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Several cautionary notes on debt consolidation. Beware of
banks or other lenders that promote consolidation without
offering you a lower interest rate. There’s little value to debt
consolidation if your interest rates aren’t reduced.

Also, once you’ve used your consolidation loan to pay off
your credit-card debt, the best thing to do with your credit
cards is destroy them—particularly those that charge exorbi-
tant interest rates. Cut them up, have a plastic parade, do any-
thing you want with them—except preserve them. If you hang
onto them “for a rainy day,” the temptation to incur new debt
with credit-card purchases may prove irresistible.

Home-equity loans

These are among the most attractive of debt vehicles be-
cause the interest rate—sometimes 10 percent or lower—is more
reasonable than that for most credit cards. In addition, the inter-
est charges on home equity loans may be deductible for tax pur-
poses, depending on your personal situation.

The catch, of course, is that your house becomes collateral
for the loan; if you default, you can be forced to sell your home
to satisfy the debt. In that situation, most loan agreements specify
that the loan be paid off before you receive any proceeds that
may remain. Thus, if you default here, you could be without
your domicile and without any immediate cash to show for it.
That’s known as a bad day. Think twice about a home-equity
loan if you envision any problem with payments.

The equity you invest in your home is a valuable resource.
It can finance improvements to your current domicile, increas-
ing its value, and it can be the means for a down payment on
your next home. These are excellent uses of equity that have
major benefits down the road.

The bottom line on home equity loans is that they can be
used as original debt or to help pay off existing debt, much as
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a debt-consolidation loan. What do you do with your credit
cards once you’ve paid off the debt? See the preceding section
for “desist and destroy” instructions.

Step 2—Shorten your payment schedule.

The faster you get out of debt, the less you pay in overall
finance charges. In addition, as money is freed up and avail-
able for investment, it will be working productively for you.
The idea of reducing your monthly payment or payments can
be seductive, but if you’re forced to continue making those
payments month after month, what have you gained? If you
decide to consolidate your debt, don’t be lured by the fool’s
gold of low monthly payments; be concerned instead about
how quickly you can get your debt paid off.

Step 3—Get rid of credit cards.

We’ve said it before, and at the risk of sounding like com-
mon scolds, we’ll say it again. Get rid of your credit cards.
Perhaps it’s not feasible to destroy all your cards, but you cer-
tainly can live without those charging exorbitant interest rates.

However old-fashioned it may seem, learn to use cash. There’s
something magical about using cash. You’re not so quick to part
with it. Even paying by check or debit card doesn’t impose the
same sort of caution and discipline as parting with cold, hard
cash. Using cash will make you a better budgeter and planner.

Step 4—Build up financial reserves
as you pay off your debts.

Managing your debt efficiently is our goal here, but it’s easy
to get too aggressive. Don’t assume you can apply all your excess
income to debt retirement. You’'ll never get out of debt if you
don’t start to build some reserve for the items that got you in
debt to begin with. The usual suspects are repairs and mainte-
nance for home and autos, vacations, gifts, and clothes.
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No matter how focused you are on debt management,
you should be setting money aside every month for these ir-
regular expenses. After all, making sure you don’t have to bor-
row money to pay your plumber or auto mechanic is a way of
debt management as well.

Mortgaging your home...without mortgaging your life

Dubious as we are about debt, we do recognize that most
of us need to borrow for our major purchases—home and cars.
Owning a home is the American Dream; the opportunity to
own spacious homes, without sharing them with other families,
is one of the distinguishing characteristics of our society. To that
we say: Go for it, but be mindful of your other goals as a couple.

Today, many dual-income couples have the ability to fi-
nance expensive homes at the outset of their marriages; the
notion of beginning with a humble little “starter” home is con-
sidered quaint and oh-so-20th century. But large homes at the
start of a marriage can be a trap.

For example, a large home may require a mortgage of 20
years, 30 years, or more. If you're planning for extensive mid-life
travel, your ability to afford that may be affected by the need for
ongoing mortgage payments. Or let’s suppose one of you wants
to quit your job to stay home with the kids. You may have enough
money for your down payment, but with your joint income re-
duced, will you be able to make your mortgage payments? Larger
homes also mean greater home maintenance costs. If only one of
you is working, will the upkeep of your home be affordable?

All we’re suggesting here is that you think about the conse-
quences of purchasing an expensive home—and the trade-offs
your purchase may require. That sort of balancing act is a con-
stant as you implement and modify your budget.

Once you commit to home ownership and save enough
money for the down payment and closing costs, here are other
aspects of mortgages to consider:
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Length of your mortgage

As with all debt, the longer the mortgage period, the mote
you spend on finance charges. Think about how long you want
the responsibility of mortgage payments. Coordinating the length
of your mortgage with your lifetime goals is a major step in
achieving financial freedom. If you decide to move or refi-
nance your existing mortgage to gain a lower interest rate, don’t
automatically refinance for 30 years or some other lengthy term.
Keep your goals in mind. Your life together is about more than
lower monthly mortgage payments.

Fixed-rate mortgages

A fixed-rate mortgage locks you in at a specific interest
rate for the length of the mortgage. There is security here; you
know that your interest rate won’t change. This certainly will
help in your budgeting,

However, be aware that if your payments for property
taxes and homeowners’ insurance are bundled into your mort-
gage payment, you may see an increase in the total package
over time if those other elements increase.

As you consider fixed-rate mortgages, compare the differ-
ence in monthly payments between a 15-year mortgage and a
30-year mortgage. Many people assume, incorrectly, that the
monthly payment on a 15-year mortgage is double that of a
30-year repayment. Because the interest is lower on a 15-year
loan and the repayment period is so much shorter, the monthly
payment may be surprisingly affordable.

Adjustable-rate mortgages (ARMs)

As the name suggests, interest rates with ARMs are sub-
ject to change. The triggers for adjustment, which are speci-
fied in the mortgage agreement, typically are changes in certain
financial measures, such as the prime rate or cost-of-living
index. Because ARMs typically offer lower interest rates than
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fixed-rate mortgages, they can be attractive. But you may be in
for a ride on the rate roller coaster that can frustrate budgeting
and present you with unexpectedly large payments later on.

Here’s a good tactic for dealing with the uncertainty. If your
agreement provides an overall cap on your interest rate (or a cap
on the increase in any year) you can plot out the maximum you
would pay. Can you afford it? If not, it’s farewell to ARMs.

When renting makes sense

In the long run, most of us are better served by owning
our homes. We're investing equity that we can use as a financing
tool, we can create the sort of living environment that we want,
and we have some reasonable expectation of being able to sell
our homes at a profit. Owning a home can be a major step on
the road to financial security.

For all that, homeownership is not the best option for all
couples. Consider those who expect to relocate frequently. As
homeowners, they would be subject to closing costs and fees—
and possibly realtors’ commissions—with each sale and putchase
of a home. And, because they would be occupying their homes
for a short petiod, there would be no guarantee that their domi-
ciles would appreciate in value. It’s quite possible that in this situ-
ation, couples could take a financial beating by owning their homes.

There are many good reasons for owning a home, but
sometimes, the reasons for not owning one are more compel-
ling. If you’re in that situation, you shouldn’t feel like second-
class citizens for renting. That’s simply the best option for you.

The real deal on wheels

In the best of all worlds, convenient, affordable, and timely
public transportation would chauffeur us to our jobs, our rec-
reation, and any other places we elected to go. It may happen
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some day, but for now, few of us live in communities with
public transport jewels. For most, cars are a necessity. That means
borrowing for automobile purchases and upkeep (and bud-
geting for same) are necessities as well.

In the age-old debate about buying versus leasing, we come
down firmly on the side of buying. Leasing commits you to a
perpetual car payment, and who needs that? On the other hand,
financing a car is a losing proposition because cars are a depreciat-
ing asset. Not only does the value of your car decline every year,
but youre also paying interest on the money you’ve borrowed.
Owning a car may be a necessity, but it comes with a big price tag,

Our advice on autos is to own a cat, take good care of it,
plan on keeping it for eight to 10 years or until repair costs
become excessive, then purchase a new one. Here are some
other “Rules of the Road” on auto financing:

Rule 1—Buy a used car with a good warranty.

This enables you to avoid the major depreciation hit that
comes in the first two years of new car ownership. With a
used car, the previous owner suffered the depreciation blow.

Rule 2—Finance a car for the shortest period possible.

Your auto is a depreciating asset; the longer you pay for it,

the more money you waste.

Rule 3—Never finance a car for longer than it's
covered under its "bumper-to-bumper” warranty.

When things begin to go wrong and you must pay for
repairs, even as you’re making loan payments, you could be on
a long downward spiral. Also, be wary of “extended warran-
ties,” especially for used cars. These warranties typically are not
“bumper to bumper” and contain many exclusions tucked away
in the small print.
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Rule 4—Leasing works in certain circumstances.

If you simply must have a new car before you pay off
your old vehicle, a lease could make sense for you. Typically,
when you trade in a car with a loan balance, the car is rarely
worth what you owe for the new vehicle. Therefore, your buddy
Smilin’ Jack just rolls over the remaining balance onto your
new car loan, creating a debt snowball that is careening down-
hill. If you do lease, pay attention to the terms of the lease and
mileage allowances.

Rule 5—Save now for your next car.

Once you pay off your car loan, don’t go on a spending
spree with the money you’re saving, Instead, establish a car fund
and contribute each month the money you were paying for
your car loan. That way, you can pay cash or make a larger
down payment for your next car, eliminating the need for a
loan or substantially reducing its size.

Paying down debt: the delicate dilemma

As we close our discussion of debt, we must address one
of the more delicate dilemmas of modern marriage: how to
handle debts each of you may have accumulated before the
nuptials. Years ago, such a discussion hardly would have been
necessary. People married young, well before they had accu-
mulated significant debts—or assets, for that matter.

Today, the opposite is often true. When people wed today,
it may be after a decade or longer as professionals, plenty of
time to borrow plenty of money. The same is true of people
in second or third marriages. It would be hard to imagine people
in that situation without some debt burden.

When couples bring individual assets to the marital table,

that’s a cause for joy. When the baggage includes debts, the
issue is more complex and more volatile.
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Broadly, there are two approaches you can take to pre-
marital debt. You may decide to reduce your debt as indi-
viduals, or you may elect to pay down premarital debt as a
couple. Each approach brings advantages and disadvantages.

Paying down premarital debt as individuals can prevent
conflict, particularly if one party incurred substantially more
debt than the other. With this approach, the partner with the
smaller debt load doesn’t feel financially strapped by decisions
made before the marriage. This approach also permits each
spouse to maintain a significant level of independence.

But there are disadvantages as well. For one, the debt might
not be paid down as quickly or as efficiently as possible, be-
cause only one partner is focusing on it. In addition, that part-
ner may feel resentment at being abandoned on Debt Island.
That could promote continued use of debt, resulting in finan-
cial hardships and marital discord.

If you elect to pay down premarital debt as a couple, you
can develop an efficient game plan that emphasizes quick pay-
ment of high-interest debt. You can get out of debt more
quickly and focus on your goals as a couple. This joint process
also implies regular communication about debt, an activity that
will help you many times over.

The principal disadvantage to this approach is that the partner
who kept the slate relatively debt-free may feel exploited; the
good spending habits he or she developed might appear to
have come to naught.

As we mentioned, this is a sensitive matter, and we don’t
recommend one approach over the other. What we do recom-
mend is talking about any premarital debt and developing a
game plan that pays off all debts quickly while keeping both
partners satisfied with the strategy.
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Sllow talt

As an exercise, spread all the credit cards each of you
carries on a table before you. Now, try to name the
issuer of each credit card—not Visa, MasterCard, or
American Express, but the bank or financial institu-
tion that issues the card—as well as the annual interest
rate for each card. Loser has to call the issuers to
negotiate better rates.

Just kidding. The goal here is to make you
more aware of the interest you’re paying on
credit-card purchases, cash advances, and trans-
fers. Once you become more familiar with eye-
popping interest rates, you’re likely to exercise
more caution with credit-card debt.

It wouldn’t hurt to make those calls to negotiate
better rates. In today’s competitive environment, you
might get results that will surprise and please you.
Take the sample budget template on the next page
and fill in the amounts you think are appropriate.
In the first go-round, do it as individuals, with-
out consulting your partner. When each of you
has finished, compare notes. Are there differences
in the allocations each of you has penciled in? If
so, this may imply differences in goals.

Talk about those differences. See if you can estab-
lish mutually agreeable goals and budget allocations.

Now, fill out the budget template again, this
time working together. /vila! Your first budget
is now complete and ready for action.
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Our

Budget

Employment Income
Less:
Payroll Deductions
Federal Income Tax
State Income Tax
Social Security Tax, Medicare Tax
Health Insurance
401(k) Contributions (__%)
Total Payroll Deductions

Joint Fixed Expenses
Rent/Mortgage

Renters' Insurance
Household Supplies/Maintenance
Food
Utilities:
Gas, Electric, Telephone
Cable, Internet Service
Medical/Dental
Life Insurance
Total Joint Fixed Expenses

Joint Discretionary Expenses
Dining Out, Entertainment
Vacations

Unforeseen Expenses
Contributions/Subscriptions/Dues
Savings/Investment

Total Joint Discretionary Expenses

Husband-Fixed Expenses
Car
Transportation Costs/Maintenance
Car Insurance
Cell Phone
Wife-Fixed Expenses
Car
Transportation Costs/Maintenance
Car Insurance
Cell Phone
Total Individual Fixed Expenses

Husband-Discretionary Expenses

Clothing

Personal Care Services/Products

Hobbies/Gifts

Unforeseen Personal Expenses

Wife-Discretionary Expenses

Clothing

Personal Care Services/Products

Hobbies/Gifts

Unforeseen Personal Expenses
Total Discretionary Expenses

TOTAL EXPENSES

Monthly

Totals

Monthly

Annual | Annual
Expenses] Totals
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Ensuring Your Future (I): the
Lowdown on Health, Automobile,
and Other Insurance

hen we wed, we pledge to abide by the

Golden Rule. Yet marriage sometimes is

guided by a radically different principle:

Murphy’s Law. When things can go wrong,

they do. You or your partner becomes ill
at an inopportune time. Your car breaks down on the Highway
to Hell. Your fridge goes on the fritz, your washing machine
washes out, and your VCR is R.LP. These misfortunes range
from the frightening to the merely inconvenient, yet there is a
common denominator: All can be covered by insurance to mini-
mize the impact.

When we’re single, we typically don’t think much about insur-
ance. Our responsibilities may not be extensive, and we’re not
obliged to consider protection for a loved one. Marriage changes
the equation dramatically, especially if yours is a dual-income house-
hold. Your standard of living goes up and,
accordingly, your ability to maintain that
standard of living now becomes depen-
dent on the health and success of your

spouse, in addition to your own.

$ 48 %
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Securing the life you now enjoy, in a cost-effective manner that
provides you with sufficient protection, is an essential step on the
road to financial success. Some decisions, such as those involving
health insurance and automobile insurance, must be made almost
immediately; you don’t want to be without protection in these key
areas for even a day. Fortunately, most single people already carry
these types of coverage. The initial tasks of newlyweds often are to
review and consolidate coverage rather than to acquire new policies.

The same can’t be said of other coverage, such as disability
insurance and life insurance, which typically will be considered
for the first time after the marriage. Because these ate such
uncomfortable areas, many couples will address them by not
addressing them. That is, they’ll put them off until some un-
specified time in the future, when it may turn out to be too late.

It would be immeasurably nicer to bask in the glow of
your marriage or honeymoon without having to contemplate
the illness or death of you or your beloved. But you must do it,
and the sooner the better. Your lifestyle is now dependent on
two people rather than one; insufficient insurance can result in
catastrophic consequences.

In this chapter, we’ll look at the most important categories
of insurance and discuss the best ways of approaching them.
(We'll save life insurance for Chapter 4. Because of its com-
plexity, and its potential as an investment vehicle, it merits a
separate discussion.)

Health insurance:
whose plan...or is it both plans?

Many people receive health insurance through their em-
ployers. If you and your partner are planning to remain with
your current employers, you’ll need to review in some detail
the health-insurance plan of each employer, so that you can
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decide whether to maintain enrollment in both plans or switch
to joint coverage through a single plan.

The health benefits situation today is as complex as it ever
has been. Plans can be structured through health maintenance
organizations (HMOs), preferred provider organizations (PPOs),
or along other lines, and the benefits they offer can vary widely.
Deductibles, copayments, and lifetime limits span a wide range,
as does coverage for prescriptions, dentalcare, and eye care. More-
over, employers of a certain size are required to offer multiple
health insurance options, complicating your decision still further.

As you review your current plans, consider these five key
issues as they apply to you and your spouse:

The immediate health needs of you and your spouse

If you have ongoing medical needs for treatment beyond
annual physicals and prescription drugs, take a close look at
which of your plans offers the most cost-efficient reimburse-
ments where your specific needs are concerned.

Availability of your current doctors

Loyalty is vital in healthcare. If you've been seeing a physi-
cian or a specialist for years, chances are you’re comfortable with
that professional and would willingly pay a premium for the
right to continue seeing him or her. In an HMO or PPO, you
may well need to pay that premium, because these plans typically
limit full reimbursement to “in network™ care; if you go out of
network, your reimbursement may be significantly less.

So before you make any decision about changing health plans,
you'll want to determine if your physician and any specialists
you’re seeing are in the provider network of your spouse’s plan.

If your doctors aren’t participants in your spouse’s plan,
which may look pretty attractive otherwise, all is not lost. At
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your request, your physician can initiate the process of becoming
a participating provider in your spouse’s plan. Insurers update
their provider networks regularly, although it may be on an an-
nual or semiannual basis. So with a little patience and persistence,
you may end up with the best of both worlds: access to your
personal physician and specialists in a superior health plan.

Treatment of prescription drugs

Although many health-insurance plans include deep dis-
counts for prescription drugs, some also feature a catch. That
is, to realize your discounts, you may need to purchase your
drugs from a participating pharmacy, which could be quite
inconvenientif the nearest participating pharmacy is across town,
or in bulk via mail order. This is an issue of convenience as
much as cost; factor it into your thinking.

Deductibles

Most plans feature deductibles, the amount for which you’re
responsible before your plan provides reimbursement. Where
individuals are concerned, deductible amounts are roughly com-
parable. However, when a spouse is added to coverage, the de-
ductible amount can rise geometrically rather than arithmetically.

Depending on your medical needs, it may be more effi-
cient for you as a couple to have just one deductible to meet.
On the other hand, if the deductible soars when a spouse is
added to your coverage, it may make more sense for each of
you to stay enrolled in your current plans. This is one more
factor in a complicated field.

Employer-paid premiums
Rare is the employer that pays 100 percent of your medical

premiums. Most often, you are required to contribute a portion each
month through a payroll deduction. How much is that contribution?



5 2 The Q‘(ew/yweo(v’ Suide fo %ues/my & Fersonal Finance

How much is your spouse’s contribution? And how much would
your contribution be under joint coverage in a single plan?

Employee contributions often are the hidden joker in the
health-insurance deck; they can rise dramatically when a spouse
or children are added to a health insurance plan. Understanding
these costs will help you determine the best approach for you
and your spouse.

Once you and your partner study your needs and the features
of your current plans, you'll be well positioned to make an in-
formed choice about health-insurance plans. Some couples will
find it more advantageous to remain with their respective plans;
the coverage suits them, and it’s cheaper than joint coverage in a
single plan. However, if one spouse has a superior plan that better
accommodates the medical needs of both of you, you may find
joint coverage the way to go, even if it costs a little more.

As with most marital financial decisions, choosing the right
health insurance plan involves trade-offs. In this case, however,
even a handsome financial gain is unlikely to compensate for
inferior medical coverage.

One final word here. No matter which health-insurance op-
tion you choose, remember to create a category for health care—
and all other insurance costs—in your budget. The category should
include the contributions of you and your spouse to monthly
premiums (costs that are regular and predictable) as well as
your estimate of costs for copayments and prescription drugs.
Of course, you can’t know these in advance, but if you don’t
plug in an estimate, you may be waylaid by unexpected medical
expenses that will put your budget in intensive care.

Supplemental insurance

No matter how generous your health insurance, you will pay
out of pocket for certain uncovered expenses. Because many
plans typically cover less than 100 percent of medical expenses—
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70 petcent or 80 percent are common repayment figures—you’re
responsible for the balance. You’ll also incur deductibles,
copayments, possible out-of-network expenses, and some subtle
costs, such as lost wages and transportation to and from hospi-
tals and doctors’ offices, that few plans will reimburse.

A number of firms write policies called supplemental in-
surance, which reimburse you for these and other out-of-pocket
expenses. Whether or not supplemental insurance is for you
depends on the cost of the premium versus the benefits pro-
vided, as well as the breadth of your basic plan. If your plan,
for example, covers 100 percent of physicians’ and hospital
costs, supplemental insurance could be superfluous. But if your
plan pays only a portion of your costs because you must see
out-of-network professionals, supplemental insurance may be
worth investigating,

One supplemental insurer, AFLAC (the folks with the duck
in their advertisement), provides coverage for more than 40
million people worldwide. AFLAC’s success has created many
believers. In fact, when the National Association of Investors
Corporation surveyed its member investment clubs in 2000, it
found that AFLLAC was the most widely held stock when mea-
sured in number of shares. Must be something about that duck.

Health insurance for the self-employed

According to the National Association for the Self-Em-
ployed, about 10 million Americans were self-employed in
1997—a figure that is on the rise—and thus ineligible for any
employer-provided health insurance. If you and your spouse
are both self-employed, medical insurance plans are available,
of course. Sad to say, these generally have not kept pace with
employer-provided plans in either cost or scope of cover-
age. Inevitably, you’ll pay more to receive the same coverage
(or less) enjoyed by corporate employees, and you may need
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to mix and match plans to achieve full coverage in such areas
as dental care and eye care.

Insurers provide more attractive plans to corporations
because of the volume involved; being guaranteed so many
participants enables them to lower their prices. If you and
your spouse are self-employed, you can try to take advantage
of the same volume discounts.

Many business organizations, such as local chambers of
commerce or small business associations, offer their mem-
bers health insurance plans based on the same principle as
corporate plans: Lots of participants equals lower costs. Large
voluntary organizations, such as the American Association of
Retired Persons and the National Association for the Self-
Employed, tap the same concept in offering health plans to
their members.

Membership dues for such organizations often are at a
low or even nominal cost. The savings such group plans offer
against individual plans can be so significant that you’ll recoup
what you pay in dues many times over.

Disability insurance:
a must to protect your income

When most couples consider insurance, they know that
health and automobile insurance are mandatory and that they
probably should explore life insurance when they can get around
to it. Disability insurance may be as vital as any other type of
coverage, yet it’s an often overlooked aspect of financial plan-
ning. You and your spouse might have crafted a solid financial
plan and a budget that will help you achieve it. But if either of
you loses your earning capacity to a disabling injury or illness,
your financial plan could be rendered meaningless because your
ability to contribute to it could be dramatically reduced. The
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scenario can be further complicated if a disability of either of
you results in additional, unforeseen expenses. Quite a squeeze it
can be: Your costs go up while your earnings capacity plummets.

Many of us pay scant attention to disability insurance be-
cause we know our employers are providing it. We remember
that orientation session when the human-resources manager ad-
vised us that we had disability coverage and that we would no-
tice payroll deductions to cover our portion of the premium.

Indeed, employer-provided coverage is common and
appreciated. Frequently, however, it’s far from adequate. It’s
imperative for you and your spouse to undertake a three-
step process to lead you to adequate disability insurance.

Step 1—Review the disability coverage provided
by your employers, with these questions in mind:

What percentage of your salary
will the benefit pay each month?

Typically, disability coverage pays only a percentage of your
income. If that percentage is too low, you could experience a
serious income shortfall in the event of disability.

In addition, there are potential tax consequences should the
benefit be paid. If your employer pays your premiums, any ben-
efits you receive are taxable. However, if you pay the premiums,
your monthly benefit is not subject to income taxes. Any tax obli-
gation, of course, will serve to reduce the money available to you.

How long will the policy pay the benefit?

Some policies may pay for a designated number of years;
others may pay until age 65. If your policy pays for only, say,
two years, it’s clear that you are substantially undercovered. If
you’re planning to work past the traditional retirement age, even
a policy that pays through the age of 65 won’t suffice.
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How does your policy define “disabled”?

Some policies offer benefits that kick in if it’s determined that
you no longer can do your own job. This is called an “own-occu-
pation” trigger. Other policies won’t pay the benefit unless you're
unable to perform any job, a much broader definition of disability
that works against you, because the insurance company could refuse
to pay you as long as you could work in some other field.

As you review your current disability coverage, don’t be
surptised if you come up with disturbing answers. The fact is
that most employet-provided disability programs are inadequate
for the needs of today’s couple. But now that you’re armed
with that information, you’re prepared for the second step.

Step 2—Determine your needs
in the event of disability.

Not all couples have the same requirements here. To deter-
mine your needs, explore these questions with your spouse:

$ Asacouple, how much money do you need each
month?

$ Should one of you became disabled, how much
of a shortfall would there be in meeting your
monthly expenses?

$ Does your existing disability coverage, including
potential Social Security disability benefits, cover
the shortfall? If the answer is yes, you now know
that your disability coverage is sufficient. But if,
as most do, you answer no, then it’s time to pro-
ceed to the final step.

Step 3—Explore a supplemental
disability insurance policy.

You can achieve this through a life-insurance agent or a
financial planner, and it should be a priority. The premiums are
not inexpensive. Nor does a disability policy allow you to build
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equity, as some life insurance policies do. Nevertheless, adequate
disability insurance is an important tool in planning a secure
financial future for both of you.

Automobile insurance: how marriage
changes the rules of the road

We don’t intend to harangue you about the necessity of
automobile insurance; that’s what your insurance agent is for.
Most people are veteran drivers with plenty of auto-insurance
experience well before marriage. Many couples live in states
that require auto insurance; if you’re among them, you already
realize that your options are limited.

But marriage can change the auto insurance issue in ways both
obvious and subtle. For example, your spotless driving safety record
may have persuaded your insurer to offer you a discounted rate
when you were covered as an individual. But if your spouse’s safety
record is checkered, how will your insurer respond when you seek
joint coverage? Cleatrly, your good-driver discount is at risk.

Other auto insurance questions you should consider follow.

Does your current policy require you to notify
your insurance company of your marriage?

This may seem a small point, but your insurer has a legiti-
mate interest in knowing if your vehicle or vehicles now will be
driven by someone in addition to you, and to review and ad-
just your premium accordingly. If you fail to notify your in-
surer of your change in marital status, you could be subject to
penalties and even cancellation of your policy.

Should any new vehicles purchased
be titled and insured individually or jointly?

Some tricky legal issues are at play here. Let’s suppose that, with
a new, jointly titled car, one of you is involved in an accident and
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sued as a result. If the legal decision goes against you, would the joint
assets of you and your spouse then be subject to attack? In the same
situation, if the car is individually titled, would that protect your joint
assets in any lawsuit? The answers to these questions can vary from
state to state, so good legal counsel may be advisable here.

Many couples choose to jointly title all their important assets as
a display of their commitment to each other. We salute that, but
we also want you to be aware of the potential consequences.

Appliance insurance...
and when it makes sense

We'll be the first to admit that losing your telephone service may
not be as frightening as a medical emergency, but breakdowns in
appliances and utilities can be an inconvenience or worse. If you or
your spouse depends on the telephone for your living, to cite one
example, disruption in service can be more than an annoyance.

Many providers of household appliances have developed in-
surance policies or maintenance contracts to protect you against break-
down, or rather to assure speedy repair, because no one can guarantee
against malfunction. This category has an almost limitless number of
entries. You can buy insurance for your refrigerator, washer, and
dryer; maintenance contracts for your VCR and computer; and
wireline maintenance agreements for your electricity, natural gas, and
cable television. Not all such policies and agreements are available in
every community, but they are commonplace.

If you purchase an insurance policy or maintenance agree-
ment with each appliance or utility, the costs can mount pretty
quickly. Thus, it may be wise to ask yourselves these questions
before you purchase the insurance:

Is the value of the appliance worth the premium?

Unless you’re some sort of Pop Tarts junkie, you’re unlikely
to want insurance for your toaster. It’s such a low-end item that
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you wouldn’t want to spend a nickel on repair or a maintenance
agreement. Many couples would put VCRs in the same category.
If you get a good few years’ use from your unit, you might not
want to invest in repairs; VCRs are fairly low priced, and you’re
probably ready for the next generation anyway.

Yet value is a relative thing. Some couples never would
consider a wireline maintenance agreement for their cable TV,
for example, because they view television infrequently. They
can wait indefinitely on repairs. For others, cable TV might be a
principal source of information and entertainment; for them, a
maintenance agreement might be vital. No one can determine
the value of particular appliances and utilities but you.

Who will perform the repairs, and when?

If you’re buying insurance for your refrigerator, it’s impor-
tant to know who will provide the repairs. Will the store that
sold you the product be performing the repairs or will it be a
contractor of the store? If it’s a contractor, does he ot she have
offices and personnel near you, or are you likely to have to wait
several days for a technician to travel from afar? You’ll want to
know the answers to these questions.

Also, check the policy or agreement to make sure it im-
poses some sort of deadline on the insurer, such as “Repair to
me made within two working days.” If this commitment is
lacking, the policy may not be worth much.

Are you required to ship or transport the
appliance to the repair shop?

This is a fairly common feature of maintenance agreements
for such appliances as VCRs and computers. Disengaging them,
toting them to your car, driving cross town to the repair shop,
then reversing the process once the repairs are completed—all
that can be laborious and a misuse of your valuable time. A
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Healthcare Cost Comparison

Your Plan
Your Plan Spouse's Plan (Joint Coverage)

Percent of costs paid
(In network)

Percent of costs paid
(Out of network)

I_Deductible

Copayments

Prescription drugs

Pharmacy restrictions?

Lifetime limit

See your own doctors?

Dental care included?

Dental deductible

Dental annual limit

Eye care included?

Key limitations?

better alternative may be to find a reliable technician who’s will-
ing to make on-site repairs. Even if you pay a premium for
those services, you’ll recoup it in hassle-free time.

Sllow talt

If each of you currently is covered under an employer-

provided health insurance plan, you have three choices for the
future: remain enrolled in both plans, enroll jointly in your plan,
or enroll jointly in your spouse’s plan. This exercise should help
you understand the benefits and advantages of each option.

With all your health plan documents before you for quick
reference, work together to fill out the chart on this page. When
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you’re done, you'll have a better understanding of the strengths
and shortcomings of each option and a better feel for your
spouse’s concerns and priorities.

However, even with all the blanks filled in, your selection
may be far from obvious. You may find, for example, that the
lowest-cost option won’t permit you to see your own doctors
except by paying a stiff out-of-network penalty or that it suf-
fers from what we call a “key limitation,” such as a low annual
cap on reimbursement for mental health treatment. The chart
and the corresponding discussions with your spouse should
help make you both aware of the trade-offs.
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Frofile
Audrey R. Korotkin and
Don C. Clippinger:

Where the Turf Meets the Torah

n award-winning writer and editor, Don
Clippinger has covered horse racing and the
thoroughbred industry for more than two
decades.
Audrey Korotkin is rabbi of Temple Judea
Mizpah, a 350-family Reform congregation in Skokie, Illinois.
Their occupations may appear to make them just about the
unlikeliest couple anywhere. But in this case, when the turf meets
the Torah, the result is a solid union based on the principles of
mutual respect and joint planning,
Prior to their marriage in 1989, both already had distin-
guished cateers in journalism and public relations. Don’s previ-
ous marriage contributed to a mature perspective.

“We were both older adults who had been living on our
own for a long time,” Audrey confirms. “It’s not like we didn’t
know how to run a household. We both
came with a mature attitude to finan-
cial matters. That was very helpful.”

What wasn’t helpful was an unex-
pected jolt to their employment status.

$ 62 %
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Don had successful stints in various editotial positions with the
Pittsburgh Post-Gazette and the Philadelphia Inquirer; and in 1988 he
became editor of The Thoronghbred Record, the industry’s oldest trade
magazine. Audrey, an award-winning news and sports reporter at
WBAIL-AM radio in Baltimore, had been executive director of
Triple Crown Productions. But just after their martiage, they both
found themselves out of full-time work and starting their own PR
business serving primarily the racing industry.

When they jointly decided that Audrey would attend rab-
binical school—the five years of study would feature an excit-
ing but expensive year in Israel for Audrey—they knew the
road ahead might be difficult. But the business that Don now
runs, Kilbourn Associates LLLC, has thrived, Audrey is estab-
lished in her temple and a leader in the community, and the
lessons in frugality and partnership they learned during their
challenging early years together continue to provide benefits.

Communication

When Audrey counsels young couples planning to wed, she
firmly guides them to a policy of full and regular communication.
Thus, it’s no surprise that Audrey and Don practice what she preaches.

“Our discussions are more or less continual rather than
structured,” Don reports. “We’ve always talked things through.”

Checking accounts and credit cards

Maturity, mutual trust, and joint planning are themes that
run through this marriage, themes that are reflected in the couple’s
approach to checking accounts and credit cards. They maintain
two joint checking accounts; one account is for household ex-
penses, the other for variable and unexpected costs.

“We both know what’s going in and what’s going out,”
Audrey says. “There are never any surprises, never any secrets.”
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As for credit-card debt, they have none.

“We eliminated that,” Don says, “although we both had
pretty much cleaned the slate coming into marriage.”

Asset consolidation and titling

Audrey and Don each had an IRA account; both changed
the beneficiary to reflect their new status. Since their marriage,

Don also invested in a 401(k) plan while he was managing edi-
tor of another trade magazine, Thoroughbred Times. Audrey’s as-
sets included profit-sharing benefits from the Triple Crown
Productions job. Each created a rollover IRA, with beneficiary
propetly designated, for these assets.

Budgeting

Of necessity and choice, they’ve adopted a formal ap-
proach to budgeting. A portion of Audrey’s income is paid in
a “parsonage” allowance; for that, Audrey and Don must main-
tain comprehensive records of all expenses related to housing
and home upkeep. It’s a great head start on budgeting,

“We sort of have the budget in our heads rather than sit-
ting down and writing it,” Don says. “We do the mental calcu-
lations—this is the housing nut each month, these are the
recurring payments. That pretty much takes care of us.”

Their budgeting goes well beyond the expenses associated
with the maintenance of their residence.

“We sit down every week and plan out our meals and any
extraordinary expenses for the week or even month ahead,”
Audrey says. “We do alot of our shopping together. We’re blessed
to have similar temperaments and priorities. When one thinks it’s
important to spend money, usually the other does, too.”
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Advice for newlyweds

$ Don: “The thing that worked for us is getting
rid of credit-card debt. That meter runs at 20
percent a year. I know it’s tough to avoid it when
you're starting out, but streamlining your finances
opens up the vistas of investment and retirement
planning.”

$ Audrey: “As a rabbi, I require premarital coun-
seling of couples planning to marry. Other than
religion, money is one of the biggest sticking
points in a relationship. If one’s a saver and one’s
a spendet, it’s a real serious problem. If you don’t
share information about the debts you’re bring-
ing to the relationship, that also can be very seri-
ous.

“A lot of couples try to put it aside; they think
they’ll work it out sometime after they get mar-
ried. I'm very insistent on counseling, even with
older couples. I might broach the subject differ-
ently, but I think it’s important that they discuss
financial issues now and not afterwards.”

Investments and long-term goals

Because they’re so adept at living within their means, Don
is able to set aside a significant amount each month for contri-
bution to his pension fund. In addition, the temple provides
Audrey with a pension plan, which is overseen by a board of
rabbis.

“We do have a chance to review allocations every year,”
Audrey says.

The couple also has engaged professionals to help them
acquire disability insurance for Don and provide advice on



6 6 The Q‘(ew/yweo(r’ Suide to %ues/z}zy & Fersonal Finance

investments beyond their pension plans. Their current vehicle
of choice is mutual funds.

All these investments are elements in a master financial game
plan. Although many couples have trouble planning for even a
month or two ahead, Audrey and Don have mapped out a
strategy that calls for them to work for 20 years, then retire on
the strength of their investments.

“Retired rabbis have a lot of opportunities to do what we
do on a freelance basis,” Audrey says, “One of my mentors
who has retired is officiating at Rosh Hashanah and Yom Kip-
pur services in Hawaii. Passover cruise ships are always looking
for rabbis.”

Don, who is an active participant in Audrey’s congrega-
tion, would gladly go along for the ride.
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Ensuring Your Future (II):
Preparing for the Worst

’ve all seen the commercials. It’s a sunny
day, the birds are singing, all’s right in the
wortld, then—whapl—the Big X smacks
you and youre gone, deceased, an expar-
rot, out of the picture. What’s worse, the

grim-voiced narrator reminds you, is that you could be leaving your
loved ones without enough resources to continue on after you.
You may find those cheery messages to be heavy-handed,
offensive, aggravating, or all of the above. But, boy, are they effec-
tive. We'll wager that the first time you actually gave serious thought
to life insurance was when you viewed one of those doomsday
prophecies. Each time we see one, we're tempted to call our agents
and instruct them to double our coverage. Nasty as they are, these
commercials drive home an effective point. You or your spouse
might not be around to enjoy that secure financial future you're
planning for yourselves, so it’s the job of both
of you now to prepare for that scenario.

As we discussed in Chapter 3, insur-
ance is about protecting yourself and

your standard of living from unforeseen,

$ 67 %
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potentially tragic circumstances. Clearly, the loss of a spouse falls
into this category. Life insurance is among the best methods of
guaranteeing the financial future of the surviving partner.

Think about your current financial situation and your spend-
ing priorities. You're in the process of building your lives together,
making major purchases that typically include a house, cars, and
furnishings. You’re in an accumulation phase, with perhaps little
money left over for savings. This is when your insurance needs are
as great as they’ll ever be: You simply lack the assets to sustain your
lifestyle if confronted by a catastrophic event.

Later in your marriage, life insurance might not be so ur-
gent (although you still should consider it for estate planning
purposes, as we’ll discuss later in the chapter), because you will
have accumulated sufficient resources to tap if tragedy strikes.
Your children will grow, your debts will be paid, and your
financial responsibilities will ease. So you no longer may need
the protection that life insurance provides.

But for now, you and your partner should spend setious
discussion time on life insurance, so go for it. Here’s the two-
step process that we suggest.

Step 1—Discuss your needs.

In your discussion, focus on these key questions:

Would the surviving partner want
to maintain your current residence?

A painful question to be sure, but one you must explore.
There are practical and emotional issues here. You may be at-
tached to the residence you shared with your spouse and wish to
remain there no matter what the cost. Yet by yourself, you might
not need as much room as you once did; if you remain in your
current domicile, you must pay for the upkeep of your big house.
These costs must be factored into your life insurance needs.
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It’s just as possible that the surviving spouse might want a
smaller home. Selling your house would provide you with a
cash infusion; moving into a new home would require a down
payment and ongoing mortgage and maintenance costs (ot rent)
if you choose not to own. The deliberations are tricky, but you
must consider all your housing needs and costs.

Would the surviving partner continue to work?

If so, that would produce continuing income that life in-
surance would not need to provide. But if the surviving spouse
likely would retire, that would mean loss of a key income source;
the death benefit of a life insurance policy could help make up
the difference.

How much time would the surviving partner
take off work to complete the healing process?

Loss of your loved one is devastating, so crushing that
most people require a considerable time before they’re ready
to again face the world of work. If you think that healing time
for you might be measured in months, you’ll need to include
the lost income in your computation of life insurance needs.

What debts would
the surviving partner need to pay off?

This is one of the most difficult needs to project; you
can’t possibly know what financial obligations you might un-
dertake over the coming years. Perhaps more than any other
question, this one underscores the need for constant marital
communication. If each of you plans to maintain a relatively
high level of financial independence, you’ll need to commu-
nicate regularly about what debt you may be incurring. The
last thing a surviving partner needs is the shock of unexpected
tinancial obligations.
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How much monthly income would a surviving partner
need to sustain the desired standard of living?

Your monthly budget should be a handy guide here. If
you adjust the income and expenses according to your answers
to the previous questions, youll have a pretty fair sense of the
financial needs of the surviving partner.

Step 2—Find a trusted professional to
help secure your coverage.

When you sit down with your life insurance professional,
you’ll be way ahead of the game. Unlike most people secking
life insurance, you’ll know exactly what you need from your policy.

Armed with the information you supply, your agent will
prepare a future value calculation to determine the lump sum
of money necessaty to generate the income the surviving part-
ner would need, as well as the corresponding premium.

When you reach this point, you'll have done your job well, but
your work doesn’t end here. Acquiring the right life insurance begins
with understanding your needs, but those needs will change over
time. If you raise a family, shift jobs or careers, buy a new home, or
inherit money, your expectations of life insurance may change. Up-
date your coverage as needed. If you think of your approach to life
insurance as a dynamic process rather than a one-time purchase,
you'll be able to accommodate all the changes in your life.

Types of life insurance

We’ve been discussing life insurance as if it’s a one-size-fits-
all fashion, with variations only in the amount of the death
benefit and corresponding premium. In recent years, the insur-
ance industry has introduced a variety of products that, at first
blush, may be confusing. To cut through the clutter, think of
these two broad categories of life insurance:



Ensuring Your Future (II) 71

Term insurance

As the name suggests, term insurance covers a specified length
of time. One year would be a common period for a policy.
After that term expires, your policy is subject to renewal and
adjustments in premium. With term policies, premiums typically
are based on your age; the older you get and the more of a tisk
you are, the higher your premium is likely to be.

To add a degree of predictability to your premiums, you can
opt for a “level term” policy that covers a lengthy period, perhaps
10 or 20 years, and keeps your premium level throughout.

Perhaps the key thing to remember about term insurance
is that there is no cash value once the term expires. Your premi-
ums are not invested for you. What you get for your payments
is the protection of the death benefit, but no money beyond
that. Because term insurance lacks an investment component,
it’s usually the most inexpensive type of life insurance available.

Permanent insurance

We’ll use this catchall phrase to describe policies designed to
provide coverage for the long term. Permanent insurance comes
in various forms: whole life insurance, universal insurance,
hybrid term/whole life insurance, and vatiable insurance are
just some of the wrinkles developed by the industry.

No matter the type of permanent-insurance policy, the
common denominator is that these vehicles invest your pre-
mium payments to build cash value for you. The uses for your
gains are many. Some couples use the cash value to finance their
children’s education, or they draw upon it as retirement income.
Others allocate their gains to offset their premium payments.

A key feature of these policies is that your money grows
on a tax-advantaged basis. That is, you pay no income taxes on
the money as it accumulates.
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Premiums for these policies typically are higher than those
for term insurance.

Which is the best policy for you?

Should you select an inexpensive term insurance policy or a
more costly permanent insurance policy that builds financial value?
The answer depends on your current financial status as well as
your goals for the future. How much can you afford to pay in
premiums? Do you have other investment vehicles that may ob-
viate the need for permanent insurance—and its expense? Your
answers to these questions will help you determine the right policy
for you. Also, consider these potential purposes of life insurance:

Income replacement

If your primary need is to replace lost income upon the
death of one of the partners, term insurance may be the most
suitable option. Often, you can coordinate your policy with ma-
jor financial events in your marriage or: Your children have fin-
ished college, your mortgage is paid off, you’ve built a little nest
egg. With a little savvy on your part, your policy can expire just
when your need for income replacement declines significantly.

Investment purposes

The idea of using life insurance to accumulate wealth seems
attractive, but it’s no slam dunk. You always need to compare
the costs and potential gains of permanent insurance against
the other broad option: eschewing permanent insurance and
investing the money you would have paid for premiums in
some other vehicle or vehicles.

In some cases, investing through a life-insurance policy is
not as efficient, due to the cost of the insurance and the over-
head of the insurer. On the other hand, if you need life insurance
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coverage, are in a high tax bracket, and may be facing an estate-
tax liability, permanent insurance may be the best option.

Estate planning

In estate planning, life insurance is used as a gifting vehicle
that can reduce the amount of estate shrinkage due to taxes.
Here’s the way it works. Ordinarily, a large estate bequeathed to
your children can trigger significant inheritance, income, and
estate taxes that can prove quite onerous for your beneficiaries.
However, you may gift assets to your children through a life
insurance policy; within well-defined limits (no more than
$10,000 gifted to any recipient in any year) there are no gift
taxes for your beneficiaries. For this option, couples typically
use a permanent life-insurance policy with a “second to die”
clause. That is, the children receive the benefits only after the
deaths of both spouses. (Beyond life-insurance, gifting assets to
your children usually is a sound practice. It reduces the current
and future size of your estate while easing the tax burden for
your beneficiaries.)

The gifting feature of permanent life insurance can be a
big plus for your children, and it can work for you as well, if
your patents have significant assets they intend to pass on to
you. Through life insurance, they have the opportunity to gift
part of their assets directly to your children, rather than magni-
fying your potential estate-tax problems. If you’re in this situa-
tion, it might be a good idea to involve your parents in your
discussions about life insurance.

One cautionary note. If you and your parents are considering
this option, you'll want to pay attention to an obscure provision of
the tax code called the “Generation Skipping Tax,” which can be
triggered when assets are transferred beyond one generation. The
Economic Growth and Tax Relief Reconciliation Act of 2001
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provides for the eventual repeal of this tax. In the meantime, don’t
skip it; discuss it with your tax preparer or financial planner.

(We’ll discuss estate planning in greater detail in Chapter 12.)

Employer-provided life insurance

Many companies offer life-insurance coverage as a benefit
for their workers. The premium typically is inexpensive, so in-
expensive that it’s almost impossible to pass up. Yet there are
risks in relying on the coverage your employer provides.

First, you lose control of your life insurance plan. If you and

your employer part company—and in today’s economy, that’s the

norm rather than the exception—or if your employer decides to
alter the benefits provided, you and your spouse may find yourself
without appropriate coverage. In addition, if you wait until your
next job to seize control of your coverage, you may be older and
not as healthy, and coverage could be more expensive as a result.

It 7s a good idea to take advantage of whatever life insur-
ance coverage your employer provides, but it’s a bad idea to rely
on it exclusively. Think of it more as an add-on, an enhancement
to the coverage you and your spouse plan and acquire. That way,
changes in job or employer never can jeopardize your coverage.

Plan a healthy lifestyle

If you’re considering life insurance for the first time, be

aware that most insurers will require you to undergo a medical
examination to assess your physical condition. They’ll also query
you about some personal habits, including whether or not you
smoke cigarettes and how often, and your medical history, in-
cluding past and current diagnoses, prescription drugs you’te
using, and doctors you're seeing;

The results of the exam can be a major factor in your
premium. For instance, if your health is poor and you smoke
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several packs of cigarettes per day, not only will your premium
be high, but you actually could be deemed uninsurable.

The healthier you are, the lower your premium is likely to
be. In more ways than one, staying healthy may be the best life
insurance for you and your spouse.

Foillow talk

Once you've determined your life insurance needs, and you’re

committed to life insurance as a vital component of your finan-
cial planning, you’ll need to identify a professional to help you. In
most communities, the life-insurance field is crowded. How do
you find the right agent? We’ve discovered that an old-fashioned
technique, word of mouth, works well here.

Survey your family and friends about their agents and cov-
erage. Each of you should keep notes on your findings as the
basis for a family discussion about life insurance agents. When
you’ve narrowed the field to the most promising two or three
candidates, don’t hesitate to follow up by asking your friends
more specific questions about their coverage and agents.

When you contact the top candidates, you’ll find them ea-
ger to visit your home or office and to prepare a proposal for
you. Be sure to get at least several proposals from different
agents for comparison. Remember that what they’re presenting
to you are proposals, not final offers. Ask questions. Request
modifications. Negotiate. This is an important transaction for
you and your spouse, and you want to bring to it the same
tools you utilize in a business deal.
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Investment Planning: Getting
Up Close and Personal with Risk

u’ve developed a workable budget, and you’ve
taken steps to protect your income against un-
foreseen setbacks. If we think of these as the
defense measures in marital financial planning,
it’s now time to take the offensive to achieve
your financial goals. By this we mean investing,

Investing is the aspect of financial planning that provides
you with the wherewithal to enjoy life to the fullest and accom-
plish your most cherished goals. You’ve considered these goals
before, of course, as you planned your budget and insurance
coverage. But now that you’ll be investing part of your hard-
earned income towards the achievement of your goals, it’s the
appropriate time to prioritize and refine your objectives.

As a couple, it’s critical for you to spend quality time discuss-
ing your goals. The process itself is uplifting. When you evaluate
and pursue investments as a couple, you
establish yet another bond between you.
You're a team of two against the world,
so to speak. The impact on your mar-

riage could well be unmatched.

$ 76 $
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At this point, the mote conservative among you might ask:
“Why invest? We have two incomes and a plan to live within
our means and keep us in our comfort range, so why shouldn’t
we put some money into savings accounts and certificates of
deposit and avoid the risks of more aggressive investing?”’

The answer is a simple one. In our economy, it’s risk that’s
rewarded to a much greater degree than talent or hard work.
Few couples will achieve their financial dreams if those dreams
are financed by income alone. It may seem harsh and unfair
that your abilities and industry generally will bring you only
modest rewards, butitis a fact in the society we’ve constructed.
Of course there’s risk in investing, but the greater risk may lie in
not investing. Let us show you what we mean with an example.

Consider Couple A, who have implemented a conserva-
tive, risk-averse investment plan. Their excess money goes into
safe vehicles, such as bank accounts and CDs, which give them
an average annual return of 5 percent. If Couple A invests
$200 each month, after 20 years, their total investment of
$48,000 will grow to approximately $83,100.

Now, contrast that scenario with that of Couple B, who have
mapped out a more aggressive investment program that features
both greater risk and an average annual return of 10 percent. Over
20 years, their investment of $48,000 will grow to approximately
$154,600—871,500 more than Couple A’ nest egg. The same amount
of money was invested, but it was invested more productively.

Think of what that extra $71,500 means. Couple B will
have an easier time financing their children’s college education.
They can retire earlier if they choose, travel more if they choose.
And they can relax, because they know they have enough in
reserve to cover any circumstance that may arise.

This is not to diminish the risk that Couple B endured or the
tisk to you if you invest aggressively. There is risk, and you could
lose all or part of your investment. But as we say, there are risks to
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not investing proactively as well. Let’s examine the types of risk
involved with both the aggressive and conservative approaches.

Market risk

This is the risk that people fear most—and with some jus-

tification. Invest in the stock market and there’s a chance, how-
ever slight (unless you’re investing in inherently unstable
companies), that youll lose your entire principle. Those who
analyze the market regularly have refined the concept of mar-
ket risk. They think of it as “principle fluctuation.” In this more
advanced definition, the key concern is not loss of the entire
principle but the degree of fluctuation your investment will
experience on a day-to-day basis.

In other words, each investment you make brings what
might be called a “risk/return” relationship. Generally, the more
risk (or volatility) you can accommodate, the greater your po-
tential return. Otherwise, there would be little payoff for tak-
ing on the uncertainty.

When we speak of market risk, we mean the price fluctuation
of an investment based on the overall economy and conditions,
not necessarily the financial stability of any one company in which
you may have invested. Sluggish consumer spending, poor per-
formance of the market in general, disappointing showing by a
particular sector—all are market risks that can affect any of the
stocks in your portfolio. Even upside market momentum can cre-
ate risk. We witnessed this in the late 1990s when some investors
assumed that the stock of any dotcom would skyrocket. When
the bubble ultimately burst, even fundamentally sound compa-
nies—and their investors—suffered the consequences.

As has been demonstrated in recent years, volatility is a
characteristic of the market that’s unlikely to change. If you
choose to invest in the market, you and your spouse will need
to determine your tolerance for significant market swings.
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Credit risk

Unlike market risk, which entails the general direction of

the stock market in the face of changing economic conditions,
credit risk involves the financial stability of individual compa-
nies in which you might invest. Businesses that aren’t making
money or ate cartying significant debt on their balance sheets
often present a high degree of credit risk.

It would seem to follow that investments in unstable compa-
nies have major downside potential. Some investors, however,
seek out such companies on the theory that the greater the risk, the
greater the potential return. Buy the stock of an obscure, no-prof-
its start-up, this theory goes, and you’ll be in on the ground floor
when the company takes off. This type of speculative investing in
technology and Internet stocks was the rage in the late 1990s. In-
vestors in dubious dotcoms soon learned that they weren’t on the
ground floor at all; they had many more levels to fall.

Credit risk also is an issue when buying individual munici-
pal and corporate bonds. Analyze the financial stability of the
issuer, and don’t think that corporations or municipalities are
immune from collapse. When California’s Orange County de-
faulted on its municipal bonds in the 1990s, it demonstrated
the perils of credit risk pretty persuasively. And don’t be lured
by higher interest rates; with bonds, the relationship between
risk and reward is clear and direct. The higher the interest rate,
the lower the quality of the bond.

Inflation risk

Market risk and credit risk, of course, are petils associated
with aggressive investing, But there also are dangers related to
passive savings. One of these is the peril of inflation. It’s one of
the most important factors that you must understand when
establishing your financial goals and game plan.
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Simply put, inflation represents the decline in purchasing
power of your money. Because of inflation, $100 that you
spend today will not buy the same amount of goods and ser-
vices five years from now. If you do the grocery shopping for
your family, you well know the meaning of inflation. You’re
spending much more for the same amount of food than you
did even a few years ago. That’s the power of inflation.

Apply this same lesson to your financial planning and you’ll get
an alarming sense of the risk of inflation. Let’s suppose that your
income need today is $40,000 per year and that you want to retire in
25 years. If we assume an average annual inflation rate of 4.8 per-
cent—the actual average over the past 25 years—your annual in-
come need 25 years from now would be slightly more than $129,000.
And that’s assuming that your needs won’t change, which is a risky
assumption at best. If you don’t incorporate inflation into your fi-
nancial planning, youre not likely to get where you want to go.

Think of it another way. If the average annual inflation rate is 6
percent, and your conservative investments are earning an average
annual return of 5 percent, your purchasing power is declining by a
rate of 1 percent per annum. Youre not actually losing money, but
you might as well be, because your purchasing power is dropping.

The legendary economist Adam Smith coined the term “in-
visible hand” to describe the unseen but powerful controlling
factors in a free market. Were he around today, Smith might
called inflation the “invisible hand in your pocket.” You can’t see
it, don’t feel it, but it’s picking your savings pocket nonetheless.

Interest-rate risk

Just as inflation can adversely affect seemingly conservative,
safe investments, so too can the roller coaster of interest rates.
An illustration: In the late 1980s and eatly 1990s, investors in
certificates of deposit were on top of the world, enjoying annual
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interest rates of 8 percent to 10 percent. Many CD holders were
able to finance retirement from their interest gains alone.

Then the economy turned upside down, and CD interest
rates dropped dramatically, to 3 percent or lower in some cases.
Those new retirees found themselves with an unappetizing set
of choices. They could research other, more aggressive invest-
ments—and it was pretty late in the day for that—or they could
swallow hard and accept a reduced standard of living.

The fact of the matter is that swings in interest rates can be
as unpredictable as changes in the stock market. Nor are CDs
the only investment vehicle affected by moody interest rates.
Bond mutual funds, to cite another example, can be directly
and adversely influenced by changes in interest rates. When in-
terest rates rise, bond valuations decline. The reverse also is
true. Decreasing interest rates bring increasing bond valuations.

Imagine you own a bond paying 6 percent, only to find
that soaring interest rates increase the payout rate of newly is-
sued bonds to 7 percent. If you try to sell your 6-percent bond,
you’ll be forced to reduce your price. If you don’t, investors
will ignore your offer and purchase newly issued bonds at the
more attractive 7-percent payout rate.

From this discussion, it should be clear that risk is a feature
of all investment. Trade-offs are inevitable. If you aren’t able to
come to terms with market risk, you'll expose yourself to a greater
degree of risk from inflation and fluctuating interest rates.

Which risks are right for you? Determining that should be
a product of your investment planning.

Setting time frames
for your goals and investments

Once you understand the types of risks associated with vari-
ous investments, you're better able to factor those risks into your
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investment planning. Yet another consideration in selecting
investment options is the time frame associated with each of
your goals. Some of your objectives are immediate; still others
are envisioned for many years into your marriage. The time-
tables you establish for achievement of those goals can affect
the investment options you choose.

We find it best to divide goals into those that are short-term,
to be achieved within the next five years, and those that are long-
term, which won’t be realized until at least five years out. The
purchase of a home would be considered a short-term goal:
You expect to accomplish it within five years. Because automo-
biles need to be replaced regularly, their acquisition should be
viewed as a continuous short-term goal. Most other large annual
expenses, such as family vacations, also are short-term goals.

Long-term goals would include saving for your children’s edu-
cation, purchasing a second home, and financing your retirement.

As you group your goals into short-term and long-term, think
of how risk can affect your ability to achieve them. For example,
if you plan to finance your children’s education, a long-term goal,
through such conservative investments as CDs, inflation could sig-
nificantly diminish the buying power of your investment over time,
and you may fall short of rising tuition costs.

On the other hand, if you’re thinking of financing that hot
new spotts car, a short-term goal, with your gains from a mar-
ket investment, even a brief downturn in the market could rob
you of principle as well as projected earnings.

In the next chapter, we’ll explore the many investment op-
tions available to you and help you understand how to match
investments to your short-term and long-term goals. Some people
have a predisposition for certain investments and a reluctance to
consider others. When you've finished the chapters on invest-
ment, we hope you come away with the readiness to utilize any
investment option that will help you achieve your goals.



Investment Planning... 83

Sllow talt

1. As a couple, review your financial goals. Include every-

thing: goals you hope to achieve over the next year or two as
well as goals you've established for a lifetime. When you have
your list of goals, designate each as either short-term or long-
term. Keep this list handy. We’ll consult it as we begin to discuss
investment options.

2. We’ve somewhat jokingly called inflation “the invisible
hand in your pocket,” but the impact of inflation is no laughing
matter. To demonstrate just how painful inflation can be, try
this exercise.

Take out your budget; the annual figure represents your
income needs for one year. (If you use a monthly budget, an-
nualize it. That is, multiply your monthly spending by 12.) Now,
take that figure and multiply it by 1.5981; this represents what
10 years of inflation at 4.8 percent will do to your income
needs. You haven’t purchased one additional item, haven’t added
a nickel to your spending plan, yet your income needs likely will
increase by almost 60 percent over the next decade.

Don’t despair. As you’ll learn in Chapter 6, there are ways
to make up the difference.
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Investment Options...
and Plenty of Them

nvestment options...they’re everywhere. They range from

the stock market, perhaps the best known of invest-

ments, to bonds, to commodities fututes, to insurance,

to pension funds, to individual retitement accounts, to

certificates of deposit and passbook savings accounts.
If you start a business or buy into another person’s enterprise,
you’re investing. Purchase the contract of a professional golfer
or bowler in the hope that your athlete will win plenty of money
for you? That’s investing,

Or you may elect to stuff your money in a big, boxy mat-
tress. That’s investing, too, although not the strategy we would
recommend. Gold, land, rare coins, art, stamps, baseball
cards—all can be used as investments. In fact, just about any-
thing you purchase and hold, with the expectation of apprecia-
tion in its value, can properly be called an investment.

Many would-be investors find the
sheer number of choices so over-
whelming that, in effect, they opt out,
selecting only the most conservative

vehicles. That may have been you once
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upon a time, but no longer. You and your spouse have a work-
able budget and a firm sense of where you’re going financially,
and you’ve established a comfort level of risk. Now you’re
ready to dig deep into investments and choose those that will
best meet your risk tolerance level while advancing your goals.

Throughout our book, we’ve been stressing the importance
of spousal communication and joint development of goals and
plans. In investing, this team approach becomes even more vital.
No two people have precisely the same tolerance for risk. Inevi-
tably, one partner will be more aggressive, the other more con-
servative. Communication may not help you eliminate or reconcile
any differences in investment philosophy. But regular discussions
will help you forge a mutually agreeable approach. That way,
when your investments succeed, you'll share the credit. If any
investments fail, you’ll shoulder the blame jointly rather than en-
gage in the recriminations—I told you there was no future in
Susan B. Anthony dollars!”—that can poison a marriage.

A number of gender-based studies have suggested that,
when it comes to investing for the long term, women are more
successful than men. Women do their homework up front and
are able to deal with the roller-coaster ride of investing; men
tend to make changes, sometimes too frequently, sometimes
too impulsively.

These are broad, perhaps overbroad, generalizations that might
not apply to your marriage. But there is a valuable lesson here for
those with pronounced investment tendencies. If patience is your
chief virtue, by all means exercise it, but don’t be so averse to
change that you miss opportunities to improve. On the other hand,
if you tend to be quick on the investment trigger, modify your
impulsiveness a bit by slowing down to review all options.

In addition to discussing goals and risk tolerance with

your spouse, it’s important that each partner begin your in-
vestment journey with a comprehensive understanding of your
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current financial situation. Each of you needs to know your
assets—what they are and where they are—as well as the names
and contact numbers of any accountants, brokers, insurance
agents, financial planners, attorneys, and other professionals
who may be advising you. It wouldn’t hurt to commit all this
information to writing; a couple of neat pages should do it.

You go to these lengths to document your assets and advi-
sors, of course, in case one spouse, due to the death or disabil-
ity of the other, is placed in the unfamiliar position of handling
family finances. In that situation, ready access to your financial
information is critical. If you try to track down and understand
this data during a period of peak emotional distress, you may
not make the best decisions.

Those are the preliminaries. Complete them and you're ready
for investing. In guiding you to the best investment approach
for your marriage, we’ll begin with the broadest perspective
and consider investment categories and the various ways you
can participate. In Chapter 7, we’ll go inside the categories and
explore investment products, how they should be structured
within a portfolio, and how you and your spouse can combine
assets that each of you brought to your glorious union.

Major asset classes

As noted, the number of investment options is almost limitless.
With rare exception, however, investments fall into one of three
categories: cash, fixed-income, and equity. Let’s take a look at each.

Cash assets

Cash assets are those investments that are readily accessible,
experience no price fluctuation, and, therefore, pose no risk to
principle. Examples of cash assets would be checking accounts,
savings accounts, and our old faithful: a mattress stuffed with
greenbacks.
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Cash assets are the safest form of investment, at least in
terms of risk to your principle. However, there is a serious
trade-off involved with cash assets. What you gain in accessibil-
ity you lose in return, which is negligible or nonexistent. Check-
ing accounts sometimes pay you interest, at a modest rate, for
the slight inconvenience of maintaining a minimum balance.
Savings accounts may pay a little more than checking accounts
for the added inconvenience of not being able to write a check.
The mattress doesn’t pay anything; squirrel away $1,000 and
that’s exactly what you’ll fish out come that rainy day.

Cash assets pose no market risk, but they’re hardly risk-free,
as you'll be courting the dual dangers of inflation and interest-
rate fluctuation. For example, if your passbook savings account
is paying 3 percent and inflation is running at an annual rate of
3.5 percent, you're actually losing purchasing power, especially
after the government takes its fair share of income taxes on any
interest you earn. And that 3 percent return you’re enjoying isn’t
guaranteed. Changes in interest rates, which may occur at any
time, can reduce your return.

Fixed-income assets

These investments offer a fixed rate of return for a speci-
fied petiod of time. Typically, they feature some kind of guat-
antee to principle if owned for that entire length of time. The
guarantees may come from government agencies, such as the
Federal Deposit Insurance Corporation (FDIC), or from cor-
porations or other private-sector organizations.

In addition, some investment vehicles composed of fixed-
income assets (such as a bond fund) don’t provide guarantees
to principle because the bonds may be traded.

Many types of organizations issue fixed-income investments.
Among them are:
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Banks. Banks issue certificates of deposit. CDs
usually are backed by the bank and the FDIC, up
to total deposits of $100,000 with the issuing bank.
Government. Uncle Sam provides fixed-income
investments in the form of treasury securities.
These pay a fixed return for a specific period of
time and are backed by “the full faith and credit
of the U.S. government”—legal jargon with
which you’ll become familiar if you invest in
fixed-income assets.

Municipalities. Municipalities issue bonds to help
underwrite such projects as highway improvement,
school modernization, and other civic initiatives.
These bonds are backed by the full faith and credit
of the municipality; that’s okay as far as it goes, but
financial strength among municipalities can vary. As
a result, most municipal bonds are evaluated and
rated by such independent professionals as Moody’s
Investors Service and Standard & Poor’s. The best
grade is “AAA,” and the ratings descend from there.
In some cases, municipalities acquire insurance cov-
erage for their bonds to provide additional safety
for investors; investors pay a price for this protec-
tion in the form of lower interest rates.

To encourage this type of investment, the
federal government and the states in which the
bonds are issued exempt from income taxes the
gains from certain municipal bonds.
Corporations. Much like municipalities, corpo-
rations issue bonds to help finance expansion and
improvements. Corporate bonds are backed by
the full faith and credit of the corporation; as
with municipalities, these instruments are rated
by independent services to help investors undet-
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stand the financial stability of, and risk associated
with, the issuing company. The same risk/return
principles apply: The safer the bond, the lower
the interest rate. The riskier the bond, the greater
the possible return.

Fixed-income assets are popular investments, as they promise
some return with apparently minimal peril to your principle. Yet
there are risks involved. Bonds, for example, are only as secure
as the organizations that issue them are stable. Invest in a bond
and you become a creditor of the issuing organization. You’re
lending them money that you hope they’ll pay it back, along
with a handsome premium. But the issuing organization could
falter or fail, taking your investment with them. Thus, it’s wise
to consider the following questions about fixed-income assets:

If you're investing in bonds,
when do those bonds mature?

The maturity period for bonds may be as long as 30 years.
Try to cash in eatly and you could suffer a significant loss of
principle (the exact penalty will be specified in the prospectus).
In addition, the amount you get back with an eatly cash-in could
fluctuate with changes in the market value of the bond. If you
intend to finance short-term goals through bond proceeds,
make sure the maturity periods are consistent with your goals.

If you've chosen CDs for your investment,
are you comfortable with the interest rate?

CDs lock up your money for an often-lengthy period at a
designated interest rate. A CD with a 10-year maturity period
could pay you 5-percent interest each year for the next decade.
But what if interest rates next year rise to 7 percent? Will you be
comfortable with your lower rate for the next nine years? Bet-
ter to answer that one up front.



9 O The %w/yweoé’ Suide fo %Ues/my & FPersonal Finance

Equity assets

When you invest in equity assets, you’re taking ownership in
the underlying asset. In fact, you can think of “equity” and
“ownership” as interchangeable terms. The most common form
of equity asset is the stock of publicly held corporations. Buy a
share of stock and, in essence, you’re purchasing a piece of that
company, albeit a small piece.

Generally, equity investments can be expected to provide a
greater return than fixed-income investments, and here’s why. Un-
like creditors, equity owners use their debt to create more oppot-
tunity and strengthen the enterprise. When all is said and done, after
repaying the debt and sweetening it with interest, the organization
has created more value than the cost of the resources.

It’s not much different than considering a home-equity loan
to finance your household improvements. If the projects don’t
add enough value to your home to at least cover the amount
of the loan, it would not be a wise financial decision.

Thus, equity assets provide a means for higher investment re-
turns. But the fundamental risk /return principle doesn’t vary. Where
prospective returns are greater, so too is risk. Unlike fixed-income
assets, stocks don’t provide a guaranteed return for a set period.
The value of your asset could grow or diminish. To become a
successful owner of assets, you must consider what you’re buying
much more carefully than with other types of assets.

Let’s return to the example of your home; real estate also is
a form of equity asset, by the way. When you’re scouting homes,
you consider many factors: location, structural soundness, en-
ergy efficiency, and future marketability.

Selecting stocks entails the same careful study you would
devote to the purchase of a home. You should consider the
company’s financial stability, its competitiveness, its ability to keep
and grow its market share, its share price relative to its earnings,
and its potential future earnings. Although many investors are
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adept and comfortable performing this type of analysis, others
are not. If you’re among the latter, check out our discussion of
financial advisors in Chapter 8.

Mutual funds

In the minds of many, the stock market is the very epitome
of risk. Watching the progress of your investment is like viewing
an oscilloscope: You’re getting moment-to-moment feedback
from the heart of your financial strategy, a nerve-wracking expe-
rience when the path turns downward. Your distress can be ag-
gravated if you invest in, say, a single company’s stock. If that
company hiccups, your sole investment could be jittery as well.

Mutual funds can help you relieve that dependence on a
single or a few corporations. They’re offered by many invest-
ment companies, which aggregate the funds of participants in
one big investment pool. Although all mutual funds share that
same basic approach, their investment targets vary.

Bond mutual funds, for example, invest in bonds, but they’re
even more narrowly targeted than that. Government bond funds
invest in government bonds, corporate bond funds in corporate
bonds, and so on. On the other hand, stock mutual funds invest in
stocks. They may target specific industry sectors—utilities, healthcare,
and technology—or they may seek stocks that pay dividends or
those with high-growth potential. All mutual funds publish a pro-
spectus, a detailed document that specifies the fund’s investment
objectives and provides background about the fund.

For many, mutual funds are the investment of choice. They
offer these advantages:

Professional management

Each mutual fund has a professional money manager, or
team of managers, researching hundreds of individual securities
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and making buy-sell decisions. Whether it’s analyzing the financial
stability of a municipality for a bond fund or the growth poten-
tial of a technology start-up for a stock fund, this is what profes-
sional money managers do full-time. Because typical investors
never would have the time or inclination to produce such re-
search and expertise on their own, chalk up professional man-
agement as a huge advantage for mutual funds.

As a potential mutual-fund investor, you should take re-
sponsibility for one research task. Become as familiar as you
can with fund managers, including their experience and any
investment tendencies. A fund may have a great long-term
track record, but if the manager responsible for that track
record no longer is there, the performance history may be
less relevant.

Diversification

Mutual funds typically invest in a large number of indi-
vidual securities. In many cases, stock funds and bonds funds
own well more than 100 different securities. This diversifica-
tion can reduce your overall risk dramatically. If you have $10,000
ticketed for investment, would you feel more comfortable
buying two different stocks only or acquiring a piece of a port-
folio with 100 different stocks? No investment is completely
secure, but in this game, there is safety in numbers.

Flexibility

Flexibility is another decided strength of mutual funds. They
allow you to invest with a small initial stake, and they make it
easy for you to enhance your investment or withdraw funds.
Invest in a single bond and your cash is locked in for many
years. Invest in a bond mutual fund and you get diversification
and the ability to make withdrawals.
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Picking the right class of assets

We all know people who have developed a, shall we say,
fondness for certain investment classes. They’re always bullish on
the market, or they love bonds, or they wouldn’t be caught dead
in CDs. This lack of flexibility is precisely the wrong way to go
about selecting the right asset classes for you. What’s the right
way? Simply match the asset categories to your needs and goals.

Remember that the riskier an investment, the more the price
fluctuates on a daily basis. The more the price fluctuates, the
more time you need to allow the investment to work through
its cycles and provide positive results. With that understanding
as a foundation, here’s a useful set of guidelines for applying
asset classes to your financial game plan. (It might be helpful to
reference your list of short-term and long-term goals as you
go through the guidelines.)

When to use cash assets

Use these for short-term purposes. If you know you’ll
need the money in 12 to 18 months, this is the safest place for
your cash. You'll also have access to your money for unfore-
seen expenditures that may arise. (We’re thinking here of a new
hot water tank, not a junket to Las Vegas.)

When to use fixed-income assets

These investments will generate a higher return than cash
assets and should be targeted for intermediate-term goals—
objectives you'd like to accomplish over the next 18 months to
three years, such as purchasing a new car or home. Fixed-in-
come assets also provide some stability for money that you
don’t want to invest in the stock market. Even if their goals are
long-term, many investors would be uncomfortable with all
their money in the market. Fixed-income investments are your
safety net. However, over the long haul, we know that equity
investments should outperform fixed-income assets.
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When to use equity assets

As noted, this category offers the greatest long-term poten-
tial, as well as the most risk and price fluctuation. Some so-called
experts believe they can help you “time” the stock market ever
so precisely—jump in when its at its ebb, hop off when it peaks.
You heard it here first: Timing the stock market in this manner is
an impossible task. No one consistently predicts turns in the market
with a high degree of accuracy. If they could do it, market gurus
wouldn’t be hustling how-to newsletters and books. They simply
would do it, retire to their own private islands, and, as they sip
pifia coladas, not lavish another thought on you.

Instead, let’s apply sound asset-allocation principles to make
equity investing work for us. Aside from investing in quality
stocks, time is your key ally. It makes sense to compare the time
frame of your key goals to the past performance of any in-
vestments you’ve targeted. This will give you some indication
of the potential risk and volatility within a sector.

For example, if you’re considering a fund comparable to the
S&P 500—a very broad, inclusive index of stocks—and your
time frame is more than 15 years, your risk of principle loss is
virtually eliminated. As your time frame shortens, the risk and
volatility level increase. With equity assets, time is on your side.

Investing is for you

If we haven’t persuaded you yet about the necessity of
investing, let’s go one step further with a concrete example that
applies to many families: saving for a child’s college education.

Let’s assume your youngster will attend college for four
years, beginning in 2019, and that college costs will increase an
average of 6 percent per year. For that education, you'll need to
come up with $162,326 for a typical nonprivate school.

One way to approach that cost is to hope Junior becomes
a child star and pays his own way. That failing, you’re stuck with
a $162,326 bill.
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College Savings Comparison

Investment Return
4% 10%
Average Annual Cost of a Public Education $13,000 | $13,000
Estimated Annual Inflation Rate 6% 6%
Estimated Total Cost of Education $162,326 | $162,326
Years Until College 18 18
Monthly Investment Required for 18 Years $513 $268
or
Lump Sum Investment Today $80,129 | $29,196

Or you can invest. You can reach that $162,326 goal by invest-
ing $513 per month at an average annual return of 4 percent. If you
get even bolder and enjoy an average annual return of 10 percent, it
will take a monthly investment of $268 to reach your goal. You also
could try to do it all now through a lump sum investment today; it
would require $80,129 with an average annual return of 4 percent,
$29,196 with that average annual return at 10 percent. The table
above illustrates these paths to financing college education.

As they say in the auto repair industry, you can pay me now ot
pay me later. Paying it now, through monthly investments, seems a
lot less painful, doesn’t it? By investing in productive vehicles, you
can improve your ability to achieve your most chetished financial
goals. Not by getting a second job, not by scrimping, not by sacti-
ficing, but by doing some homework and investing propetly.

Sllow talt

We know you and your spouse are perfect for each other,

but are you investment-compatible? That is, do you have the
same general philosophy when it comes to investing your
money? Now is the time to find out.
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Following are several investment-related maxims. Your job
is to complete them with the choices, from the options listed,
that seem best to you. Your answers might suggest how you
feel about investing, as well as your tolerance for risk.

There are no right or wrong answers. Rather, the questions
are designed to elicit your approach to investing—and any gap
between you and your spouse in these matters. If there is a gap,
don’t be discouraged. Rather, discuss your differences. Resolve
those you can, and live peacefully with those you can’t.

1. It’s wise to abandon an investment whenever
the principle loses:
a. 5 percent

b. 15 percent
c. 25 percent
d. 50 percent
e. Don’t abandon it. Things are bound to get better.

2. When the value of your investment appreciates,
it’s best to sell when the gain reaches:
a. 5 percent

b. 15 percent
c. 25 percent
d. 50 percent
e. Don't sell. We’re on a roll.
3. The proper amount to invest each month is:
a. %0
b. $50
c. $100
d. $250
e. $500
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Sarah and Sam Miller:
Personifying the Joys and
Challenges of Modern Marriage

ou won't meet a more delightful couple than
Sarah and Sam Miller—open, gregatious, com-
fortable with each other and with the world at
large. Each has an interesting and rewarding ca-
reer that provides well for them and Sarah’s 18-
year-old daughter Debbie, who soon will begin college.

Sam is a professor of engineering at a prestigious university, and
he supplements his income with an unusual specialty: providing ex-
pert court testimony on such esoteric matters as patent infringement
for certain intellectual property and personal injury cases.

Sarah’s career began inauspiciously; as a student at George
Washington University, she typed death reports for an insurance
company. Today, she is a respected therapist with specialties in art
therapy and eating disorders. She’s written a book, currently being
reviewed by publishers, that will help sufferers of eating disorders
overcome their denial and identify and treat
the ailment. (Because of the sensitive na-
ture of Sarah’s practice, we've changed
the names of this family and omitted the
name of the city where they live.)

$ 97 $




9 8 Thre %w/ywea{v’ Suide to %ues/my & Fersonal Finance

With their income, they’ve renovated their home; helped
finance Debbie’s music lessons, private schooling, and precollege
film course at New York University; and enjoyed frequent trav-
eling to such locales as China, Thailand, South Korea, Italy,
France, Spain, Mexico, Ecuador, and Guatemala.

They’ve had it all, it would seem, but they’ve paid a price.
As Sam somewhat ruefully notes: “Ever since we’ve been mar-
ried, we’ve been spending more money than we’ve been taking

2

n.

Credit-card debt and income tax obligations have forced
Sarah and Sam to tap their savings and refinance their home.

“Despite having this huge wake-up call, we still don’t have
a budget in place,” Sam says.

As the couple has reached their 50s, something new has
crept into their equation: nagging doubts about financing their
retirement.

“It was easy to not be honest and deal with the fact that
we’re trading off our future for our present, which isn’t a good
thing,” Sam says. “Now, I'm concerned about how we’ll stay
afloat in retirement. I guess I’ll work until I drop.”

Communication

To listen to them openly discuss their differing views on
clothes—=Sarah favors frequent purchases, Sam prefers to wear
them out—is to understand that this is a couple that has taken
the ego out of joint planning. There’s no topic they won’t take
up as a team, and no discussion that engenders any resentment,
no matter how frank the exchange.

“Our situation works really well because we trust each other,”
Sarah says. “I’ve never felt threatened, never been afraid that Sam
would take our money and do something behind my back.”
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Asset consolidation

In his 40s when he and Sarah wed, Sam had accumulated
assets in the form of stocks. These remain individually titled,
although they’ve been drawn down to meet debts.

“If I'd just left that money in the market and done nothing
with it, we’d have a lot more now,” Sam allows. “Using it is too
easy. It’s all kind of abstract, just numbers on a ledger.”

Budgeting

Repeated raids on their assets prompted the couple to re-
view their financial situation a few years ago. The news wasn’t
good.

“I concluded that we were overspending by about $1,000
a month,” Sam reports. “At first when I ran the numbers, 1
didn’t believe it. But I watched the numbers over a six-month
period, so I couldn’t claim there was a short-term fluctuation.
So I knew we were running in the red.”

Despite that revelation, the goal of budgeting remains elusive.

“The real question is, can we buckle down and budget,
and stay within that budget?” says Sam. “We say we can, but

until we do....”

Checking accounts,
credit cards, and bill paying

They maintain separate checking accounts, having tried—
and abandoned—the joint approach.

“We didn’t keep our assets separate deliberately,” Sam says,
“but there was never any particular reason to move them to-
gether. I don’t understand how people manage joint checking
accounts.”
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Adds Sarah: “I always felt it was the right thing to do, to
have this joint checking account. But he’d write a check, I'd
write a check, we didn’t know who was writing checks, and it
was just too complicated.

“Now, Sam may say to me, ‘Do you have $1,000 for the
mortgage?’ I say, ‘Sure, here, take it,” and I write out the mort-
gage check. But if I'm at the end of my account, I'll say, ‘Can
you pay for Debbie’s lesson?” and he says, ‘Sure, no problem.’
It’s always been like that. Whoever has more money writes the
check, and we don’t count who paid for what.”

They’ve been attempting to rein in their credit-card debt,
with some success.

“Over the last few months I’ve been trying not to use the
credit card,” Sarah says. “I write checks so I can track every-
thing, and I use the credit card only in emergencies.”

Taxes

As a self-employed professional, Sarah must pay estimated
income taxes each quarter. This, along with credit card debt, is
what the couple calls “the black hole” of their finances.

“It’s been the biggest source of economic distress,” Sam
says. “We try to say, ‘We’re not making all that money, we’re
making 60 percent of that money, we have to put that other
40 percent aside.” But the temptation to spend itis too great.”

Investing and long-term goals

Although the couple has been spending more than they’re
earning, they haven’t ignored planning for long-term goals. They
invested in the renovation of their third floor and now lease it
as an apartment, generating valuable additional income.
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Sam also has a pension plan through his employer, an ac-
count that has grown substantially. The problem: Without cash
on hand to contribute to the plan, he’s been unable to take full
advantage of the employer-matching feature.

Advice for newlyweds

As with most aspects of their marriage, the counsel Sarah
and Sam offer for newlyweds reflects both the great rewards
and financial concerns that marriage has brought them.

$ Sarah: “You need to trust the person you’re
with. That’s really the bottom line. If you don’t
have that trust, no matter what financial arrange-
ments you work out, they’ll be problematic. You
must communicate, and if you’re having prob-
lems, if you’re uncomfortable with what your
partnet’s doing, you need to discuss it. That’s a
good marriage.”
$ Sam: “The most important thing is to be clear
about what you’re spending and what you’re mak-
ing, Budget, and try not to spend more than you
make. I know that sounds totally obvious, but in
15 years we’ve never been able to do it ourselves.
“Sit down and run a budget for a couple months
and see where you really are. It’s easy to convince
yourself that every expense is temporary, that it won’t
recur, and use that as your rationalization. You’re
only deluding yourself. You have to be hard on
yourself, even obsessive, with your budget.”
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How to Marry Your Money: What
to Do When Each of You Brings
Financial Assets to the Union

hen people married younger, there was little

need to consider the financial assets brought

to the marriage. Often, those assets included

little more than wedding presents and per-

haps a dowry-like gift from the folks. But
Grandma’s wedding dress or favorite shawl didn’t present
any serious financial planning issues.

Things have changed, haven’t they? When they wed today, couples
are likely to have logged at least a few years—sometimes many
years—in the workforce, plenty of time to have accumulated assets.
How those formerly individual assets should be combined and held
as a couple is a matter for regular discussion between you. The
ramifications are many and not always pretty, as they involve thinking
about the unthinkable: potential disability or death for one of you.
Nevertheless, you must consider these issues related to the consoli-
dation and titling of your assets:

Accessibility

When you title your assets jointly

(that is, you place them in both of your
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names), each spouse will have access to the assets and can trans-
act business accordingly. It makes a great deal of sense for each
of you to have access to your savings and investment accounts,
especially if you're sharing bill-paying responsibilities.

Disability

If one spouse becomes incapacitated, assets held individu-

ally cannot be directed by the other spouse without proper
legal documentation, which may involve a frustrating amount
of red tape, money, and time. And when you're trying to cope
with this traumatic situation, time is vital.

One way to address this potentiality, of course, is to make
sure that each spouse has access to sufficient assets, so that those
that are individually titled aren’t needed as urgently. Another
approach is to provide each spouse with power of attorney
for the other in the event of incapacity. Let’s suppose, for ex-
ample, that you as the healthy spouse determine that it’s neces-
sary to sell your home to provide cash for your new needs.
Because your home most likely is jointly titled, its sale ordinarily
would require signatures from both of you. With the power
of attorney, you can move as quickly as you like to dispose of
the house without having to jump through any legal hoops.

These approaches aren’t mutually exclusive. Even if you
think each of you has sufficient access to assets in the event of
a health catastrophe, some assets, such as retirement accounts,
can be held by an individual only. With the power of attorney,
the healthy spouse can gain access to that category of asset.

Protection against lawsuits

Jointly titling your assets is a strength in some situations, a
liability in others. Protection against lawsuits falls in the latter
category.
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This may seem an odd issue for you to ponder as you begin
your marriage, but in our litigious society, it’s a timely concern.
Doctors, lawyers, and other professionals are vulnerable to mal-
practice lawsuits. Journalists can be sued for libel or invasion of
privacy. Those with employment contracts always are scrutinized
and sometimes sued for violation of those contracts. Throw in
the unpredictable legal action that could involve any of us—
culpability in a traffic accident, for instance—and you get a sense
of the growing risk from litigation.

The message here is simple. All jointly titled assets are ex-
posed in the event of a judgment against either spouse. On the
other hand, assets titled individually—in your name, let’s say—
can’t be grabbed in the event of a judgment against your spouse.
And of course, your spouse’s individually titled assets aren’t at
risk if you’re judged guilty in a lawsuit.

Your degree of exposure to lawsuits should help you de-
termine how to title your assets. If either of you works in a
profession where the risk of litigation is great, this becomes an
even more critical issue.

Death

An unappetizing prospect to be sure, but how property is

titled not only dictates who will control assets while you're alive,
but it also can provide assurances that your assets will be trans-
ferred smoothly to your heirs upon your death. Titling your
assets and designating appropriate beneficiaries also will help in
the management of income and taxes associated with bequests.

Make beneficiary designations a top priotity, if for no other
reason than marital stability. A friend of ours was married for
more than three years before he designated his wife as the ben-
eficiary on his life insurance policy. Asked why he finally made
the change, he responded, “My wife would have been really
upset to find out that my college roommate was getting all the
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money.” For the sake of marital longevity, here’s hoping she
never did find out.

Titling options

As we’ve seen, how assets are titled can have significant con-
sequences. The process becomes even more complicated for
couples marrying later in life: more assets, more issues. In addi-
tion, if the newlyweds have children from previous relationships,
titling issues are vital for ensuring that assets are directed propetly.

The options are more complex than joint or individual
titling. There are nuances here, as well as laws that vary from
state to state. Here’s a look at your choices:

Individual name

Where assets are individually titled, only the person listed
on the accounts has access to the accounts; only the person
listed on the accounts can transact business in the accounts. At
death, these assets will pass through the titled spouse’s estate
and be distributed according to the will or via a “transfer on
death” designation (see page 108) set up with a financial institu-
tion. If there is no will the assets are distributed according to
the intestacy rules in your state; in many states, the surviving
spouse gets one-third of the assets, with the remaining two-
thirds distributed to children and grandchildren. Without proper
planning, the surviving spouse may be left with insufficient as-
sets to meet financial needs.

Although you always may opt to add a person’s name to
assets that currently are individually titled, the government may
consider that a gift (depending on the amount) and require
payment of gift taxes and the filing of an appropriate tax form.
The good news here is that the government permits unlimited
gifts between spouses, so you can transfer to each other as
much money as you want without gift tax consequences.
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Some couples adhere doggedly to the principle that all as-
sets should be jointly titled, thinking that it reinforces their rela-
tionship and doesn’t appear to put either partner in a dominant
or subordinate position. If that’s your philosophy, we salute
you. But you must be aware of the ramifications of joint titling,

A critical factor is the capital gains tax as it applies to inherit-
ances. This is a work in progress due to the newness of The
Economic Growth and Tax Relief Reconciliation Act of 2001,
which changed the equation significantly. Here’s how it plays out.

Between now and 2010, if you inherit assets, you receive a
“stepped-up” cost basis when you sell the assets. This means
that your cost basis (the figure used to calculate your capital
gains and corresponding taxes) is the value of the property on
the deceased’s date of death. This can be a huge benefit, espe-
cially if the asset had appreciated since its original acquisition. If
that original cost was the basis for your capital gains taxes, you'd
be paying much more due to the greater appreciation of the
property.

For example, let’s say that Person A buys a house for $20,000
and dies 30 years later when the house is worth $200,000. If the
house is sold immediately for $200,000, for capital gains purposes,
there is no gain and therefore, no captial gains tax. If a stepped-up
basis was not available the heir would pay capital gains tax on
$180,000 (sale price $200,000, less $20,000 cost basis).

However, when assets are gifted to spouses, which is what
a transfer into joint name would be, the beneficiaries must as-
sume the original cost for their portion of the assets. They don’t
get a “stepped-up” cost basis on the amount gifted to them.
This principle is broadly misunderstood, but the consequences
can be enormous.

In discussing this important federal law, we also should
note that, beginning in 2010, the “stepped-up” basis for inher-
ited assets will apply only to the first $4.3 million for spouses,



How to Marry Your Money... 107

the first $1.3 million for others. Remember, these provisions
apply only when inherited assets are sold.

The bottom line here is to recognize that reduced capital-
gains taxes for your heirs can be a solid reason for individually
titling assets, particularly where those assets have appreciated sub-
stantially. But individual titling brings its own set of concerns. As
we noted previously, a will and power-of-attorney documents
will help assure that your individually titled assets will be directed
as you wish in the event of your disability or death.

Joint tenants with rights of survivorship

This option provides the greatest access for each partner but
can be somewhat restrictive. You can direct the financial institu-
tions where these assets are held as to whether one or two signa-
tures are required for certain simple transactions (writing checks,
for example). However, more complex transactions, such as gift-
ing stock to a third party or terminating the account, always require
both signatures. As we’ve said many times, money is the primary
source of marital conflict. If you have functioned independently
but now need your spouse’s approval for financial transactions,
you could be courting that conflict through this arrangement.

If you title assets this way, upon the death of one of the
joint owners, the balance of the assets is transferred automati-
cally to the surviving spouse. This will happen regardless of
any stipulations in the will; titling takes precedence over wills.
As a result, this approach to titling can present problems if
there are children from previous relationships who might rea-
sonably expect an inheritance. On the plus side, the cost basis
for computing capital gains taxes upon sale of the assets is
affected for the surviving spouse. As outlined previously, 50
percent of the asset receives a “step-up” in basis.

If you and your spouse have assets titled in this manner, 50
percent of the value would be exposed if one of you were
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sued. Therefore, if one partner is more likely than the other to
be sued, you may want to consider titling at least some assets in
the name of the less vulnerable spouse. If you go this route, try
to develop a defensible rationale. Should a court determine
that you’ve transferred assets solely to shield them from a legal
judgment or settlement, it could strike down the transfer, leav-
ing your wealth as exposed as before. And you’ll have a judge
angry with you to boot.

Joint tenants in common

In this structure, each joint tenant is assigned a percentage
of the asset. Although these assets function as joint accounts,
either joint tenant may sell his or her portion without authoriza-
tion of the other tenant. At death, the assigned percentage of
the decedent’s portfolio becomes patt of the estate and is dis-
tributed to heirs via the probate process.

Joint tenants by entirety

This type of titling is available in a limited number of states
and applies only to certain types of property. The advantage
of this approach is that it designates the asset as “entirely” be-
longing to each person. Thus, it offers protection for assets as
long as both tenants ate living, Creditors can seize the assets
only if the nonindebted spouse dies first. Should the indebted
spouse die first, the assets pass automatically to the surviving
spouse; there are no assets remaining for creditors. Again, this
strategy cannot be used solely to avoid seizure.

Transfer on death accounts

With the exception of Louisiana, New York, North Caro-
lina, and Texas, all states allow financial institutions to offer
“transfer on death accounts,” which can be used for assets titled
individually, assets titled to joint tenants with rights of survivor-
ship, and assets titled to joint tenants by entirety.
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These accounts allow you to designate beneficiaties to in-
herit the underlying assets; probate is avoided, and the transfer
of assets to you heirs goes smoothly. But there is an important
caveat. In the case of assets titled to joint tenants with rights of
survivorship, the assets would pass to the heirs only upon the
death of the second spouse. In the intervening period between
the deaths of the spouses, the designation of beneficiaty is sub-
ject to change. It’s our judgment that a will or trust may provide
more security and flexibility than this type of account. Avoiding
probate is nice, but not at the expense of family harmony.

Community property states

In community property states (Arizona, California, Idaho,
Louisiana, Nevada, New Mexico, Texas, Washington, and
Wisconsin) all assets acquired during the marriage are deemed
to belong equally to each spouse. Individual titling in these states
does not separate assets.

If you reside in one of these states, you may want to explore
prenuptial and postnuptial agreements to specify marital and pre-
marital assets. This becomes particulatly important if your mar-
riage involves children from previous relationships, children you
may want to accommodate in your will through premarital as-
sets. We'll dig into prenups and postnups in Chapter 13.

Retirement accounts

As you consider the titling of your assets, it’s important to
be aware that retirement accounts can be owned by, and titled
to, individuals only. However, if you own a retirement account,
you are permitted to name a beneficiary. This designation will
supersede any stipulation in your will. For example, if your
parents are the designated beneficiaries of your 401 (k) account,
but you specify in your will that your spouse is your sole heir,
it’s Mom and Pop who end up with the 401(k) cash. The moral
here: Designate your beneficiaries with care.



1 1 0 The Q‘Cew/yweo(v’ Suide fo %Ues/my & Fersonal Finance

Investment products and titling

In Chapter 6, we discussed investment categories and how
you can balance your investments in each category to help you
achieve short-term and long-term goals. Now let’s go inside
those categories and examine investment products and the ti-
tling options associated with each.

Bank accounts

From the time we earn our first allowance and learn about
saving money, the bank is our first contact with financial manage-
ment. Banks are popular for many reasons. Because they typically
maintain neighborhood branches, they provide us with convenient
access to our money. Plus, they’re safe, although it must be noted
that not all accounts or investment vehicles are protected equally.

Bank accounts typically are insured through the Federal
Deposit Insurance Corporation (FDIC), which protects de-
posits up to $100,000. However, banks have taken advantage
of a more relaxed regulatory environment in recent years to
offer stocks, bonds, and mutual funds to their customers. These
more sophisticated investment vehicles generally are not FDIC-
insured. Only your deposit-type accounts (checking, savings,
and certificates of deposit) are insured to the $100,000 limit.

How you title your bank accounts will be a reflection of
your eatlier decisions about who will manage each account. If
you’ve decided on a single joint account, it follows that the ac-
count will be jointly titled. If you opt for one account managed
by you, one managed by your partner, and a third that you both
manage, then youll have two individually titled accounts and one
jointly titled account. Deciding on the number and control of
bank accounts is the tough patt here; titling choices are easy.

We do recommend that you establish a relationship with a
bank. It could help reduce your banking fees while providing
you with a partner when you need a mortgage loan or business
financing down the road.
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Investment accounts

Included are brokerage accounts, mutual fund accounts, and
stock reinvestment accounts. All are used for investment and all may
feature a combination of stocks, bonds, and mutual funds.

In titling these assets, be mindful of the implications of the
tederal capital-gains tax upon the eventual sale of the assets. If you
add your spouse’s name to an account that’s currently individually
titled, upon your death, your spouse won’t receive the “stepped-
up” cost basis on the amount gifted. Thus, if an individually titled
investment account has appreciated significantly since its original
purchase, it may be best to leave the title as is.

Individual retirement accounts (IRAs)

Depending on your circumstances and eligibility, you may
have accumulated IRAs—traditional IRAs, Roth IRAs, IRA
Rollovers—prior to marriage. Now that you are wed, we sug-
gest that you revisit the eligibility and deductibility of contribu-
tions for both spouses. The table that follows should help. IRAs
are an efficient way to accumulate retirement assets. Because
IRA earnings typically are tax-deferred or even tax-free (in the
case of Roth IRAs), you should incorporate these vehicles into
your overall financial plan whenever possible.

IRAs must be individually titled. Because IRAs pass to your
heirs via a beneficiary designation, it’s important to review and
modify your beneficiary designations now that you’re married,
especially if your beneficiary is your college roommate.

Also, remember that designating your spouse as benefi-
ciary will not give your partner control of the account in the
event of your disability. As we’ve noted, power of attorney
documents will be helpful there.

401(k) plans

In recent years, 401(k) plans have become the investment
of choice for retitement savings. If you and your spouse have access
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to this type of investment product through your employers, you can
enjoy a number of benefits. First, you're investing with pretax dol-
lars, so you don’t pay federal income taxes on the amount invested.
In addition, taxes are deferred on any income your 401(k) accumu-
lates. Finally, many employers will match your contribution to the
account, although employer contributions typically are capped.

These plans are a terrific tool for accumulating retirement
savings; use them to the greatest extent possible, even if your
employer doesn’t match. Here are some steps to follow to
maximize the impact of your 401(k) (or other plans with simi-
lar structure and opportunities but different names):

Determine how much money
you can afford to contribute.

Some 401(k) participants decide to contribute only the
amount each month that their employers will match. Do that
and you miss out on the full benefits of this investment vehicle.
Remember: You’re making your contribution with pretax dol-
lars, which will moderate the impact on your net income.

Here’s a concrete example. Let’s say you can budget $200
from your net income each month for your 401(k). Your $200
allocation, assuming an overall 30-percent tax bracket, actually
would be structured as a $285 pretax contribution. Your net
income still takes only a $200 hit, yet your account is $285 richer.
The difference of $85 would have been paid in taxes had you
actually received that $285 in salary. This is a perfect example
of how a 401(k) will work for you.

If you and your spouse are eligible for different
401(k) plans, compare the features of each.

After you review both plans, you may decide to continue
participating in each. But if one plan matches and the other
doesn’t, your choice may be simple.

Y ¥ p
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Individual Retirement Account Comparison

|Maximum Annual Contribution

2002-2004 = $3,000

2005-2007 = $4,000

2008 = $5,000

After 2008 = indexed for
inflation

Roth Traditional Non-Deductible
IRA IRA IRA
2001= $2000 Same as Roth Same as Roth

|Zax implications

*Not Tax-Deductible
*Tax-Free Growth

“No Required Distribu-
tion date

*Tax-Deductible, within
income limits
*Tax-Deferred Growth
*Required Minimum
Distributions at 70 1/2

*Not Tax-Deductible
*Tax-Deferred Growth
*Required Minimum
Distributions at 70 1/2

Income & Employer-Sponsored
Plan Eligibility

*Eligible under $150,000
*Phase-out between
$150,000-$160,000
*Employer-sponsored
plan participation
allowed

*No limits if neither
spouse participates

in employer-sponsored
plan.

*Both spouses partici-
pate: full deductibility
up to $51,000. Phase-
out up to $61,000. No
deduction over $61,000
*One spouse partici-
pates: full deductibility
up to $150,000. Phase-
out up to $160,000. No
deduction over $160,000

*No income or employer-
sponsored plan
limitations.

Explore the loan features of each plan. We don’t ordinarily

recommend borrowing from your 401(k), but we also know
that extraordinary circumstances can make extra cash essential.
For those situations, you’ll want to determine which plan offers
more flexible access to your money.

Review the asset allocation of each plan.

One of the key goals in your investment strategy is bal-
ance. If you discover that your plan and your spouse’s plan
invest in substantially the same stock or bond groups, you may
want to terminate participation in one of the plans, then use the
money you had been contributing to acquire assets that will
diversify your holdings.

Review your beneficiary designations
and change them as necessary.

Now that you’re married, be sure to designate your spouse
as your beneficiary. This is a key step in working together for a
secure financial future.
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Monitor your investments within
your 401(k) and make changes as necessary.

After they've established their accounts and determined their
monthly contributions, many participants pretty much forget about
their 401 (k) plans. Because contributions happen automatically, it’s easy
to become a passive participant. That’s not what you want to be.

These plans typically offer a broad range of investment
options. It’s up to you as a couple to select the investment ve-
hicles, monitor their performance, and reallocate your money
as your investment strategy may dictate. Be aware and active as
a 401(k) participant and always be cognizant of the goals of
asset diversity and long-term success.

401(k) plans from previous employers

If you change jobs, you may be leaving a 401(k) behind.
You need an action plan to ensure that you realize the full benefits
from your former plan, and that the funds you've invested don’t
float along without proactive management. Your options are:

Take a distribution.

This is not the course of action we recommend, as your
distribution will be subject to taxes and an IRS penalty of 10
percent. In addition, to ensure that the IRS gets its tax cut, 20
percent of the distribution is withheld automatically.

Roll over your money into your new employer’s plan.

This is a better option, because you’ll avoid taxes and penalty,
but you’ll be limited to the investment selection of your new plan.

Roll over your money into an individual IRA.

This option offers the most flexibility. You decide how to
invest your money, without limitation.

Cleatly, marrying your money involves a complex but criti-
cal series of decisions that you must make as a couple. For ease



How to Marry Your Money... 115

of management, it appears that jointly titling your assets makes
the most sense. Yet that can increase both the tax bite and ex-
posure to seizure in legal judgments.

Because of the complexity of this subject, we’ll revisit it in
Chapter 12 when we discuss estate planning.

Sllow Talk

Get together with your sweetie and make a master list of

all your assets. Include everything, from the tiniest checking ac-
count to the most sophisticated fund. For such investments as
mutual funds and 401(k) plans, be sure to probe inside those
vehicles for the individual bonds or stocks that compose the
fund or plan holdings. Also, make sure you include those assets
that each of you may have brought to the marriage, as well as
those assets in which you’ve invested jointly.

When you have your master list together, you’re ready to
answer these three questions about your investments:

$ Where beneficiaries are called for, have you des-
ignated the right heirs?

$ Does your investment mix provide you with the di-
versity you need to build long-term growth and pro-
tect you from sharp downturns in any one sector?

$ Areyour assets titled propetly? That is, does the
current titling provide you with the best tax
advantages; the best protection against seizure,
disability, and death; and the easiest passage to
your beneficiaries?

If your answer to any of these questions is no, you may need
to rework your titles and beneficiaries and consider a diversifica-
tion strategy for your assets. Repeat this process annually and
you’ll stay on the course you’ve charted to financial security.
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Do It Yourself or Use a Financial
Advisor: Which Is Right for You?

hen it comes to managing your finances,

it’s easy to feel overwhelmed. The number

of investment products can be daunting.

Add to that the cacophony of voices—

financial newspapers and magazines, on-
line investment and trading services, investment gurus holding
seminars in your very town—and you get something approaching
sensory overload.

One of the first steps to successful financial management is
to clear your mind of the clutter. We’re not suggesting that you
ignore financial media; these can be valuable sources of infor-
mation. But remember that these folks are reporters, not advi-
sors. The data they provide can help you make informed choices,
but the key decisions are still yours to make as a couple.

What are those key decisions? The most basic questions are
these: Are you interested in, and capable
of, planning your finances by your-
selves? If not, should you seek out
brokers, financial planners, attorneys,

or accountants to help your If you do

$ 116 $
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engage professional assistance, how do you know you’re get-
ting fundamentally solid, objective advice? This chapter is de-
signed to help you answer these questions.

Begin your exploration of these subjects in the same way
you address all important financial issues: with wide-ranging and
regular discussions as a couple. Talk about how you managed
finances as single people, and you’ll each gain valuable insight into
the capabilities and mind-set of your partner. You may discover
that one of you has a strong do-it-yourself inclination, for ex-
ample, and the other has experience with a financial advisor.

Review the successes and setbacks of your respective approaches
to date. Discuss the amount of time you’ve spent managing your
finances previously and how much time you’re willing to commit in
the future. Time can be a key factor in your decisions, especially if
you have children now or plan to start a family soon. Researching
investments requires time, and you may want to dedicate the bulk of
your free time to your kids and family activities.

As you go about the business of determining the most appro-
priate financial-planning process for your marriage, keep an open
mind about all approaches. Marriage has changed the equation for
you. That may mean some modification of your style is in order.

Let’s look first at some of the things you’ll need to know if
you’re planning your financial future by yourselves.

The basics of portfolio management

We know that, as a couple, you've discussed and established
your financial goals, and you’re adjusting those goals as your chang-
ing circumstances may dictate. But once you’ve settled on your
game plan, you'll need to make decisions about investing your
money to help you achieve your goals. That’s portfolio manage-
ment: selecting your investment options, monitoring your invest-
ments, and modifying them as necessary.
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The primary questions in portfolio management are: Are we
making the right investment? What are our expectations for this
investment, and are we accomplishing our goals? When is the
right time to pull out of this investment and select another? The
following principles should help you answer these questions and
evaluate the capabilities of money management professionals.

Understanding investment products

Whether youre considering stocks, bonds, or mutual funds,
learning how these marketplaces work is an essential part of man-
aging money. One of the biggest mistakes of investors—we’ve
seen the so-called pros falter here as well—is that they focus too
much on the recent performance of a stock, bond, or fund and
pay scant attention to the fundamentals surrounding the invest-
ment category involved. It may not be tetribly original to point out
that last year’s losers may be next year’s winners, and vice versa, yet
it’s amazing how often investors will forget or ignore this truism.

Many times, sound financial decisions go against our emo-
tions. No doubt you’ve heard the expression “buy low, sell
high.” Think about the lack of emotional appeal for this vener-
able philosophy. It recommends that you invest when the mar-
ket is going down or, in other words, jump on a ship that
appears to be sinking. Savvy investors know that market de-
clines often provide the best buys for issues that will reward
them handsomely during the inevitable market rebound. Yet
many investors still shun down markets.

Our advice is to avoid investment decisions based on emo-
tion. Instead, research the history of the ups and downs of all
the markets. This will alert you to investment opportunities while
helping you avoid potential mistakes through emotional deci-
sions. As you conduct your research, here are some factors to
consider on the major investment categories.
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Fixed-income assets

Bonds and certificates of deposit ate the principal subcat-
egories here. Both offer a fixed rate of return over a specified
period of time; they are attractive enough, but there are poten-
tial shortcomings. With bonds, you'll want to probe the risk of
default (that is, the issuer’s inability to repay you) and any re-
strictions on liquidating the investment prior to maturity. With
both bonds and CDs, study the potential impact on your in-
vestment of interest rate changes.

Equity investments

Valuation issues are paramount in determining the risk asso-
ciated with investment in stocks. That is, you want to determine
the underlying value of the stock and compare it to its current
trading price. When you target a company for potential invest-
ment, find out as much as you can about the company’s prod-
ucts, markets, growth rates, and debt. Do the same for the entire
industry in which that company operates. Read annual reports,
prospectuses, and other public filings of the company. The in-
formation you gather will give you a solid understanding rather
than an emotional “feel,” for the company.

For an object lesson in emotion-based investing, consider
the great dotcom debacle of 2000. Investors fell in love with
Internet stocks, driving them up to unprecedented and unreal-
istic levels. This type of “bubble” is not historically unique. In
fact, financial historians have extensively documented “tulip
mania” in Holland, and that was way back in 1636. The dotcom
boom was equally unfragrant. Even the most cursory look at
these start-up companies would have revealed that they were
burning cash at alarming levels without any sign of profitability
in their future. They were, in a word, doomed.

Greed, an emotional response, lured investors in, long after
such investment made any sort of sense. Many dotcom backers
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suffered heavy losses, losses that could have been avoided with a
rudimentary understanding of investment principles.

Mutual funds

More than any other asset category, mutual funds seem to be
sold primarily on the basis of past performance. You’ve seen the
magazine covers blaring the headline: “The Top 10 Performing
Mutual Funds!” This message is as dangerous as it is seductive.

Of course there are great mutual funds, just as there are out-
standing individual stocks. But the quest for the best is illusory,
because the performance of mutual funds can be inconsistent over
the short term as the sectors in which they invest come in and out
of favor. Go beyond the hype and become familiar with the indi-
vidual securities owned by your target mutual fund. Make sure
you’re comfortable with the fund’s investment priorities.

Also, read up on the credentials and track record of the
fund’s manager. The fund may boast a great 10-year perfor-
mance record, but if the manager has just signed on, that track
record may not be meaningful.

Understanding economics

They call economics “the dreary science,” which is an ovet-
statement, perhaps. But remember: Investing is neither sexy nor
emotional. It’s a financial-growth tool based on solid data, so a
little understanding of economics can help.

In some cases, general economic conditions can affect
performance in certain business sectors. Understanding these
relationships can help you in two ways. First, it will help you
manage your portfolio by providing guidance on the timing
issues surrounding investing, (We are not suggesting market tim-
ing as an investment strategy. However, even if your invest-
ment perspective is long term, an understanding of economics
can provide insight. For example, knowing that consumer stocks
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don’t fair well when interest rates are rising can help you in your
investments or dispositions.) Second, understanding how the
broader economy can affect investments can tell you why your
investments are faring well or pootly. You’ll have an explana-
tion rooted in data, so you’ll be less likely to make emotion-

based decisions.

Here are some aspects of economics to keep in mind:

Interest rates

Interest rates have a significant impact on investment mar-
kets and the overall economy. If you appreciate the cyclical
nature of interest rates, you won’t overreact to what appear to
be sudden and inexplicable changes in the markets.

Business cycles

Inflation and recession are two common business cycles.
Investment sectors tend to exhibit chatacteristic behavior dur-
ing these cycles. When you understand cycle-related behavior,
you’ll avoid emotion-based decisions.

Leading and lagging economic indicators

Economists read dozens of indicators for clues as to whete
the economy is going. “Leading indicators” relate to the future
of the economy; “lagging indicators” tell us where the economy
has been. New building permits, for example, are a leading
indicator, helping us predict the immediate future in the con-
struction industry and perhaps consumer confidence in the
economy. On the other hand, the change in the consumer price
index for services is a lagging indicator.

Does this mean you should run out and invest in the stocks
of building contractors if the number of new building permits
soars? Hardly. As with interest rates and business cycles, under-
standing indicators broadens and deepens your appreciation of
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the forces at work in the markets, making you a more rational
investor.

Understanding tax and estate law

Ultimately, the most important outcome for your portfo-
lio is its after-tax return—that is, what goes into your pocket.
Yet many fund managers quote their performance on a pretax
basis. Don’t be confused here. If your financial blueprint calls
for a 10-percent return on investment, make sure you're getting
that 10 percent after taxes.

Different investment vehicles generate different tax conse-
quences. Mutual funds, for example, may pay capital gains distri-
butions to you, even in years when the fund’s value doesn’t grow.
This is the worst of both worlds: losing money in your portfolio
and paying taxes on top of it. If you research the practices of
target funds, you can avoid this unappetizing situation.

Consider also what happens to your portfolio upon your
death. Tax and estate law determine the financial conse-
quences for your heirs, yet these laws change frequently.
Therefore, you must structure your investment portfolio so
that it can accommodate tax and estate law modifications.
For portfolio management purposes, factor in the following:

Your tax bracket

Now that you’re married, your combined income may be
significantly greater than each of you achieved individually. As a
result, your maximum tax bracket may increase, making it more
difficult to achieve the after-tax performance you’ve outlined
in your financial game plan.

Tax-advantaged investments

You want to exploit these for all they’re worth, yet that
means keeping up with changes in the underlying laws. Over
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the past 30 years, one could have made a nifty career by chart-
ing and advising on the changes in IRA regulations alone. Keep
current to keep ahead.

Estate taxes

When planning to provide for your heirs, always consider
the net impact of estate and transfer taxes. Let’s suppose, for
example, that the majority of your portfolio is in 401(k) and IRA
accounts. When you bequeath these, your heirs must satisfy tradi-
tional estate and inheritance taxes, but they also could be respon-
sible for income taxes, because those were deferred during your
lifetime as the accounts were appreciating. Without appropriate
tax planning, the value of your estate can be vastly reduced by
the tax burden on your heirs. (We’ll discuss estate planning in
greater detail in Chapter 12.)

Options for managing your portfolio

Some people are excited by the prospect of managing
their portfolios; they feel knowledgeable and confident, and
they like taking charge of their financial future. For others, par-
ticularly those with a limited financial background, the chal-
lenge of portfolio management can be intimidating, Wherever
you fall in this continuum, there are options available:

Option 1—Do it yourself.

Proper portfolio management requires money and time.
Oddly, the Internet has been both a boon and a curse in this
area. It offers promising new tools, such as data-rich Web sites
and financial calculators, that appear to make the job easy. In-
formation, however, is not the same as knowledge. Informa-
tion does not give you perspective. Research reports and financial
calculators are great if you understand the underlying assump-
tions. If you don’t, they could be vehicles to financial folly.
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There are no shortcuts here. If you want to manage your money
on your own, youll need to invest a great deal of time educating
yourself, then even more time to monitor and modify your invest-
ments. And if; after all your study, you find yourself making mis-
takes, think about the marital conflict you could be inviting,

Most people find that their time is better spent advancing their
careers than managing their portfolios. Even after absorbing the
fees of a professional manager, you'll likely be better off. That
time you dedicate to your career will yield more investment-ready
income, and you’ll avoid the mistakes and marital dissension that
often are the by-products of portfolio self-management.

Option 2—Take advice from friends and family.
Don’t do it. Period.

When you marry, you’'ll find yourselves awash in well-wish-
ers with advice about what to do with your money. But each
of these would-be advisors has a different agenda, different
goals, and a different level of risk tolerance. What works for
your cousin may not work for you. And if the informal advice
leads to investments that turn sour, it can damage familial rela-
tionships and create tension and resentment in your marriage.

Typically, a friend or relation bragging about a killing in the
market isn’t telling you the whole story. When was the last time
your brother-in-law burst into the room and exclaimed, “I just
lost a fortune on Anapanaconda, and I wanted you to be the
first to know.”” Doesn’t happen, does it?

Option 3—Seek out a professional.

Hiring a professional advisor typically will provide you with
the best opportunity to achieve your financial goals. This assumes,
of course, that your advisor is credible and knowledgeable. Not
all are. The last few decades have brought explosive growth in
the number of people who call themselves financial advisors.
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Approach this task as you would the assignment of engag-
ing a new doctor or dentist. Interview a number of prospects
to gauge their skills and background and to establish a comfort
level for you. Inquire about theit:

Credentials

Is your potential advisor a Certified Financial Planner
(CFP)? CFPs are educated in all areas of financial planning and
typically provide the most well-rounded advice. If your candi-
date is a CFP, that’s a strong plus.

Fee structure

Financial planners can be compensated in a variety of
ways. Commissions, flat fees, houtly fees, and fees based on a
percentage of assets are common structures. There are advan-
tages and disadvantages to each. If your planner works on a
commission basis, for example, your charge will be based on
the number and size of transactions implemented. That’s fair
enough, but if your planner recommends transactions that gen-
erate commissions without enhancing your long-term pros-
pects, you haven’t saved anything and may be losing quite a bit.

For their part, hourly fees can make you reluctant to com-
municate with your advisor, knowing that you’re paying out of
pocket each time you pick up the phone.

If your fee is based on a percentage of the assets in your
portfolio, you gain several advantages. First, your advisor has a
stake in your success; as the value of your portfolio increases,
s0, too, do the management fees. In addition, you can be com-
fortable knowing that your advisor will not churn out transac-
tions just to generate commissions.

With fee structures, there is no right or wrong approach.

The best fee structure is the one that maximizes your flexibility
and the value of your relationship with your advisor.
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Investment philosophy

You must be comfortable with the basic philosophy of
your advisor. Does your advisor try to time the market or fa-
vor a long-term, asset-allocation approach? How will your
advisor respond to market declines?  What mistakes has your
advisor made in the past? Probe all of these areas.

Other clients

Most prospects will provide you with the names of current
customers; inevitably, those customers will offer glowing reviews
of the advisors. Thete is a self-serving aspect to customer referrals,
but it still makes sense to use them. You can gain some understand-
ing of the advisor’s services and approach from an existing client.

Review procedures

How will your financial plan be reviewed? Your circumstances
will change; your portfolio must change as well. Regular meetings
with your financial advisor are essential to review performance and
initiate changes. Determine up frontif your candidate returns phone
calls promptly, has the support staft to monitor your portfolio and
initiate contacts with you, and is amenable to meetings with you.

Finally, even as you interview candidates, make sure that they’re
interviewing you as well. Your prospective advisor should be
trying to learn about who you are, your financial goals, and, your
risk tolerance. After all, professional advisors need to establish a
comfort level as well. If there aren’t any questions coming your
way, you may want to move along to the next candidate.

Srllow talt

How can you find a professional financial advisor? Word

of mouth may be the best way. Even though you don’t want
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to rely on family and friends for investment advice, they can
lead you to an advisor they trust.

Once you accumulate a certain level of assets, you’ll also find
yourself the target of some strange phone calls. These mystery
callers are financial advisors trying to sell you their services. We’ve
never figured out exactly how they get names. Perhaps they bought
subscriber lists from magazines or Internet services. In any case,
we’ve always found it odd that people whom we’ve never met
will ask us to entrust to them our entire fortunes, such as they are.
We can’t warm up to cold calls from financial advisors.

However you identify candidates to help manage your money,
you should interview your prospects as a couple and work to-
gether to draft a list of questions. Here are some to get you started:

$ Are you a Certified Financial Planner? Do you have
other special skills that are certified and relevant?
What are your fees, and how are they structured?
What type of support statf do you have?

& L

How often will we communicate, and will we do
so by phone, e-mail, or some other means?

5

Will we be dealing with you directly? If not,
which staff member will handle our account?

$ How often will we review our portfolio with you?

$ In general, how would you describe your
investment philosophy?

$ What has been your greatest success as a financial
advisor?

$ What has been your biggest mistake as a financial

advisor?

5

Can you give us the names of any current customers
who could discuss your capabilities and services?
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Planning Your Taxes
So They Won't Be Deathly

lanning your life together is a process full of unex-

pected delights and wonder, an adventure that you

could only imagine as a single person. Then you

open the mail one day to find your 1040 form,

and it’s as if the S.S. Marriage has run aground, your

marvelous journey broken up on the rocky shoals of income tax.

There’s no way around it. Taxes are a significant and unavoid-

able expense. For most of us, the pain seldom is soothed by look-

ing around at all the benefits—public transportation, well-maintained

highways, school systems, trash collection, protection from hostile

nations—that our taxes bring us. Death and taxes may be certain,

but the amount of taxes you pay can be modified by savvy plan-

ning. A proactive approach to your taxes is essential. Too often,

couples approach their tax responsibilities with a feeling of help-

lessness; it’s the law and there’s nothing you can do. If youre a slave
to this mentality, you may overlook tax plan-

ning and all the benefits it can bring,

The bottom line to tax planning is
to reduce this expense to its lowest

possible number and, we might add,

$ 128 $
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to do so completely within all applicable laws. Tax consider-
ations affect every aspect of your financial planning, from bud-
geting to goal-setting, and on through to investing,

For example, when you project the amount you need to save
each month to accomplish your financial goals, your projections are
based in part on the “after-tax’ rates of return for your investments.
If you don’t factor taxes into your calculations, you may come up
way short. Let’s say you’re planning on a 12-percent return on invest-
ments over a 20-year period, but your after-tax rate of return is only
10 percent. That’s a difference of 40 percent—a major hit, and that
doesn’t include the compounding effect over time.

Choosing the investment vehicles that are most suitable for
you depends on a proper understanding of your income tax
bracket, responsibilities, and opportunities. You won’t know
whether to invest in tax-free or tax-deferred investment vehicles
if you don’t know the particular tax implications for you.

Thus, tax considerations roll through your financial plan-
ning, And marriage brings many possible changes. Filing status,
withholding from your income, deductions, eligibility for re-
tirement plans—all these factors, and the related tax consequences,
now may be different.

This chapter is designed to help you understand a broad
range of tax issues and apply this knowledge to your financial
planning, so that you won’t be leaving money on the table.
Efficiency with your income taxes will allow you to maximize
your overall financial situation.

Withholding
Withholding is the amount withheld from your paycheck

by your employer and sent directly to the Internal Revenue Ser-
vice. (If youre self-employed, you handle your own withhold-
ing via quarterly estimated tax payments.) In effect, the federal
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government gathers taxes from you every pay petiod, rather than
having to collect the entire amount from you annually. It works for
the government, and it can work well for you as well. Many people
find it easier to live without the small amount withheld from each
paycheck than to produce an onerous tax payment each April 15.

The amount withheld is based in part upon the allowances
you claimed on the W-4 form you completed when you were
hired. Now that you’re married, you may want to reevaluate
your allowance claims and the corresponding amount of salary
withheld; the more allowances you claim, the less the withhold-
ing. This may seem a smallish area to be concerned about in the
overall picture of financial planning, because it all comes out in
the wash; your tax bill doesn’t change whether you pay in one
lump sump or through 26 or 52 small pieces of your salary.
But there are some fairly important reasons to assure that your
withholding is aligned with your income tax liability.

First, if you overestimate your tax obligation and have too
much salary withheld, youre not utilizing your money wisely.
Some folks prefer to maximize their withholding because it
denies them access to money they would otherwise spend, and
it helps provide a tax refund every year. But consider the down-
side. The IRS doesn’t pay interest on overpayments. You could
be investing the money you’re overpaying in taxes. If you’re
maximizing withholding as a way of imposing discipline on
yourself, try this approach instead: Reduce your withholding
and earmark the difference for automatic contributions to your
401(k) or other pension plan.

On the other hand, if you’re not withholding enough, it
could leave you with a substantial federal tax obligation, a fi-
nancial penalty from the IRS for insufficient payments, or both.
Penalties always are a useless expense.

To get it right, invest some time to understand your tax situa-
tion, and don’t wait until you file your first income tax return as a
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couple. Withholding is affecting your finances right now and re-
quires immediate attention. For help, check out IRS publication
919 entitled Is My Withholding Correct? You can call the IRS at (800)
829-1040 to otder the publication ot view it on-line (wwm.irs.gov/
Jforms_pubs/ pubs.hind). The publication includes W-4 worksheets to
help you calculate a withholding level that’s appropriate for you.

Filing status

Your tax rates are determined in part by your filing status. This
never was an issue when you were single, as there were no choices.
As a couple, however, you have the option to file as “married
filing jointly” or “married filing separately”” Your overall income
tax bill likely will increase or decrease based on your filing status
and income level, but the choice of filing status is not clear-cut.

Let’s look at several hypothetical situations and how they
could affect the filing status decision. In our first example, where
one spouse is employed and the other is not, and the couple
files jointly, chances are their tax rates will decline due to in-
creased exemptions and a more generous upper-end limit within
the tax bracket. So far, so good.

Now consider another example, where both couples con-
tinue to work after marriage. Because income limitations for all
tax rates are less than double for married couples than they are
for single filers, this hypothetical couple may land in a higher
tax bracket than each experienced before marriage if they file
jointly. This phenomenon, by the way, is the infamous “mar-
riage penalty.” Congress has begun to recognize the problems
with the marriage penalty and, through The Economic Growth
and Tax Reconciliation Act of 2001, is phasing in some changes
over the years 2005-2009.

There are other factors in the filing-status decision as well.
Tax rates for separate filers are one-half the joint rates, so filing
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separately doesn’t provide a break in the gross percentages. Filing
separately can enable you to maximize certain categories of de-
duction; at the same time, separate filing may limit your opportu-
nity to fully utilize other potential advantages, including certain
tax credits, education benefits, taxes on Social Security benefits,
IRA eligibility, limits on taking capital losses, exclusion on the sale
of a home, and rental real-estate deductions. If you live in a
community property state and plan on “married filing separately”
status, be sure to check with your state for a clear understanding
of your ability to separate income, exemptions, and deductions.

Clearly, there’s much to consider in the area of filing status.
Let’s throw one more variable into the mix. If you file a joint
return, each of you must sign it, and each of you is responsible
for it in its entirety. Should one spouse fail to report income or
otherwise play fast and loose with the rules, both spouses are
equally responsible for the misdeed. Thus, your willingness to
file a joint return, quite apart from the many financial issues
involved, depends on the mutual trust you've developed. If
either of you harbors any doubts about the completeness or
veracity of your return, you may be better off filing separately.
It’s not terrific testimony to the solidity of your marriage, but it
can keep a law-abiding partner free of liability.

Personal and dependent exemptions

A certain portion of your income will be exempt from in-
come tax, with the exemption based on the number of people in
your household—jyou, your spouse, and any dependent children.

The key here is to understand the criteria to ensure you're
taking full advantage of your exemptions. For example, you
may be supporting children from a previous marriage; these
children may qualify as exemptions. Are you supporting aging
parents, a phenomenon that has grown as Baby Boomers have
achieved middle age? Your dependent parents may qualify as
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exemptions as well. Explore all the options here, as exemp-
tions represent free money.

Because exemptions carry a “phase-out” feature, your filing
status can affect your ability to claim them. As a single tax filer, your
income may never have reached the phase-out trigger. With your
combined income as a couple, you may well hit the income ceiling
(the phase-out amounts for joint filers begin at less than double
that of single filers) and find that your exemptions are limited. This
means more taxes, a clear disadvantage of joint filing,

Itemized deductions or standard deductions?

As a single filer, you may have opted for the standard de-

duction, the flat amount the IRS allows you to deduct from
your taxable income in light of various expenses. If you’re fil-
ing a joint return, you may find that itemizing your deductions
will save you money. This happens if the total of your itemized
deductions would exceed the standard deduction.

If you own a home, for example, the interest payments on
your mortgage or home-improvement loan are a deduction
you can itemize. Other qualifying deductions that can be item-
ized include state and local taxes, charitable contributions, and
medical and dental costs (after a certain threshold is reached).
Although they may require more documentation, you also can
itemize expenses for an office in your home, education costs,
casualty and theft losses, and certain business expenses, includ-
ing meals, travel, entertainment, and automobile maintenance.

As with personal and dependent exemptions, phase-out
rules apply to itemized deductions, and there is no phase-out
relief for joint filers.

To determine if itemizing is an advantage for you, you'll need to
compute a tentative total of itemized deductions and compare it to
the standard deduction. If you do opt for itemizing, remember to
document all the expenses youre itemizing, The IRS may look askance
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at that trip to Las Vegas you’re itemizing as a business expense
unless you can support it with appropriate documentation.

Taxes and your investments

A key patt of managing your income taxes is managing your
income. What we mean by this is that as your income increases, it
could land you in a higher tax bracket, forcing you to yield an
ever-increasing percentage of your income in taxes. Over time,
the impact of those lost dollars, and the compounding those
dollars could have generated, can be quite significant. If you un-
derstand tax-advantaged investments, though, you can fully uti-
lize these to minimize the tax bite. There are two broad categories
of tax-advantaged investments: tax-free and tax-deferred. Let’s
take a look at each.

Tax-free investments

With these vehicles, any income generated by the investment
is exempt from federal income taxes. You never have to pay
income taxes on your earnings from tax-free investments. There
is a catch: Most tax-free vehicles require investment on an after-
tax basis, meaning that you’ve already paid income taxes on the
money used to make the investment.

Tax-deferred investments

As the name suggests, taxes on any income generated by
these vehicles are deferred until some point in the future. Many
categories of tax-deferred investments, including 401(k) plans
and traditional IRAs, allow for investment with before-tax
dollars, which is a considerable up-front benefit. However,
all distributions from such accounts are subject to federal in-
come taxes, because none of that money has been taxed to
that point.



Planning Your Taxes... 135

Types of income and tax rates

As you consider the tax consequences of investment ve-
hicles, it’s important to remember that not all income is taxed
equally. The tax code establishes several categories of income,
along with corresponding tax rates. The major categories are:

Ordinary income

Most income falls into this category. Ordinary income is
taxed at the applicable percentage, according to IRS tax tables.

Interest and dividend income

No matter its source, interest and dividend income is con-
sidered ordinary income and taxed accordingly.

Capital gains

Capital gains (and losses, for that matter), are generated when
you acquire, and later sell, an investment. Buy stocks for $100,000,
sell them for $200,000, and you have a capital gain of $100,000.
How this gain is taxed depends on how long you’ve held the asset.
If you've owned it for less than one year, the capital gain is consid-
ered “short-term” and taxed as ordinary income. If you’ve owned
it for more than one year, the appreciation is considered a “long-
term” capital gain and taxed at a lower rate. If you own an invest-
ment for more than five years, an even lower capital gains tax is
applied, provided the investment was acquired after the year 2000.

Now we’re set to review some specific investments and
their tax consequences

401(k) plans

If you set out to create the perfect investment vehicle, you'd

whip up one that would be widely available through employers.
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It would offer benefits now and benefits later. And employers
would switl a little icing on the cake by making contributions
for their workers.

Great news: You don’t have to invent this Vegematic of invest-
ments. It already exists, and it’s called 401 (k). Many employers offer
these retirement plans—the number has expanded exponentially in
recent years—and they’re available to the self-employed as well.

Although some companies allow for after-tax contribu-
tions to 401(k) plans, contributions typically are made with pretax
dollars, so there are no taxes now on the money you contrib-
ute. Your contributions, which otherwise would go to the gov-
ernment as taxes, enjoy a compounding effect over time, a
tremendous benefit to you. Throw in the employer “match”
and you have a gift that keeps on giving,

Alas, even this “perfect” investment vehicle has its limitations.
For one, any withdrawals prior to age 59 1/2 are taxed; in most
cases, the IRS imposes a penalty of 10 percent as well. Also, when
you reach age 70 1/2, you must begin taking distributions from
your account, based on your life expectancy. You’ll want to factor
mandatory distributions into your overall retirement planning;

These few regulations notwithstanding, 401 (k) plans are an
amazing tax-planning opportunity. Don’t limit your contribu-
tions to the amount your company will match. Max this baby
out. If you fully exploit your 401(k) plan or plans, you may be
able to offset the impact of the higher tax bracket your mat-
riage may have brought.

Individual Retirement Accounts (IRASs)

The popularity of Individual Retirement Accounts (IRAs)
has grown so substantially that the federal government has cre-
ated several variations to fit different circumstances and needs.
Although the fundamental principles of each variant are about
the same, there are some key differences.
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Traditional IRAs

With traditional IRAs, your contributions provide you with
a tax deduction equal to the amount of your contribution; in
effect, your contribution gains pretax status. The money in your
account grows tax-deferred, making it quite a useful tool.

There are limitations. Participation is restricted if you ex-
ceed certain income limitations and qualify for an employer-
sponsored plan. Your maximum contribution is capped and at
a lower level than that of many employer-sponsored plans. As
with 401(k) plans, withdrawals prior to age 59 1/2 are taxed
and assessed a 10-percent penalty, although there are certain
exceptions. Mandatory distributions begin at age 70 1/2.

Roth IRAs

The most important distinguishing feature of Roth IRAs is
that your contributions are made with after-tax dollars, but
your account grows tax-free. As a result, the long-term ben-
efits are great.

Eligibility requirements for Roth IRAs are somewhat more
liberal than those for traditional IRAs. You also have the ability
to access your account without penalty if your money has been
invested for at least five years and you’re spending the distribu-
tions for qualified purposes. These include highet education,
medical expenses, and health-insurance premiums for certain
unemployed participants.

Nondeductible IRAs

If you’re not eligible for a traditional IRA or a Roth IRA,
you still can take advantage of this vehicle through a non-
deductible IRA. It’s the same in most regards as a traditional
IRA, except that you don’t get a deduction for your current
taxes. You’re making contributions with after-tax dollars, but
your earnings are tax-deferred. The benefits still are great.
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Tax-free municipal bonds vs. taxable bonds

Tax-free municipal bonds are a popular and straightforward
source of income. As the name suggests, this income is tax-free,
but there is an important caveat: Tax-free municipals offer a lower
rate of return than taxable bonds. Which is the best option for
you? In our Pillow Talk section on page 141, you’ll find a quick
and easy formula that you can apply as a couple to determine
which type of bonds works better for you.

Capital gains and losses

Capital gains generate taxes, but you can offset your gains
with capital losses. Losing money is never a cause for celebration,
but it does provide you with the opportunity to ease your tax
burden. Many couples wait until the end of the year to identify
eligible capital losses, but there is one situation where waiting
may not pay off: the phenomenon known as “wash sales.”

Under the rules for wash sales, if you sell a security and want
to declare a loss associated with that holding, you must wait 30
days before buying back that particular security. If you don’t
mind being out of that investment for at least 30 days, wash rules
are no big deal. Still, they do represent a reason for year-round
consideration of potential capital losses, rather than a rushed De-
cember sale that could keep you out of a stock for 30 days.

Personally held mutual funds

We like mutual funds as a tool for diversification of your
investments, but they can present interesting tax issues. Mutual
funds are required to pass through their income and capital gains
to shareholders on an annual basis. With individual securities, you
as the investor determine when to take gains. Mutual funds buy
and sell stocks and bonds without any input from you, giving
you no control over capital gains distributions from year to year.
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This can be a troubling and unpredictable variable in your tax
planning, and it doesn’t necessarily matter if your fund did not
perform well in a given year. During the year, the fund may have
sold securities that had appreciated significantly. That generates capital
gains and corresponding taxes for you, even though you may not
have been on board to enjoy the full measure of the gains.

The remedy here is to research the potential for capital gains
built up in any fund you target. Check with the fund’s managers.
Ask them to estimate their potential capital gains distributions for
the year. In today’s competitive investment environment, you may
find that it’s worth leaving your current fund and making a lateral
move to another fund that matches your investment objectives but
isn’t expecting a hefty capital gains distribution.

In addition, explore the “turnover” of any fund you target.
Does the manager trade frequently, activity that can generate more
potential gains? Is it a newer fund, with very little build-up in
capital gains? Is it an “index” fund, with trading activity tied to a
particular financial index, thus limiting sales and capital gains?

These are the questions to ask as you consider switching
funds. Remember, however, that switching works only if you
haven’t built up sizable capital gains in your current fund. If
you switch in that situation, you’ll get hit with the full measure
of the capital gains from the sale of the fund.

Annuities

Offered by insurance companies, annuities are an invest-
ment vehicle that provides tax-deferred growth. You buy an-
nuities with after-tax dollars, so there’s no immediate tax benefit.

Annuities can offer a fixed rate or variable rates of return;
variable annuities feature a variety of subaccounts, typically mu-
tual funds. Because annuity income growth is tax-deferred, it
may seem an obvious selection over direct participation in mutual
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funds, where taxes are not deferred. But there are some subtle

issues here.

First, you'll experience additional expenses associated with
purchasing a mutual fund within an annuity. You’ll end up pay-
ing more than you would if you purchased the mutual fund
directly. In addition, the IRS imposes a 10-percent penalty for
withdrawals prior to age 59.

Other issues include the taxation of earnings when with-
drawn and the loss of a stepped-up cost basis at death. You
also could incur a surrender charge assessed by the insurance
company if withdrawals exceed a specified amount and occur
within a certain period of time.

On the plus side, annuities sometimes offer positive fea-
tures, such as death benefits. In recent years, annuities have come
a long way in reducing expenses and offering more flexibility.
A general rule of thumb on annuities is this: The higher your
tax bracket, the more likely you are to benefit from annuities
because of the tax-deferred status of your gains. The best ad-
vice is to thoroughly explore internal expenses and surrender
fees before jumping in.

Professional advice

Annuities are complex, but no more vexing than many other
aspects of the tax code. We’ve covered some important facets
of the code and how they may affect your tax planning, but
there are other issues to consider. This is one area of financial
planning where professional advice may be a must. You may
not want a consultant to make your investment decisions for
you, but you should ask your tax professional to outline the
options and consequences for the investments you propose to
make as a couple.
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Sllow talt

Nobody has ever suggested that a lively discussion of

municipal bonds will add spice to your marriage, but there is a
simple and fun way to determine whether you should be in
taxable bonds or tax-free municipal bonds. Get out your pen-
cils and paper and work through this calculation:

$ Step 1—Begin with the number “1.” Easy
enough.

$ Step 2—Subtract from 1 your income tax rate.
If you’re in the 28 percent bracket, subtract .28
from 1 for an answer of .72.

$ Step 3—Divide the projected rate of return on
your tax-free bond by the answer you got in Step
2. For example, if you’re targeting a municipal
bond earning 4 percent tax-free, divide 4 per-
cent by .72 for an answer of 5.56 percent.

This answer, 5.56 percent, represents what a taxable bond
would have to pay to provide you with the same end result as
a tax-free municipal bond. If you can do better than 5.56 pet-
cent with a taxable bond, this calculation tells you that you’re
better off, even though you’ll pay taxes on the income. If you
can’t beat 5.56 percent with a taxable bond, stick with the tax-
free vehicle.
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Paige and Michael Rafferty:
From Condo Magic to Dream
Home—and a Few Trade-offs

ith a degree in financial planning, Paige
worked first for a financial advisory firm.
Her current employer is a New York-based
mutual fund, for which she sells and mar-
kets throughout the mid-Atlantic region.
Michael worked for a decade in cardiology equipment sales
and now is in an equally important and timely field: selling soft-
ware tools that help pharmaceutical companies expedite the drug-
approval process.

In the late 1990s when Paige’s career necessitated reloca-
tion, she found and rented a Maryland condo in greater Wash-
ington. Who should be living in the condo below but Michael.
Their acquaintanceship blossomed into romance and, in 1999,
marriage. Paige was 27 and Michael 32 when they wed.

Although the annals of marriage may be replete with the
fortuitous, magical meetings such as that
of Paige and Michael, this couple has
determined that their financial future

will be anything but accidental.

$ 142 %
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Communication

Paige is a detail-oriented planner. Michael, although no less
meticulous, may be a bit more relaxed. The couple discovered
eatly on that, due to these initial differences in approach, regu-
lar communication would be essential in helping them achieve
both marital harmony and financial security.

“I wouldn’t say there’s a structure, but we definitely have free-
flowing communications,” Paige says. ““The channels are always open.

“I’m absolutely the one who wants to stimulate the economy
more. Michael will say, ‘Do we need this?’ If 1 can convince
him that we do, then I’ve done my job, too.”

Regular communications also have revealed differences in
investment philosophy—and ways to bridge the gap.

“Paige was pretty structured with investing in mutual funds,”
Michael recalls. “I love playing the stock market. I've made
some great picks and some poor ones. Paige hasn’t hesitated to
point out the poor ones to me. I'm a little more conservative
now. That’s one thing I've compromised on.”

Asset consolidation

With a number of years in the workforce behind them, Paige
and Michael each brought assets to the marriage; consolidation
wasn’t a major concern, because most of those assets were ear-
marked for their matriage ceremony and home purchase.

“Our parents chipped in for the marriage,” Paige says, “but
we wanted them to save their money for their own retirement.”

Nevertheless, there were life insurance policies, IRAs, mu-
tual funds, and 401(k) plans to consider. Michael developed a
filing system (one labeled folder for each account) to ensure
that the beneficiary was changed for each asset.

“It was a time-consuming process,” Paige recalls. “I even for-
got an account for which we wanted to change the beneficiary.”
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Ultimately, they were more than satisfied with their ap-
proach to asset consolidation.

“There was no need for a prenuptial agreement,” Michael
says. ““There were no issues.”

Trade-offs

Perhaps the fundamental decision that Paige and Michael

made early in their marriage was to purchase a home, a 4,100-
square-foot beauty in North Potomac that’s as close to a dream
house as most newlyweds can afford.

“Around here real estate appreciates well,” Paige says. “We
knew if we put it off for a year or two, we would lose the
opportunity to live where we do.”

Would they be able to acquire the home and have sufficient
income left for other needs? They answered the question with
the help of some joint discussion and planning.

“It was pretty nerve-wracking at first,” Michael says, “but we
worked the numbers out on paper and saw that we could do it.”

A big chunk of their income would need to be reserved
for the down payment and monthly mortgage payments, and
there would be other trade-offs as well. Says Paige: “We knew
we would have to accumulate furniture slowly, and that we
wouldn’t be able to bank as much because of the bigger mort-
gage. We try to eat at home more. Sure, you may splurge on the
weekend, but that’s one area we try to control. We knew there
would be trade-offs, but we view the house as an investment
for the long term.”

Checking accounts,
credit cards, and budgeting

Paige and Michael were accustomed to living independently;
each also encounters business expenses that ultimately will be
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reimbursed but which frequently need immediate attention. To
preserve a measure of independence and maintain maximum
flexibility for those business expenses, they became a three check-
ing-account family: one joint account and two individual ac-
counts. Each also has a credit card in one partner’s name only.

“We pay all household expenses from the joint account,”
Paige says. “We look at what we owe, and based on that, we
each put money into the joint account.”

They operate without a formal budget, but they review
fixed and variable expenses each month and plan their spend-
ing accordingly. They’ve grown quite comfortable with this ar-
rangement that allows them to preserve some independence as
they pursue common goals.

“We know we each have our own expenses, and we know
there’s no abuse,” Paige says. “We have respect for each other. We
still practice ‘Pay yourself first’ and invest automatically each month.”

Investments and long-term goals

Children are definitely in their future, so they’ve begun to incor-
porate family considerations into their planning, For one thing, Paige
intends to keep working even as she and Michael raise their children.

“I feel a strong sense of identity that I gain from having a
career,” she says. “I don’t want to lose sight of that. Everyone
will benefit from my continuing to work—my husband, my
kids, and me. I am hoping to achieve a sense of balance with
family, home, and career.”

Although their regular discussions have made Michael a
more prudent investor, they’ve also introduced Paige to the
growth potential of the stock market. In fact, she’s opened her
own account, although she continues to believe in professional
money management.

“Everything I do is long-term,” she reports. “I’'m in an
accumulation mode. When we get to a certain level, we will
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have professional portfolio management. I prefer mutual funds,
where you’re diversified among 50 to 60 stocks, rather than
riding on one or two stocks. We plan to diversify among dif-
ferent managers as well.”

Professional advice

They’re a few years away from needing professional port-
folio management, but they have engaged an expert, a former
colleague of Michael, to advise them on insurance coverage.

“We shopped around to make sure we purchased adequate
life insurance and disability insurance,” Paige says.

Advice for newlyweds

$ Paige: “You really have to outline who’s going
to handle what. Figure out your goals and a time
frame, even though you know that very little will
work as planned and you will need to make
changes. Be flexible but realistic. Learn to ‘pay
yourself first” If you develop that discipline, it
will help in the long run.”

$ Michael: “For young people, it’s easy to get in
debt over your head. My advice is to maintain a
simple philosophy: Don’t spend what you don’t
have. If you have to go into debt, make sure it’s
not long-term debt.”
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Keeping Good Records:
Write It, Copy It, File It, Review It

s citizens of the 21st century, we like to believe

that we are striding confidently to a papetless

society, where all our important transactions are

handled by computers that we can access from

anywhere. All that may happen someday, but
for now, think of how vitally important paper documents re-
main to your marriage.

If you buy a house, the deed is your proof of ownership.
Claim deductions on your income taxes and the IRS may ask
you to document those with paper receipts. Need to determine
if a physician you'd like to visit is in your HMO’s network? Fair
enough. But first you must page through that thick provider list—
more paper—to make sure your doctor is a participant.

It’s clear that paper documents continue to play a critical
role in financial planning. And now that you’re married, you’ll
have more than double the paperwork to
consider. You may be tempted to deal
with it in one fell swoop—with a
shredder. A better approach to docu-

mentation is to jointly discuss your

$ 147 $
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needs and develop a plan for saving and storage. Why is this
important? That’s what this chapter is about.

When you communicate as a couple about your documents,
each of you gains a better understanding of your spouse’s im-
portant issues. This awareness will help you create a strong foun-
dation for your financial planning, Discussing documents will
enable you to identify any gaps in your financial game plan and
lead you to remedial action.

As you become comfortable with your document filing sys-
tem, you’ll find it a valuable resource for monitoring your financial
situation. Think, for example, of your investment statements. If
you toss those aside once you've read them, you may not remem-
ber the information exactly. But if you file those statements, you
can pull them out at any time and know precisely how your invest-
ments are performing, To our way of thinking, filing and moni-
toring are companion aspects of financial planning.

You can begin these dual processes by identifying an appro-
priate location for document storage. Some couples use a safe
deposit box at a financial institution. This certainly maximizes secu-
rity, but most boxes aren’t capacious enough to store everything
you need. Even beyond that, if you have to run to the bank each
time you want to save a receipt, how likely are you to do that?

Our preference is for a repository that’s both safe and acces-
sible. A fireproof filing cabinet in your home will do the job nicely.
Now you're ready to discuss, gather, and store these documents:

Marriage license

When you change the status or beneficiary of your accounts
or policies, you may be required to provide proof of marriage.
You may encounter other situations as well where document-
ing your marriage facilitates matters. So it’s a good idea to make
copies of your marriage license for attachment to submissions
as necessary and to preserve and store the original.
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Social Security numbers

If you’re like us, you can remember your own Social Secu-
rity number but would be hard-pressed to recite your spouse’s.
These days, however, it’s not uncommon to be asked for both
partners’ numbers; this is particularly true of Internet transac-
tions, where Social Security numbers are a popular means of
secure identification. Quite apart from the Net, you almost cer-
tainly will be asked your spouse’s Social Security number when
submitting medical or dental reimbursement claims.

For all these reasons, make sure that you and your spouse
exchange Social Security numbers and that each of your num-
bers is stored in your filing cabinet.

Health insurance documents

Keep all your health insurance documents in your filing
cabinet. If we had a dollar for every time our medical insurer
asked us to refile a claim, which of course we then had to
scramble to find, we’d be rich and retired. You can do a better
job by saving and filing everything.

If you and your spouse are covered under separate poli-
cies, make sure you exchange health-insurance information
and discuss the procedures, including notification and referral
forms, of each insurer. This mutual understanding can be-
come critical if one of you needs medical assistance but is
unable to provide the information the insurer requires.

Automobile-related documents

Exchange driver’ license numbers. You might never be called
on to provide your spouse’s operator number, but unusual
circumstances can arise, and it never hurts to be prepared.

Copy your insurance and owner’s cards; keep one set in each
car, and store one set in your filing cabinet. Some motorists keep
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these cards in the glove compartment only. That gives you ready
access, but if your car is stolen, you'll need to replace the cards.

Employee benefits statements

This information helps give you a handle on your benefits,
a key component of your overall financial plan. Just as impor-
tant, your spouse will have quick access to your benefits history
and availability if something happens to you.

Investment statements

Create a file for each investment account, including IRAs and
401(k) plans. This is extremely important for tracking income tax-
related issues, especially the cost basis for each of your investments.
If youre contributing to a mutual fund or purchasing individual
stocks each pay petiod, there’s no way you'll remember each pur-
chase price and no way you can accurately compute capital gains
ot losses upon the sale of the assets without comprehensive records.

Insurance documents

Keep a separate file for every insurance policy. Life insurance,
disability insurance, auto insurance, appliance insurance: Each policy
gets a separate file. In addition to the original policy, maintain a
history of your premium payments and any changes you’ve made
to the policy, such as a new beneficiary designation. If a policy is set
to expire, you'll have a great tool for reviewing your premium
payments and deciding if a little price shopping is in order.

Although warranties on appliances may not be as important
as insurance policies, we recommend you preserve those as well.
Perhaps one file for all warranties will suffice, rather than a sepa-
rate file for each warranty. When that VCR breaks down, you
won’t know if youre entitled to free repair unless you've saved
the warranty in a convenient place.
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Income tax documents

Consider several categories of information here. First would
be records of any expenses that you plan to itemize as deduc-
tions: charitable contributions, retirement plan contributions,
state and local tax records, and receipts for business expenses.
This latter category can be expansive, covering everything from
receipts for business-related meals to highway toll receipts (if
those trips were related to your business).

The best practice here is to begin a new file each calendar
year for deduction documentation. The more organized you are
in this matter throughout the year, the easier it will be for you and
your accountant to prepare your income tax return and for you
to provide any documentation that the IRS requests.

The second category of documents to be preserved are your
tax returns themselves, including federal, state, and local returns.
Under federal law, the IRS has the right to audit your return for up
to three years without citing any reason. If a back tax obligation is
suspected, the time limit for audits is six years. For suspected fraud
or failure to file, there is no time limit on audits.

However, we don’t recommend that you automatically
pitch your returns after six years. Your income tax return in-
cludes investment-related information, such as dividend and
capital gains distributions you received. Thus, it makes sense to
preserve any tax return for as long as you hold investments that
have been reported on that tax return.

Home purchase and maintenance documents

If you’ve purchased a home, keep a file that includes your
mortgage information and receipts for any expenses trelated to
the upkeep of your residence. When you sell your house, some
home-maintenance expenses can be included in your cost basis,
lowering your capital gain and subsequent tax obligation. If
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you don’t document these expenses and preserve the receipts,
chances are you’ll forget some of them. (It's a good idea to
explore the exclusions for home sale gains along with corre-
sponding guidelines. These issues are particulatly important if
each spouse brings a residence to the marriage.)

Review this file regulatly so that you’re always aware of the
interest rate on your mortgage, your mortgage balance, ex-
penses such as property taxes that are rolled into your mort-
gage payments, and when your mortgage will be paid off. Your
awareness of these issues will help you maximize your dollars
and efficiently prepare for retirement. For example, if you know
that your mortgage payments of $1,000 include $200 each
month for property taxes and homeowners’ insurance, you’ll
also know that your expenses will be $800 less, not $1,000 less,
when the mortgage is paid off.

Monthly income and expenses

Saving your pay stubs admittedly is not the highest priority of
your documentation plan. Nevertheless, we recommend that you
incorporate this practice. You may need to produce evidence of
your income if you apply for a loan, and saving the stubs will help
you identify any errors in your pay. Because pay stubs are cumula-
tive, we suggest that you maintain the most recent stub.

As for such regular expenses as utilities, you need to preserve
this information so that you can evaluate your current budget and
make any necessary modifications. You can record these expenses
manually or with a computer software program, such as Quicken
or Microsoft Money. Once you’ve recorded these expenses,
whether or not you preserve the stubs is a matter of your prefer-
ence. If you intend to deduct utility and similar costs as home-
office expenses, hang on to the paperwork as backup.
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Record-keeping and your budget

Creating and sticking to a monthly budget is one of the
most critical tasks in achieving financial security. Consistent pet-
formance in this area will be a key factor in your ability to
avoid debt and save for your long-term goals. If you’re con-
stantly dealing with unforeseen expenses or increases in costs
for your budgeted items, you’ll be playing catch-up instead of
proactively achieving financial success.

Tracking your monthly income and expenses will help you
understand the impact of cost changes and gain the upper hand.
As certain costs fluctuate, you'll be well positioned to make
adjustments elsewhere. Let’s suppose, for example, that rising
energy prices cause sharp increases in your monthly utilities costs.
If you’ve preserved and reviewed your bill stubs, you’ll be
aware of the new rates and able to cut back in discretionary
areas to accommodate the jump in utilities expenses. If you’re
oblivious to the situation, you’re likely to come up short each
month and perhaps have to tap your savings to make up the
difference. That’s not the road to long-term success.

Most utilities, lending institutions, insurers, cable television
companies, and other service providers will notify you of rate
changes. Some will insert a separate notice in your bill; others
may offer no more notification than a sentence on your state-
ment. Pay attention to all these notifications and preserve them
in your file cabinet. Here are other areas where comprehensive
record keeping can help you stick to your budget:

Mortgage costs

Your home is your largest purchase; as such, the slightest
change in your mortgage payments can knock your budget out
of whack. Such changes are especially likely to occur when
your real estate taxes and homeowners’ insurance payments are
rolled into your mortgage, a fairly common structure.
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If a local taxing body increases its real estate tax rate, you’ll
need to calculate the effect on your budget and develop a plan
to make up the difference. Many financial institutions analyze
and recalculate mortgages only once a year. If that’s the case
with your mortgage, you can get hit with an increase in your
mortgage payment going forward and a bill for past under-
payment. If you don’t stay on top of these issues, they can
wreak havoc with your budget.

On the positive side, should interest rates decline, you
may be able to refinance your mortgage and realize signifi-
cant savings each month. You also may consider a home eq-
uity loan as a less expensive option to such financing as a
traditional automobile loan. This can be a double bonus, as
interest on home equity loans often can be an income tax de-
duction, depending on the amount involved and other factors.

You can take advantage of these opportunities—provided
youre aware of your interest rate, mortgage balance and value
of your home. Good record-keeping will help keep you aware.

Insurance

Know your deductible amount for every policy, and make sure
youre aware of the potential savings that a higher deductible could
bring, The savings each month could more than make up for the
reduced payment you would receive in the event of a claim.

Employer-provided benefits

If you’re like us, you received a thick packet of benefits docu-
ments when you were hired, and you were so intimidated by its
bulk that you put it aside for later reading, Time’s up. Later is now:
Break out that packet and review the documents, paying particular
attention to any life insurance and disability insurance features.

These are great vehicles for you; if you had to purchase
these policies yourselves, you typically would pay more than
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your employer is chatging you. But is the coverage sufficient
for your needs? Would it make sense to enhance your position
with coverage that you purchase? If you leave your current job,
would you replace your employer-provided coverage with
policies you purchase, and what impact would that have on
your budget? These are questions you can answer if you’re fa-
miliar with your current coverage and costs.

Retirement plans

We’ve suggested before that maximizing your contribu-
tions to 401(k) accounts and other retirement plans usually is a
great idea. But what happens if features of your retirement
plans changer Clearly, you need to keep up with the plans and
any modifications to identify corresponding adjustments that
should be made to your financial blueprint.

Income taxes

As we’ve seen, your income tax situation can have a signifi-
cant impact on your cash flow and your ability to adhere to
your budget. Your income tax file will help you keep a running
total of income, deductions, and withholding. Review your file
at least several times a year so you’ll be able to project any
obligation or refund. Both, of course, can affect your budget.

Your review should include investments, which may be
generating income and capital gains taxes throughout the year.
If you’re aware of this situation, you’ll be prepared for some
tax planning, including taking capital losses to offset capital
gains, prior to year’s end, when the rush to beat the deadline
could lead you to ill-considered actions.

Record-keeping and your investments

Preserving and reviewing your records will help you stay
on budget; it also will allow you to monitor your investments
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and adjust them as necessary. Here are the elements you’ll want
to document and track:

Performance

Establishing goals and the game plan to meet them inevitably
involves many assumptions; investment performance is one of
them. Your filing system should enable you to track the perfor-
mance of your investments. Save all the reports so that you can
compare the growth of your assets to the goals you've established.

You'll find that many investments perform inconsistently. A
growth mutual fund may be up 20 percent one year, down 15
percent the next. That doesn’t mean you dump the fund necessar-
ily, but you do want to make sure the performance over time
works for you and meets your assumptions. When taking an asset-
allocation approach to investing, the overall performance of your
portfolio is what’s most important.

There may be occasions when you want to make changes. As
you review the performance of your investments, compare it to
the activity of other stocks, bonds, and funds within the same
category or industry group and with the same management style.
Again, the purpose of tracking these numbers is not to micromanage
your portfolio by overreacting to daily surges or declines but to
develop a method for tracking long-term performance.

Cost basis

Your records should include the cost basis for each invest-
ment. If you’re contemplating selling an investment, you can check
its cost basis to calculate the tax implications for your prospective
gain or loss. This, of course, can affect your budgeting as well.

Balance

Your original asset allocation may provide excellent bal-
ance: a mix of industries, a blend of stocks and bonds, a dash
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of high-growth stocks, a dollop of blue chippers. That bal-
ance, however, will change over time as investments appreciate
or decline. For example, you may determine that 25 percent of
your overall portfolio belongs in international investments. If
that group does well, it could become, say, 35 percent of your
portfolio in short order. Now your position in international
investments is proportionally greater than you intended, increas-
ing your risk factor should that sector plummet.

To prevent this, you must periodically rebalance your port-
folio to restore your original asset-allocation formula. If you
preserve and monitor all the records related to your invest-
ments, youwll know when and how to rebalance.

Comprehensive record-keeping is not an arduous task, yet it’s
one that frustrates many otherwise conscientious couples. If pen-
cil-and-paper tracking isn’t your thing, you can do it via computer
and the many software packages that are available for financial
record-keeping, There’s an added advantage with computer-based
tracking: Many financial institutions offer on-line banking, with all
transactions downloaded directly into your software package.

The services of a financial professional also can be helpful
here, especially in tracking your investments and comparing their
performance with that of other vehicles.

Whichever method you choose, the most important out-
come is that both of you know where the documents are and
have ready access to all of them. Always ask yourself this ques-
tion: If I weren’t here, would my partner know where to find
our financial paperwork and which financial professionals to
contact? If the answer is no, you have some work to do.

Pillow talbt

Everybody loves a scavenger hunt; this one has important

implications for you. Each of you should take the following



1 5 8 The Q‘(ew/yweo(v’ Suide to %ues/my & Fersonal Finance

list and round up as many of the documents as you can. Some
are easier than others. You won’t have any trouble with driver’s
licenses or Social Security cards, but what about that
homeowners’ or renters’ insurance policy?

Give yourself a week or so to find all the items. Whoever
finds more is the winner. Perhaps the loser should be assigned
the task of starting files for each document or document cat-
egory. We'll leave the rewards system to you.

You both come up winners, of course. At hunt’s end, you’re
well on your way to comprehensive financial record keeping,

$ Driver’s licenses (copies only to be filed).

$ Vehicle registration cards (one per vehicle, copies
only to be filed).

Auto insurance cards (one per vehicle, copies only to
be filed).

Social Security cards (copies only to be filed).

&5

Marriage license.

Insurance polices (all coverage).
Insurance premium pay stubs.
Appliance warranties.

Appliance maintenance agreements.
Pay stubs (most recent will do).
Employee benefits plans.

& B B B B B B BN

Investment statements (all investments, including
retirement plans).

Credit card purchase receipts.

Checkbook ledgers and canceled checks.

L B

Contractor estimates and receipts (for home
improvements).

Utilities statements.

Income tax returns (federal, state, local, all years).

&L B B

Names/phone numbers of professional advisors.
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The Kids Factor: Financing Your
Family Without Going Broke

ids change the equation, don’t they? With all
the joy they bring, they still manage to turn

your lives topsy-turvy—and your financial plan-

ning is no exception. First, there’s the matter

of who will stay home with the kids during

their early years. No matter how you decide that one, as a couple

it means fewer hours available for work and a corresponding
decline in your income.

Then there are the immediate financial demands of raising

children, which can be significant as well as unpredictable. Fi-

nally, there are long-term needs, such as college education.

Yet there are many actions you can take to finance your
family without busting your budget. As in all matters financial,
timely planning and joint discussions are the keys. Even if you’re
not starting your family immediately, the time to begin your
planning is now. Your financial well-being
depends in part on factoring family
considerations into your current finan-
cial decisions. The impact will be with

you for many years.

$ 159 $
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Before the kids come

As we’ve noted before, your home and your cars likely will
be your largest purchases. If there are kids in your future, you’ll
want to consider the expenses of child rearing even as you
determine which home and automobiles are right for you. This
is especially true if one of you expects to leave a job and stay
home with the kids. That will reduce your income appreciably,
and it may be a signal that some trade-offs are in order.

Knowing that you’ll have less income and more expenses
when the kids arrive, it might be a good idea to purchase the
smaller home and not commit to a mortgage that could prove
back-breaking.

Other factors can influence your home purchase. If you’re
planning to send your kids to public school, are you happy
with the school district in which your prospective home is lo-
cated? Is the home you’ve targeted close enough to your place
of employment to allow you to incorporate daycare, baby-
sitter, and school pick-up and drop-off schedules into your
routine? These are not, strictly speaking, financial matters, but
they can turn into money woes quickly if you’re forced to move
because you find the school system inadequate or youtr com-
mute too long to allow you to handle routine family matters.

Consider also the luxury of two cars. Can you get by with
one car for now;, filling in with public or pooled transporta-
tion? Be wary of creating a lifestyle that will prevent you from
accomplishing the things that are really important to you, such
as satisfying your children’s needs.

Kid costs

Raising a family brings additional expenses, yet some will be
offset, intentionally or otherwise. For example, you’ll be spend-
ing so much time with your kids that you may not travel as much
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or dine out as often. You'll need to modify your budget to incot-
porate new expenses, insofar as these are predictable, and any
savings. Some important new budget categories are:

Monthly essentials: formula, food,
diapers, doctors, medicine

These expenses normally peak during your children’s first
few years—thank goodness. If you know which of these costs
your health insurance will cover, you’ll be better able to budget
effectively. If you’re not sure, retrieve that policy from your file
cabinet and review it.

Childcare

Childcare costs can vary greatly, depending on family circum-
stances. If you need childcare, the costs can be substantial, even the
pivotal factor in determining if one of you quits work to be home
with the children. If youre working mainly to cover childcare ex-
penses, you may well decide that it makes more sense to stay home.

Clothing

As long as your kids are living with you, they’ll have clothing
needs that don’t diminish over time. They’re always growing out
of something or growing into the habit of demanding every
article of clothing, down to the tiniest nose ring sported by their
peers.

Think about several money-saving tactics here. One is hand-
me-downs from family and friends. This can work well because
kids usually don’t wear out clothes; they grow out of them. So
hand-me-downs can be perfectly serviceable. Also, when you're
considering that home purchase, determine if the school district
requires that students wear uniforms. This may seem a small item,
but over time, it can bring tremendous savings.
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Kids and your long-term goals

Inevitably, the costs of raising a family will disrupt your
budgeting and financial planning. As new or prospective par-
ents, part of your job is to keep those processes on track and
maintain sight of your long-term goals.

When their children are born, many couples find they can’t
cover the new categories of expenses from income, so they
raid the money they had earmarked for savings. They rational-
ize this by assuring themselves that it’s only temporary. Once
the kids are school aged, that money will be freed up for sav-
ings again, and they’ll throw in a little more to make up for

those few lost years of savings.

If only it worked that way. Instead of decreasing, today’s
parenting costs are replaced by different parenting expenses
tomorrow. Lose the expense of diapers and you gain the cost
of school clothes and supplies. Survive the burden of frequent
doctor’s visits and you encounter the bills for music or dance
lessons. Something else always comes up; if you don’t plan for
that “something” and continue to rob your savings, you’ll im-
peril your ability to achieve your long-term goals.

The best practice here: Assume that the cost of financing
your family will increase, not decrease, over time. In fact, you can
reduce it to a simple formula by figuring that your monthly child-
rearing costs will increase at the rate of inflation, just as your
other cost categories do. If you find you can’t cover these addi-
tional costs through increases in your income, such as annual sal-
ary raises and promotions, then you need to sharpen your pencil
and modify your budget—without dipping into savings.

Nothing can derail your journey to long-term financial se-
curity as surely and as swiftly as inadequate planning for the
costs of child-rearing. Without proper planning, you find your-
self using credit cards and increasing debt for the unforeseen
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expenses. You buy a second car—more debt—to enable you
to chauffeur the kids around. But the biggest budget-buster of
all is college education for your children.

The cost of college education has been soaring at almost twice
the rate of inflation. From 1997 to 2001, tuition increases averaged
6 percent per year. If the spiral continues at this rate, the current
annual average college cost of $13,000 will be more than $37,000
when your newborn goes off to Break The Bank U 18 years from
now. If you don’t begin saving for that now;, or you shift assets
targeted for savings to pay for current expenses, you could be forced
to push your desired retirement date well into the future.

On the other hand, consider what happens if you’re able
to put money aside now, even in the face of your new family
costs. Based on our previous example, today’s $52,000 college
education ($13,000 for each of four years) will cost $162,326
in 18 years, assuming an average 6-percent inflation rate. If you
invest now, and if you can earn an annual rate of return of 10
percent, you’ll need to save approximately $268 per month
over the 18 years to realize the full college nut of $162,326.

However, if you don’t begin to save until your child is 6
years old, when you imagine that youll be past the heaviest kid
costs, you'll need to save approximately $581 per month to
achieve the same financial outcome. What a huge difference
those six years make! The moral here: The eatlier you save and
the more you save, the better you’ll be able to finance college
education without sacrificing your other long-term goals, thanks
to the power of compounding.

Few couples will be able to finance their children’s college
education from employment income alone. Therefore, it’s im-
portant to begin planning for these expenses as soon as pos-
sible. Begin discussing this aspect of your financial game plan
now. Do you intend to finance the entire cost of college your-
selves? If so, how, and how much, will you save? If not, are
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you comfortable with student loans for your children that will
send them into debt but help ease some of the financial burden
on you? These are the questions to ask now.

Long-term financial considerations may even affect the tim-
ing of starting a family, to the extent that those things can be
controlled. We know couples who have deferred starting a fam-
ily for a few years to allow them to build up enough savings to
accommodate the expected costs. Only you can determine if
that’s the wisest approach for you. But one way or another, the
addition of children is an adjustment; you don’t want to be
worrying simultaneously about how you’ll provide for them.

Your kids and your taxes

We hope that we’ve persuaded you of the importance of
family planning, or at least of the financial aspects of family
planning, (We’ll leave the biological aspects to you.) If youre
ready to plan, you’re ready to consider such issues as how chil-
dren may affect your taxes, how you can best address #heir taxes,
and what vehicles are available to help you with the costs of
college education. Fortunately, the government is aware of the
exploding costs of child-rearing and has built some benefits and
credits into the tax code. If you understand all the options, you’ll
be able to take maximum advantage of these benefits while
maintaining a handle on your income tax situation.

Exemptions in swaddling clothes

Immediately following the birth of your child, youll be
able to claim the bambino as a dependent, picking up an addi-
tional personal exemption. You'll realize the full yeat’s benefit
no matter when during the year the child is born, even if it’s on
Dec. 31 at 11:59 p.m.

The IRS also provides a Child Tax Credit up to $500 per child.
Under The Economic Growth and Tax Relief Reconciliation Act
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of 2001, this tax credit will increase to $600 in 2002 and then
grow incrementally to a maximum of $1,000 per child in the
year 2010. As we suggested in our earlier discussion of income
taxes, deductions often come with a catch, and this one is no
exception. The Child Tax Credit is phased out as you achieve
certain income levels.

Childcare Credit

The government bases its Childcare Credit on a percent-
age of the costs you incur, as well your adjusted gross income.
The more money you make, the less youre able to claim as a
credit. To qualify for the credit, you’ll need to submit informa-
tion about your childcare provider (name, address, and tax iden-
tification number) to the IRS. Cleatly, you’ll want to determine
up front if your prospective provider is a tax-paying vendor
that conforms with any and all licensing requirements.

The good news here is that the Childcare Credit never en-
tirely phases out. Also, be sure to check the status of your pre-
school and kindergarten, because costs associated with those
activities may qualify you for the Childcare Credit. Keep that
opportunity in mind as you evaluate preschool programs.

Higher education incentives

The government believes in higher education, so much so
that it offers two education tax incentives. The Hope Credit pro-
vides families with tax credits up to $1,500 per student, which
represents 100 percent of the first $1,000 and 50 percent of the
next $1,000 spent on higher education. These amounts will be
indexed for inflation beginning in 2002. The Hope Credit can be
taken only during the first two years of undergraduate educa-
tion, and it is phased out above certain income levels.

The Lifetime Learning Credit provides tax credits up to
$1,000 per family; the calculation is based on a credit of 20
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percent for up to $5,000 in expenses. In 2003, the maximum
credit will increase to $2,000. As the Hope Credit, the Lifetime
Learning Credit is subject to adjusted gross income phase-outs.

If you’re eligible for both credits, you can select only one in
a given year, although you’re not locked into that choice for
subsequent tax years. Do the math, and you’ll know which is
the better credit for you. As with all tax credits, eligibility re-
quirements and income limitations can change, so keep as cur-
rent as you can on modifications to the tax code.

The “Kiddie Tax” and related issues

Assets in your child’s name can be a great savings vehicle for
college education, but there are tax consequences that you must
understand to view the entire picture of your tax situation.

In 1986, after noting with alarm the number of parents
who were, in effect, shielding a portion of their income by
stashing it in their children’s names, the government imposed
what has come to be known as the “Kiddie Tax.” Under this
provision, taxation on children’s income is as follows:

Under age 14

$ Earned income up to the standard deduction is
not taxed; earned income greater than the stan-
dard deduction is taxed at the child’s rate.

$ Unearned income up to $750 is not taxed; un-
earned income from $751 to $1,500 is taxed at
the child’s tax rate; unearned income greater than
$1,500 is taxed at the parents’ rate, unless the child’s
rate is higher.

Ages 14 and over

$ FEarned income is treated the same as it is for
children under age 14.
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$ Unearned income up to $750 is not taxed;
unearned income greater than §751 is taxed at
the child’s rate.

Even beyond the tax consequences, placing assets in the
names of your children raises questions of control. Who owns
the investment? For what purposes can these assets be used?
Can your children access the accounts? These can be troubling
questions, without clear-cut answers. For example, if you place
assets in your children’s names, you may be less tempted to tap
them, but what if you really need the money? Would you be
comfortable using the kids’ funds? Technically, it’s their money
and not available to you. On the other hand, if you keep the
assets in your name, you may be more likely to draw them
down for today’s expenses, even though you conceived these
vehicles as savings for college.

If you examine your current needs, long-term savings plan,
and tax implications of any projected actions, you may artive
at the best answer for you. Keep in mind that when colleges
evaluate applications for financial aid, they consider assets in the
name of the child to be mote “available” for college expenses
than if they were titled to a parent.

Popular savings vehicles

The federal government, state governments, and some
colleges themselves have established vehicles that will help you
save for your children’s education. Here’s a look at some of the
most widely used tools:

Custodian accounts

These accounts are based on the Uniform Gifts to Minors
Act (UGMA) ot the Uniform Transfer to Minors Act (UTMA);
which is available to you depends on the state in which you
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reside. Generally, UGMA accounts ate established in your child’s
name. As parents, you may contribute gifts of money and se-
curities, within the rules for annual gifting, with taxes levied
according to Kiddie Tax rules. At the age of maturity, all money
in the account becomes your child’s and is not restricted to
educational purposes.

UTMA accounts are similar to UGMA accounts, but they
typically are more flexible in the variety of assets they may hold,
and they offer parents control of the accounts for a longer pe-
riod than do UGMA accounts. Colleges consider each type of
account to belong to your child when considering financial aid.

No matter which account you’re using, all gifts are consid-
ered irrevocable and must be used to benefit the child. Make
sure you discuss the tax and control issues before determining
that custodian accounts are suitable for your family.

Education IRAs

Education IRAs allow for tax-free accumulation of dol-
lars on behalf of a specified child, for qualified education ex-
penses. They’re a great way to save for education and maintain
some control over the distribution of funds. Here’s how they
work.

If you establish an Education IRA, you may make annual
contributions up to $500 per child under age 18—the ceiling
increases to $2,000 per child in 2002—subject to income phase-
outs. (Contributions are made with after-tax dollars, so there’s
no immediate tax savings.) The money also can be rolled over
to another family member under 30 years of age, a feature that
provides a measure of flexibility should the original beneficiary
elect not to seek further education. If a balance remains in an
Education IRA after the beneficiary reaches age 30, it must be
distributed within 30 days, and the accumulated earnings be-
come taxable.
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Prepaid tuition plans

Many states offer prepaid tuition plans that allow you to pur-
chase tuition credits with today’s dollars to be used when your
child reaches college age. The advantage here is that you avoid the
impact of inflation on tuition, which has resembled a death spiral
in recent years. Generally, these plans allow you to use your tuition
credits at all schools within specified categories(for example, all
state-related schools or all community colleges). In addition, a num-
ber of colleges and universities have implemented their own pre-
paid tuition plans, quite apart from state programs.

Such plans can bring you peace of mind, but be sure to
examine all features. Can your tuition credits be used at colleges
in other states? If your child elects not to attend college, is any or
all of your money refundable? Even beyond these questions,
you may feel strongly that what you invest on your own will
outperform any prepaid tuition plan, that is, that the total of
your principal and earnings from investments will exceed what
tuition will cost 18 years down the road. In that case, prepaid
tuition plans might not be the ticket for you. Few of us, how-
ever, are quite that confident about our investing prowess.

Section 529 savings plans

Authorized under Section 529 of the federal tax code, these
are state-sponsored savings plans that offer a choice of invest-
ment options and allow you to name and change your benefi-
ciary. You can invest in the plan of any state that offers
one—you’te not limited to your state of residence—and still
use the proceeds at most U.S. institutions of higher learning,
Some foreign institutions also may qualify. You’ll want to re-
search the various state plans to determine which has the in-
vestment philosophy and manager that best matches your needs.

Section 529 plans offer many attractive features. First, there’s
no phase-out ceiling, so high earnings don’t exclude you. In
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addition, the contributions limit is quite generous. You can con-
tribute to your 529 plan until the total account value—contribu-
tions and earnings—reaches $246,000. Next, your contributions
receive special treatment for the purposes of gift taxes and estate
taxes. Ordinarily, any gift you make in one tax year that exceeds
$10,000 is subject to gift taxes. Section 529 plans permit contri-
butions up to $50,000 ($100,000 for married couples) in any tax
year without triggering the gift tax, as long as no further contri-
butions are made over the next five years. Finally, distributions
for qualified education expenses atre tax-free.

These plans have been strengthened significantly in recent
years. Prior to 2002, for example, the accounts grew tax-de-
ferred, with distributions taxed at the child’s rate. Now, there
are no taxes at all on qualified distributions. Features such as
these have made 529 plans the college savings vehicle of choice
for many families.

When the day finally comes

Much of our preceding discussion has concerned ways to
save for your children’s college education when your kids are
quite young. But when they’re approaching college age, you can
stay proactive by considering several types of assistance.

Financial aid

Most colleges and universities offer grants and loans that
may be available to you. Usually, this assistance is based upon
family need, although there are some aid packages awarded
solely on the basis of family creditworthiness. Understanding
the award process will help you with your financial planning.
Here’s some insight into the process for need-based awards.

The institution will ask you to provide your financial state-
ments, including any assets in your child’s name and any earnings
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your child may have. Based on your income and assets, the
college will determine how much the family is expected to
contribute to the child’s education. They’ll deduct that presumed
contribution from the college’s costs, and the difference is what
they’ll offer in aid. (Not all colleges will offer 100 percent of
the difference on each occasion.)

You’ll notice that a key factor is omitted from this calcula-
tion: your actual family expenses. Your income may qualify you
for a certain level of aid, but if you’re burdened with discre-
tionary debt, you may not be able to make the contribution to
your child’s education that the college deems appropriate for
your income. It’s another reason to avoid discretionary debt.

When you and your kids are researching colleges, pay close
attention to their financial aid practices and limits. In some cases,
even the maximum aid package won’t cover the costs at your
child’s first choice of institutions.

Scholarships

Scholarship awards, of course, depend primarily on the
academic performance of your children. But you can help. There
are an extraordinary number of scholarship opportunities avail-
able to students. If you take some time to surf the Internet,
you’ll familiarize yourself with scholarship opportunities you
never dreamed existed. You don’t want to count on these; pro-
active planning is by far your best bet for saving for college.
But if your search does yield a scholarship opportunity, you're
that much better off.

Sllow talt

Everybody knows that kids can wreak havoc on the fam-

ily budget. Just how much additional money will you need to
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generate for child-rearing? Here’s a two-part exercise that will
let you know what you’ll need and how your budget must be
modified to accommodate your new needs.

Part 1
Estimate the monthly costs for these child-related budget

items:

New Budget Items Estimated Monthly Costs
Formula $_
Food $_
Diapers S
Pediatricians S
Medicine $_
Childcare S
Clothing s
Total New Monthly Costs S

Part 2

Now that you have an estimated total for child-rearing
costs, get out your current budget and determine how you can
meet these new needs. Ideally, a combination of new income
sources and reduced expenses for discretionary items will do
the job. However you approach it, don’t touch the “Savings”
category. You'll continue to need that money for your long-
term goals, including college education for the kids.
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Estate Planning:
Thinking About the Unthinkable

hen you’re single, you don’t give much
thought to the disposition of your assets
and belongings that will take place after your
demise or to the costs associated with the
transfer of these items. Typically, you have
no dependents, and you’re not worried about providing for
anyone when you’re gone. Marriage changes your perspective
on many things, including how you view the prospect and con-
sequences of your own passing. You have a new priority: the
financial security of your partner in the event of your death.
Part of your responsibility in financial planning is to ask the
question: What if one of us dies? It’s an unsettling question to be
sure, but things can be a lot more unpleasant for the surviving
spouse if you don’t plan for this as a couple. In our insurance
chapter, we discussed how to provide financial protection against
the untimely death of one of you. In this chap-
ter, we'll consider postmortem distribu-
tion of your assets and how you can
assure they’ll get to the right people with

as little aggravation and delay as possible.

$ 173 $
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Contemporary estate planning has become more interesting
and more complicated, in part because people are marrying later.
In the modern matriage, both partners have been in the workforce
for a number of years, and they’ve established passions and alle-
giances that they may want to address in estate planning, For
example, if you’ve been involved with a charitable or nonprofit
organization, you may want to bequeath some of your estate to
that entity. Clearly, that’s a discussion you'll want to have now
with your spouse, because money left to a nonprofit organiza-
tion is money that won’t go to a family member.

In addition, the transfer of assets extends beyond invest-
ment accounts. You must consider your personal assets as well.
Now that you’re married, is your spouse aware of your inten-
tions for your personal belongings? If you’re the keeper of
cherished family heirlooms, have you discussed how these will
be passed on in the event of your death? If you haven't, you're
just asking for family turmoil.

We know a pair of brothers who hold joint possession of
a treasured asset: their baseball-card collection, which over the
years has grown in value to thousands of dollars. They haven’t
discussed the disposition themselves, much less with their re-
spective spouses and children, so they’ve never clarified what
will happen to their ownership interests upon their deaths. The
best guess is that a court will end up assigning a value to those
Pete Rose rookie cards.

Your estate planning also must incorporate your dependents,
whether children from a previous relationship or parents for
whom either of you is providing care. You need to be assured
that your dependents will continue to receive appropriate care.
With proper estate planning, you can be confident that your as-
sets will continue to meet the needs of your loved ones. And you
can establish controls for your assets through the use of trusts,
which is especially important if minor children are involved.
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Finally, in planning for the disposition of your estate, you
must consider the tax consequences. This is a priority. Estate
taxes can chew up a bequest; it’s not at all uncommon for heirs
to be forced to liquidate assets they’ve inherited because they
have no other way to raise money for the taxes. Federal estate
taxes are the major concern, but income taxes and state inherit-
ance taxes play a role as well.

Some couples unwisely put their estate planning on hold, misled
by the prospect of relief from the Economic Growth and Tax
Reconciliation Act of 2001. Although it’s true that this act phases out
federal estate taxes between the years 2001 and 2010, it’s also true
that what will happen after 2010 is unclear. In fact, the law contains a
“sunset” provision: If Congress takes no additional action, estate
taxes in the year 2011 will be reestablished at their 2001 levels.

In light of this uncertainty, addressing your estate needs
now is more critical than ever, unless you’re planning on expir-
ing before 2011, an action we don’t recommend. Just as the
“after-tax” rate of return is pivotal for your investments, your

>

“after-tax” estate balance is what will be most important to
your heirs, and your ability to accomplish your goals in passing

on your assets.

Beginning the process

Along with all other areas of financial management, estate
planning is a process. Your lives will continue to evolve, which
means your estate planning needs and desires will change as
well. As you gain dependents and assets, you’ll want to update
your estate plan. Many couples think that titling every asset in
joint name will solve all their estate-planning problems. As we’ve
seen, this is not always the case. There may be better, more
efficient ways to title assets to avoid additional costs at death.

Begin your estate-planning discussions by compiling a list of
your assets, along with the titling and beneficiary designations
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(where applicable) for each. Also, talk about which people and
organizations you want to inherit your assets and by what meth-
ods. Cover all situations, including the possibility of your si-
multaneous deaths and the more common circumstance of
one spouse predeceasing the other. In that case, you must de-
velop a plan for the death of the first spouse, and then again
for the passing of the surviving spouse.

These are difficult, emotional discussions that sometimes can
be made less wrenching by the involvement of a professional
advisor. Your advisor will be able to detail specific estate settle-
ment costs and ways to minimize those costs and help you pre-
pate the documents you'll need for a solid estate plan. Remember,
also, that estate laws vary from state to state and that you will
need to review your estate plan if you relocate to another state.

Let’s look at some of the basic documents to consider in
your estate planning.

Wills

A will is one of the most essential and useful tools in estate
planning, helping you accomplish many of your goals. It as-
sures the distribution of your assets to the heirs you select, which
is probably your primary objective. It allows you to appoint a
personal representative to handle your estate affairs. Ordinarily,
this will be your spouse, but you also may want to name a
successor to your spouse, in case of simultaneous death or
incapacitation. If you have minor children as dependents, your
will can be used to designate a custodian for their care. If you're
bequeathing assets to minors, your will can name a trustee to
supervise the money. The custodian for the minors’ personal
care and the trustee for financial matters need not necessarily be
the same person. In fact, you may prefer to name two people
to build in some checks and balances. You also may use your
will to establish trusts, designating exactly how you want your
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money to be distributed and when—an effective means of
controlling your assets after you've passed on.

If you die “intestate” (that is without a will) the courts will
make all of the aforementioned decisions for you. Your assets will
be distributed according to your state’s intestacy laws. These laws
determine the pecking order for distribution of your assets. Typi-
cally, your spouse and children will be first, then parents, then sib-
lings, and so on down the line. In many cases, the lineup is not what
you would have chosen had you been around to make the call.
You can avoid this unfortunate situation by creating a will.

Keep in mind that certain assets won’t pass through your
will. Titling, for example, takes precedence over your will. There-
fore, if an asset is titled jointly with rights of survivorship, that
money automatically goes to the joint owner, regardless of
what the will may stipulate. If assets have beneficiary designa-
tions or transfer on death designations, these, too, supersede
the will. If you’re aware of this now, it can prevent a lot of
heartache later.

As a couple, begin drafting your will now. You may seek
professional advice, such as that offered by an attorney. Or you
can pick up a standard template; these are available at legal
supplies stores and even some department stores and pharma-
cies, believe it or not. The standard forms offer one-size-fits-all
language that fits no one’s circumstances snugly, but at least
they’ll get you thinking about various categories and provisions.

Power of attorney

Power-of-attorney documents are only slightly less vital than
wills to your estate planning. Who will act on your behalf in times
of emergency, illness, accident, or incapacity? Power-of-attorney
documents specity just that, providing some financial protection
against the unexpected. If you and your spouse maintain indi-
vidually titled assets, your spouse doesn’t have automatic access
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to assets in your name. Absent of a power-of-attorney docu-
ment, a court would appoint someone to act on your behalf.
Although this might well be your spouse, the red tape involved
can be numbing and a frustration to avoid.

As with your will, name a successor to administer your
power of attorney when you fashion this document.

Advanced medical directive/living will

These documents are used to appoint someone to make de-
cisions for your healthcare needs, such as whether life support should
be offered to you. You not only designate a decision maker, but
you also have the opportunity to spell out your intentions.

Though their capabilities are much the same, there are dif-
ferences between living wills and advanced medical directives.
Living wills enumerate your specific healthcare wishes. Ad-
vanced medical directives are a subcategory of advanced di-
rectives (healthcare power-of-attorney documents would be
another subcategory) and not living wills as such.

No matter the nuances, many hospitals require such a docu-
ment before they’ll admit you; if you don’t have one, they’ll pro-
vide you with an off-the-shelf document to sign. This usually is
boilerplate that may not fully address your needs. In addition, if
you’re sick enough for hospital admittance, you and your spouse
may not be in the best shape for this tough decision.

Because religious beliefs can inform living wills, you may
wish to consult your family’s clergyman about the specific pro-
visions of your document.

As with all estate-planning documents, make sure to name
a successor as well as a primary decision-maker. If you don’t
have this type of document and the need arises, the courts will
appoint a guardian for you, which is never a desirable situation.

Wills, power-of-attorney documents, and advanced medi-
cal directives/living wills are the pillars of estate planning. Upon
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them, you can build a structure that allows for distribution of
your assets and medical care for you, all according to your
wishes. But the specifics of your plan also will be influenced by
the costs of death. The two most significant cost categories are
probate and taxes.

Probate

Everyone hates the word probate. 1t evokes images of in-
heritances wrapped in miles of red tape, endless sessions in
court with eccentric claim-jumpers, and dollars lost irretriev-
ably in the protracted process. Most people have that percep-
tion of probate without really knowing what the process
involves, unless they’ve endured it.

Quite simply, probate is the legal procedure for passing
assets to heirs. Probate is overseen by the courts; when you file
your will and appoint your personal representative, you do so
with the presiding court. Perhaps the most important aspect of
probate to understand is that procedures, and therefore costs,
vary from state to state. Sometimes, these vatiations are dra-
matic. To factor probate costs into your estate planning, you
must become familiar with the protocol in your state.

In some states, for example, probate costs are relatively
mild; if you reside in one of those states, creating a compli-
cated estate plan to avoid probate may generate more expenses
than probate itself. In other states, where probate costs are
steep, adopting probate-avoidance measures may be useful.

One such vehicle is known as a “living trust,” which, much
like a will, specifies the distribution of your assets upon your
death. The difference is that your assets ate retitled in the name
of the trust while you’re alive. At death, these assets avoid pro-
bate and ate distributed according to the trust. You’ll accom-
plish the goal of avoiding probate, but living trusts can be
expensive propositions, considering the costs for document
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preparation, asset transfers, and maintenance, which includes
preparing and filing annual tax returns. Be sure to compare
these expenses with the cost of probate in your state to deter-
mine the suitability of these vehicles for you.

Attorney’s fees are another probate cost, one that probably
is unavoidable. Almost without exception, you’ll need an attor-
ney to work through the probate process. In addition, the pro-
cess usually requires the filing of an inventory of assets, estate
tax returns, and inheritance tax returns. For these functions, you
also may need the services of an accountant or financial pro-
fessional, although it’s not uncommon for estate attorneys to
engage these consultants for you.

Some attorneys chatge by the hour; others base their fees on a
percentage of the estate. As a couple, you should take the time
now to identify the arrangement you prefer and the estate attorney
you would like to engage. This is not a decision to be made when
you’re grieving the death of your spouse. If an attorney is helping
you prepare your will and other estate documents and you’re happy
with the work, why not tap that lawyer to oversee the administra-
tion of your estate? It will help streamline the process.

Assets that pass outside the will, via beneficiary designa-
tions or titling, to cite two examples, are not considered “pro-

b2

bate assets,” so they’re not overseen by the courts. Be aware,
however, that your attorney may include these in the calculation

of estate administration costs.

Taxes

Death and taxes are no less certain than ever, but just how
much those taxes will be is a volatile matter. Inheritance taxes in
recent years have been the subject of considerable debate and
modification on Capitol Hill, so it’s wise to keep current on
changes to applicable laws or check in periodically with your
tax or financial advisor. Here’s the current lowdown on taxes.
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Federal estate tax

This tax, paid by your heirs, is assessed on the value of
your estate at death. All assets are included in the calculation of
the federal estate tax, regardless of whether they transfer via
your will, titling, or beneficiary designation.

The impact of federal estate taxes will change dramatically
between now and the year 2010, thanks to recent actions of
Congtess. Prior to the passage of the Economic Growth and
Tax Relief Reconciliation Act of 2001, assets greater than
$675,000 were taxed beginning at 37 percent, with a maximum
rate of 55 percent. This was so onerous—the tax bite equaled
morte than half the taxable estate—that many beneficiaries were
forced to liquidate the assets just to meet the tax bill. When the
assets were small businesses, that meant loss of jobs and estab-
lishments that may have been vital to their communities.

Under the new law, the federal estate tax will be phased
out; the maximum tax rate drops to 50 percent in 2002, and
the tax disappears completely in 2010. At the same time, the
amount of assets exempt from tax has been increased to $1
million for the year 2002 and will grow to $3.5 million in 2009;
in 2010, all inherited assets are free of the federal estate tax.

As mentioned earlier, though, there’s a joker in this deck.
Absent further legislation, the Tax Relief Act “sunsets” in 2010;
its provisions would become null and void. What Congtress
may be disposed to do about this situation is anybody’s guess.
We’ll discuss this unpredictable situation shortly and its implica-
tions for your estate planning.

Another important aspect of this tax is that spouses can
transfer property to each other and receive a full marital de-
duction. In other words, no federal estate taxes are due on
assets transferred between spouses. As attractive as this seems,
there are potential adverse tax consequences. If all assets trans-
fer to the surviving spouse and the value of the estate is more
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than the exemption amount, that could generate a huge federal
estate tax bill upon the death of the surviving spouse (depend-
ing upon the status of federal estate taxes).

Therefore, it may make sense not to pass everything to your
spouse upon death. As an alternative, think about creating trusts
to help shelter some of these assets from estate taxes. With trusts,
you can provide income to your spouse and be assured that your
assets will pass to your beneficiaries upon your spouse’s death,
without the burden of the federal estate tax.

State inheritance taxes

Many states impose inheritance taxes that are all but inescapable.
About the only way to avoid them is to give your money away while
you’re alive. A noble action on your part, but gifts more than $10,000
per year, per person, trigger federal gift taxes. Keep this limit in mind
before gifting any money to avoid state inheritance taxes.

Income taxes

The inevitability of inheritance taxes is pretty well accepted,
but most of us figure that dying absolves us of income taxes at
last. Alas, the IRS can reach you beyond the grave. Growth in
such assets as IRAs, 401 (k) plans, and annuities (remember that
this income often is tax-deferred while you’re alive) becomes
taxable upon your death. (Roth IRAs do grow tax-free.) Be-
cause participants generally are funding these types of plans
throughout their working years, the tax bill upon death can be
overwhelming.

Once again, the good news is that most of these plans
offer relief to your spouse, who can maintain their tax-de-
ferred status by rolling the assets over into the spouse’s name,
as long as the spouse is listed as primary beneficiary. Beneficia-
ries other than your spouse may not receive this benefit to its
fullest extent. In addition, if you list your estate as beneficiary,
all taxes are due immediately upon your death.
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Remember: A good estate plan addresses the consequences
of what happens when the second spouse dies. The govern-
ment has made it easy for assets to transfer between spouses.
It’s a mixed blessing because it makes the consequences of the
second spouse’s death seem less urgent. For the ultimate heirs,
the tax ramifications can become pretty urgent, pretty quickly.

5 steps to a solid estate plan
in uncertain times

The repeal of federal estate taxes, which will occur in the
year 2010, has provided the ultimate rationalization for pro-
crastinators everywhere. Why invest time and money in estate
planning when the biggest expense goes away in 2010? The
answer is simple: In the year 2011, the federal estate tax reap-
pears in all its glory, unless Congress takes some action during
these intervening years. The fact of the matter is that nobody
can predict what this tax will look like in 2011 and thereafter.
That creates uncertainty, which may be even more frustrating
than a burdensome tax. (At least with that, you know what
you’re dealing with.)

The best bet is that the rules will change in 2011 in ways yet
unknown. You can’t wait until then to implement estate plan-
ning; if you do, you may miss your best opportunities to maxi-
mize your estate and minimize taxes for your heirs. Here are
five steps to an effective estate plan in these uncertain times:

Step 1—Understand the purposes of estate planning.

Efficient estate planning goes far beyond the federal estate-
tax structure. Maintaining control is an important objective. Your
estate plan can control the distribution of your assets and the
timing of that distribution. Always be aware of the costs—state
inheritance taxes, probate expenses, income taxes—beyond the
federal estate tax.
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Step 2—Title your assets appropriately.

One of the most useful tools in estate planning has been
“bypass trusts,” which require assets to be titled individually.
Bypass trusts enable couples to take full advantage of the “uni-
fied credit” (the amount that can be passed to your spouse
without federal estate taxes). The 2002 exemption limit of $1
million increases to $3.5 million by the year 2009 before being
tully repealed in 2010.

This relaxation of the exemption limit makes individually
titled assets a better estate-planning tool for you than ever be-
fore. To maximize this benefit, the value of assets in each spouse’s
name should be equal to the unified credit amount, assuming
there are sufficient assets. It’s in your interest to pay close atten-
tion to the annual increases in the exemption limit outlined in
the Tax Relief Act of 2001.

As with the federal estate tax, the exemption limit will re-
vert to its 2001 level of $675,000 without further action by
Congrtess.

Step 3—Keep good cost basis records.

The Economic Growth and Tax Relief Reconciliation Act
of 2001 offers many benefits to those who etfectively plan for
them, but the law has some adverse consequences as well. One
of these is the eventual repeal of the “stepped-up” cost basis
received when assets are inherited. Currently, when heirs re-
ceive property, the corresponding cost basis is equal to the market
value of the asset on the decedent’s date of death. Therefore,
when the inherited asset is sold by the heir, capital-gains taxes
are minimized. This is a tremendous benefit—especially if the
asset had appreciated significantly. Alas, this benefit is going
away in 2010 on assets greater than $1.3 million for nonspousal
transfers and greater than $4.3 million for spousal transfers.
Assets exceeding these limits will retain their original cost basis.
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Knowing the cost basis for each asset and keeping the docu-
mentation accessible won’t help your heirs avoid capital gains
taxes, but it will help you and your heirs with estate planning,. It
will reduce the time and costs in settling your estate, even as it
minimizes potential problems with the IRS.

Step 4—Begin a gifting program.

If you intend to bequeath your money eventually—and if
you know someone who’s succeeded in taking it with him, give
us a holle—why not develop a plan now to give some of it
away? Gifting programs remove assets from your name, thereby
reducing the size of your taxable estate and decelerating the
estate’s growth. Your beneficiaries don’t pay gift taxes as long
as your gifts are no more than $10,000 per person, per year; the
compounding effect of your gifts can be substantial.

Even though the federal estate tax is due for repeal in 2010,
the long-term prospects for the estate tax are uncertain. The
cost of not gifting during these intervening years can be enor-
mous, to say nothing of the lost opportunity to reduce state
inheritance taxes and probate costs by thinning your estate.

If you do consider a gifting program, don’t conceive it as
a hurried, short-term ploy to diminish your estate and better
qualify for Medicaid support that can make a nursing home
more affordable. Under Medicaid eligibility rules, any outright
gifts you’ve made over the past three years, and gifts to trusts
over the last five years, are considered part of your estate. Thanks
to these look-back rules, “instant gifting” can serve to delay
your receipt of Medicaid benefits. Instead, think of gifting as a
long-term program that you begin now.

Step 5—Consider life insurance.

Life insurance is a tried-and-true estate-planning vehicle. No
matter how tax laws may change, a death benefit and accumulated
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gains from a life insurance policy always can help defray estate
settlement costs. Don’t take a “wait-and-see” attitude on this.
As you age, the cost of insurance increases, even as your insur-
ability becomes more speculative. A single bad medical test
result or discouraging diagnosis can ruin your chances of ever
qualifying for life insurance. You can always cancel a policy; you
can’t always get one.

Fillow Talk

Effective estate planning begins with comprehensive un-

derstanding of both appropriate laws and your assets. Let’s
work on those assets.

As a couple, make a list of all your assets. Include columns
for the current value, the beneficiary (where appropriate), and
title.

When you’ve completed your master list, add the value of
the assets titled to each of you as individuals. Do the same for
the assets you hold jointly. You’ll have three totals here—the
value of assets titled to you, the value of assets titled to your
spouse, and the value of assets titled jointly.

With this information in hand, you’ll be well positioned to
determine if, upon the death of either of you, most of the
estate would be tied up in probate, leaving the survivor with
inadequate cash and generating hefty attorney’s fees. If you find
this is the case, it may be time to consider a different titling
approach.
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Amy and Rob Smith:
Managing the Trade-offs

hen Amy and Rob Smith wed in 1994, Amy
was working at a diabetes center; Rob
was establishing what could have been a
lengthy career as a financial planner. Things
didn’t stay that way for long,

Emily, 2, and Linsey, seven months, soon entered the pic-
ture, even as Mom and Dad were changing occupations. Rob
now works for a promising software firm that provides Web-
based applications to some of the nation’s biggest companies.
Amy has temporarily left the job market to care for the gitls.

Change and trade-offs have marked their marriage as they’ve
tried to balance immediate needs and long-term goals. They’ve met
the challenges with mutual planning and a healthy sense of humor.

“We have a heap in the back. We call it “The Game Plan Heap,”
Rob jokes. “It’s about eight feet tall.”

Communication

“We don’t schedule communica-

tions,” Rob says, “but we talk as needed.

$ 187 $
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We’ll get together, focus a little bit on money, and straighten out
any problems.”

Checking accounts,
credit cards, and budgeting

Amy and Rob maintain one checking account, one savings
account, and two credit cards. All are jointly titled, but as a
result of their experience and discussions, they’ve designated
Amy as manager of household expenses.

“I rely on her discipline, and I have no problem with it,”
Rob says. “Without her discipline, I would be a monster.”

For her part, Amy handles these responsibilities sensitively.

“I don’t mind paying the bills,” she says. “That’s kind of
where I get my break from the kids. We tried it the other way
and it just didn’t work. It’s not that big a deal. When we have
more money, I’'m not as disciplined as when we don’t. If we’re
strapped, I will say, “‘Watch what you’re spending because it’s

2

close.

Trade-offs

Two key decisions have been instrumental in this couple’s fi-
nancial planning, The first pivotal choice was that Amy would leave
her job to care for the kids, a choice both Rob and Amy support.

“The loss of her income was a tough nut,” Rob says, “about
a 35 percent reduction in our income. It takes away a lot of
discretionary money. At the same time, we’re both very happy
for her to spend time with the kids.”

Adds Amy:“I don’t feel cheated. I don’t feel like I’'m miss-
ing out. We know it’s expensive to live here, yet we choose to
stay here versus another part of the country. There are still many
things that we can afford to do.”
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The second major decision was buying an expensive Bos-
ton-area home that ties up much of their income in mortgage
payments.

“You spend a lot of money for a house in the greater
Boston area,” Rob says. “It’s still an entry-level house, but the
trade-off is for the area. You don’t get nearly the house, but
you get the numerous advantages associated with the region.
We did the right thing in buying the house, but I wish it weren’t
such a big payment each month. Then we’d have more money
to save, invest, and do other things.”

Both choices were right for this couple. They understand
the trade-offs and are willing to live with the consequences,
such as the nice, new, safe car that Amy and the kids enjoy and
the “old junker” that Rob drives for his two-minute com-
mute to the office. But they’ve also learned that trade-offs
aren’t forever.

“I definitely want to go back to work,” Amy says. “It would
be rewarding to get into a sales position with commission and
bonus. I've been thinking about a travel agent’s license. I'd not
only make money, but it also would help us travel and visit our
kids when they’re older and not living at home.”

Call that a savvy bit of long-term planning;

Planning and goals

College education for Linsey and Emily and a comfort-
able retirement for themselves are important goals for Rob
and Amy. They’ve been planning regularly for those goals, only
to discover that their blueprints require frequent modification—
and sometimes consignment to The Game Plan Heap.

“We would like to retire early,” Rob says. “My experience

as an investment advisor taught me that retirement can bring
fun and peace of mind. Our plans looked more promising
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before the bursting of the dotcom bubble. Still, I would like to
launch my own company as a means of wresting control of
our financial destiny.”

For now, at least, retitement has become a less concrete
goal.

“We’ll retire when we’re comfortable,” Amy says. “There’s
no set age when we have to retire.”

Investing

With Rob’s background in financial planning, this is one
couple that has little need for a professional manager. Their
investments include mutual funds and individual stocks, as well
as a life insurance policy on Rob.

“Mutual funds give us diversification,” Rob notes, “but
stocks are more exciting. When managed correctly, stocks also
offer the opportunity for more rapid appreciation.”

Advice

$ Rob: “Invest early, and be aggressive. Use mu-
tual funds, and when you buy them, hold them
for the long term.”

$ Amy: “Save whatever you can, even if it’s just a
little bit. A lot of young people think they have
forever to start saving, Then they look back and
wish they had started a long time ago. You have
to realize you won’t be young forever.”
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Prenups and Postnups: Where
Romance and Finance Meet

he conventional wisdom long has held that if a
couple engaged to be martied needs a prenuptial
agreement, they shouldn’t be engaged to be mat-
ried. How tragic, this line of thought goes, to
plan for the end of a marriage even before the
wedding ceremony takes place. The very words prenuptial agree-
ment conjure up a stereotyped couple: a filthy rich old man trying
to protect his bullion from a diabolical young gold-digger.
This may be the conventional thinking, but it isn’t very wise.
It’s puzzling and disappointing that prenups have such a bad
rap, considering how effective they can be in promoting a
healthier marriage and, if they’re ever needed, saving everyone
time, grief, and money. When we utter the words I do, we pledge
that only death will part us from our beloved...and we mean it.
No one weds with the intention of divorcing, yet somehow,
according to DIVVORCE Magazine, 50 per-
cent of first marriages break up within
10 years. If you don’t plan for the pos-
sibility of death or divorce, the state

will do all your planning for you, and

$ 191 $
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state law is notoriously inhospitable to the unique issues and
personalities of your marriage.

If you consider all the financial documents we’ve discussed
thus far, prenuptial agreements are among the most simple.
Implemented before marriage, they’re contracts that detail the
status and ownership of individual and common assets, debts
and obligations, as well as actions to be taken in the event of
death or divorce. Postnuptial agreements are the same, but they’re
implemented after marriage; if you’re reading this book as new-
lyweds, this chapter still applies to you.

We tend to hear about prenups only in association with
celebrity split-ups, but they’ve become more popular in all walks
of life. This makes sense. We’re marrying later in life, bringing
more intricate financial and family situations to the party. Prenups
should be viewed as a tool to ensure fairness—fairness to each
of you, who have worked diligently to acquire the assets you've
brought to the marriage, and fairness to children and extended
family members as well. A prenup can ease the anxiety that
grips all members of your family when divorce looms.

If we haven’t yet persuaded you of the value of prenups,
consider them this way: The process of developing a prenup-
tial agreement can be the foundation for all your financial plan-
ning. In creating a prenup, you openly express your aspirations
and concerns, fashion a plan to achieve financial security, and
strengthen the bonds with your spouse in the process. Many
religions require premarital counseling to ensure that all issues
are aired. The process of creating and implementing a prenup
does much the same thing, without the outside counselor.

The process

Before secking legal advice or delving into the technicalities
of the agreement, it’s best to discuss the issues as a couple.
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Without a third party in the initial stages, each of you will feel
free to express your desires and fears openly. The discussion
could become emotional, even cathartic, as you celebrate your
shared vision but also recount your financial mistakes. Take your
time with this, and avoid premature judgments. Put everything
on the table, and encourage your partner to do the same as you
work through the following steps:

Step 1—Disclose everything.

Ultimately, either or both of you may petition a court of
law to enforce your prenup. The court will scrutinize the agree-
ment closely, paying special attention to whether both parties
were truthful about their finances. If you weren’t, so much the
worse for you. Thus, from a pragmatic standpoint, and in the
spitit of love and affection that you should bring to this exer-
cise, disclose everything to your spouse or intended. Your dis-
closure should include:

$ Income sources. Don’t forget potential wind-
falls; inheritances, stock options, and proceeds
from the sale of a business would be several cat-
egories.

$ Debts. Include any loans that you have directly
or as a cosignetr.

5

Assets. List anything and everything of mon-
etary—and sentimental—value.

&5

Legal issues. Disclose any criminal convictions,
arrests, pending lawsuits, and court-supervised
agreements, including alimony and child-support
arrangements. You also should discuss the fututre
exposure you may have to being sued, particu-
larly if you work in a profession where malprac-
tice litigation is common.
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$ Future financial responsibilities. Do you an-
ticipate that you’ll be providing for your parents
at some point in the future? That’s a potentially
significant expense that you’ll want your prenup
to accommodate.

$ Lifestyle plans. Kids are the chief issue here.
Discuss how you'll finance your children’s edu-
cation and pursuits, such as music lessons and
other extracurricular activities. Will one of you
be interrupting your career to stay home with the
kids? Many prenups factor in those years of lost
earnings in arriving at a fair income and asset al-
location plan.

Step 2—Ask these questions...
and let fairness shape your answers.

As you consider the unappetizing prospect of divorce, you’ll
need to confront some tough issues now. In answering the fol-
lowing questions, fairness should be your overarching principle:

$ Which assets are individual, and which are mari-
tal? You may jointly decide that any property
brought to the marriage, including appreciation
on assets, gifts, and inheritances, belongs solely
to the partner who brought them. Or you may
decide that all property is marital property and
subject to division at divorce. Be as specific as
you like, especially in categorizing items of senti-
mental value, such as jewelry and heirlooms.

$ Who is responsible for the debts each of you
brought to the marriage, as well as debt acquired
during the marriage?

$ Who is responsible for satistying a judgment or
settlement in any pending or future lawsuit?
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$ Should assets and income be divided equally or
according to some other formula? The answer
here may involve a determination of how much
each spouse is contributing to the increase in the
value of marital assets. Remember, “value” isn’t
always measured in dollars. Staying home with
the children and taking cate of domestic issues
doesn’t earn you a paycheck, but it has tremen-
dous value that now must be quantified. As part
of this discussion, you may decide to waive your
rights to alimony or to predetermine a fixed
amount or percentage for alimony.

Step 3—Implement a solid agreement.

Divorce laws vary from state to state; for that reason alone,
it’s wise to involve an attorney in the structuring of your prenup,
after you’ve discussed your wishes with your spouse. Using a
lawyer also will help insulate the agreement from a court chal-
lenge, provided that the agreement is fair; unfair prenups al-
ways are easily challenged. In fact, although a single lawyer may
help you draft the prenup, it’s best that each spouse engage an
attorney for an independent review of the document. That
way, it will be clear to any court that each spouse fully under-
stood the prenup before signing it.

Build some time into the process. You'll need that time to
digest all the provisions of your prenup and to make sure you're
comfortable with them. If the document is signed under duress or
unreasonable time constraints, it may not withstand a challenge.

Step 4—Review your agreement periodically.

Your prenup is not written in stone. You may, for example,
include a provision to terminate the agreement after so many
years of marriage. Or you may decide jointly to increase or



1 96 Thre D‘Cew[ywezfv’ Suide fo %ues/zby & Fersonal Finance

decrease support levels over time. As you build your life to-
gether, your views and financial picture will change; your prenup
can change with your circumstances, provided that both of
you agree to any modifications to the agreement.

Postnuptial agreements

As mentioned previously, postnuptial agreements address
the same items as prenups, but they’re developed and imple-
mented after the marriage. How do you introduce the subject
of a postnup without arousing suspicions about your motives?
For many reasons, none having to do with the imagined immi-
nent demise of your marriage, postnups make sense.

If you’ve been up close and personal with the messy di-
vorces of your friends, you may decide that a postnup will keep
you from going down the same path. And if by so doing you
alleviate the fear of an unfair, ugly divorce, each of you may feel
empowered to be more supportive and caring, The flip side also
is true: If you’re haunted by fears of a one-sided divorce and
don’t address these concerns through a postnup, your fears could
drive your relationship right where you least want it to go. Di-
vorce, in that case, becomes a self-fulfilling prophecy.

Career changes, new business ventures, financial needs for
children and aging parents—all are circumstances that could
make postnuptial agreements useful and timely. Even without
such conditions, every couple should consider a postnup, if
only to keep the state from dictating the allocation of your
assets in the event of divorce.

Sllow talt

We have no clever exercises here—just plain ol’ conversa-

tion. Discussion is at the heart of any prenuptial or postnuptial
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agreement, and don’t expect to sign, seal, and deliver an entire
document in a single session. Once you have a draft, walk away
from it for a few weeks. Then take it up again to be sure each
of you is comfortable with all provisions.

Begin your discussions by sharing your information in these

key categories:

Income sources.

Debts.

Assets.

Legal issues.

Future financial responsibilities.
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Lifestyle plans.

As you continue your conversations, you may decide that a
prenup or a postnup isn’t right for you. But your time won’t
have been wasted. Each of you will come away with deeper
insight into what motivates your partner, and you’ll have many
of the fundamentals of a financial plan right there before you.
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The Second Time Around:
Love (and Finances)
Still Can Be Beautiful

econd marriages—and thirds and fourths for that mat-

ter—are a growing phenomenon. According to

DIVORCE Magagine, 43 percent of weddings in

America are remarriages for atleast one partner. One

might think that these unions would be more stable
than first marriages. After all, both parties know the drill and
should be more ready than ever to commit to mutual love and
respect, to say nothing of joint financial planning.

The statistics, however, belie this cheery notion. DIVORCE
notes that 60 percent of all second marriages end in divorce.
We’re not in the counseling business, but we can guess at some
of the reasons behind these failures. First, whatever else it may
be, divorce is draining, emotionally and financially. It leaves its
victims feeling less than whole, eager to jump into a new rela-
tionship because it feels good to be loved again, not because it’s
the right relationship for the long-term.

Beyond that, divorce may leave its
victims unwilling or unable to make
complete emotional or financial commit-

ments. One partner may enter a second
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marriage determined that all assets will be combined, thinking
that will reinforce the union. The other spouse, fresh from a
scarring experience thatinvolved asset consolidation, may mightily
resist any suggestion of asset combination.

If you’re marrying for the second time, you and your part-
ner should pay patticular attention to yout financial health. Com-
munication is even more important for second marriages.
Although you face many of the same challenges as first-time
newlyweds, the details usually are more complicated.

Full disclosure

You’re having a romantic dinner with your second spouse-
to-be. The candles are lit and soft music is playing. You gaze
longingly into your lover’s eyes and whip out two copies of
your complete financial statement—one for you, one for
honeybunch.

We admit, full financial disclosure can be a mood-breaker, but
it’s essential for a strong second marriage. You're a little older now;
good or bad, you have a financial history. Both parties must fully
disclose that history to begin planning your financial life together.
Here are some components of the disclosure process.

Assets

Reviewing the assets each partner brings to the second
marriage will enable both to understand what resources are
available. Make your intentions clear as well. Been saving in a
money market account for a new car? Let your spouse know
that up front, so the purchase—and corresponding asset dilu-
tion—comes as no surprise.

Real estate should be a key part of your review and planning;
At this point in your lives, each of you may own property or
homes. Youll need to decide where to live, which property (if
any) will be sold, and how you'll reinvest the proceeds of any sale.
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Many couples find combining assets more difficult the sec-
ond time around, if only because each partner may harbor a
fear of “getting burned” again. Therefore, reviewing assets and
spending plans can be a critical step in helping establish a sense
of equality for each spouse.

Debts

The devil’s in the debt, and things will get especially hot if
you don’t fully disclose your debts at the dawn of your second
marriage. List your debts, and share the list with your spouse.
Then, as a couple, develop a game plan for getting rid of the
debt. You may decide to tackle all debt jointly, or you may
prefer that each partner be responsible for retiring the debt he
or she brought to the marriage. It can work either way, pro-
vided each partner has fully disclosed all debts and each is com-
fortable with the plan of attack.

If one partner brings significant debt to the marriage, both
spouses need to understand the risks of titling assets jointly.
That can lead to a situation where one partner end ups with
responsibility, however inadvertent, for debts he or she didn’t
incur. There’s nothing inherently wrong with this, provided that
both parties agree to the arrangement.

As you enter your second marriage, each of you has estab-
lished a track record on credit-card use. Make sure your discus-
sion of debt touches on the future use of debt, with special
attention to credit cards.

Income and career plans

Divorce often brings a comprehensive reappraisal that can
include dramatic career changes. If you’re considering new ca-
reer options, remember to discuss these with your spouse. Quit-
ting your job to return to school may be a laudable career choice,
but if your spouse isn’t expecting to become the sole provider
for the household, your decision may not contribute to a lengthy
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marriage. Discuss any potential vatiances in your income so that
you can build these into your financial blueprint.

Expenses

By this time, you’ve established spending habits and ex-
penses, both fixed and discretionary. Disclose these to your
spouse, and listen as your spouse discloses the same to you.
Once you understand the full range of your expenses, you’ll be
able to budget accordingly.

Remember that these personal expenses are important to each
of you. Don’t be judgmental. Pronouncements such as, “If you
work out at home, we can save on your monthly health club ex-
penses,” will provoke immediate resentment and problems down
the road. Mutual respect is the proper approach here. Your ability
to budget effectively and save for your long-term goals will evolve
from understanding your respective spending habits.

Divorce-related issues and children
from a previous marriage

Inevitably, if you’ve been married before, there will be
issues that will carry over to your new marriage. Chief among
them may be financial and/ot custody arrangements for chil-
dren from that first marriage. (Youre not alone here. DIV'ORCE
reports that more than 1 million children each year experience
their parents’ divorce.) Many such issues are controlled by courts,
so it’s essential that you understand the impact of your state’s
family law statutes as you’re preparing to remarry.

Your divorce agreement could have a substantial impact
on your new marriage. If you’re paying or receiving alimony,
don’t assume that always will be the case. Many divorce agree-
ments stipulate that if the party receiving alimony remarries
and receives financial support in that new martiage, alimony
ceases. Also, if you’re marrying someone who’s currently re-
sponsible for alimony payments, consider what a downturn in



202 The %w[ywa/s’ Suide to %Ues/my & Fersonal Finance

financial circumstances might bring. If your spouse is out of
work, are alimony payments still required? If you file joint tax
returns with your new spouse, does that make you responsible as
well for your partner’s alimony payments? These concerns may
not be immediate, but they can become primary issues quickly.

Divorce agreements can affect your current union in still
other ways. If you’re divorced, imagine a situation where, as
part of the divorce settlement, courts have assigned debt to
your ex-spouse. Now imagine that your ex defaults on that
debt. You could try explaining the court order to the bank, but
they’re likely to point out—and none too politely—that you
helped to incur the debt and you’re responsible for it.

The courts will help you go after your ex-spouse to re-
cover the money. In the meantime, someone needs to satisfy
the debt. If you want your credit to remain in good standing,
that someone will be you. In addition, be aware that if you
have joint assets with your new spouse, a portion of those
assets could be liable for settlement of the old debt.

In a kinder, gentler era, these issues would have seemed
hypothetical at best, insulting at worst. Today, they’re simply
commonplace. Because they are, you must include the financial
baggage from your previous marriage in your current discus-
sions on disclosure and financial planning,

College education

If you or your spouse has children from a previous rela-
tionship, it’s important to discuss your game plan for financing
the kids’ college education. This is a timely discussion for all
newlyweds, of course, but it’s complicated by any arrange-
ments you may have made with your ex-spouse. Will your new
relationship cause any problems with those eatlier arrangements?
Will your new financial circumstances affect your eligibility for
financial aid from a college or university? Be sure to explore
these issues.
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Your divorce may appear to be final, but in the modern finan-
cial arena, there’s no such thing, Changes in marital status, income, or
even residency could send you or your ex-spouse back to court to
file a “motion for modification” of existing agreements. Thus, it’s
imperative that you discuss all possibilities with your new spouse.
Surprises in this area can cause irreversible breakdowns in a marriage.

Special estate planning issues

When couples marry young, they experience life together
and handle their responsibilities together. Many things aren’t quite
as straightforward when marriage occurs later in life, and that in-
cludes estate planning. One or both of you may need to consider
care for children, eldetly parents, or both. Estate planning will al-
low you to strike a balance between fulfilling your existing respon-
sibilities and being a full-fledged partner in your new marriage.

Your will can help you maintain that balance. On the one hand,
you can use your will to provide for children from a previous
marriage as well as your parents. On the other hand, you can create
“testamentary trusts” within your will to provide for your spouse.
Such trusts provide income for a certain number a years before the
corpus (principle) is distributed to an ultimate beneficiary.

You could, for example, establish a trust that would pro-
vide income to your new spouse throughout the spouse’s life,
with the balance distributed to your children upon your spouse’s
death. For aging parents, the mechanism is reversed. The trust’s
income underwrites their healthcare needs; upon their deaths,
the balance is distributed to your children and spouse if you so
designate. The combinations and stipulations are endless.

The long-term healthcare needs of you and your partner
also may be a driving force in how you structure your assets and
plan your estate. If you or your new spouse should require ex-
tended medical care or nursing-home admission, you may be
forced to commit assets you’ve brought to the marriage to pay
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for that care—an especially wortisome consequence if you need
that money to provide for other family members. Make sure
you understand the full complement of insurance protection and
healthcare insurance each of you brings to your new marriage; if
there are gaps, you'll identify them in your discussions.

Finally, be sure to review all estate-planning documents each of
you may have in place, paying special attention to titling as well as
beneficiary designations on all insurance policies and retirement plans.
At the risk of being redundant, we’ll remind you that asset titling and
beneficiary designations supersede your will. You may craft a won-
derful estate plan that would provide handsomely for your children
and other loved ones upon your death, but if all your assets are
jointly titled with your new spouse, your plan never will be executed.

Prenuptial agreements

Many couples don’t want to hear about prenuptial agree-
ments, considering them tantamount to an admission that ro-
mance isn’t as important to them as finance and that their union
isn’t likely to endure. We consider this a major misinterpretation.
Instead, think of prenups as a mutual understanding that the
road to eternal bliss is cratered with tough financial issues; a pren-
uptial agreement is a vehicle that helps you avoid the cratets.

We’re big believers in prenups for first marriages and even
stronger supporters of them for second marriages. Couples
with marriage experience usually aren’t as touchy on this sub-
ject; they realize better than most the hazards ahead, and they
have a clearer perspective on all the issues they may face.

Your prenup can be as broad or as narrow as each of you
would like it to be. Due to the high failure rate of second
marriages, we recommend you finalize your understanding as a
prenuptial agreement, rather than fashioning a postnuptial agree-
ment after the marriage. (See Chapter 13 for an in-depth dis-
cussion of prenups and postnups.)
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SPrllow talb

If you’re young newlyweds enjoying the delights of your

first marriage, feel free to skip this section and, uh, do whatever
it is you do before retiring for the evening. However, if you’ve
recently wed for the second time or are contemplating the same,
here’s an exercise that will take you and your spouse or in-
tended along the road to full disclosure.

Each of you should make a list of the assets, debts, ex-
penses, and other obligations you bring to the marriage. Your
categories should be:

$ Assets. Include the type and current value, as well
as title and beneficiary (where appropriate).

$ Property. List any property you own wholly or
in part.

$ Debts. Specify the amount and type (credit card,
mortgage, and so on).

$ Expenses. Take a pass at listing your current

monthly expenses. List only your individual ex-
penses; you'll address common household costs
as you work out your budget.

$ Obligations. Include child support and alimony
payments, as well as support for any other de-
pendents.

When you’re ready, exchange lists. Chances are this will be
the first time you’re able to view, in its entirety, the financial
picture of your new spouse or intended. Now, you’re ready
for joint discussions and planning;
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Shacking Up:
There Are Financial Implications

he high incidence of divorce has made the con-

cept of living together without the benefit of

marriage seem more attractive than ever. Many

couples approach shacking up—cohabitation, in

more formal lexicon—as a way to “try each other
on for size” and make sure there’s a fit before going through
the legal process of marriage.

Records on cohabitation may be unreliable, because it’s an
informal arrangement in many cases and not always documented.
Nevertheless, it does appear to be a growing phenomenon. In
March 2001, the US. Census Bureau reported more than 4.7
million American households of “two unrelated adults of the
opposite sex,” an increase of about 5.6 percent from the previ-
ous year. More than 35 percent of such households include chil-
dren under 15, making financial issues particularly significant.

What’s lacking in the statistics is any solid
evidence supporting the notion that co-
habitation before marriage makes for a
more lasting union. Some couples dis-

cover the fitis less than perfect and never
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make it to the altar. As a result, cohabitation can be emotionally
and financially unsettling, If you’re involved in such a situation
or considering one, this chapter should help you protect your
resources and provide some financial stability.

Cohabitation does have some financial benefits. Due to the
higher tax rates for married couples relative to single individu-
als, the loss of eligibility for certain deductions, and the adverse
impact on the prospect of financial aid from colleges, tying the
knot can bring a limited number of financial disadvantages.
But they’re not so numerous or weighty that they should drive
what could be the most importance decision of your life. Fur-
ther, there are huge financial negatives that could prove ruinous.

Protection

If you live together without marriage, your focus should
be asset protection for each of you. States don’t offer you the
same types of protection, such as equitable distribution and
support, that they do for married couples. Some states still rec-
ognize common-law marriages, in which the partners are con-
sidered legally married if certain criteria are met. The most
important standard usually is the length of time you live to-
gether, but the criteria also may include filing joint tax returns,
adoption of your partner’s name, and openly considering your-
selves to be husband and wife. Requirements vary, so it’s essen-
tial to know the law in the state where you reside. Common-law
states are:

Alabama.

Colorado.

District of Columbia.
Georgia.

Idaho (if created before 1996).
Towa.
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Kansas.
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Montana.

&

New Hampshire (for inheritance purposes
only).

Ohio (if created before October 1991).
Oklahoma.

Pennsylvania.

Rhode Island.

South Carolina.

Texas.

Utah.
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Palimony

Much like prenups and postnups, the popularity of “pali-
mony” was fueled by the high-profile break-up of celebrity
couples. It’s like alimony in that one party voluntarily or under
court order agrees to provide the other with financial support
upon the dissolution of their relationship, but it’s called palimony
because the partners never wed. In principle, it sounds like a
useful measure of protection. In the real world, palimony law-
suits can be difficult to win because you must prove that your
partner made financial promises that were not kept. In addition,
treatment of palimony lawsuits varies from state to state.

Because common-law designations and palimony verdicts
are so speculative, it’s unwise to count on them or to base fi-
nancial decisions upon them. Here’s a good rule of thumb:
Don’t make any changes in your life that you wouldn’t be happy
with if you were living on your own again. These include ca-
reer changes, relocation, or selling your residence to move in
with your partner. If any such change would make you more
dependent on your partner, take a devil’s-advocate approach
and ask: If I make this change and things don’t work out, will
I regret it?
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Debts and assets

No matter how deeply you feel for each other, it’s a bad
idea to take on any of your partner’s debts. Further, avoid any
purchases in joint name; if your partner doesn’t pay his or her
share, you will be fully responsible for that debt. Even if you
have a written promise from your partner to pay, your creditor
won't care. To protect your credit rating, youll likely end up
satistying the debt and going to court to try to collect reim-
bursement from your partner. This is a nasty situation, one you
can avoid with a little planning,

Some joint commitments, such as signing a lease together,
may seem unavoidable. Understand that if you do this and
your partner goes south, each of you remains responsible for
the commitment. If you’re the one who stays local, can you
guess who your landlord will come after?

The prospect of purchasing a home or other property
together raises the same sorts of troubling issues. Our opinion
is that if you’re not able to commit to each other via marriage,
then you shouldn’t be committing to major joint purchases,
either. It can cause serious emotional and financial stress if the
relationship terminates.

Be equally cautious with your assets. Don’t give your part-
ner access to your checking and savings accounts, investments,
or personal property, such as cars. If you own assets jointly,
each party typically has full rights to those assets. That means
your partner could sell or liquidate assets or accounts without
your knowledge or consent.

The right way to do it

Some people prefer shacking up to marriage because the
less formal approach appears to preserve their options while
maximizing spontaneity. At the risk of sounding like fuddy
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duddies, let us remind you that you won’t have many options
at all if an ill-planned cohabitation arrangement erodes your
tinances. There’s a right way and a wrong way to approach
cohabitation. Here’s the right way.

Discuss and disclose everything

Throughout this book, we’ve stressed the primacy of regular
and open communication as the foundation for financial security
and the fulfillment that security brings. This is no less true because
you’re cohabiting rather than married. Just as you evaluate the com-
patibility of your relationship in a number of key areas—hobbies,
sex, favorite vacation spots—so, too, must you consider your fi-
nancial compatibility with your partner. That means full disclosure.
If you think that shacking up empowers you to be less than forth-
coming, you'll be dooming the relationship from the start.

Implement a cohabitation agreement

Similar to prenups and postnups, cohabitation agreements
are implemented in the same fashion and treated with the same
care. Cohabitation agreements ate easier to discuss and accept
than prenups and postnups because you and your partner un-
derstand that your relationship might not endure. Therefore,
you’re more receptive to the idea of an agreement that defines
the financial aspects of your relationship. Then, if the relation-
ship does blossom into marriage, you’ll be one step ahead of
the game; you can implement a prenup as a logical continuation
of your cohabitation agreement.

The document should encompass assets, debts, personal
belongings, financial obligations you anticipate undertaking in-
dividually and jointly, and support issues. As with prenups, each
of you should have your own attorney review your draft agree-
ment. Your attorneys also can advise you about the validity of
cohabitation agreements in your state.
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Develop a household spending plan

One of the advantages of living together is that you can
share household expenses. But who will pay which bills? Re-
member, if your name is on a bill, you’re responsible for it, no
matter the whereabouts of your partner or his or her willing-
ness to share the expense. This is a protection issue that you

must considet.

Engage in estate planning

If you’re enjoying a successful relationship and anticipate
staying together, you'll want to consider the passing of your
assets upon your death; married couples go through similar
deliberations. If you want your estate to go to your partner,
make sure that’s reflected in the beneficiary designations on life
insurance and other retirement plans. Your will also can be a
useful tool in ensuring that your pattner benefits from the dis-

tribution of your estate.

Because of the nature of cohabitation, we do advise that
you avoid irrevocable actions in your estate plan.

Sllow talt

If you skipped over the prenup and postnup planning ex-

ercise in Chapter 13 because you don’t believe martiage is in
your future, we’re not letting you off that easy. Now is the time
to undertake this process as a couple to begin formulation of

your cohabitation agreement.
Discuss and fill in the following categories:

$ Income sources.

$ Debts.
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Assets.
Legal issues.
Future financial responsibilities.
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Lifestyle plans.

Once the numbers are penciled in, talk about how your
assets will be merged or separated and who will be responsible
for current debts as well as future expenses. That will provide
you with the framework for your agreement.

Your attorneys should review the working document. And
don’t overreact to the draft, as these often are emotionally
charged issues that provoke equally emotional responses. Come
back to it in a week or two to better gauge your comfort level.
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Shirley and Stan Angrist:
Passing the Test...
with Flying Colors

en Shirley and Stan Angrist were well into

their 50s, Stan decided that he would take

over their portfolio management from their

financial advisor. After all, he had financial

expertise and credentials (as a former re-

porter for Forbes and the Wall Street Journal) that few people can

boast. He’s so financially sophisticated that he and their sons

Misha and Ezra a few years later would launch Biotech Hori-

zons Fund, LP, a “hedge” fund that operates much as a mutual

fund, except that investments are “hedged” with a mix of short

and long positions as well as options. They continue to operate
the fund today.

But joint planning has been a hallmark of this 46-year
marriage, and when they sat down to mull over Stan’s deci-
sion Shirley expressed more interest in their portfolio than
ever before.

“I decided I really had to know
more about all this,” Shitley recalls. “I
said to myself, “You shouldn’t be like
all those other women, many of them

$ 213 %
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widows who don’t know a thing about what’s going on.” I
began raising questions, asking Stan if we were getting as much
from our investments as we should.”

Shirley proposed a challenge. Stan could take over their
portfolio, provided he outperformed their current manager in
a two-year test. Though stunned initially, Stan ultimately warmed
to the task. After a year, Stan’s performance was so superior
that he was declared the winner of The Shirley Challenge and
handed the reigns of the family portfolio.

“I was relieved,” Shitley says. “I thought that nobody could
do better than Stan, but I needed to be sure.”

Thatincident s representative of this Pittsburgh couple’s joint
approach to the challenges of marriage. Their careers have brought
a number of dramatic changes. Both began as faculty at Carnegie
Mellon University (then Carnegie Tech) Stan in engineering, Shitley
in urban and public affairs. Stan left the university for journalism,
deciding later in his career to freelance (he still writes book re-
views for the Journal) and help operate the hedge fund.

For her part, Shirley worked in government affairs for PPG
Industries and, though semiretired today, continues to serve
some freelance accounts. Shirley and Stan even took a joint
fling at entrepreneurship, founding and subsequently closing a
remaindered book business and a make-it-yourself jewelry shop.

“We didn’t sell enough books, and we didn’t sell enough
jewelry,” is Stan’s postmortem analysis of their retail ventures.

Their marriage has been filled with such tests, and they’ve
passed them all with flying colors.

Asset consolidation

“When we got married,” Stan says, “everything I owned fit
into the back seat of a Buick. An old Buick. There weren’t any
assets to talk about.”
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Although it wasn’t an issue early, over the years Shirley and
Stan did devote time to proper titling of the assets they ac-
quired throughout their marriage.

“We keep some assets in separate names,” Shirley says. “That
way, either of us can inherit assets in the other’s name, but nei-
ther of us is stuck without our own assets. If probating the will
takes time, you have your own kitty.”

Budgeting

Ever the numbers man, Stan decided eatly in their mat-
riage that he would record every household expenditure.

“I did it for maybe three weeks,” he says. “Then I said,
“This is crazy. This is a pain. What do I know now that I didn’t
know before?””

Today, Stan uses a popular software package for budget-
ing and accounting purposes. For longer-term matters, the couple
relies on regular communication.

“We have a monthly review of our portfolio,” Shirley says.
“If we’re doing well I congratulate Stan. If we’re not, I ask
why.”

Checking accounts and credit cards

They have two joint checking accounts. Stan pays most of
the bills; Shirley handles such items as charitable contributions
and gifts, including gifts to three sons, Joshua, Misha, and Ezra,
and their families.

Shortly after their marriage, Shirley and Stan discovered a
philosophical difference about credit, stemming in part from
Shitley’s upbringing in her native Montreal.

“Because I'm originally Canadian, I have some pretty con-
servative ideas about money,” Shirley says. “In Canada at that
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time, it was not common to buy on credit. So our first financial
quarrel—call it an issue—was whether to buy a car and furniture
on credit. I talked to some friends who also had come to this
country from Canada, and they said there’s nothing dangerous
about credit. That was my first lesson in a different way of look-
ing at finance, my first lesson in becoming an American.”

They’ve continued to keep the danger out of credit-card
purchasing.

“We have one credit card, and we’re their worst night-
mare,” Stan says. “We pay in full each month.”

Trade-offs

Purchasing their first home required virtually all of their
$6,000 savings. Although it limited their ability to save in those

early years, it proved to be a valuable investment. You don’t get
37 years from most investments, but that’s how long Shirley
and Stan lived in that first home.

The decision to raise a family presented more difficult
choices.

“We felt it would be more important for Stan to work
full-time and for me to work part-time,” Shirley says. “That
was rough for me—part time, then full time, then part time
again, but it worked out. I paid something of a price in my
career for that, but when I look back on it, if we wanted to
have a family as well as two careers, that was the way to do it.”

Investments and long-term goals

Since winning The Shirley Challenge, Stan has spent about
20 hours each month managing the couple’s portfolio. He
also manages his mothet’s assets and, just for fun, runs sev-
eral portfolio contests for a group of friends. The key to his
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money-management approach is diversification; a diverse port-
folio reduces risk.

Stan regularly tracks a number of mutual funds, applying
formulas to determine the correlation between any pair of
funds. He won’t buy into any fund that correlates strongly with
any of the couple’s current investments.

“That would give you a duplication of values,” he says.
“That’s great if prices rise, but if they go down, you get a
double hit.”

Because of the great variety of their work experience, their
retirement benefits are somewhat choppy. Shirley took a major
step to a secure retirement for the couple by maximizing her
401(k) contribution at PPG.

Advice to newlyweds

$ Stan: “Couples should start investing—even in a
small way—right after they get married. It will
pay off in terms of achieving longer term goals,
such as buying a house, sending kids to college,
and retirement.

“Study market history. People are way too
willing to listen to brokers and financial planners
whose long-term interests are not necessarily
parallel with those of their clients. If you can
spend just an hour getting the ideas behind mod-
ern portfolio theory, over your lifetime it could
save you hundreds of thousands of dollars.”

$ Shirley: “How you manage your money, who
has the right to do what, how much consulting
you do with each other—all that needs to be laid
out very early. If you make it an ego battle, it will
hurt the marriage. It has to be win-win.
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“I don’t approve of the /aissez faire approach,
where the man manages everything and the
woman sort of goes along and every now and
then discovers how ignorant she is. Couples need
to be open with each other and put their con-
cerns on the table very early.”
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