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Taking a Look at the Big Picture

So, How’s Mid Life Treating You?

If you’re having trouble grappling with the very thought
of middle age, this chapter will help you come to terms
with where you are in life.

Figuring Out Where You Are in Life

You’ve got to have a bandle on what’s really necessary at
this stage of life before you can start dreaming about the new
convertible or the trip to Hawaii.

On the Plus Side
Chances are that you've got a lot going for you, both
financially, and in other aspects of life.

On the Minus Side
If you’ve got financial impediments, now is the time to get
them out of the way and keep moving forward.

Getting It All Together

If your net worth isn’t what you’d like it to be, you can get
your finances on track by paying careful attention to how
much and where you’re spending your money.

Your Kids and Your Money

The Big, Expensive Parent Trap
Kids want a lot of stuff, but it’s not your job, as a parent,
to satisfy their every desire.

Trading In the Bikes for Cars
There are a lot of issues that you and your child should
consider together before be or she drives a car off the lot.

Paying for College

A college education (or two or three) is a huge investment
that requires thoughtful planning; fortunately, you may be
able to get some financial assistance.

Wedding Bells

The responsibility for paying for a wedding doesn’t land
squarely on the backs of the bride’s parents anymore, but
is spread out among both families, and often the bride
and groom.
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Helping Your Kids Get on Their Feet

Regardless of how much financial help you decide to give
your grown kids, make sure that everyone is clear about the
terms of a gift or loan.

Hearth and Home
"To Stay or Not To Stay?

Your housing needs may change along with your circumstances,
forcing you to make some difficult decisions about where to live.

A Home Away from Home
There are some real advantages to owning a second home,
but it’s definitely not for everyone.

Paying for a New Home or Second Home
There are different methods of financing a bome, so you’ll
need to do your homework to learn what would work best

Sor you.

Selling the House You Already Have

Whether you go with a realtor or decide to sell your home
yourself; youve got to keep some important legal and
practical considerations in mind.

Life Changes

Knowing That Nothing Stays the Same
The only thing we can be sure of concerning change is that
it will happen to all of us.

Job Changes

Changing jobs is difficult at any stage of life, but can be
particularly challenging (and potentially rewarding)
when you're middle aged.

Dealing With Losing Your Job
Losing your job requires financial discipline, but it doesn’t
bave to derail your financial plans and goals.

Going Out on Your Own
If you’ve always dreamed of baving your own business, this
chapter will give you some ideas for bow to get started.

Other Changes to Think About

Death and relationship changes are among the most difficult
situations we encounter in life, but planning for change can
help you to cope when they occur:
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Foreword

Not long ago, I dropped my 13-year-old daughter off at a girlfriend’s house and met her
mother for the first time. A charming woman in her 50s, she introduced me to her son,
who was in his early 30s, and then to her infant grandson, who appeared to be on the
verge of taking his first steps.

At the time, I thought it a bit unusual that someone could be dealing with a daughter’s
adolescent angst one moment and coaxing a grandchild to accept the wonders of solid
foods the next. But I've come to realize that in many ways, her life patches together the
crazy quilt that makes up one’s 40s and 50s.

For years, those of us in this age group have heard about the impact our “bulge” in the
population has had on everything from real estate values to the health care industry. Yet
despite widely reported broad demographic trends and generalizations, the past and cur-
rent experiences of the baby boom generation defy easy categorization. From the music
we listened to as kids to the world events we witnessed, the framework that helped shape
us varies. Tail-end boomers born in the late 1950s or early 1960s probably spent their
teenage years listening to Stevie Wonder or Eagles albums, while those born in the mid-
1940s might have danced to songs of Paul Anka or The Four Seasons. Some can recall the
Vietnam War as vividly and passionately as they did when they were soldiers or college
students, while others can only remember the era as grade-schoolers viewing grainy black-
and-white war footage on TV.

Just as our past experiences differ, those of us in our 40s and 50s are also going through
the full spectrum of life stages and financial concerns. One 50-year-old’s greatest chal-
lenge may be figuring out how to pay for a son or daughter’s wedding, while another may
be just starting a college fund for his pre-schooler. His slightly older neighbor might be
scratching his head about how he’ll ever be able to pay for his daughter’s dream wedding,
just as his company has announced yet another downsizing in which early retirement is
being “encouraged.” And the woman down the street in her early 40s may be trying to
regain her financial footing after a messy divorce.

Even with all these variations, people in their 40s and 50s share some similar financial
concerns marked by new and sometimes daunting realities. Chief among them is a short-
ened time frame for reaching one’s goals. In our 20s and 30s, with the luxury of decades to
play “catch up,” it was possible to put off saving in favor of spending without too much
thought. With large expenses either at our doorstep or soon to arrive, procrastinating
becomes a much less palatable or viable option.

Each generation faces a unique set of money issues, and those facing us are very different
from those of our parents, many of whom came of age during World War II. Sure, col-
leges were expensive back when we populated campuses from the 1960s and early 1980s.
But the cost of higher education has greatly outpaced the rate of inflation over the last 20



years, making it more difficult than ever to foot all or most of the bill for our children as
our parents might have done.

And then there’s retirement. For our parents’ generation, early retirement was more of an
option than an ultimatum from an employer. Employees retired when they felt ready, or
at age 65, whichever came first, and could rely on a pension plan and Social Security to
see them through their golden years.

Today, companies in downsizing mode—a group that encompasses almost all companies at
one time or another—frequently sharpen their cutting tools on candidates for early retire-
ment. Sure-thing, fixed pension plans have given way to savings plans that depend heavily
on contributions from employees and investment success to provide retirement income.
And the “security” of Social Security becomes less and less certain as the number of indi-
viduals supporting the fragile, pay-as-you-go system shrinks in relation to the number of
people collecting from it. After years of paying taxes into the system, many of us rightly
have serious doubts about whether we will ever get anything out of it.

Of course, the financial picture for today’s baby boom generation is, in many ways,
brighter than it has ever been. Many of us have hit our peak earning years in an economy
that, for most of our lifetimes, has seen healthy growth. Two-income families have pro-
vided greater financial security and a safety net in the event of job loss. And despite the
recent bear market, decades-long bull runs in the securities and real estate markets have
allowed many of us to accumulate substantial personal savings, as well as ample equity in
residences and vacation homes.

Many of us have rewarded ourselves with attractive homes, fun vacations, late-model cars,
or other status symbols we could never afford when we were younger, and which our par-
ents may not have indulged in to the same degree. Does this mean we are wealthier than
our parents were at our age? It’s hard to say. But judging from outward appearances, we
have become much more in tune with the spending side of our personalities.

And there is not necessarily anything wrong with that. Even with all the publicity sur-
rounding Internet-made millionaires barely out of college, statistics show that people with
more years under their belts generally have more money in their bank accounts. Why
shouldn’t we enjoy it?

For many of us coming to terms with (gulp!) middle age, the key is to strike a balance
between providing for large, imminent expenses that loom around the corner, such as

a child’s college education or wedding, with the rightful desire for here-and-now self-
tulfillment. The two goals need not be mutually exclusive. With some careful planning,
it’s possible to enjoy the fruits of our labor in the present while creating financial security
for ourselves, our children, and perhaps even our grandchildren in the future.

Marla Brill, author of Windfall! Managing Unexpected Money So It Doesn’t Manage You



Introduction

Life is busy. Sometimes, we get too caught up in the hustle and bustle of every day to take
time to look at the big pictures of our lives.

What do you want to be doing in 10, 15, or 20 years? Do you see yourself still working

when you’re 60, 65, or even 70? Or perhaps you’ll be partially retired. Maybe you envi-

sion yourself finally moving into that house in the country you’ve always wanted, spend-
ing your days gardening and reading novels on the front porch.

Whatever your vision is for the rest of your life, now is the time to assure that you can

make it happen. Now is the time, if you haven’t done so already, to get your finances in
good shape. This book will help you do just that. It offers the education and advice you
need to successfully navigate the financial arena of middle age.

How This Book Is Organized

The Complete Idiot’s Guide to Personal Finance in Your 40s and 50s is written in six parts.
Each one addresses a different aspect of finances in middle age.

Part 1, “Taking a Look at the Big Picture,” encourages you to step back and have a
look at your life—both financial and otherwise. What do you have? What do you need
and want? How can you improve your financial situation?

This part of the book also deals with taking care of yourself in ways not directly related to
your finances. Middle age can be a stressful time, laden with responsibilities and worries.
Taking care of yourself now is really important to assure that you’ll be around to enjoy the
rewards of good financial planning for a long time.

In Part 2, “Your Kids and Your Money,” we look at all the ways your kids consume
your money, and why launching them into adulthood costs so darned much. Kids have big
wants and needs these days, and, if you're financing them, you’ve got to be prepared.

If you’re currently dealing with the high cost of video games, portable CD players, and
mountain bikes, fasten your seat belts. It only gets worse as your little darlings start trad-
ing in their bikes for cars and choosing colleges. If you survive the shock of college
tuition, give yourself a big pat on the back, but don’t relax too much, there may soon be
wedding bells ringing.

Kids are expensive; there’s no two ways about it. Some methods of supporting kids, how-
ever, work better than others, and we’ll examine some plans and strategies for getting the
most out of your money.
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In Part 3, “Hearth and Home,” we look at issues relating to where you live, and how
you can avoid hitting financial snags as you deal with those issues.

As you get older, your housing needs or wants might change. You might find that your
house is way too big, or there’s too much lawn to keep up, or not enough kitchen now
that the kids have moved out and you’re doing more entertaining.

Maybe you’re thinking of buying another home, or renovating the one that you have.
Perhaps you've even decided to build a brand-new place. Any of these housing options
can have a huge impact on your finances.

Part 4, “Life Changes,” deals with major transformations that may occur as we get
older. When you think about it, just about all changes affect your finances. You lose a job,
get divorced, get remarried, start your own business, or experience the loss of a parent.
Every one of those situations can directly impact your pocketbook. Knowing how to cope
with life’s surprises and changes can assure that your financial future remains intact.

Good investments, of course, are very important in financial planning. In Part 5, “Smart
Investing in This Stage of Life,” you’ll review some options for investing at work, and
outside of work. We’ll have a look at the stock and bond markets, and give you some ideas
for investing lump sums, such as an inheritance or bonus. This section also gives advice
on finding a good financial advisor. After all, you can’t do everything by yourself.

Part 6, “Preparing for the Future,” looks down the road a bit, and gives you sound
advice about how to arrive there in good financial shape.

Nobody likes to think about preparing a will, but if you haven’t already done so, you need
to put that task at the top of your to-do list. Estate planning isn’t just for old folks, and a
will really is the first, and a very important, step in that planning.

This part also offers advice for helping aging parents make decisions concerning their
finances, living arrangements, and so forth.

When you've finished the book, we hope that you’ll have a clearer picture of your finan-
cial achievements so far, and what you need to do now to make sure you’re set for a com-
fortable retirement.

Some Things to Help Out Along the Way

You'll find four types of sidebars in this book. They’re meant to steer you away from trou-
ble, amuse you with odd bits of information, clarify terms, or provide tips and advice.
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AddingltUp ﬁ i Don’t Go There
These are warnings that

——" These are definitions :

are intended fo make you stop
that are meant to help you get a ; AN
: ) and think before plunging into
clearer picture of what you're

dangerous waters.

reading in the text.
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These are financial fips and These are bits and pieces of
advice, intended to help you information that you can share
improve your current situation with friends and family. They con-
and prepare for the future. fain a lof of information, some

practical, and some just for fun.
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Taking a Look at the
Big Picture

Mid life tends to creep up on you while you're not looking, only to take you
completely by surprise one morning when you look into the mirror and can’t
imagine who’s looking back at you.

Once you’ve acknowledged mid life, or middle age, it’s a good idea to step
back and take a look at where you are in life. Do you have everything that you
need? Is there enough money left for some extras? Are you planning ahead to
assure you’ll be able to finance big expenses like college and weddings, while
not draining your retirement funds?

Chapters 1 through 5 deal with topics that will help you to assess your finan-
cial situation, and to improve it if it’s not to your liking. You ready? Let’s get
started.

So you do the books?

Worked out the retirement budget? )

L Vep. )

é We're in trouble, aren't we? )







Chapter

So, How's Mid Life
Treating You?

In This Chapter

¢ Defining mid life and middle age
¢ Who knows where the time goes?
¢ Nothing ever stays the same
¢ Taking charge of your health

¢ Did you want ham or cheese on that sandwich?

We hear and talk a lot about mid life. We have mid-life babies, mid-life crises,
mid-life issues, and mid-life career changes. But when exactly is this period of
time we call mid life? Just when can we expect our mid-life babies, issues,
crises, or career changes to come?

Apparently, the definition of mid life depends on who you ask. It’s variously
defined as the period between 45 and 65 years old, the period between 40 and
60 years old, and even the period between 25 and 75 years old. We would
have hated to think when we were 25 that we were already middle-aged. On
the other hand, coasting along in middle age until you hit 75 doesn’t sound all
that bad.
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Obviously, the definition of middle age—or the mid-life period—is subjective. And, as
we've all certainly realized by the time we reach mid life, age is more of a state of mind
than a number. Everybody’s all probably met energetic, fun-loving men and women in
their 70s who seem years younger than some stuffy, sedentary 50-year-olds.

For the purposes of this book, we’re going to assume that middle age—at least as far as
your finances are concerned—is the period between when you’re 40 and when you’re 60.
When we talk about personal finances in your 40s and 50s, we’re talking about middle-
age finances.

We’d all do well to talk—or at least think carefully—about our middle-age personal
finances. After all, if we’ve already hit mid life, can retirement be far ahead? Hopefully,
everybody’s in pretty good shape with retirement savings, and we’ll all have enough to live
comfortably and still be able to have some fun right now.

Unfortunately, there are reports out there that indicate many baby boomers—that would
be the 76 million of us born between 1946 and 1964—are largely unprepared financially
for retirement. The American Savings Education Council’s 1999 Retirement Confidence
Survey showed that the average amount of assets of 40-somethings is less than $50,000. It
should be clear to everyone that $50,000 in savings, even if it’s coupled with Social
Security payments, isn’t enough to assure a comfortable retirement.

The Metropolitan Life Insurance Company reports that the average American spends 18
years in retirement, but fewer than half have put money aside specifically for those years.
Those could be 18 very, very long years.

And studies show that most people need at least three quarters as much money to main-

tain their standard of living during retirement as they required while working. This varies,
of course, depending on factors such as health, location,

Money Morsel and so forth, but most financial advisors these days are

Social Security is the pri- recommending 75 percent or more.

mary source of income for Social Security benefits for the average retiree are about

® about 66 percent of elderly 40 percent of his or her preretirement earnings. As you
Americans. And experts

say the rate of dependency
is unlikely to drop in the future
because of low savings rates That’s why it’s so important to take a long, hard look at
among baby boomers. your finances now, while you still have the time to
improve your financial situation, if necessary.

can see, there’s a large gap between what Social Security
provides and what it costs to live in retirement.

How Time Flies

Time is a funny concept. It sometimes seems like just yesterday that you were in college,
enjoying the frat life and worrying about whether you’d get that term paper written on
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time. Or that you’d just landed your first job and were trying to figure out what you
would wear and how you would act when your boss came around. You can remember per-
fectly how you scrimped and saved so you’d have enough money to rent that cute little
apartment near your office building.

Time continues, and you remember your wedding day. And the day your first child was
born. And the second one. It seems like minutes ago that your daughter was sitting on
your lap, absolutely entranced as you read Sleeping Beauty for the five-hundredth time.
Now she’s 19 and starting her second year of college.

No wonder some days we look in the mirror and hardly recognize the middle-aged person
who looks back at us. How did #hat happen? Who is that person with the graying hair and
noticeable laugh lines?

It’s hard to comprehend that 25, 30, or 35 years have passed by since those college days.
Or that your children, who seemingly just yesterday were looking to you for all the
answers, now have all the answers and are grown up and living on their own. Maybe
you’re a grandparent. You might have moved on from that little, rented apartment to a
house, and then a bigger house, and now an even

bigger house and a vacation home. m

Time passes quickly, that’s for sure. We’re at what The average life expectancy is
might be the busiest period of our lives—juggling 76.7 for men Ohd 79.5 for
kids, jobs, and aging parents while still trying to women, according to the

National Center for Health
Statistics. You'll get an idea of
how time flies when you consider
where you are on your passage

through life.

find time to walk the dog, work out at the gym,
and maintain some semblance of a social life. We
often think that there ought to be hours added to
every day, just so we can accomplish everything
we need to.

Dealing with Changes

The bottom line is, we’re not kids anymore. And as we move through middle age, our
thoughts naturally turn more and more to what’s ahead of us. Someone’s on-the-Internet
definition of middle age is “the period when you start looking at your future in terms of
limitations rather than opportunities.” We’d like to think that all our futures hold great
opportunities, and few limitations.

The fact is, however, that middle age and beyond often presents challenges that our
younger years don’t. Many of us will be faced with health issues that we wouldn’t have
given a thought to 20 years ago. Maybe you’ve had to give up jogging because your knees
can’t take it anymore. Or your doctor may have suggested that you start exercising
because you’re 30 pounds overweight and your blood pressure is too high.
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A lot of middle-aged folks are helping to care for their aging parents. Anyone who has
been there can tell you how incredibly demanding and draining that job can be. At the
same time, you may still be taking care of—or at least still worrying about—your kids.
And let’s face it, kids can cause big worries, especially in the financial department. There’s
college, cars, weddings, and down payments for homes.

While all of this is going on in your life, you might suddenly face a major career change.
Reports show that 142,208 Americans lost their jobs in January 2001. Call it laid off,
downsized, terminated, let go, or just plain old fired, that’s almost 150,000 people who in
one month found themselves without a job. Losing a job when you’re 23 might not be
that big of a deal. Losing one when you’re 52, however, is bound to be a bit more unset-
tling and traumatic.

How you react to and cope with all these changes of life will, in part, determine what

your future will be like. If, at 52 years old, you lose the job you’ve had for the past 25

years, will you fall apart, moaning about how life (and the American workplace) is unfair
and clearly geared toward younger people? Or will you

Money Morsel ___ 1 innovative and figure out how to make your work

If you're thinking middle situation better than it ever was?

B Cge isn't so great, consider
g this quote by Thomas
Arnold, a British author and
educator. “Probably the

If your doctor tells you that you’re 30 pounds over-
weight and your blood pressure is creeping up toward a
dangerous level, will you buy yourself a treadmill and
happiest period in life most fre- start working out every morning? Or will you bury your
quently is in middle age, when troubles under a big, thick, juicy steak and baked potato
the eager passions of youth are with all the trimmings?

cooled, and the infirmities of age
not yet begun; as we see that
the shadows, which are at morn-
ing and evening so large, almost
entirely disappear at midday.”

We all must deal with changes as we pass through mid-
dle age. Some of them we’ll like, others we won’t. It’s
important to remember, though, that the way we handle
those changes will impact on our futures and the futures
of those around us.

How's Your Health?

You probably gathered from what you’ve already read, that health gets to be a big deal
once you hit mid life. And even if you didn’t catch that idea from this chapter, you’ve no
doubt realized it from listening to your friends talk.

A gathering attended primarily by folks in their 40s and 50s can sound more like a visit to
a health clinic than a party. Backaches, bad knees, and high cholesterol are high-priority
topics of conversation. Comparing the benefits and side effects of various prescription
drugs becomes an amusing pastime. Let’s face it. Most of us never would have wasted
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time 20 years ago talking about our aches and
pains. Largely because we didn’t have aches and
pains back then.

The news of what happens to our bodies as we
age can be pretty darned discouraging. We gradu-
ally lose elastic tissue, resulting in wrinkles and
sagging skin. Many of us also have already seen
the result of thinning hair.

Between the ages of 30 and 75, our hearts lose 30
percent of their efficiency. As if that’s not bad
enough, our lungs and kidneys become 40 percent
less efficient, and our livers 10 percent less.

If you’re not already wearing glasses or contacts,
consider yourself lucky. By the time we reach our
mid-40s, many of us require reading glasses,
thanks to a very common refractive error known
as presbyopia. If presbyopia, which also is known
as “aging eyes” doesn’t get you, myopia (near-
sightedness) or hyperopia (farsightedness) just
might.

Hearing in many people also becomes less effi-
cient during the 40s and 50s. Most women go
through menopause during these years. Bone den-
sity decreases. Sleeping habits tend to change. It’s
enough to make you want to sign up for assisted
living, isn’t it?

=50 ]
Lf“mril Don’t Go There
i' If you're thinking about
buying longterm-care insurance,
don't put it off too long. Finding
a policy when you're relatively
young and healthy is less expen-
sive and a lot easier than waiting
until you've already developed
health problems. You'll read more
about longerm care insurance in
Chapter 24, "You're Never Too
Young to Plan.”

The average person reads at
about 16 inches away from his
eyes. And it takes just about 40
years for the average person fo
lose focus ability at 16 inches,
due fo presbyopia. That means
you've got to change the dis-
fance at which you read, or gef
yourself a pair of reading
glasses.

All right, enough already. We know we’re getting older, and we know that our bodies
aren’t the same as they were 10 or 20 years ago. That doesn’t mean, however, that we
should hang up our jogging shoes and head for the showers for good. There are plenty of
things we can do during our 40s and 50s to maintain (or help to achieve) good health.

Here are a few:

¢ Get to your ideal (or near there) weight and stay there. Being overweight puts
extra stress on your heart and other major organs, and contributes to conditions like
diabetes, high blood pressure, back problems, and respiratory problems.

¢ Quit smoking. You know that smoking is bad for you. It causes lung cancer and

other cancers, is a factor in high blood pressure, strokes and heart problems. Check

out “How to Quit: Useful Resources to Quit Smoking” on the Centers for Disease
Control and Prevention Web site. You can find it at www.cdc.gov/tobacco/

how2quit.htm.
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the

mity.” There you have it.

plete physical, mental, and
social well being and not merely

¢ Exercise. Exercising helps you to lose weight or maintain a healthy weight. It also
can help to regulate cholesterol, strengthen bones, lower your cancer risk, and fight
off depression. A bonus for women is that regular exercise can decrease the unpleas-
ant symptoms of menopause. We all know that exercise is good for us, and yet 34
percent of Americans who are 50 or older don’t get any. Many more don’t get
enough. Ask your doctor what kind of exercise would be best for you, then get out
there and just do it. Find a buddy if you don’t think you’ll go it alone.

Watch what you eat and drink. Cut back on fried and

fatty foods (fast-food comes to mind), and limit red

Health is more than just meat to twice a week. Eat more fruits and vegetables—

being able to get through most people don’t get the five-a-day as recommended

> the day. The World Health for better health. Eat lots of grains and watch out for
Orgcmzotjon describes highly processed foods and overly sugary ones. Keep
healih as "a siate of com an eye on how much alcohol you're consuming. If you

think you're drinking too much and you can’t stop,

call the Center for Substance Abuse Treatment at

1-800-662-HELP (1-800-662-4357). Staff will give you

information about treatment programs in your area and

Money Morsel

absence of disease or infir-

answer any questions you might have.

Get regular check-ups. Experts recommend a physical every one to three years for people
in their 40s and 50s. Ask your doctor what tests and screenings you should have as you
age, and how often you need them. Some of those tests include mammograms, prostate
cancer screenings, pap smears, cholesterol checks, electrocardiograms, blood pressure
checks, stool screenings, rectal exams, and bone density checks. Don’t forget eye exams,
including glaucoma screenings after age 50.

Take charge of your own health. If you know your blood pressure tends to run high, keep
track of it. Don’t wait until you see your doctor to have it taken. There are lots of phar-
macies and health clubs that have blood pressure monitoring machines, and they’re usu-
ally free. Know the warning signs of cancer and pay attention if you develop any of them.
Read up on vitamin supplements and use them if you think they’re necessary. Get enough
calcium.

Stay safe. Wear a seat belt. Wear a helmet when biking. Avoid unnecessary risks like using
rickety ladders or towels instead of hot pads to remove food from the stove. Wear protec-
tive goggles when you’re mowing the lawn or using power tools. Practice safe sex. Don’t

ever drive after you've been drinking, and don’t ride with anyone else who’s been drinking.

Make time for fun and foster your relationships. The happiest people aren’t those who
spend 80 hours a week at the office and another 20 catching up with more work at home.
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They’re not the ones who are constantly plugged in and on call and connected. Happy
people know how to kick back and have some fun. They take time—or make time—to
spend with the people they love, and they don’t take themselves—or life too seriously.

Taking care of yourself during middle age will go a long way in ensuring good health in
old age. People who are in good physical condition are more likely to be able to remain
living on their own than those who aren’t. Being fit and healthy also will keep your insur-
ance premiums at a payable level.

Feeling a Little Bit Stressed?

If you’re feeling a little bit stressed (and who isn’t these days?) don’t worry. A limited
amount of stress is actually good for you. It’s what makes you productive and active.
When stress gets to be too much, however, it can have some really nasty effects on your
health. It also can badly strain your relationships and make everyone around you pretty
miserable.

All of us get stress from different areas of our lives. Maybe it’s your job that’s stressing you
out. Maybe it’s your kids, or your spouse, or your ex, or your dog, or your mom, or the
noisy neighbors across the street, or the fact that next Tuesday is your forty-eighth birth-
day. Let’s face it. We live in a pretty stressful world.

A publication from the Clemson University Cooperative Extension Service called “Stress
Management—Taking Charge,” offers the following suggestions for managing stress:

¢ Manage your physical and psychological
well-being so you can resist the harmful
effects of stressful events. You can do this by

Studies on the connection

forming good support groups you can turn between sfress, health, and the
to when the pressure gets to be too much. proper funciioning of the immune
You should never keep anger and anxiety system show that stress con-
bottled up inside of you. Eating well and fributes to 50 percent of all il-
exercising will keep you healthy and better nesses in the United States.

able to deal with stress. You also should keep
a good balance of personal, social, and
work-related activities.

¢ Monitor your present level of stress so that you can recognize early warning signs of
stress and do something about the problems causing it. You could be experiencing
stress-related problems without even realizing it. Early warning signs of stress
include: exaggerated, out-of-proportion anxiety, excessive moodiness, withdrawal
from responsibility, insomnia, feelings of helplessness and dependency, changes in
appetite and sex drive, chronic fatigue, and susceptibility to illness. If these symp-
toms sound familiar, you might be a bit more stressed than you thought.
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¢ Maneuver to avoid extremely stressful situations by eliminating the causes of stress
and changing your reactions to stressful events. If driving your dad to his therapy
appointment every Monday, Wednesday, and Friday at 2 p.M. makes you nuts, takes
a chunk out of your day, and puts you behind in your work, try to find a way out of
your commitment. Do you have a brother or sister with whom you could alternate
weeks? Is there a senior services center that might provide transportation? Recog-
nize the situations that cause your stress, and try to avoid them. If you can’t avoid
them, recognize that they will be stressful, and handle the stress in the best way that
you can. And teach yourself to relax. It’s hard to be stressed out when you’re relaxed.
Practice taking even, measured breaths, and shrug your shoulders up toward your
ears and hold. Get away from your desk and take a walk.

Money Morsel ____ Stress may make the world go round, but too much of

You can check out it can stop us in our tracks. If you feel that you have
@® Clemson’s report on han- more stress than you can handle, contact a counselor,
(2> 8 dling stress at this Centers psychologist, or mental health agency in your area.

for Disease Control and

Prevention Web site: v, Recognizing that you have a problem and getting help

cde.gov/niosh /nasd/docsd,/ before the problem gets out of control is a smart and
598012 himl. responsible thing to do. You’ll be thankful that you did,

and so will your family, friends, and co-workers.

Welcome to the Sandwich Generation

If you’re like many baby boomers, you’ve got two or three kids of your own. And
depending on how old you were when they were born, they may be anywhere from tod-
dlers to adults living on their own. We know 50-somethings who are just now making the
rounds of elementary school concerts and parent-teacher conferences, and other 50-
somethings who are happily playing with their grandkids.

In addition to your kids, regardless of their ages, let’s assume that your parents are still
living, and that they’re elderly. And you’re helping to take care of them. Sound familiar?
Hello! Welcome to the sandwich generation.

Most of us don’t plan to become our parents’ caregivers. It begins very suddenly one
night, when you get a call from your mother, telling you your dad’s had a stroke and is in
the hospital. At that point, your life may change drastically.

Suddenly, instead of tending to your kids, your house, your job, your volunteer work, and
your social life—you find yourself running back and forth from the hospital, making
arrangements for Dad to go a rehabilitation center for therapy, trying to figure out insur-
ance statements, and helping Mom take care of the house while Dad’s not there. All of
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that occurs in addition to your obligations to your own family. Needless to say, being
sandwiched between your kids and your parents is not the easiest, or most comfortable,
place to be.

If you are a member of the sandwich generation,

you’re at least in good company. The National
Family Caregivers Association (NFCA), based in A survey by the National Family
Kensington, Maryland, estimates that there are Caregivers Association shows

25 million family caregivers in the United States. that of the 25 million family care-
givers in the United States, 81

percent are female, 79 percent
are married, and 70 percent are
between the ages of 40 and 60.
On a scary nofe, nearly half of
all caregivers are thought fo suf-
fer from prolonged depression.

These caregivers, nearly one quarter of whom are
watching over aging parents, provide about two
thirds of all home care services. The NFCA esti-
mates the value of these services at $300 billion a
year.

More and more baby boomers are caring for
aging parents, and making major changes in their
own lives as a result. The fastest growing segment

of the population today is those who are 85 years or older, including many of our parents.
Our parents are living longer, and many of us will be challenged to step up and take our
turns as caregivers.

If you are, you should know that there’s help available. Several good books and Web sites
about caring for aging parents are listed in Appendix B, “Resources.” You also could con-
tact your local area agency on aging for information about care giving.

One thing to remember is that planning ahead can save you a lot of trouble and heartache
if the time ever comes that you need to step in as a caregiver. The best thing you can do is
to sit down with your parents today and talk to them. That isn’t an easy task, because the
topics you need to discuss are difficult. Some of the issues you should discuss with your
parents are ...

¢ Do they have a will and a living will or a health care power of attorney? You might
assume that your parents have a will, but don’t bet on it. Plenty of people simply
never get around to writing one. Living wills and health care powers of attorney are
legal documents that express your parents’ wishes regarding future medical care and
treatment. It also allows them to appoint someone to act on their behalf. Knowing
your folks’ wishes regarding medical treatment can save you a lot of grief if you need
to make decisions for them.

¢ What are their preferences for long-term care? Do they want to stay at home for as
long as possible, or might they consider a retirement community or assisted living
facility? Let them know what options are available to them.
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¢ How much income will be available for long-term care and what insurance policies
do your parents have? Long-term care is expensive. You don’t want to be surprised
to find out there’s a lot less money available than you thought.

¢ Where are their important documents and records? You should know where your
parents keep documents such as their will and living wills, tax returns and receipts
for taxes paid, deeds to real estate and titles to vehicles, documents relating to any
business ventures they may be involved with, stock certificates, bank materials, and
so forth. You also should make sure you have keys to their home and any other
buildings they own.

Knowing that you’ll be available to help them may be comforting to your parents, but it’s
likely to be a touchy subject. Admitting that they need help probably isn’t easy for them,
and the changing roles of parents and children may be difficult.

Breaking the ice and starting a conversation, however, will bring this difficult topic to the
surface and begin discussions about how to handle it.

Mid life is not without challenges, to be sure. There are, however, plenty of opportunities
as well, both for now and the future. Take a deep breath, and think about all the good
aspects of your life. And now, let’s get started on some of those middle-age financial
issues.

The Least You Need to Know

¢ There are lots of definitions for middle age, but it means for sure that we’re not kids
anymore.

¢ Time flies, and nothing stays the same, so you've got to be able to cope with the
changes life brings.

¢ Paying attention to your health now can help you avoid a lot of problems when you
reach your 60s, 70s, and 80s.

¢ A reasonable amount of stress may help you to be productive, but too much can
have serious consequences on your health and relationships.

¢ If you’re caring for elderly parents as well as your kids and all your other obliga-
tions, know that there’s help available for you.
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fFiguring Out Where
You Arein Life

In This Chapter

¢ Need and want are very different

¢ Recognizing your financial needs

¢ Taking care of the most important needs first
¢ Considering things that you want

¢ Conducting periodic financial reality checks

It’s easy to look around at your friends and neighbors and notice that they
seem to have more than you do. Maybe they have bigger houses with nicer
furnishings—perhaps even swimming pools or tennis courts. There’s a new car
parked in the driveway, while you’re trying to figure out if your old sedan will
make it through another winter.

Of course, you and your husband did take that great ski vacation last winter to
celebrate your twentieth wedding anniversary. And you’ve managed to get two
of your three kids through college without going broke.

Once in a while we need to stop and take a good, long look at exactly where
we are in our lives. We need to tally up the pluses and minuses—financial and
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otherwise. We’ll be talking more about assets and liabilities in Chapters 3, “On the Plus
Side,” and 4, “On the Minus Side.” In this chapter, we’d like to focus on the difference
between need and want, and how important it is to know the difference.

Maybe you really do need a new car. But you don’t need a $42,000 Lincoln Navigator,
even if there is one parked in your neighbor’s driveway. A bigger house would be nice, but
with the kids getting near the point when they’ll be moving out, do you really need—or
want—it? Do you really want the extra responsibilities and costs that accompany expen-
sive cars and large homes?

It’s easy to confuse wants and needs, especially in this affluent society where we’re contin-
ually told we need more and more.

Knowing What You Need

@3

on "needs,” such as food and
clothing. We need fo eat, but
we don't need fo eat steak and
lobster every week. Try to cut
these expenses when you can so

A need—a real need—is something we require in order to live. We need food, water,
shelter, and clothing. A want, however, is something much different than a need.

Although we say that really need to buy a treadmill before winter sets in, we no more
really need a treadmill than we need a mosquito bite. We’d like to have a treadmill before
winter sets in so we can avoid accumulating the extra 5 or 10 pounds again this holiday
season. And, when we think about it, we actually could achieve that goal without a tread-
mill if we took to walking outside, cross-country skiing, shoveling snow, or passing up the
brie and truffles at the holiday parties.

We need the real needs in life, although there are lots of ways to shave down costs of
food, clothing, and housing. If we learn to control and limit our needs, our chances of
having enough money to get what we need during the years of retirement improve dra-
matically.

If everyone knew they would die when they were 62
IEI"? Don’t Go There years old, it would be easier to know what you could.
spend today. There would be less concern about having
enough money for the future, because there would be
less future. Fortunately, though, most of us will live to
be older than 62, and hopefully will be healthy and
active long past that age. Because of that, we will need

It's easy to overspend

to have enough money so that we’re not waiting by the

you'll have enough money to mailbox each month for the Social Security check to
fund other needs, such as emer- come in so we can go to the grocery store.

gency accounts and insurance
policies.

Besides our basic human needs of food, water, shelter,
and clothing, people in their 40s and 50s have some

basic financial needs. By the time you’ve reached
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financial middle age, you should have—that is, you need—certain tools to assure your
financial health both now and in the future.

Emergency fund

We live in an uncertain world. Those of us who hadn’t considered that fact previously got
a loud and decisive wake-up call on September 11, 2001, when hijacking terrorists killed
thousands of civilians, destroyed the hundred-plus-story towers of the World Trade
Center in New York, and badly damaged the Pentagon building.

That event sent an already skittish stock market into chaos, causing great uncertainty, fear,
and problems for millions of investors. Maybe you sometimes wake up at night, wonder-
ing what the state of your retirement fund will be when you get around to retiring.
Internet companies come and go, their huge profits of one quarter plummeting to huge
losses in the next. Even established, well-heeled firms are not immune to the shifts and
dips of the economy, especially in these uncertain and troublesome times.

Because of all this uncertainty, an emergency
fund should be near the top on your list of mid-
life financial needs. Unfortunately, funding a
source of emergency money is difficult for
many who are trying to find enough cash for
vacation, summer camp for the kids, and throw-
ing that forty-fifth wedding anniversary party for ’

Money Morsel

Most financial advisors sug-
@8 gest that you have befween

‘}aﬂ three and six months' in-
| come saved in an emer-

v gency fund.

their parents.

You'll be extremely happy, however, to have an emergency fund available in the event that
life throws you a curve ball. You lose your job; it happens all the time. You’re in a car acci-
dent and have to supplement your health insurances for the expenses it doesn’t pick up.
Your car dies and you need a new one. Your elderly mother needs some financial help
while she’s in an assisted living facility recovering from a stroke.

Some people need an emergency fund to tap into because their income is unsteady. If
you’re in a business where you earn a lot of money some of the time, and next to nothing
at other times, you should have an emergency fund you can use during the lean periods.

Many people have gotten into big debt trouble because they encountered financial hard-
ship and didn’t have an emergency fund. Let’s face it. You need money to live. If your
income suddenly stops and you have no emergency money to fall back on, what are you
going to do? Pull out your good old Visa and MasterCard, what else?

Sure, you could live perfectly well on your credit cards for several months, depending on
your limits. Nearly, everyone from your doctor to your grocery store clerk will be happy
to take your plastic instead of cash, and your credit card issuer will be delighted.
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The party ends, however, when after three months you’re still out of work and your credit
card bill is up somewhere around $12,000. Then what?

Establishing an emergency fund should be a priority in your financial plan. You can use a
money market fund (more about those in the next section of this chapter), so your money
is accessible and liquid.

The Right Accounts

Saving up three to six months’ income for an emergency fund is a significant undertaking.
And, you’ll want to make sure that you invest your emergency fund—and all your money,
for that matter, in the best possible accounts. Hopefully, we all understand that some
accounts are better than others for maximizing your money.

The 1990s was a banner decade for the stock market. We sat back and watched it climb
higher and higher and higher—knowing all the while that the high times couldn’t possibly
last forever. They didn’t. The market dropped dramatically in 2000, hopefully sending the
clear message to everyone that it’s important to diversify your investments. It’s really
important, especially considering the present uncertainty of the stock market after the ter-
rorist attacks in September 2001, to have some money in funds that aren’t subject to the
whims of the stock market.

A client keeps his new car fund in an equity fund, also called a stock fund. This is a
mutual fund that limits its investments to shares of common stock. The risk factor of
these funds varies, depending on the type of stocks in which the funds invest. The fund
had done well until 2000, when it tanked with a 19 percent drop. Goodbye Lexus, hello
Honda.

Money such as what you have in an emergency fund, a new car fund, or new house fund,
should be invested in a money market fund. A money market fund is a mutual fund with a
nonfluctuating $1 investment value per share. That means that you buy a share at $1, and
sell the share later at $1. Like a savings account, if you put $800 into a money market
fund, you’ll get $800 out—plus the interest.

Money market funds are good, safe choices for short-term investing. Your original invest-
ment is fairly secure, while you earn competitive interest rates. Money market funds aren’t
the most exciting investment vehicles, but they assure that your money will be there when
you need it. That’s why they’re desirable accounts for money such as an emergency fund,
which needs to be kept at a constant value.

Money market accounts usually pay more interest than savings or checking accounts at
the local bank. And most money market funds permit some check writing, though they
may set a minor check minimum—$500. Some money market funds are now insured, so
be sure to check with your bank or credit union.
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Certificates of deposit (CDs| typically pay higher interest than bank accounts, and
& some pay more than money market accounts. The problem with using CDs to

(2 » @ store your emergency fund account is that, if you need the money and have to
w withdraw it from the CD before the specified investment time ends, you'll be

v penalized—perhaps severely. If there’s a hefty penalty, it's possible that you could
‘ end up with less money than you had invested.

There are various types of money market funds. Some are invested in only U.S. Treasury
obligations and are not subject to local income tax liability. Some are invested in munici-
pal bonds and similar investments, so they are known as tax-free investments. If you pur-
chase a tax-free mutual fund that participates only in investments within your state, the
fund is called a triple tax-free fund. That means it is not subject to federal, state, or local
income tax. If youre in one of the higher tax brackets, this kind of money market fund
might be something you’ll want to consider.

Insurance

You don’t often hear somebody say that they want insurance. “Boy, I wish I could double
up on my homeowner’s insurance,” is a phrase that certainly would cause you to look
twice at the person speaking. Insurance, unfortunately, is something we buy because we
need it—not because we want it.

We need insurance to protect ourselves from the environment, from others, and from
ourselves. Insurance is a way to reduce risk by sharing financial losses within a group of
people. There are many types of risks, both financial and nonfinancial. These risks
include the following:

Disability or death

4

Property loss

*

¢ Personal liability

¢ Risk from failure of others, such as a breach of contract
*

Speculative risks, such as the stock market

When considering these risks, you must decide if the protection you receive is worth the
cost of the insurance you buy.

Many types of insurance are required. If you have a mortgage, your lender requires you to
have homeowner’s insurance. Most states require auto insurance.
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9 quired fo pay in the event

In addition to these required insurances, you must
decide what type of coverage you need for your family,
An insurance deductible is and what you’re able to spend on them. Riders, options,
an amount you'll be re- and basic insurance all come at a cost so you need to

Money Morsel

| ' review the price and the coverage as part of your total
that you file a claim. Your

! ' financial picture.
insurance company will

pay the remaining expenses, You may need to provide your own insurance for some
affer your deductible. The higher risks by putting aside funds on your own. You might
the deductible you have, the want to set aside money for dental bills or a nursing
lower your premium should be. home stay, for instance.

Let’s look at some of the kinds of insurance that are
important to you and your family.

Disability Insurance

Disability insurance kicks in if you’re unable to work for an extended period of time due
to illness or injury. This type of insurance is imperative if your family depends on your
income to keep a house, maintain its current standard of living, and so forth.

Don’t depend on health insurance in the event that you’re out of work due to being dis-
abled. Your health insurance will cover (hopefully) your medical bills, but it won’t cover
the loss of your salary.

Most disability insurance policies don’t cover the full amount of a salary, but kick in about
60 percent. Hopefully, you’ll have an emergency fund to supplement the gap between
your income and the insurance. There are various types of disability insurance, and some
factors you should be sure to consider when comparing them.

An own-occupation policy pays benefits if you’re unable to perform your normal work.
Other policies will only kick in if you’re unable to do the job for which you’re reasonably
trained. Many infirmities permit you to work, but not at the type of job you held prior to
your infirmity.

Own-occupation policies are the most expensive type of disability insurance, because it’s
more likely that the insurance company will have to pay you. It may not be worth the
extra cost unless you’re earning big bucks in a specialized job and would need to take a
pay cut if you were forced to change jobs.

When looking at disability insurance plans, keep the following information in mind.

¢ Guaranteed renewable. This means that your policy can’t be cancelled if you get
sick. If your policy requires you to have a physical every so often, you risk losing
your coverage just when you need it.
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¢ Waiting period. This is the period of time between when you get disabled and
when the plan starts paying. The longer the waiting period, the less the policy
should cost. The minimum on most policies is thirty days, and the maximum can be
up to two years. A good compromise would be 90 days to 6 months.

¢ Cost-of-living adjustments. This feature automatically boosts your benefits, either
by a specified amount or depending on the rate of inflation.

¢ Future insurability. This feature allows you to buy additional coverage down the
road. It’s good if you have a job in which you expect to be earning much more in
several years than you are presently.

There is a greater probability of being disabled than of dying by the time you’re 65.
Disability insurance is coverage that is often overlooked but very, very important.

Homeowner's Insurance

Your home probably is the biggest investment you’ll ever make, and you need an adequate
homeowner’s insurance policy to protect it and what’s in it.

You’ll be required to have homeowner’ insurance before you get a mortgage. The trick is
to get a policy that offers the best protection for your home and its contents.

It’s worth taking a look at your current policy to see exactly what it covers. Most home-
owner’s policies have personal property coverage, as well as liability coverage. Thus, if
your house burns down, all your furniture will be replaced under the personal property
coverage. Make certain you have enough to cover what you own.

It’s important to realize that most standard
insurance policies don’t cover special property.
To insure items such as sterling silver, jewelry,

AddingltUp

Homeowner’s insurance

and artwork, you’ll need to get an insurance

rider at an additional cost. covers your home and ifs con-

tents against perils, which are the
In addition to protecting your house and property, insurance industry’s term for any-
homeowner’s coverage also provides liability cov- thing bad that could happen to
erage in case somebody falls down your front your house. Perils may include
steps and breaks an ankle. We'll spend a lot more fire, damage caused by falling
time on homeowner’ insurance in Part 3, “Hearth objects [think trees), an explosion
and Home.” For now, just understand that it’s a in your hecﬁer, riofs, vandalism,
need. and hurricanes.
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Auto Insurance

If you own and drive a car, you need insurance to protect yourself from injury in the event
of an accident. Auto insurance is expensive, and nearly every state requires drivers to have
it. Even if it’s not required, however, you can’t afford to go without it.

Auto insurance includes different types of coverage, but the one that nearly all states
require is liability. Liability covers bodily injury and property damage for you and others,
if you’re at fault in an accident. Most states require that you carry a minimum amount of
bodily injury coverage—usually $25,000 per person, and $50,000 per accident.

Personal (atastrophic Casualty Policy (PCAT)

Your auto and homeowner’s policies provide liability coverage up to a certain amount.
What happens, however, if someone sues you for more than the limitations of your
policy?

We live in an extremely litigious society. If you have a

pool, a trampoline in your yard, or a dog with a nasty
Many insurance companies pro- temper, you may need liability coverage that is more
vide maximum liability coverage than that provided on your homeowner’s and auto
under your homeowner’s policy policies.
of $500,000. If your neighbor ) ] o
falls down your steps and sues A PCAT policy comes in $1 million increments. If
you for $750,000, you're likely you’ve got sizeable assets, it’s good to think about get-
to be in for some sleepless ting one. A PCAT policy supplements other policies
nights. that you have and is not overly expensive (usually about
$150 a year). Such a policy should cover damages from

accidents at your home and automobile accidents.

Life Insurance

Nobody likes to think about needing life insurance. If you’re a source of income for your
family, however, it really is necessary. If you’re single, you probably don’t need much life
insurance. If you’re married or in a relationship, but don’t have children, you should have
life insurance if your spouse or partner would have to make a drastic change in financial
lifestyle if you were no longer around. If you have kids, you need life insurance.

Life insurance should be purchased according to income replacement need and should be
five to eight times the amount of your current salary. There are two types of life insurance
policies: term and cash value.
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¢ Term life insurance. This type of policy pays a predetermined amount of money to
your beneficiaries if you die during the term in which you’re insured. All you have
to do, of course, is keep paying your annual premium. The trick is that the premium
increases as you get older, and may eventually become prohibitive. Term insurance is
invaluable for your family if you die prematurely. It can be a source of college
money, cover the cost of a mortgage, and generally provide financial security. This
type of policy is intended to be used for a limited time period and is generally for
younger persons. Most people can’t afford to keep the coverage as they get older
because the cost increases so much.

¢ Cash value life insurance. If the cost of your term life insurance policy has been
creeping up, it might be time to consider trading it in for a cash value policy. Under
a cash value life insurance plan, part of the premium is used to provide death bene-
fits, and the rest is used to earn interest.
It’s both a protection plan and a savings
plan that can actually provide some
income in your later years. There cur-
rently are two types of cash value insur-
ance. One invests your money in an
assortment of mutual funds, while the

Money Morsel

If your kids are out of col-
@B |cge and prefty well setled

aﬂ on their own, a term life
—{ plan might not make as

v .
much sense for you as it

other invests it in something similar to a cer- used fo. This might be a good
tificate of deposit, with a fixed interest rate. time to think about exchanging
Ask your insurance agent for more details your term life policy for a cash
about cash value life insurance policies. value plan.

Knowing What You Want

The financial necessities we’ve discussed—an emergency fund, the right accounts, good
insurance policies—all can be the step between being comfortable and feeling secure, and
fearing that you may lose everything that you’ve worked for. Once you're secure that
you’ve got all your needs covered, you can begin to think about the things you want.

Maybe you want to build a great portfolio (we spend all of Part 5, “Smart Investing in
This Stage of Life,” talking about investments), or perhaps you’ve been dreaming of a
fabulous vacation to the Australian Outback. A little vacation home might be nice, or
maybe now’s a good time to think about upgrading your car. Let’s have a look at some of
the wants you can think about after your needs have been met.

A Tropical Paradise for Two

Maybe you’ve put off vacations for a while, opting instead to use that money to buy and
furnish your home, braces for the kids, a new car here and there, and so forth. Your
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vacations may have been pretty much restricted to a day or two at the beach, or a quick
get-away to a nearby city.

Finally, though, you’re able to think about a real vacation. Maybe you’ll take your family
to Disney World for a week, or you and your spouse will finally visit the Eiffel Tower. It’s
great to be able to plan to do something you’ve wanted for a long time, but take a minute
to weigh the cost of a great vacation against the security you want to have in retirement.

We’re not saying that you shouldn’t see the Eiffel

Money Morsel Tower—no way. The opportunity for travel is enriching
Check out Travelocity.com and broadening. We’re saying, however, that maybe you
for comparisons of prices don’t need to sail to Europe on the Queen Elizabeth 11

® of plane fares, hotel and stay in the most luxurious Parisian hotel.

accommodations, car
rentals, and even complete
vacation packages. It's on the
Infernet at www.travelocity.com.

Great trips are wonderful, but they’re a luxury. Just
make sure you don’t go footloose and fancy free at the
expense of your mortgage and retirement fund. And
watch that you don’t run up outrageous credit card bills
that you’ll end up paying until it’s time for your next
vacation.

A Cozy Little Cabin

Maybe you're at the point now where your mortgage payment is very manageable, or
you’ve even got it paid off. If so, you might be considering buying a vacation home.

A vacation home can be anything from a hunting cabin in the mountains without running
water or electricity to a luxury condo on Maui. What you get depends on what you want,
and what you can afford. Some folks love roughing it in the woods, while to others, the
only vacation spot worth considering comes complete with all the comforts of home and a
beautiful beach.

A vacation home can be a good investment and a means of getting a break at income

tax time (more about that in Chapter 12, “A Home Away from Home”), but again, it’s
definitely a want—not a need. If you've paid off your home or have a very manageable
mortgage, you have the funds needed for your children’s college educations, your car pay-
ments are under control, and you don’t have any other outrageous bills, a second home
may be within your reach.

A BMW of Your Very Own

If you’ve never had a brand-new car, or at least one that you really liked, you might be
thinking now about the perfect machine.
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Maybe you’re ready to say good-bye to the stodgy station wagon or van you always
needed to haul around your kids, their friends, and all their gear. Maybe the sedate sedan
you’ve been cruising in just doesn’t do it for you anymore. Perhaps you’re looking for
something with a little more style.

Luxury cars are expensive, there’s no question about it, and frankly, unless you’ve got
more cash than you know what to do with, we just can’t see spending $30,000 or $40,000
on a car. If you’re in a comfortable financial position at this stage, however, and you’ve
always wanted a BMW, go ahead and give one a test drive.

This may be the point in your life when leasing a vehicle makes more sense than buying
it. You don’t need a big down payment to lease, and you normally can afford to lease a car
that you couldn’t comfortably afford to own outright.

Leasing is the practice of paying a specified amount of money over a specified time for the
use of a product. It’s similar to renting, although some types of leases allow you to buy the
vehicle at the end of the contract.

An open-end lease permits you to buy the vehicle for its residual value at the end of your
agreement. The residual value is what a car is worth at the end of a lease agreement, and
the amount you’d pay to buy the vehicle at that time. A closed-end lease agreement states
that you simply turn in your vehicle and walk away.

There are some good reason to lease a car, and also some good reasons not to. We’ll talk
more about leasing in Chapter 7, “Trading In the Bikes for Cars,” when we discuss buying
a car for your teenager.

There are many more wants in which you could indulge yourself if you’re financially able
to do so. You could buy a boat, hire a decorator to do your house, or refurbish your
kitchen. It’s not wrong to want things, or to buy the things that you want. Just make sure
you take care of the needs first.

Understanding the Difference Between Want and Need

We’ve spent a significant amount of time discussing necessities versus wants. Hopefully,
you have a clear understanding of your financial needs, and what you might be able to
afford past those needs.

Just as it is for our children, the cookie jar is tempting. There are lots and lots of goodies
out there, and advertisers tell us that we should have them all.

Credit cards and bank credit can be a tempting means of providing us with the toys we
think we need. If we recognize the difference between wanting and needing, however, we
may be better able to resist the temptations of overspending and running up debt. Middle
age is a great time to look ahead, financially. The trick is to balance the present with the
future, so you’ll be able to enjoy yourself now as well as after you retire.
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Get Real

It’s imperative at this stage of your life to do a quarterly reality check. Are you struggling
to make ends meet? Are you paying the minimums on your credit cards while wondering
if you’ll be able to pay them off the next time around? Or are you saving every penny you
can, gloating about how comfy your retirement years will be?

Most of us are somewhere in between, and that’s good. You need to recognize what you
have, what you need, and what you can afford to want. Hopefully, you recognize that
wanting something doesn’t mean you’ve got to have it immediately—or even have it at all.

If you know your limitations and stay within your means, you’ll be much better off finan-
cially in the long run and a lot happier in the years to come.

The Least You Need to Know

¢ There’s a big difference between what you need and what you want, and it’s impor-
tant to know the difference.

¢ Everyone should have an emergency fund containing between three and six months’
income.

¢ Having the necessary insurances will assure that you’re covered and give you peace
of mind and security.

¢ Once you've got all your financial needs taken care of, you can think about some of
the things you want, such as vacations or a new car.

¢ It’s important to do periodic financial checks so you know what you can afford—and
what you can’t.
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On the Plus Side

In This Chapter

¢ Considering your assets

¢ Your home as an asset

¢ Salaries, savings, and investments
¢ The vehicle that you drive

¢ Valuing nonmaterial assets

Many of us probably look back occasionally with incredible fondness at our
youth. We think of how carefree we were, with no house to take care of, no
children to worry about, no elderly parents requiring our time.

Sure, you had a job and some other obligations, but those were nothing like
the responsibilities you have today. As you look back through those rose-
colored glasses, however, try to recall some of the less desirable aspects of
your younger years.

Most of us probably had incredible anxiety over things like whether the guy
or girl you were going out with Friday night would like you, and how the
evening would turn out. Or whether your boss would notice the report he
asked for was a day or two late. Would you be able to afford a new muffler for
your car? Would you have enough money to go away for the weekend, or did
you have to save it all in order to pay the rent next week?
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When you really think about it, you’ll probably conclude that being young and just start-
ing out had some drawbacks as well as some advantages.

Hopefully, you’re more financially comfortable today than you were 20 or 30 years ago
even if you’re not quite at where you had hoped you would be by now. In this chapter,
we’re going to consider your assets—both the material kind and the really important
assets like family and good friends. Let’s take a look on the plus side. You just might end
up feeling better than you thought you would after reading this.

Your House

If you own a home, you’ve got a great investment, and you’re in some good company.
Almost 72 million Americans owned their own homes in the latter part of 2000, according
to the U.S. Department of Housing and Urban Development.

Whether you'’ve lived in your home for 25 years or two months, it no doubt is very
important to you. We go to extraordinary lengths to make our homes and yards attractive,
and we invest a lot of ourselves—not to mention our money—in our homes. Why?

To most people, a house is much more than a building in which they live, or an invest-
ment that they hope to resell for more than what they paid.

Your house is the place where you raise your kids, and maybe care for your grandkids,
too. It’s where you entertain your friends and family. Your house is filled with (or will be)
memories of birthday parties, dinners with friends, and nights by the fireplace.

You decorate your house on special holidays, and watch to make sure the roof isn’t leaking
or the paint peeling too badly from the window sash. Your house is your escape from the
big, noisy, and busy world. It’s the place you can go and take your shoes off, and just relax.

In addition to all that, your home probably is the most expensive investment you’ve ever
made. Whether you paid $80,000 or $300,000 for your home, it probably represents a
good portion of your overall assets. If you’ve been in your home for a while and have a lot
of equity, the property is a good source of financial security. Equity, you’ll remember, is
the difference between the current market value of the home, and what you still owe on
the mortgage.

You can borrow money against the equity in your
home. Or you can downsize after your kids have moved

Almost 68 percent of Americans out and invest the money you make from the sale of the
own their own homes—a record bigger house in your retirement fund.

high. There must be something

about home ownership that we If you find when you’re older that you’re strapped for
like! cash, you can even take out a home equity conversion

loan on your home, also known as a reverse mortgage.
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These are arrangements in which a lender pays the homeowner (that would be you) a
monthly payment with the idea that the lender will be repaid after the property is sold. It’s
the opposite of a traditional mortgage, in which the person living in the home pays a
monthly rate with the goal of eventually owning the property.

There are several types of reverse mortgages, including those that are federally insured,
those that are uninsured, and one called a reverse annuity mortgage. Each type includes
advantages and disadvantages. A reverse mortgage, which is available in most states
through a bank or agency, is probably not something you would consider for now. Reverse
mortgages aren’t available to folks in their 40s and 50s, but you can keep this information
in mind for later, or in case it becomes necessary for your parent.

Maybe you’re at the point where you’re starting Money Morsel

to think about moving. Maybe you’re tired of
spending all weekend keeping up with your

Just for fun, go to www.

& rcalior.com, and click on

@ the area that says “average
home price.” Enter your zip
code when the box comes

Dad has to move in with you. Maybe your house onto the screen, and you'll get,

is just too big, now that the kids have moved out. in addition to the average home

. rice, all kinds of great informo-
All of Part 3, “Hearth and Home,” is devoted to P ,b grea 4
housing i . ' spend time discussin tion about your own zip code
P(l)uslng 1ssu;,s, sowe ‘::'mk' Sp b scu bh g area. You can check out the
them now. If you are thinking about moving, how- crime rate, average age and
ever, you've made a wise choice to start looking at income of residents and a lot
your options early, instead of waiting until you’re more.

forced to make a move. It’s always better to move

yard work and are thinking of moving to a
place with less upkeep. Or maybe you’re look-
ing for a home that would be suitable in case

because you want to than because you have to.

Income

Regardless of what your income is, you probably wish it was more. The most frequent
job-related complaints don’t involve bosses or working conditions—they’re all about
salary. Living these days costs a lot of money, there’s no question about it. We swear that
groceries cost more every time we go to the store. Gas prices are enough to make you
want to take a train. Dinner for two can easily top $60 or $70. Even a movie for two with-
out the popcorn can run you $15 or $20. If you’re still looking down the road at paying
college costs while trying to save up for retirement at the same time, chances are you
sometimes feel a little squeezed in the financial department.

Maybe you’re lucky and have a fabulous job with a great salary. They’re out there, after
all. In 1999, John T. Chambers, the president of Silicon Valley—based Cisco Systems
received total compensation (cash, bonuses, his gain on stock options, and other forms of
compensation) of $121,701,629. That’s—no kidding—more than $120,000,000.
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out
the

Handbook from the Bureau of
Labor Statistics. You can find
it online at stats.bls.gov/
ocohome.htm.

9 including average salaries,

72
]

Money Morsel Don’t feel too inferior, though. Chambers, who was 50
at the time, was the highest-paid of all Silicon Valley
executives that year. Poor Timothy Cook, the senior
vice president at Apple Computer, was the 100th high-
est paid. He made only $4,260,818 in total compensa-
tion. Cook was 39 at the time.

For information about every
job you can imagine,

required training, job out-
looks, and so forth, check
the 2000-2001 edition of

In all likelihood, your salary doesn’t come anywhere
Occupational Outlook

close to what either Chambers or Cook earned in 1999.
Hopefully, though, you’re making enough to live com-
fortably while still able to save some money for later in
life. Regardless of what your salary is, it’s probably your

main source of income and a very important asset. It’s

what you count on, week after week, and month after
month. It buys your groceries, pays your mortgage or rent, and keeps your lights, phone,
and cable turned on.

Without your salary coming in, life could get pretty uncomfortable. You’d probably be
forced to very quickly alter your lifestyle and rethink your priorities. You should have an
emergency fund available that would cover your living costs for three to six months in the
event that you lose your job, get sick and can’t work, or face other emergency circum-
stances.

If you’re really dissatisfied with the salary you’re earning and you’re convinced that you’ve
performed your job at least adequately, consider asking your boss for a raise. Check out
comparable salaries in similar companies. Look in the classified employment ads to get an
idea of salaries for jobs like yours. If you do decide to ask for a raise, keep these pointers
in mind.
¢ Approach your boss with confidence. He probably doesn’t enjoy talking about
money any more than you do.

¢ Have some data ready. Show him some salaries of comparable jobs at other compa-
nies that are higher than yours.

¢ Remind your boss of your strong points and times that you’ve gone above and
beyond the call of duty.

¢ Listen respectfully to her responses, but don’t give up too easily if you really think
you deserve a raise.

¢ Be polite, even if your boss says no to your request, and start planning how you can
improve your pitch for the next time around.

If you’re a good employee and you’re staying in a job for which you’re badly underpaid
out of loyalty, or inertia, or because you’re scared to make a move, know that you’re not
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doing yourself or your family any favors. There is a high demand for experienced, depend-
able employees right now. If you’re not getting the salary you deserve, you should look
around at what else is available.

Money Morsel

If you're looking for a job, remember that the Age Discrimination in Employment
Act of 1967 was written for people who are 40 or older. If's fo protect us from
‘}a‘.ﬂ employment discrimination based on age, both as employees and job applicants.
If you feel that you've faced discrimination because of your age, contact the U.S.
Equal Employment Opportunity Commission. Check to see if there's an office in

‘ your area. If there isn't, call 1-800-669-4000.

If your salary doesn’t seem like it’s enough, maybe you ought to look at bit more closely
at how you’re spending it. We'll talk about budgeting in Chapter 5, “Getting It All To-
gether,” but for now, just give a little thought about where your salary—one of your chief
assets—goes.

Savings and Investments

If you’ve been watching and planning your finances up to this point, you should have
some money in savings accounts and other investments. Most people automatically think
of the stock market in terms of investing, but you could have multiple investments with-
out owning one stock.

There are many types of investments—stocks being just one of them. If you’ve been con-
tributing to a 401(k) plan at work, that’s a very good investment, and one you’ll be really
happy to have when you retire. Other retirement-based investments you might own
include individual retirement accounts, Roth IRAs, SEP IRAs, Keoghs, and annuities.

In addition to retirement accounts, which we really hope you've got a good start on, you
may have other investments as well. These could include stocks and bonds, mutual funds,
money market accounts, and certificates of deposit. You may have money invested in real
estate, personal property, or collectibles.

You should have some money available in savings accounts, although it’s not a good idea
to keep too much money there. Most financial planners will advise you to keep enough in
your savings account to help you with your bills and ensure adequate cash flow. If a major
bill is due on Tuesday, and pay day isn’t until Friday, you can use the money in your sav-
ings account to cover the bill, then pay yourself back when you get paid. You probably
shouldn’t keep more than about $3,000 in a savings account.
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All these accounts and other investments are important assets that you should carefully
monitor.

Vehicles

We Americans sure do love our vehicles, don’t we? Ever since Henry Ford rolled out
that first Model T in the early part of the twentieth century, we’ve been in love with auto-
mobiles.

We write songs about them, collect replicas of them, spend hours washing them, and
compare the ones we’ve got to what somebody else has. Cars and their variations—trucks,
vans, and sport utility vehicles—are by no means unique to America, but many people in
other countries have trouble understanding our fascination with them. They also harbor
some resentment over our gas-guzzling vehicles and how they eat up so much more than
our share of that limited natural resource—oil.

All that aside, your car, truck, SUV, or whatever assemblage of vehicles you own, must be
included with your assets. If you’re financially savvy, you’re not likely to get sucked into
the vehicle game that requires you to have two designer-edition SUVs in the driveway
and a flashy little Boxter in the garage to drive on weekends. All that status comes at a
high price. Unless you’ve got more money than you know what to do with, we’re hoping
that you’ve got a couple of Fords parked in the driveway and the rest of that SUV/Boxter
money invested in your retirement funds.

Your Family

We all know that families can be exasperating. Your spouse or significant other sometimes
irritates the heck out of you. Your kids, stepkids, his kids, her kids—whoever they belong
to—talk back to you and get huffy when you try to pass along the smallest bit of advice.
Your mom still think she can tell you how to live your life, and your stepdad has an
annoying habit of showing up on Saturdays and hanging around for hours. A bit of sibling
rivalry remains between you and your brothers and sisters. Your aunts and uncles still
embarrass you at family get-togethers, and your cousins think that it’s fine to tease you
the way they used to when you all were kids. Family ...

What is a family, anyway? These days, there are more definitions for family than there are
for middle age. One thing we know is that the definition of family has changed signifi-
cantly in the past 40 or 50 years. Gone are the days when the only “real” families were
those with two parents who lived together with their children. We came across a defini-
tion on the Internet that we like. It says simply, “The family is who they say they are.”

Nowadays, families are anything from two parents and kids to same-sex couples. There
are single parents raising their kids, and families where two sets of kids live with a parent
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and stepparent. There are grandparents raising grandkids, foster parents raising kids, and
people who share housing out of necessity.

However you define your family, and as trying as your family members may sometimes be,
think for a minute how empty your life would be without them. Family and real friends—
the people who stick by us through everything—are the greatest assets and should be
those that we guard most closely.

A Place in Your Community

By the time you reach middle age, many people have found their place within the commu-
nity where they live. You’ve probably made some friends—good friends—in your commu-
nity. Maybe you serve on a municipal or school board, volunteer at the local library, or
coach your son’s Little League team. Perhaps you’re active within your church or syna-
gogue and have connected there with other community members. Or, you might direct a
theater group or run a community music school.

Most people enjoy getting involved with the people and activities around them. Not
everyone, however, has the opportunity to be a part of a community, and some people
simply don’t choose to be.

Those who have to move frequently because of @ GTION) ,
their jobs or for other reasons may never get a I Don't Go There

chance to connect with the people around \ Don't expect your kids
them. People in poor health may find it difficult io be community-minded citizens
to be involved in their communities. And, those if you're not. Some parents want
folks who work 60 hours a week and 12 more on their children be involved in com-
weekends are not the most likely candidates for munity events while they ignore
community-minded citizen awards. Some people what's going on around them.
simply prefer to keep to themselves and not get Kids learn first by example.

involved with their communities any more than is
absolutely necessary.

Being an active part of your community can be a real asset. The best way to get to know
people and to pursue your own areas of interest is to get involved. Some advantages of
being active in your community include the following:

¢ Provides opportunity to meet people and make new friends. This is especially
important if you’ve recently moved to a new community.

¢ Keeps you informed about what’s going on and gives you a chance to be part of
decision making. If you’re involved, you’re more likely to know what’s happening in
your community. We’re not saying you should get involved so that you get the latest
gossip, but you will be more informed if you’re active, and will have a voice when
decisions are made.
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¢ Gives you a greater sense of purpose. We all need to feel that we give something
back, and contributing to your community is a great way to do so.

¢ Gives you opportunity to pursue your interests. If you’re an avid conservationist,
start an environmental group in your community. If you love dance, organize a com-
munity dance center.

¢ Keeps your community strong. Communities need people to make them work and
run effectively. People working together toward a common goal form the basis for
strong, healthy communities.

If you don’t think of your community and the opportunity you have for involvement there
as assets, give the concept a little thought. Your community is really an extension of your
family and your home. It’s the place where you make your life.

Hopefully, your assets are many, and you’re grateful for them. Remember when you tally
up your balance sheet of life that your assets include a lot more than your home and
portfolio.

The Least You Need to Know

¢ One of the advantages of middle age is that you've had time to build up some
assets—both material and nonmaterial.

¢ Your house probably is your most expensive asset, and one that can serve you well in
the future.

¢ There are various types of investments, all of which come in on the plus side of your
ledger.

¢ Vehicles can be assets, but they also can be a drain on your finances.

¢ The most important assets aren’t money, houses, or cars; they’re your family,
friends, and community.
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In This Chapter
Adding up your liabilities
Mortgages and refinancing

Dealing with credit card debt

Cutting daily expenses

*
*
*
¢ Getting the best deal on a car loan
*
*

Minimizing the financial ouch of divorce

You'’ve got your home, your salary, some savings and investments, a couple of
vehicles, and the not-so-tangible assets such as your family, friends, and your
place within your community.

Sounds like you're doing just fine.

Of course, life isn’t all assets. Chances are you have some liabilities as well.
Hopefully, the numbers you tally up on the minus side of your balance sheet
aren’t out of control, and you’re managing nicely.

In this chapter, we’ll take a look at some of the common liabilities most of us
deal with, such as mortgages, credit card debt, car payments, and routine liv-
ing expenses. Some of us have extra expenses we need to take care of such as
payments to an ex-spouse or child support.
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While bills and payments are parts of life, it’s important to keep them in balance with
your assets. If you routinely run up more credit card debt than you can pay off, you're
headed for serious trouble.

Your Mortgage

It’s ironic in a way, that while your home is one of your primary assets, the mortgage on
that home factors high on your list of liabilities.

It’s a fact of life that most homeowners need to borrow funds to pay for their homes, and
then spend a good chunk of their lives paying the money back, along with a hefty dose of
interest.

Mortgage interest, however, has a huge advantage over car loan or credit card interest. As
you probably know, the interest you pay on your mortgage is tax deductible. Every April,
you get to note on your tax return the amount of mortgage interest you’ve paid that year.
Deducting the interest payment can significantly lower the amount of money you’ve got
to hand over to Uncle Sam. Financial planners net this figure (interest paid less the tax
savings), knowing that being able to deduct mortgage interest lowers the cost of borrow-
ing for the house.

At this point of your life, you may or may not have a mortgage. If you’ve lived in the
same house since you got married when you were 24, you very well may have paid off
your mortgage by this time. Many of us, though, are still paying—either on our first
home, or because we’ve moved to a more expensive home and needed to borrow to cover
costs.

If you no longer are paying a mortgage, you’ve hopefully found some other helpful tax
deductions. And you can skip over the rest of this section.

Those who are still struggling with house payments, however, may wonder from time to
time whether you've got the best type of mortgage you can. Maybe you've thought about
refinancing your mortgage for a lower interest rate. Some folks refinance every time the
interest rate drops even the slightest amount. Others
regard refinancing as too much trouble, or not worth
the money you have to pay to do it.

A lower inferest rafe isn't the only
reason people refinance their Deciding whether it’s worth refinancing your home can

homes. Many people refinance be a challenge, for sure. You refinance in order to save
to accommodate debt consolida-
fion, or to pay for remodeling,
college bills, and so forth.

money, but how do you know when the interest rates
have dropped enough to make it worthwhile? If the
drop has been significant, you might be able to refi-
nance into a lower-cost loan, which can put extra dol-

lars in your pocket.
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Be aware, however, that just because a loan offers a lower interest rate, does not mean that
you’ll save money. To refinance a mortgage or equity loan, you’ll have to pay title insur-
ance; loan fees, such as a broker’s commission and appraisal fee; and points (a fee imposed
by the lender that equals a percentage of the loan amount) all over again. These costs can
take a big bite out of any savings you’ll realize from reduced interest rates and lower
monthly payments.

If you’re thinking of refinancing, you’ll need to find out how much it will cost to do so,
and then figure out how long it will take you to recoup those costs. A representative from
the lending institution you’re using should be able to help you determine that.

When negotiating a refinancing deal, you’ll have to decide whether you’ll pay the fees up
front, or include them in the amount of your loan. There is a type of loan called a no-cost
loan, which allows you to waive the up-front costs and have them included in amount of
your loan. The interest rate on your loan will increase one-eighth of one percent for every
point you opt not to pay at the time you refinance.

If you choose a no-cost loan and pay no points or other loan expenses up front, you can
typically expect to pay between half and five eighths of 1 percent higher than you would
for the same loan on which you’d paid the expenses up front.

If you plan to stay in the home for more than
five years, it’s a good idea to pay as much of the
loan costs up front as possible so that you can
lock in a lower interest rate. Here’s why.

Adding It Up _

- Points are expensive
and can be a problem if you
have to pay them up front. Equal
to one percent of the total

Let’s say you get a $200,000 loan at 6.7 percent.
You pay $5,000 in total loan costs and points.

Your friend, however, borrows the same amount amount of the loan, one point on

of money, but opts to pay no costs up front. His a $100,000 loan is $1,000.

interest rate, as a result, is set at 7.4 percent. Three points are worth $3,000,
and so forth.

At the end of 10 years, you will have paid about

$128,900 in interest, compared to $139,400 for
your friend. You’ll have saved $10,000 in interest, from which you’ll need to subtract the
$5,000 you paid for fees at the start of the loan. Still, over 10 years you’ve saved $5,000.

Another reason you might consider refinancing is to change the length of your mortgage.
Many people refinance a 30-year mortgage to get a 15-year mortgage as their financial
situation changes.

Or if you have a fixed-rate mortgage, you may be interested in refinancing to get an
adjustable-rate loan with a lower interest rate.
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Fixed-rate mortgages usually carry higher rates than adjustable-rate loans. They make
sense for homeowners who plan on holding a mortgage for a longer term (at least seven
years), and who don’t like the rate fluctuations that occur with an adjustable mortgage.

A fixed-rate mortgage is
one where the interest rafe
remains constant over the life of
the loan. An adjustable-rate
mortgage is one where the rate
normally stays the same for a
specified amount of time, and
then may fluctuate.

Adding It Up _

Money Morsel

Get dll the information you
need about morigages af
3 Mortgage.com. You can
find it on the Internet at
www.mortgage.com.

When interest rates drop, as they’ve been doing re-
cently, many borrowers rush to dump their adjustable-
rate loans for the certainty of fixed-rate mortgages. If
you expect to move or refinance over the next five to
seven years, however, an adjustable-rate mortgage prob-
ably will result in fewer costs.

There also is a type of mortgage known as a two-step,
or hybrid adjustable loan. This has a fixed rate during
the first three, five, seven, or ten years (depending on
your agreement), and then converts to a standard
adjustable or fixed mortgage. These loans offer the
comfort of a fixed-rate loan during the initial period
and have a lower rate than the average 30-year fixed
rate.

There are many types of mortgages available, as dis-
cussed further in Chapter 13, “Paying for a New Home
or Second Home.” If you're interested in refinancing to
get a better rate, a different type of mortgage, or to
change the length of your loan, keep the following tips
in mind.

¢ Don’t get a loan with a repayment penalty. This provision typically charges you a
fee if you repay more than 20 percent of your loan during the first 5 years.

¢ Get the lock-in in writing. Some lenders will lock the interest rate on the mortgage
for a fee. Some lock-ins allow borrowers to benefit from a drop in interest rates
while protecting them from increases.

¢ Shop around. Compare the fees and terms of at least four lenders. Look at the rates
and the total cost of refinancing from each lender.

¢ Don’t allow every potential lender to run a credit check on you. You can’t blame
potential lenders for wanting to be sure that you’re credit worthy, but repeated
requests for credit reports can send up red flags at the credit agency and actually
lower your credit score. Allow the first lender you contact to run a credit report on
the condition that you receive a copy. Provide the report to other lenders as you

shop around.
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Many mortgage refinancing companies are
replacing 30-year loans with 15-year mortgages.
A shorter-term mortgage usually offers slightly
lower interest rates, which will save a lot of
interest over the life of the loan. This means,
however, that your monthly payments will be a
little higher. Shorter-term loans are a good idea
for people who want to pay off their mortgage in
time for retirement.

Biweekly mortgage payments allow you to make
26 mortgage payments a year, which is equal to 13
monthly payments instead of the usual 12. This is
a disciplined approach to paying off your mort-
gage early. Ask your lender about the possibility
of changing a monthly 