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Introduction 
Now that you are getting out in the world and becoming independent, you will have to 
make your own decisions about how you live your life.  One major decision is how to 
use your money.  I wanted to take a little time to put my thoughts down so you can 
make better decisions and take control of your finances.  What I will write will not be a 
complete financial guide, rather some tips, insights that I have, and some of my values.    

You will live your life differently than I did, as you have had a different situation growing 
up than I did.  I developed values based on my observation of how my parents and 
grandparents lived.  My parents lived differently than your Mom and Dad.  I was raised 
with limited family financial resources because of our large family and one-income 
earner.  I didn’t have any money growing up.  I knew nothing about investing.  I had 
nothing to invest.  My main goal was to strive for security – financial security.  I never 
wanted to be dependent on anyone else.  I wanted to become Financially Independent.  

Laura and Kristin, I am writing this for you.  If you let someone else read it, remember to 
tell them that I am not a financial advisor and their situations may be different.  These 
are my thoughts, opinions, and values.  In many cases, this is what I have done or still 
do.  This is general information for you and advice for you two, not meant for anybody 
else in particular.  Also, this is not a complete description of all financial matters.    

I have made many mistakes in saving, investing, and other financial matters.  However, 
I have learned from my mistakes and other people’s mistakes.  I have listened to a lot of 
advice and read a lot of facts and opinions.  All of this is boiled down into what I believe 
now.   

Also, I have continued to learn.  This is a revision of the 2007 version.  Changes are 
marked in red text. 

For young people reading this:    You have your whole future in front of you.  Your future 
will be determined by the choices you make.  The information in this book can change 
your life.  It won’t be easy, but it will be worthwhile.   

For older people reading this:    We can’t change the past.  We are where we are based 
on the choices we made in the past.  We did not always have all the information we 
needed to make the best choices.  Hopefully, we have time to make the best of our 
personal situation and teach our children to have a better life.  Successful or not, we 
have all made mistakes.  The true test is how we learn (and teach) from our mistakes 
and from what we have done right. 

 

If you have questions or comments, feel free to email me at kirk.rydland@comcast.net. 

If you know of someone who would like a copy of this book, email me. 

If you find that this is helpful, please send a donation to your church or charity  

 

 

 

mailto:kirk.rydland@comcast.net
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Disclosure:   

The information in this book is for information purposes only. It is neither an offer to sell securities nor a 
solicitation of an offer to buy or sell securities. 

All information in this book is not intended to provide professional or investment advice. Therefore, you 
are advised to seek independent professional advice. 

Investments are subject to investment risks including possible loss of principal amount invested. The 
price of an investment may move up or down and may become valueless. If the investment is 
denominated in a foreign currency, factors including but not limited to changes in exchange rates may 
have an adverse effect on the value, price or income of an investment. Past performance figures 
including any projection or forecast are not necessarily indicative of future or likely performance of any 
investment products. 
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Stages in Life 
There are several stages in life that will present you with opportunities and challenges.  
The decisions you make can change over time depending on your circumstances.  With 
each stage you will have different financial goals. 

 Dependent – Mom and Dad pay for most things.  Did you learn good values from 
your parents? 

 Out of college – on your own – You have a job and spare money for the first time.  
Will you use it wisely? 

 Married – Mutually agreeing on how to handle money.  Developing mutual goals 
that become a part of the marriage.  Will you avoid the problems that many 
couples have with money?   

 Parenting – Besides the big job of being a mother or father to children, you have 
additional financial responsibilities, both daily and long-term.  Will your children 
learn good values from you? 

 Retiring – Living off the assets you spent a lifetime to build.  Did all the planning 
you did pay off with a secure retirement? 

 

Tip:  Money doesn’t come with instructions. 

 

Tip:  Balance – With everything, you need a balance.  Don’t be cheap, but don’t blow 
your money.  You can be thrifty and still spend money enjoying life. 
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Dependent 

While you were children and teenagers, you didn’t have very long term financial goals.  
They were short term in nature – money for clothes, entertainment and miscellaneous 
expenses.  We helped with the transportation and college education.  You did get a start 
in a few areas: 

 Having a small ‘income’ (allowance) to teach you how to make wise choices with 
what money you had available to spend. 

 Checking account.  You learned how to balance your checkbook. 

 Debit Card 

 Credit Card 

 Savings account 

 IRA   

 

Tip:  Don’t carry a balance on your credit card.  Always pay the balance off every 
month.  If you don’t pay it all off, you will get killed by the interest charges.   

Tip: Using your credit card wisely will allow you to establish good credit.  Benefit:  Good 
credit will allow you to get a better interest rate on a loan (car and home). 

 

Thrifty Tip:  Discover Card and others credit cards give you money back for your 
charges.  You can actually make money off a credit card!   

 

Tip:  Balance your checkbook every month!   
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Out of college – Finally on your own! 

This will be an exciting time for you.   

Once you are out on your own, the first thing you need is a job.  You can’t do much 
without money coming in.  The type of job you get and how well it pays will determine 
how you handle your money.  It is a good feeling to finally have some money – real 
money that you are earning. 

This is a good time to start a budget.  It doesn’t have to be elaborate, but you need to 
know where the money is going.  You also need to know what money is coming in.  
(See the chapter on ‘Starting out – Earning, Spending and Saving’) 

Some things that you will need to address: 

 Rent (and utilities, cell phone, cable, internet) 

 Food 

 Clothing 

 Furniture 

 Transportation (metro, car loan payment, gas, auto insurance, maintenance – oil 
changes and car repairs) 

 Entertainment; vacations 

 Savings 

 Taxes 

 Church; charitable contributions 

 

Successful Investment Tip:  Pay yourself first!  It is easy by setting up a systematic 
monthly deduction from your paycheck towards savings and/or investments. 

 

Some saving goals you may consider are: 

 Saving for emergency.  This is the most important saving to begin.   

 Saving for a new car.  The emergency fund can be used for this purpose.  

 Saving for your first house or condo.  The emergency fund can be used for this 
purpose. 

 Saving for retirement.  You may think this is a long way off, but there is this 
secret of investing – use the power of compound interest.  See “Rule of 72” in the 
“Investment Principles” section. 

Start savings as soon as you can.  As you get raises increase your saving.  When you 
get a bonus or an income tax refund, save a portion of it. 
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Thrifty Tip:  No one ever died from using coupons.  Take the money you save from the 
coupons and put them into savings. 

 

Thrifty Tip:  When you want to buy a new car, try waiting a few months more and put the 
monthly loan payment into savings to prepare you for the monthly loan when you do buy 
the car.  The extra money saved can be used – and needed – for emergency car repairs 
in the future! 

 

Thrifty Tip:  Purchasing a car is a huge expense when you are starting out.    Do you 
really need a large, expensive car/SUV?   Will a smaller car make more sense?  The 
difference between a $35,000 SUV and an $18,000 Honda Civic is huge.   You may 
have a loan for 4 to 5 years.  Do you really want to strap your finances with a large car 
loan?  You could better use that savings for other things that you need. 

 

Tip:  Pay all of your bills ahead of time.  Never pay late.  Paying bills late can cost you in 
late fees and lowering your credit score.     

 

Thrifty Tip:  Save your change.   
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Married 

Once you get married, life changes.  Now you are not living for yourself, you are living 
for both of you.  You two are now one.  I believe that your income is both of yours and 
his income is both of yours.  Remember two living together with two incomes is better 
than each of you living on your own.  Instead of two rents (or mortgages), there is one.  
This should be a good time to save for a house, appliances, furniture. 

Before you get married, it is a very good idea to see how your financial values match 
your partner.   Some important questions:  

 Should we put both our incomes into one checking account or keep separate 
checking accounts?    (I think separate checking accounts are a recipe for 
disaster.  How do you split up joint expenses?  Food, utilities, mortgage, etc.) 

 Do you have the same financial goals?   

 Are both of you ‘savers’?  Are both of you ‘spenders’?  Is one of you a ‘saver’ and 
one of you a ‘spender’? 

 Do you both agree on large purchases, such as cars?   

 There will inevitably be inequalities in spending between you and your husband.  
How will you handle it?  Will you or he be jealous? Resentful? 

 How will your husband handle the situation if you get paid more than him?  Will 
he be defensive, feel inferior?  (Not me!) 

Some saving goals you may consider are: 

 Saving for emergency.  You will have emergencies.  In fact, with your two 
incomes, the size of your emergency fund will need to grow.   

 Saving for a new car.    

 Saving for your first house or condo. 

 Increase your saving for retirement.   
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Parenting 

Once your first child arrives, life changes again.  Now you have more mouths to feed 
and bodies to clothe.  Your expenses will be higher.   

When it comes to saving for college, the earlier you start the better.  When your children 
are young, you can probably afford it more.  As kids get older, the expenses get higher. 

Paying for college is a big financial commitment.  There are several ways to provide the 
funds: 

1. College savings plans (invested in mutual funds).  Currently, they are called “529 
plans”. 

2. Student Loans 

3. Summer jobs 

4. Parents’ investments 

5. Parents’ income 

Make a will.  It is important that you legally document how you want your assets 
distributed, who should manage your finances, and who should take care of your 
children. 

   

Tip:  Positive Attitude.   

Which is the more positive attitude for financial challenge? 

“We can’t afford that.” 

“How can we afford that?” 

 

Tip:  College saving or Retirement savings?   

There are many ways to save for college.  If you don’t have enough money saved, there 
are the other ways listed above that you can finance college.  But, you have only one 
chance to save for retirement.  It is up to you.  So don’t sacrifice retirement savings for 
college savings. 

Answer:  Retirement saving has priority. 
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Retirement 

This part of life is not written from experience.  We have not written our retirement yet.  
Our thoughts are to use our Financial Independence to be able to do what we want, 
when we want.  Work should not be a necessity, rather a way to stay active and 
engaged.  

If you have invested wisely and patiently and are now Financially Independent, then you 
can write it any way you choose.   

You now need to be able to live off your investments.  I have heard a rule of thumb that 
if you want your money to last, you should limit your annual withdrawals to 4%1 of the 
value of your investments.  For example, to live on $80,000 your first year of retirement, 
you will need to have $2,000,000 invested.  By staying invested, your investments 
should be able to keep up with inflation and withdrawals so that when you withdraw 4% 
the next year, the amount you are withdrawing is more than $80,000 because your 
investments grew to more than $2,000,000.  Your investments need to remain invested, 
although not as aggressively as when you were younger.  

You may be saying “$2,000,000!  Wow!”  Guess what?  You will need more, much 
more!  Use the ‘Rule of 72’ on your income, inflation, and investments to estimate what 
you will need to retire.   Your Financial Independence number may seem out of reach, 
but it is not.  If you follow these principles in this book, you can achieve this goal.  Just 
keep reading for the ‘Rule of 72’ and ‘Compounding Interest’. 

 

Reality check:   

Millionaires aren’t what they used to be.   

50 years ago, it used to be a very big deal to be a millionaire.  Due to inflation, a 
millionaire in 1965 (when would have to have more than $7,550,000 in 2015 to have 
comparable amount of money.  (Source:  www.usinflationcalculator.com ) 

And 50 years from now, it will be much, much higher.  People will need an ‘eight figure’ 
net worth to retire. 

 

                                                 
1 I used to think that 5% was the withdrawal rate.  I have since learned that 4% is more reasonable.  3% would be 

even better. 

http://www.usinflationcalculator.com/
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Starting out – Earning, Spending and Saving 
When you have made the decision that you want to go out on your own and build your 
future, you need to be ready to take on the challenges of earning, spending, and saving.   
Once you have a grasp on your earning and your expenses, you can begin saving.  
Once you begin saving, you can look into building your wealth – saving your money, 
investing your money. 

When you begin working and earning, you may think, “Wow, this is great!  I am making 
a lot of money.”  You may be making a lot of money (at least more than you were in 
college or high school).  Is it enough?  Now that you have money, you will want and 
need things – a place to live, food, car, clothes, and the list goes on.   

Before you get too excited, you need to step back and look at reality.  What are my 
expenses?  Are they more or less than my income?  Where is all the money going?   

What you really need to do now is get a grasp on your expenses.  It is time to make a 
budget.  

Budget – starting out 

The word ‘budget’ is not a very exciting word.  In fact, I didn’t even want to put a chapter 
in this book on budgeting because nobody likes a budget.  To most people a budget is a 
way to deny your pleasure.  However, as I talked to young adults, I found that they 
didn’t have any idea of what they were going to get into.  They were in essence saying, 
“How do I start?” 

I like to think that there is another way to look at a budget.  A budget gives you piece of 
mind.  Although the results of a budget may be a bit unsettling (not much money left for 
fun), it does let you know where the money goes.  It is better to know your financial 
situation before you get into trouble (i.e., debt) so you can avoid the problems that can 
snowball on you.  It can tell you whether you can afford something now or whether you 
need to discipline yourself to save for it. 

Figure 1: Sample budget is an example:  A recent graduate from college, living in a 
metropolitan area, earns $40,000.  The company he works for offers a 401(k) that 
matches up to the first 5 percent.   He wants to get started because he read ahead to 
the ‘401(k)’ section and the ‘Investment Principles’ section.  He likes the idea of ‘free 
money’.  In fact, he looks at the reduction of taxes due to his contributions and the 
amount of ‘free money’ his company is giving him, he figures that (1) by investing he 
feels excited that he has something to show for his hard work, (2) he gets ‘free money’, 
and (3) it feels like he is earning more than $40,000. 

This is just an example and your situation will be different.   

A couple of suggestions: 

1. As you notice, the rent is high.  You have some options to pick an affordable 
apartment and get in with enough roommates to reduce your costs.  An 
alternative, if done right could benefit both you and your parents.  If you have the 
opportunity to live at home for a while to pay off car loans or school loans, you 
might consider living at home.  If done correctly, this gives you an opportunity to 
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show your parents you are maturing.  You can either pay off debts or pay your 
parents rent or save money in a dedicated savings account to be used to move 
out when the time is right.   

2. Write down everything you spend for a few months.  Everything.  Whatever 
budget you start with will be wrong.  For example, you can guess what your 
groceries will be, but until you have actually bought them for a few months, you 
won’t know for sure what it really costs. 

3. I estimated 25% for the taxes.  After a few paychecks, you can determine the 
correct amount in your state. 

4. There may be ways to save money in some items.  Take cell phones.  If you stay 
on your parents plan with multiple phones and pay them the amount for your 
phone, it would be cheaper than getting a contract for yourself only.  You may be 
able to do this on your car insurance, too.  Don’t abuse your parents.  If you do 
this, be responsible and pay your part of the bill.  You will gain their respect that 
you are determined to handle your finances.   

Finally, when starting out, it is difficult.  It was for me.  I lived at home, building up 
savings so that I could get on my feet financially.  It helped me when it came time to buy 
a house where you need to have a lot of money as a down payment.   

Getting started on your own is exciting, but be very careful.  Don’t fall into the trap of 
getting into debt.  Be thrifty until you get a handle on your finances.  Don’t blow it when 
you are just getting started.  Some people get into debt right after college and never get 
out.  Some people do the opposite – they don’t get into debt, start out thrifty, save and 
invest, and wind up becoming Financially Independent at an early age! 
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  Monthly  Comments Full year 

Income    

Salary - $40,000 3,333   40,000 

    

Expenses    

401(k) (5%) 167  With a 50% match, free money, this is a 
great start. (pretax dollars) ($2,000 + $1,000 
match) 

3,000  

Taxes (Assume 25%) 762  Federal, Social security, Medicare, state, 
local taxes – Painful.  Ouch! 

9,140  

Rent 700  You can control this with your choice of 
housing and roommates 

8,400  

Groceries 300  Less expensive than going out to dinner 3,600  

Medical / dental 
insurance 

120  Necessary.  Includes deductions from 
paycheck and co-pays. (pretax dollars) 

1,440  

Utilities 100  Electricity, heat, water 1,200  

Phone or cell phone 30   360  

Cable/Internet 50  Split with roommates. 600  

Savings 100  Build up larger purchases, car repair, 
vacations, and/or emergency fund. 

1,200  

Church/charity 60  Get into the habit early.  Get started.  Make 
this a life-long commitment. 

720  

Clothing / Furniture / 
Gifts 

100  Watch this item.    1,200  

Entertainment 250  Watch this item.  Dinners, fast food, DVDs, 
movies, etc. 

3,000  

Car loan 250  Or skip the car and take public 
transportation! 

3,000  

Car insurance 100  Necessary, if you have a car 1,200  

Gasoline 50  Necessary, if you have a car 600  

College loans 95   1,140  

Miscellaneous 100  There is probably a lot more 'miscellaneous' 
than you think  

1,200  

Figure 1: Sample budget 

Notice how much each of the above expenses are over a full year.   Scary! 
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Budget – when you find you don’t have enough money 

There may come a time throughout your life when changes occur that force you to 
rethink where your money goes.  We have done that before:  

 When we had children and went from two full-time incomes down to one full-time 
or one full-time and one part-time.   

 When we bought a more expensive house 

 When we prepared for sending the kids to college. 

It may happen to you in these cases or when you feel the stress that you might get into 
consumer debt, which you want to avoid, or when spending seems to get out of control.   

When any of these happen, repeat the process as before.  Go through your expenses 
(and expected expenses), write them down, track all spending, determine what is most 
important to spend and what is least, adjust the budget, and make necessary changes. 

 

As you get older, the number of expenses grows and the amounts of many of these 
expenses grow.  Here is a more comprehensive list of expenses to use in a budget: 

Car expenses (gas, repair, and 
registration) 

Car insurance 

Car loans 

Child care 

Church / charitable contributions 

Clothing 

College saving 

Emergency Funds 

Entertainment and dining 

Food  

Furniture 

Gifts 

Hobbies 

Homeowners Insurance 

Household repairs and maintenance 

Income taxes (Federal, state, Social 
Security) 

Life insurance premiums 

Long term investments 

Major home improvements 

Medical, dental, and disability insurance 

Mortgage payment (principle and 
interest) 

Other and Miscellaneous expenses 

Other travel expenses 

Personal loans 

Professional services 

Real estate taxes 

Recreation and travel 

Retirement savings 

Utilities 

Vacation home (mortgage, taxes, 
insurance, utilities) 
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Balancing your checkbook 

Here is another exciting chapter that I did not want to put into the book either, but it is 
necessary.  There was a time when all we did was write checks.  Many times these 
checks did not get cashed.  Many times we did not write down the check properly – 
wrote the wrong amount or didn’t even write down the check or the amount of the 
check.  With all the checks we wrote, things got messy.  We would wonder, “How much 
do I really have in my checkbook?” or “Do I have enough in my checkbook to write a 
check?”  Times change and the questions change, slightly.  “Do I have enough money 
to buy this thing with my debit card?”   

The whole idea of balancing your checkbook is to make sure that you and the bank 
agree with what you think you have in your account.  They know things you don’t know 
– the amount of the automatic withdrawal of the electric bill.  They also know how much 
they paid for that check you wrote (Is it exactly what you thought it was).  You know 
things the bank does not know – that check you wrote to the PTA that does not get 
cashed for 3 months (if at all). 

During the month you write down all the checks you write.  A few days after the end of 
the month you receive a statement from the bank.  The bank statement will contain all 
the transactions over the past month.  There is a starting balance, the checks 
subtracted, the withdrawals subtracted, the deposits added, and an ending balance. 

Basically, balancing the checkbook boils down to making sure the bank statement 
agrees with your checkbook: 

B + C – D = Current checkbook total 

Where: 

B = Bank statement balance at the end of the month 

C = Total of all checks you have written that have not been cashed.  These could 
be checks from prior months that have not been cashed, or checks written during 
the month that have not been cashed, or checks written after the end of the 
month. 

D = Total of any deposits that I know about that happened between the end of 
the month and the statement. 

If the numbers do not balance, you may have made a mistake.  Do all the entries on the 
bank statement match to the dollar and penny with what you wrote in the checkbook?  
Did you add deposits correctly?  Did you subtract checks and withdrawals correctly?  
Did you miss writing anything down?  Did the bank make an entry that you did not 
expect (e.g., an ATM fee)?  Were all your debit card purchases correct?   
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Investment Principles and Concepts 
Learning about investments is crucial to reaching financial goals.  I wish I had learned 
earlier than I did.  I knew nothing about how stocks worked, I knew nothing about 
mutual funds, I knew nothing about realistic rates of return, and I didn’t know how I 
could benefit from knowing about each of these.  I started out only knowing how to earn 
3 to 4%, or possibly, or if I was lucky I could possibly stretch it to 6%.  I wondered how 
you could possibly save a million dollars if you only earned 4%.  In fact, to me, it was 
impossible.  I almost lost hope.  However, I began learning a few years out of college.  
What I learned blew me away.  I learned how to earn between 10 and 12%.   

Now, I have to ask you, “How would you feel if you knew only about 4% your entire 
lifetime, while your brother, sister, uncle, aunt, or friend knew how to get between 10 
and 12% for their entire lifetime?”  After you see the tables below, you would be real 
mad at that person for not telling you.  I don’t want that to happen to you.  I also hope 
you want to be the sister or aunt or friend that rescues other people from the future 
regret. 

There are two extremely important concepts discussed below.  Knowledge of these is 
critical to becoming financially successful.  Most people do not know these.  It is simple 
math, but it is not taught in schools.  If it were, the world would be a different place.  
However, knowing this information does not solve anything; applying it to your finances 
will make all the difference in the world.  Once I learned the “Rule of 72” and the “Power 
of Compound Interest”, my attitude changed.  For once, I could see myself becoming a 
millionaire.  I went from dreaming I could become financially independent to knowing.  I 
knew if I started investing in the proper investments, continuously invested, and was 
patient, I could be confident that I could become financially independent.   

After you read this section, I want you to reread it.  It is that important.   

The “Rule of 72” 

The “Rule of 72” below shows the dramatic effect of time and compounding.  The “Rule 
of 72” says that your money will approximately DOUBLE at a point in time determined 
by dividing 72 by the percent interest (or ’rate of return’) you can earn.  

72 / Interest rate Time for money to double 

72 / 2% 36 years 

72 / 4% 18 years 

72 / 6% 12 years 

72 / 8% 9 years 

72 / 10% 7.2 years 

72 / 12% 6 years 

Figure 2: Rule of 72 

You might be saying, “So, what’s the big deal?”  THIS IS THE BIG DEAL!       
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Power of Compound Interest 

Using the ‘Rule of 72’ over a lifetime can show you the dramatic compounding effect. 

 Rate of Return 

Age 3% 6% 12% 

20 $5,000 $5,000 $5,000 

26   $10,000 

32  $10,000 $20,000 

38   $40,000 

44 $10,000 $20,000 $80,000 

50   $160,000 

56  $40,000 $320,000 

62   $640,000 

68 $20,000 $80,000 $1,280,000 

Figure 3: Power of Compound Interest 

So, don’t make a million dollar mistake!  

Note 1:  The preceding table shows a one-time investment.  Imagine if you invested 
week after week, month after month, year after year – consistently.  

Note 2:  Look at where the biggest dollar change occurs – at the end, the last few years.  
This is why you need to look at investing as long term.  Long term meaning decades!   It 
may not be exciting now, when you are starting out, but it will be exciting when you get 
older. 

Note 3:  12 percent is used only for simplicity in this table – doubling the ‘rate of return’ 
more than doubles your money in the long term.  Stock market investing has historically 
yielded around 10 percent, not 12 percent.  Do the numbers for 10 percent and see how 
great it is, also. 

Note 4:  Play with the numbers.  See how you can benefit based on your age, your 
income, and your savings. 

 

Successful Investment Tip:  You have to save money to invest money.  You have to 
invest money to make money. 

  

“Financial Independence” 

To me ‘Financial Independence’ is when you have enough wealth built up that you can 
live off your investments.  You don’t have to work if you don’t want to work.  You are not 
dependent on your job (for a paycheck and the stress that goes with it) or the 
government (for Social Security handouts).  It’s as simple as that.   
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“Living below your means” 

This is key to achieving financial success.  It is the first step.  People have three 
choices: 

 “Live below your means”.  If you are saving money every month, you are living 
below your means.  You are paying yourself first.  You can build up an 
emergency fund, you can invest for your future, you can have your money work 
for you, and you can become Financially Independent. 

 “Live at your means”.  You spend everything you make and don’t save.  You will 
miss out on many opportunities – buying a house, sending your kids to college, 
retiring with dignity.  You will have stress.  

 “Live above your means”.  You spend more money than you make.  You charge 
your credit card and don’t pay it off.  Every month you build up more debt.  
Eventually, you have a negative net worth.  This is the recipe for financial 
disaster.  Major, major stress. 

We choose to “live below our means.”  It has made investing and building wealth 
possible.  We have lived with less stress and are happier. 

 

Thrifty Tip:  It is not what you earn that is important, it is what you save!   

 

Thrifty Tip:  Don’t worry about ‘Keeping up with the Jones”.  Most likely, the Jones are 
broke!   

 

Tip:  Successful investment characteristics.   

Patient 

Consistent 

Logical (instead of emotional) 

Not greedy 

Disciplined 

Has predefined, worthwhile goals 

Long-term mentality 

Concept of Mutual funds 

Mutual funds are a great way to invest that can provide significant advantages over 
other saving and investment options. 

See the “Mutual Fund” section later for a description of these. 
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Concept of an “Emergency Fund” 

This is the most important first step towards financial security and is perhaps the least 
exciting aspect.   Once established you should keep it forever.  This is a reserve fund in 
the event of an unforeseen emergency or an unexpected expense – loss of a job, 
medical problem, or a major expense.     

Two key aspects:   

(1) It should not be treated as a checking account (for paying bills), but rather as a long-
term savings account.    

(2) It should be easily accessible (i.e., write checks).   

My favorite emergency fund is a Money Market Mutual Fund.  Historically, it has paid 
higher interest than a regular savings account.  (See Mutual Fund section for details on 
Money Market Mutual Funds), however in the past several years it has not.  A savings 
account has been a better choice.   

My first mutual fund was a Money Market Mutual Fund.  I started investing in my first 
mutual fund about 1980 (I know – ancient history).  At the time, interest rates were real 
high.  I went from 3% at the bank to between 12 and 15% in the money market mutual 
fund.  (Sounds great, but inflation was over 10% at the time.  I had to learn since I was 
losing money faster than I could save it.  Today you won’t see rates as high as these 
since inflation is lower.)  Anyway, it was crucial in enabling me to buy my first house in 
Raleigh. 

An emergency fund should have the equivalent of at least 3 to 6 months of living 
expenses.  Sometimes it needs to be higher in preparation for a large purchase such as 
the down payment on a new house. 

What an emergency fund is: 

 Savings for emergencies (so you don’t get into debt when emergencies arise) – 
car breaks down. 

 Savings for major purchases that you have budgeted for (e.g., washing machine, 
vacation, airplane tickets, down payment on a house) 

 Savings in case you lose your job.  Enough money to hold you over so you can 
find the right job. 

What an emergency fund is not: 

 A checking account for bills 

 A checking account for when you over-charge on your credit card.  (Since you 
shouldn’t charge on your credit card what you cannot pay off when you get the 
bill). 

Concept of Reinvesting Dividends 

Mutual Funds and many stocks pay ‘dividends’.   Many companies choose to take a 
portion of the company profits and return it to the investor as a reward and incentive to 
remain an investor.  This is a dividend.  Dividends are taxed as income to you, so you 
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will pay taxes on the amount.  Mutual Funds are required to pass those dividends to all 
the owners of the Mutual Fund.   

Whether it is a stock or a Mutual Fund, you have a choice on how to receive the money.  
You can choose to get a check for the dividend amount or you can choose to have the 
dividends reinvested in more shares of the stock or Mutual Fund.   

To fully appreciate the value of ‘Compound Interest’, most people choose to reinvest the 
dividends.  If you do this, your money will grow faster, compound quicker. 

 

Concept of “Asset Allocation” 

This is another very important concept, which can help reduce your investment risk.    
Asset allocation involves two concepts: 

1.  “Asset Allocation” is when you divide your total investment dollars (assets) into 
different types of investments with a pre-determined percentage.  The main advantage 
of Asset Allocation is that you may reduce your overall risk, while possibly slightly 
increasing your average annual return. Here is an example of an asset allocation: 

Asset type Percentage 

Cash / Money market mutual funds  

(This can be your Emergency Fund) 

10% 

Value mutual funds 15% 

Growth mutual funds 15% 

Growth and Income mutual funds 20% 

International value mutual funds 15% 

International growth mutual funds 15% 

Small company mutual funds 10% 

Figure 4: Asset Allocation example 

2.  “Rebalancing” is moving money from one fund to another every year to keep the 
percentages the same.  You would need to do this because each mutual fund type 
increases or decreases at a different rate.  At the end of one year, your assets 
allocation is not divided up in the same percentage as the beginning of the year.  If all 
the mutual funds (with the exception of the Money market mutual fund) are in your 
401(k) and/or IRA, you can transfer money from one fund to another without penalty to 
rebalance your allocation to the proper percentages.  When you do this you are, in 
effect, selling high and buying low by taking the one that grew the most, sell some of it, 
and buy more of the one that did worst. 

Realistically, asset allocation and rebalancing is a difficult concept to put into actual 
practice.  There are some alternatives in the mutual fund industry.  There are some 
mutual funds that will do the allocating for you, all in one mutual fund, and do the 
rebalancing periodically.   

The importance of Rebalancing is that your assets remain properly allocated as your 
assets grow.   
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Don’t procrastinate 

Many people fail at investing because they fail to get started or they waited too long.  
Some excuses are “I don’t have the money now,” or “I’ll invest when I get a raise.” 

The longer you wait to get started, the more money it takes to invest to reach your goals 
and the longer it takes to reach your goals.  And if you wait too long, you may never get 
there. 

So get started….now! 

Now! 

Inflation 

Inflation is always there, always eroding your purchasing power.  A dollar when you 
were a baby is not worth the same now.  A dollar now will not be worth much when you 
retire.  For instance, government inflation figures show you would need about $7.50 
today to buy the same thing you could buy in 1957 for $1.00.  The key to investing is for 
your investments and net worth to grow faster than inflation. 

Also, inflation compounds in a similar way as your investments.  Whether we like it or 
not, inflation knows the “Rule of 72” and the “Power of Compound Interest” and it will 
use it against you unless you know how to beat it.  Below is an example of what it takes 
to stay even with inflation, whether it is your annual income or the amount of money you 
need to live off of each year. 

Age Comparable incomes / amounts to live off at 
different ages with 4% inflation 

22 $ 40,000 

32 (10 years) $ 59,200 

42 (20 years) $ 87,600 

52 (30 years) $129,700 

62 (40 years) $192,000 

67 (Retire) $233,600 

Figure 5: Compound interest with incomes 

Concept of “Dollar Cost Averaging”  

The value of any given “security” (stocks and bonds, mutual funds) will fluctuate 
throughout time.  Sometimes it goes up and sometimes it goes down.   

“Dollar Cost Averaging” is when you invest a fixed dollar amount at regular intervals 
(e.g., weekly or monthly) over a long period of time.  This can work to your advantage.   
When values of an investment decline, you buy more shares.  You are buying low.  
When the value of a security rises, you buy fewer shares.  You are buying less when 
they are high.   

One periodic investment that takes advantage of Dollar Cost Averaging is your 401(k) at 
work where you invest a fixed dollar amount in every paycheck. 
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Dollar Cost Averaging takes the guess work and emotion out of investing and allows 
discipline and consistency to make you successful.   

It is also very useful to those of us that do not have a lot of money.  Not many of us 
have $10,000, $20,000, or $50,000 in our pocket to plop down as a one-time investment 
or “lump sum” investment.  (Note:  Sometimes large lump sum investments do better 
than dollar cost averaging.)  Most people don’t.  What most people do have is a 
paycheck every week, twice a month, etc.  With that paycheck, you can pay yourself 
first by investing a fixed dollar amount every pay period.  Whether it is a 401(k) 
deduction from your paycheck or a monthly withdrawal from your checking account, it is 
easy, convenient, and automatic.   

Concept of Risks Involving Money 

When I was just out of college, I was frustrated by saving money in a bank savings 
account.  Due to high inflation (over 10%) and income taxes (higher rates than today), I 
was losing money in that savings account.  I was motivated to learn how to make real 
money by investing.   

When you save money and invest money, you are always taking a risk, a risk that you 
can lose money. 

Spend more money than you earn.  If you spend more money than you have, you have 
the largest risk.  If you lose your job, you can lose your possessions, too.  What 
happens if you ‘live for yesterday’ (built up a large credit card debt) and lose your job? 

Spend all the money you earn.  If you don’t save money, you have a big risk, too.  Life is 
risky if you don’t have any money.  What happens if you ‘live for today’ and lose your 
job? 

Save in a savings account.   If you save money and just put it in a bank savings 
account, you risk losing money, too.  Inflation wipes away your low interest, then the 
interest is taxed.   You lose money. 

Invest in ‘equities’ (stocks).  Investing in stocks through mutual funds does have a risk 
that you can lose money.  However, the stock market has averaged about 10% annually 
over the past century.  It is one of the best ways to beat taxes and inflation.  Using 
mutual funds can provide you with reduced risks due to diversification and professional 
management. 

Investment Tip:  If you don’t understand the investment, don’t invest in it.   
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Tracking your investments and Net Worth 

If you don’t know where you are or where you have been, it is hard to know where you 
are going or even if you will ever get there.  Ever since 1983, I have been tracking my 
net worth.  Every 3 months, I take all my financial information and put it in a 
spreadsheet, print it and put it in a book.  “Net Worth” is simply a summary of all your 
money, investments, and things you own, minus what you owe. 

Don’t check your investments every day or every week.  (I did this for a few years and 
found it was a waste of time!)  Fluctuation is common and you will save yourself a lot of 
aggravation.  It is best to check the value of your investments every three months.  I do 
it by updating the spreadsheet below.   

       

 NET WORTH  1/1/15     

       

  Shares Price Value Total  

CASH Money Market   15,215   

 Savings   1,345 16,560  

Investments Stock A        100.000  25.30 2,530   

 Mutual Fund (Value)          85.217  53.69 4,575   

 Mutual Fund (Growth)        215.105  36.60 7,873 14,978  

IRA-Bob Mutual Fund (Growth+Inc)        114.450  63.52 7,270   

 Mutual Fund (Growth)        175.432  36.14 6,340 13,610  

IRA-Judy Mutual Fund (Growth+Inc)        314.534  12.34 3,881   

 Mutual Fund (International)        184.670  37.45 6,916 10,797  

401(k) Bob   35,675   

 Judy   31,425 67,100  

Real Estate       350,000 225,230  124,770  

Assets Car   8,000   

 Other   6,000 14,000  

 --------------------------------------------------------------------------------------------------------------  

 SUBTOTAL    261,815  

       

 DEBTS (car loan)   4,350 4,350  

 --------------------------------------------------------------------------------------------------------------  

 NET WORTH    257,465  

       

 Net Worth as of  1/1/2015    230,411  

 12 month change / percent     27,054 11.7% 

       

Figure 6: Example of tracking investments 

Also, I save the annual investment statements showing how much money I have 
invested.  It is important for taxable funds that you keep track of the ‘cost basis’.  Cost 
basis is really the ‘after tax’ money you have invested plus the amount of dividends and 
capital gains you have reinvested and paid taxes.  Usually the mutual fund company will 
keep track of it.  Eventually you will sell the investments and you will need to pay taxes 
on the difference.   
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Mutual Funds 

What is a Mutual Fund? 

A mutual fund is an investment vehicle that invests in the financial markets (stocks, 
bonds, etc.).  Mutual funds offer an opportunity for many people like you and me to 
“pool” their money under the supervision of an experienced fund manager.   

The fund manager, who is well-versed in the securities markets, then takes the now-
large amount of money and buys a variety of stocks or bonds within a variety of 
industries.  As an investor, you own shares in the mutual fund in proportion to the 
amount of money you invested, and you receive your proportionate share of any 
earnings on the investment of the funds. 

Basically, there are four main features of a mutual fund: 

1. Professional Management.  They know more about investments than most 
people and it is their full-time job to manage your money so that it grows.  

2. Diversification.  This is spreading the risk.  Not putting all your eggs in one 
basket.  They buy many different stocks from several industries. 

3. Marketability.  You can sell shares and get your money within seven days, 
required by law.  (Different than selling a car or a house, which can take weeks 
or months.  Also, some investments like Certificates of Deposits, CDs, give you 
the maximum rate of return only when you hold it for the specified time.) 

4. Flexibility in investment objectives.  You can find an investment for the time 
frame you need it at the risk you are willing to take. 

There are other great features:   

1. Tax reporting.  The mutual fund company will supply you with all the tax reporting 
information. 

2. Convenience.  You can track the performance of your mutual fund in the 
newspaper or on the Internet.  Adding money to your account can be done 
automatically out of your checking account or by mailing a check.  You can take 
money out with a simple phone call to the mutual fund company or by 
transferring from your online account to a money market mutual fund. 

Note:  Mutual fund gains from interest, dividends, and capital gains are taxed in the year 
that they occur.  So, most likely, you will pay taxes on your mutual fund every year 
(unless you have the mutual fund in a tax-deferred account like an IRA or 401k). 

 

Investment Tip:  Successful investing involves a long-term mentality.  By ‘long term’ I 
don’t mean 1 or 2 years.   Anything under 5 years is ‘short term’.  ‘Long term’ is 
measured in decades.  Many people are not patient to buy and hold a mutual fund for 
10 to 20 years.  They buy at the wrong time and sell at the wrong time.  Then they get a 
lower return than the fund reports.  If you stick with your fund, you will see that you get 
the reported returns and you will benefit from the fund’s compounding. 
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What kind of Mutual Fund? 

There are many mutual funds – I have heard over 25,000.  They have many types of 
objectives, and there are many companies that offer mutual funds.  Mutual funds come 
in many flavors, including those that invest in stocks, bonds, and/or money markets.  
Generally, you should have the dividends and capital gains reinvested for all your 
mutual funds. 

Choosing the right investment may be difficult.  I cannot advise you what type of 
investment and Investment Company you should choose.  There are many things that 
you need to consider.  A couple of major questions you need to determine.  What is 
your tolerance for risk?  What is the time frame for this investment?   

While it is not always true, people think you get higher investment returns with higher 
risk investments.  People will say “high risk / high return”.  But along with the ‘high 
returns’, these investments have a high risk for losing money.  They may go up higher, 
but they may go down lower.   

Only you can determine the level of risk you are comfortable.   

A short time horizon like an emergency fund needs be low risk, such as a savings 
account or a money market mutual fund.  You are very concerned that the money you 
have saved does not drop in value. 

A long time horizon like saving for retirement can lend itself to a higher risk, if you can 
tolerate that risk.  For instance, your 401(k) and/or your IRA.  Those could be growth 
mutual funds, value mutual funds, international mutual funds, asset allocation mutual 
funds, index mutual funds, or target date mutual funds.   

A long time horizon like saving for college for your kids can be a difficult investment 
decision.  While you have many years to grow your investment, you cannot afford a high 
risk a few years before needing to sell the investments to pay for college.   

I can provide some opinions below, but you have to decide.  It is important to learn more 
about these investments.  Seek professional advice.  Read investment fundamental 
books.  I feel most comfortable learning from someone who has personally invested for 
a long period of time.   
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Type of fund What is it? Dad’s comments 

Money Market funds Invests in short term corporate and 
government loans.   

Constant $1 per share. 

Monthly dividends. 

(Or a savings account.) 

Yes, this is your Emergency Fund. 

Low risk. 

Small-cap funds Invests in small companies that are 
potentially fast growing companies 

Maybe. 

Higher risk, potentially higher returns. 

Growth Stock funds Invests in fast growing companies. Maybe. 

High risk.  

Growth and Income 
funds 

Invests in larger, well established 
companies that still grow (Growth) as 
well as give dividends (Income).  They 
may also invest in bonds. 

Maybe. 

Medium risk, usually good returns. 

Value funds Invests in stocks that are undervalued. Maybe. 

Medium risk, usually good returns. 

International funds Invests in stocks around the world 
(‘Global’). 

Maybe. 

Medium risk, usually good returns, 
part of balanced investing. 

Specialty funds These usually invest in only one sector 
or type of investment.  Examples:  Real 
estate, technology, health care, gold, 
etc.  

No. 

Not very diversified.   

Higher risk. 

Bond funds Invest in Bonds, which are a type of 
loan.  There are corporate bonds, U.S. 
government bonds, state government 
bonds.  Some are tax-free.  

No.   

Very little growth.   

Index funds Invests to match a certain index.  The 
S&P 500 Index is an example. 

Maybe.   

This may be good to start out to build 
your wealth. 

Asset allocation funds Invests in the three main asset classes - 
stocks, bonds and cash equivalents 
with either a fixed or variable mix of the 
asset classes. 

Maybe.   

Some asset allocation funds are a 
combination of many funds which can 
help you be diversified. 

Target date funds An asset allocation type fund that 
adjusts the mix of stocks and bonds as 
time passes.  More aggressive in early 
years (more stocks) and more 
conservative in the later years (less 
stocks) 

Maybe. 

I like these for when you are older 
where you can have the correct 
allocation of stocks for your age, 
reducing your risk. 

Figure 7: Mutual funds 

 

What about ‘Load’ vs. ‘No-load’ Mutual Funds? 

The companies that offer mutual funds have expenses that they charge us for their 
service.  Primarily, there are ‘Load’ and ‘No-load’ funds.  A ‘load’ is a sales charge.  A 
‘load’ mutual fund will charge similar annual fees as a ‘no-load’ fund with the addition of 
a sales charge for every new investment that goes into the mutual fund.  In exchange 
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for charging the customer a ‘load’, the company pays licensed securities 
representatives to assist clients in picking out the mutual fund and providing investment 
advice. 

My opinion – unless you have a good licensed securities representative helping you, 
just get ‘no-load’ funds. 

 

Other Mutual Fund considerations? 

Before you invest, you are supposed to read the prospectus.  Very important. 

Here are a few other things to consider: 

1. What is the minimum initial investment?     

2. What is the minimum subsequent investment? 

3. Can I access and track the funds on the Internet? 

4. ‘No-load’ or ‘Load’? 

5. Do I feel comfortable with the risk described in the prospectus? 

6. How do I redeem shares? 

7. What are the expenses and fees?  Are they reasonable?  (Note:  Higher 
expenses will reduce the return in both good years and bad years.  The average 
is about 1.5%). 

8. Reinvest the dividends?  Yes. 

9. Can I call them to get help with the forms or when I have questions? 

 

Money Market Mutual Funds 

Money market mutual funds are different than the mutual funds that invest in stocks and 
bonds.  There are three main differences:  

1. They attempt to maintain a $1.00 value per share.  So when you invest $1,000, 
you have purchased 1,000 shares.  There is no guarantee that the value per 
share will remain at $1.00.  

2. You can write checks from these accounts.  Each money market mutual fund has 
check writing privileges with a minimum dollar amount per check.  I have seen 
minimums between $100 and $500.  They are set up to be emergency funds, not 
be checking accounts.  

3. They pay monthly interest or dividends.  The interest rate that you earn will 
change daily.  You should always have the interest (or dividends) automatically 
reinvested.  The interest that you earn is usually better than your checking or 
savings account. 
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Like other mutual funds, you can build your investment by sending the mutual fund 
company a check, having the mutual fund company withdraw a predetermined amount 
from your checking account, or you can transfer money into the account via the internet. 

 

Individual stocks 
While everyone seems to know about a ‘hot stock’ and everybody is willing to give 
advice on what you should do, you would do well to resist the temptation and stick to 
mutual funds.  If the stock is so good, your mutual fund has already purchased it.  They 
are the investment professionals.  

If you have access to a sharp, successful investment professional, you may consider 
investing in individual stocks.  However, you have greater risk as you are not diversified.  
I have done very little with individual stocks.   

 

Certificates of Deposit (CDs) / U.S. Savings Bonds 
You will hear about these investments.  This is where you lend your money to a bank for 
a fixed amount of time (3 months, 6 months, 1 year, 5 years, etc.) and they will give you 
your money back with a fixed amount of interest. 

I believe you are better off with a money market mutual fund or a savings account.  You 
have much more flexibility with money market mutual funds and savings accounts and 
you get similar interest rates. 

Also, I would avoid U.S. Savings Bonds.  They are similar to CDs but with different 
length of time that you need to hold them.   

Both of these investments tend to be better for older people when you have a shorter 
investment time frame and are concerned about not risking your investment. 
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Retirement  
Retirement has changed over the years.  There used to be three main sources of 
retirement income:  (1) Social Security, (2) Pension, and (3) Retirement savings / 
investments.   

Surprisingly, many people retire on only Social Security.  Depending on Social Security 
is a losing proposition.  Those who depend on Social Security have little control of their 
finances and are dependent on small government paychecks.   What is the future of 
Social Security for you?   Not good.  Our generation will probably bankrupt it.  Sorry.   

Then there are pensions.  Your grandfather has a pension and I will have a pension.  (I 
am very lucky.)  But pensions are quickly going away.   I see two reasons: (1) workers 
don’t stay with a company for their entire career and (2) companies can’t stay 
competitive with other companies that do not have pensions.  Your chance of a pension 
is slim. 

The third aspect is retirement savings and investments.  The trend now is for the worker 
to take care of themselves.   There are several ways to save for retirement.  Many 
companies provide 401(k)’s and you can always build your own IRA (Individual 
Retirement Account). 

Concept of “Tax deferred investments” 

When you have an investment that is a ‘tax deferred’ investment (such as your 401k or 
IRA), you don’t pay taxes on the gains every year that it stays in that account.  You will 
pay taxes on the money when you withdraw it.  Using the “Rule of 72” you can see that 
tax-deferral is great for you.    

For example, if you had a taxable investment that earned 10% every year and your 
combined federal, state, and local tax rate totaled 40%, then your return would be 
reduced to 6% (The government gets 40% of the 10% - or 4% - and you get the 
remainder).  So, over 36 years, your $10,000 investment at 6% would double three 
times (72/6=12 years.  36/12 = 3 doubling periods) to $80,000.  However, if it was tax-
deferred, over 36 years, your $10,000 investment at 10% would double five times 
(72/10=7.2 years.  36/7.2 = 5 doubling periods) to $320,000.  Granted the $320,000 is 
taxable and the $80,000 is already taxed, but you will have significantly more money 
after taxes on the $320,000.   

Note:  Most kinds of taxable investments are available in tax-deferred investments.  
Most mutual funds make sense for either taxable or tax-deferred investments.  One 
further note: there are tax-free investments, such as certain bonds, and these 
investments are not suitable to be placed into an IRA or 401k.   

401(k) 

Instead of pensions, most companies provide the benefit of a 401(k).  This is a great 
deal for you if you can participate.  I would define it as a company-provided benefit 
where you contribute money from each paycheck to yourself.  Many companies will 
partially match your contribution.  For instance, for every dollar you contribute to your 
fund, the company may contribute 50 cents to your fund.  That is great, but there is 
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more.  That dollar you contributed reduces your taxable income by a dollar.  That 
means you pay less taxes this year.  And there is more!  That money grows tax-
deferred until you take it out in retirement (‘Tax-deferred’ means the money grows 
without you having to pay taxes on it every year.  The money grows faster when it is not 
taxed.) 

This is a great program.   

A few details: 

 It is voluntary for you to participate – My advice:  Sign up.  Try to save at least as 
much as your company will match. 

 Normally your contributions are invested in a mutual fund, which is good.   

 In order to get the employer contributions, you have to be ‘vested’.  Vested 
means you have been with the company a certain amount of time. 

 If you leave the company, you can (and should) roll your 401(k) into an IRA, 
called ‘Rollover IRA’. 

 Some companies allow you to invest in company stock or other investments.  
Generally, it is NOT a good idea to put any 401k money in your company’s stock.  
It happened at Enron and the company went bankrupt – they lost everything. 

 Current rule for using your 401k money is that you can begin withdrawals at age 
59 ½ without penalty.  Withdrawals are taxed as ordinary income.  If you take 
money out of the 401k before age 59 ½ you not only pay taxes as ordinary 
income, but you pay a 10% penalty.  (Note:  The government always reserves 
the right to change the rules at any time.)  

 Other 401(k) type investment plans:  403(b) (teachers, non-profits), Thrift savings 
plan (Federal government). 

Benefits: 

 Since the contributions are done every paycheck at a set dollar amount, you are 
taking advantage of ‘Dollar Cost Averaging”.   

 Your company is giving you free money. 

 Your taxable income is reduced by the amount of the investment. 

 Your investment grows tax-deferred.  (And the company’s match also grows tax 
deferred) 

 Power of compound interest. 

But, in order to get all these benefits, you must enroll and get started.  You can always 
increase the percentage of your paycheck to have deducted and directed to your 
401(k). 

 

 



33 Copyright 2015 by Kirk Rydland  Family Version 2015 

Question:  What do you do when your company gives you a raise? 

Typical answer:  Spend it. 

Better answer:  Increase your 401(k) percentage.  Increase your giving to 
church/charity.  Increase the amount going to your emergency fund.   

 

Example of investing 10% of your income in a 401(k) instead of another investment for one year.  
Notice the same $4,000 investment results in much greater amount. 

 401(k) Example Other investment* 

Income  $   40,000.00   $   40,000.00  

401(k) at 10% with  $    4,000.00   

   company match (50%)  $    2,000.00   

or Investment at 10% (taxable)   $    4,000.00  

   

Taxable income  $   36,000.00   $   40,000.00  

Taxes at 25%  $     9,000.00   $   10,000.00  

Net Income  $   27,000.00   $   30,000.00  

    minus Investments  $              .00     $     4,000.00  

Money to live on  $   27,000.00   $   26,000.00  

   

Total investment  $    6,000.00   $    4,000.00  

Value (at 10%) after year 1  $    6,600.00   $    4,320.00  

Value (at 10%) after year 2  $    7,260.00   $    4,665.60  

Value (at 10%) after year 3  $    7,986.00   $    5,038.85  

Value (at 10%) after year 4  $    8,784.60   $    5,441.96  

Value (at 10%) after year 5  $    9,663.06   $    5,877.31  

Value (at 10%) after year 6  $   10,629.37   $    6,347.50  

Value (at 10%) after year 7  $   11,692.30   $    6,855.30  

Value (at 10%) after year 8  $   12,861.53   $    7,403.72  

 

* Represents non-tax deferred investment with 20% capital gains tax 

Figure 8:  401(k) investment comparison 

Successful Investment Tip:  Sign up for the 401(k).  It is free money! 

Individual Retirement Account (IRA) 

IRAs are tax-deferred retirement savings/investment accounts.  There are four main 
types:  (1) Deductible IRA, (2) Non-deductible IRA, (3) Roth IRA, and (4) Rollover IRA. 

All IRAs have the feature that while the investment is in the IRA, you pay no annual 
taxes on it.  They differ in what happens the year you put the money in and the year you 
take the money out.  They can be invested in several types of investments.  Most 
people put them in Mutual Funds.   

Deductible IRA contributions are tax-deductible in the year that you make the 
contribution.  ‘Tax-deductible’ means that when you file your federal and state income 
taxes, you fill in the item for a deductible IRA and as a result, your taxable income is 
reduced by the amount of the contribution.  Therefore, your taxes are reduced when you 
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calculate your taxes because you were able to report less income.  When you take 
money out at retirement, the entire amount is taxable as ordinary income. 

Non-Deductible IRA contributions are not tax-deductible in the year that you make the 
contribution.  When you take money out at retirement, only the growth part of the 
investment is taxable as ordinary income.  The dollars you contributed are not taxed. 

Roth IRA contributions are not tax-deductible in the year that you make the contribution.  
However, when you take money out at retirement, all withdrawals (both the 
contributions and the growth) are tax-free.  You pay no taxes on the money. 

The Rollover IRA is an IRA that comes from transferring your 401(k) when you change 
jobs.  It continues to grow tax-deferred after the transfer.  When you take money out, 
the entire amount is taxed as ordinary income, like a Deductible IRA. 

IRAs have similar withdrawal rules and penalties for early withdrawal as the 401k, 
except for the Roth IRA.  For the Roth IRA, you can take out amounts before you retire 
up to the amount you contributed without paying any tax or penalty.  A few uses could 
be down payment on your first house or paying for college.   Most likely, it is best to not 
withdraw until you retire as compounding interest is in your favor when you keep the 
money invested. 

Suggested Savings and Investment Order 

1. Emergency Fund – Establish this first.   

2. 401(k) – You can start this at the same time as the Emergency Fund. 

3. Non-IRA Mutual Fund – This will help get you started investing.  Best to set up a 
monthly investment plan. 

4. Roth IRA – This can be used to build for retirement as well as the potential to 
help with your down payment for your first house. 
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Stewardship 

This is a different financial concept.  This has more to do with your belief and your 
values than saving or making money.  To me this is one of the most important aspects 
of managing money.   

To me, the more you give, the more you receive. 

If you give, you will receive.  Your gift will be returned to you in full measure, 
running over.  Whatever measure you use in giving – large or small – it will be 
used to measure what is given back to you.  Luke 6:38 

However difficult financial stages in our married life, we have always given to the church 
and charities.  When we started out we could not give much.  We decided to get started 
and be consistent givers.    We gave every week.  If we missed church, we mailed our 
check in.  If we missed a few weeks, we still made up for it.   

We decided to annually increase our weekly contribution to the church.  Every year we 
would increase our contribution by $10 per week. 

Note:  Contributions to church are treated as charity giving on state and federal income 
taxes and may be tax-deductible.  

I encourage you to begin as soon as possible.  (First, find a church.  Second, go to 
church.)  You may start small, like $10 per week.  Be consistent and disciplined to stick 
with your church giving.  Every year, take a step up, whether that is increasing your 
weekly offering by $5 or $10.  Not only will you feel better about yourself, you will be 
blessed. 

I believe God wants you to be prosperous and charitable.  A good steward lives below 
their means, invests wisely, and gives willingly.  If you do this, you will indeed be 
blessed. 

 

Other charitable giving 

Consider contributing your time or talents in other ways.  Through United Way 
contributions (many companies do this directly through your paycheck), volunteering 
your time, etc. 

Don’t feel pressured by phone soliciting and door-to-door soliciting for charities and 
organizations.  Have them mail the information to you and you can decide without 
pressure whether you want to contribute. 

One technique is to focus on 1 or 2 charities that you want to support.  Concentrate on 
those and ignore the others.   
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Credit Cards 
Credit cards are very convenient.  They are very necessary in today’s world.  They can 
be your friend or your worst nightmare.  If you pay the balance off every month and 
don’t accumulate interest, you will do fine.  Tips: 

1. Think before you charge.  If you can’t pay for it all when you get the bill, you 
probably shouldn’t be buying it.  (Remember your Emergency Fund can be used 
to pay off large charges that you have already been saving for and planned on 
getting.) 

2. Get a credit card that has no ‘annual fee’.  Credit cards with a fee are a waste of 
money. 

3. Pay your credit card bill on time.  Don’t be late.  Paying late will incur interest 
charges (called ‘finance charges’) and will hurt your credit score. 

4. Pay off the balance every month.  If you don’t, the interest, which is very high, 
accumulates daily and makes it very difficult to pay it off.  It can snowball out of 
control, getting you further in debt. 

5. Avoid offers to take ‘cash advances’ either in the form of credit card checks or 
‘balance transfers’.  They usually have a fee and/or they accumulate daily 
interest penalties. 

6. Check your credit card statement online.  Make sure there are no unknown 
charges. 

7. If you lose the card, report it immediately. 

8. I really like the Discover Card.  I pay it off every month and they give me 1% cash 
back.  I can either use that cash back to pay off future charges or have them 
send me a check for the money.  Also, they have specials where you can use 
your free money and get a $25 coupon at restaurants, etc. for $20 of the 
accumulated cash back. 

9. You will need more than a Discover Card.  It is not honored everywhere.  You will 
probably need a Visa or Master Card, too.  Warning:  You don’t want too many 
credit cards.  The more credit cards, the lower your credit score will go.  I would 
avoid store credit cards, if possible.  One may be beneficial if you shop there 
often and they will give you large discounts when you shop there.  Resist the 
urge to get that 20% off if you open a store credit card when you rarely shop at 
that store. 

Having a good credit score can make a big difference when you apply for a car loan, a 
house mortgage, or even another credit card.  Credit scores go up to about 850.  The 
higher your credit score, the less risk for the lender, thus a lower interest rate for you, 
and thus a lower payment for you.  The lower your credit score, the higher risk for the 
lender, thus the higher interest rate for you to pay, and thus a higher payment for you.  
For example, while a person that has a high credit score may have a 6% interest rate on 
their loan, a person that has a low credit score may have a 13% interest rate.   For a 
mortgage that can make a difference between a payment of $1,200 or $2,200.    
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Note: paying the minimum will not hurt your credit score.  It will, however, cause your 
credit card balance to grow.  For instance, if you had a $500 bill and you paid the 
minimum 4% ($20), you would still have $480 from last month, plus interest (if 12% per 
year = 1% for the month = $4.80).  Then, the next month, if you charge another $500, 
you will have about $984.80.  If you paid the minimum again (4% = $39.39), you would 
$945.41 plus interest of $9.45.  Then, the next month, … Notice if you continue to 
charge and you only pay the minimums, the balance can quickly get out of hand.  The 
longer you wait to pay off the balance completely, the harder and more painful it gets.    

 

Tip:  Don’t carry a balance on your credit card.  Always pay the balance off every 
month.  If you don’t pay it all off, you will get killed by the interest charges.   

Tip: Using your credit card wisely will allow you to establish good credit.  Benefit:  Good 
credit will allow you to get a better interest rate on a loan (car and home). 

 

Kirk’s Crazy tip:  I have a pet peeve about having entries in my checkbook that have 
cents.  For instance, I don’t like having a credit card payment of $485.79.  It makes it 
hard to appreciate the true amount of the bill.  It really is almost $500.00.  Not only is it 
hard to make quick sense of the number, consider all the other checks/bills.  It makes 
balancing my checkbook harder.  Why not round up and pay $500?  They credit you the 
$14.21 to your next bill, lowering your next total bill. 

 

Tip:  Check your online credit card statement at least once a week to make sure there 
are no unauthorized charges. 

 

Debit Cards 
Debit cards are like credit cards except that the money is taken out of your checking 
account immediately.  You must be very careful about these.  They are very convenient; 
almost too convenient.  You can really spend money quickly with these.  And if you 
don’t write them down in your checkbook, you may be very surprised at the end of the 
month that you spent more than you planned.   

Tip:  When you use your debit card, write the amount in the checkbook that day.   

Tip:  Check your online checking statement at least once a week to make sure that 
there are no unauthorized debit card charges.   

The advantage of a credit card over a debit card is that a credit card company will limit 
your liability if your card is stolen or misused. 

Note:  I don’t use a debit card for purchases, only to get out cash.  I use my credit card 
for most purchases and I look at my online checking account and online credit cards at 
least once a week. 
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Buying a House 
This is a big decision and difficult to cover in this short handbook.  Owning a house is a 
big responsibility that should not be taken lightly.  It is great to have a house and a 
home.   

From a financial point of view, homes (real estate) do appreciate in value that will 
eventually provide security.  Instead of paying rent, you pay a mortgage.   A mortgage 
(loan) payment includes the following:  

1. Principle.  This pays off the balance of the loan 

2. Interest on the loan.  This is the largest part of your payment.  This is tax 
deductible. 

3. Real estate taxes.  This is tax deductible.  These are different in every 
community, so check before you buy! 

4. Homeowners insurance.  Protects your home from disasters.   

5. Mortgage insurance.  (See Insurance section below). 

Some things to consider in buying a home: 

1. There are several costs in buying a house.  Closing costs on the loan (including 
various taxes and fees), can run several thousand dollars or more.   

2. Hopefully you will be settled into an area and your job, expecting to live in the 
area for several years.  Consider how long you intend on living in the home and 
envision what the area will be like in several years.  Consider the local schools, 
drive to work, shopping, traffic. 

3. There are activities that you will not want to do often – Moving.  Your first move 
may not be expensive, but as you get older, you’ll need to pack and move more 
each time. 

4. You will have had to save a lot of money for the down payment and the closing 
costs.  After that you will have to consider how you will be able to afford the 
expenses listed below. 

Your expenses will increase as you need to consider the following: 

1. Repairs.  Air conditioner repair, heater repair, appliance repair 

2. Furnishing.  Furniture, drapes, beds, etc. 

3. Lawn/yard care.  Lawn mower. 

4. Utilities.  You are fully responsible for these which may be different from renting.  
They include electricity and/or natural gas, water, cable television, Internet, 
phone. 

5. Maintenance.  Painting, …  

6. Homeowner association fees or condo fees  

Besides the expenses, you will spend time.   
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So make sure you want this house and will not only enjoy the house, but the necessary 
work and expense needed to maintain it.  Also, make sure you can make your monthly 
payments and still save and donate to church and charities. 

 

Tip:  Don’t be concerned with completely paying off your mortgage.  You are better off 
paying only what is required.   You will get better return on your invested money in a 
mutual fund than by paying your mortgage off early.  Avoid the short 10 or 15 year 
mortgages.   If you invest wisely, when you retire you should have enough money 
invested to be able to make the monthly mortgage payments. 

 

Tip:  Your mortgage payment should not be more than 28% of your income. 

 

Tip:  Fixed rate mortgages are the best.  You will not be surprised with changes in 
payments like you would with an adjustable mortgage. 
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Insurance 

Auto Insurance 

You must have this.  Talk to an insurance agent for this insurance.  They can explain 
everything.  To save money, raise your deductibles (For example, $500).  This may cost 
you about $100 per month for each car.   

Note:  A ‘Deductible’ is the amount of money you pay first when you have an accident.  
$500 may seem like a lot when you have insurance, but if you rarely get in accidents, 
the lower premium will make it worthwhile. 

Shop around for an insurance policy that has good value (good price and good service).  
Insurance companies usually give you a good discount when you insure both your car 
and home with them. 

Your insurance will likely go up if you get a traffic ticket or have an accident claim. 

Health Insurance 

You need this.  Usually your company benefits pays for this if you are a full time 
employee. 

Renters Insurance 

You may consider this when you are renting.  Covers theft of your possessions, 
including your computer, when you don’t own a house.  Very inexpensive.  This may 
cost you about $100 per year. 

Homeowners Insurance 

When you buy a house, you will need this.  Usually you get a discount on this when you 
have the car insurance with the same insurer.  This could cost you between $500 to 
$1,000 per year.  A high deductible will save you money, too. 

Disability Insurance 

Your company benefits may provide 50% or 66% replacement of income should you 
become disabled.  Usually you keep this the entire time you are employed with the 
company. 

Dental Insurance 

Your company benefits may provide this. 

Mortgage Insurance 

Insurance that pays off your mortgage if one of you is to die, become disabled, or lose 
your job.   

Do not get this (unless your mortgage lender forces you to get it).  Lenders usually 
require this if you put less than 20% of the value of the house as a down payment. 
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Credit Insurance 

Insurance that pays off your credit card if you are to die, become disabled, or lose your 
job.  It may not cost much, but it is completely unnecessary – a waste of money. 

Do not get this.   

Life Insurance  

This can be complicated.  Here are the basics.  Life insurance is really Death Insurance.  
Its purpose is to provide money to those who depend on your income if you are to die.   

Questions to ask you and your spouse: 

 Who depends on you?  Your spouse and your kids (until they become adults).  If 
you don’t have a family, chances are you don’t need life insurance.  You should 
be able to support yourself, he should be able to support himself.  When children 
come into the picture, everything changes.  You both need life insurance. 

 How long do you have it?  As long as there is family that depends on your 
financial support.  Even if your family has only one income, you both need 
insurance coverage.  There are costs involved with child care and home care that 
are still needed.   

 How much do you need?  Enough to provide income to sufficiently replace your 
income or role for as long as needed.  I have heard you should have at least 5 to 
7 times your salary. 

Role of Life Insurance and the ‘Theory of Decreasing Responsibility’ 

The Theory of Decreasing Responsibility is a theory made popular by Primerica 
Financial Services.  When you are married and have a young family, most likely you 
don’t have a lot of money saved up, but you have large responsibilities (raising children 
and educating them).  You need a lot of protection (life insurance).  As you get older 
and you invest, your investments will grow and reduce the amount of protection you will 
need.  When your children are out of college and are on their own, your investments will 
have grown to where you may not need any life insurance. 

Cash value insurances  

These types of life insurance provide protection and savings.  The savings grow tax-
deferred.   You pay for both insurance protection and the savings.   These may cost you 
about $300 per month.  Insurance agents selling these kind of policies make a lot of 
money off you. 

 Whole Life Insurance.  A ‘bundled’ (or combined) insurance protection and 
savings vehicle.  Fixed rate of return.   

 Universal Insurance.  A ‘bundled’ protection and savings vehicle.  Variable rate of 
return.   

 Variable Insurance.  A ‘bundled’ protection and savings vehicle.  Variable rate of 
return.  Invests in mutual funds. 
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Advantages:   

 Forced savings for those who cannot save by themselves. 

 Invests for those who do not know how to invest. 

Disadvantages: 

 Very expensive compared to Term protection. 

 Provide insurance protection much longer than you probably need the insurance 
protection. 

 So expensive you may not be able to provide enough protection for your family. 

 The rate of growth of the “investment” is low and the fees are higher than term.  
You can invest much better than in an insurance policy. 

Protection only insurance – Term Insurance 

Term insurance is pure protection.  You only pay for life insurance and you pay for it for 
a specific number of years.  There are several types of years: 10 years, 20 years, etc. 
and several types of plans (annual renewable (increasing premium term), decreasing 
insurance term, level premium / level protection term).  These may cost you about $30 
per month. 

Advantages: 

 Inexpensive. 

 Can afford to provide enough protection for your family 

Disadvantages: 

 Specific term. 

“Buy term and invest the difference” 

“Buy term and invest the difference”, which was made popular by A.L. Williams and 
Primerica Financial Services, means that for the same monthly cost to buy a cash value 
life insurance policy, you could buy a term insurance policy instead for much less 
money and invest the difference in monthly costs in a mutual fund.   

I have had both types of life insurance.  I was naïve when I got out of college and got 
whole life insurance when I didn’t need it and I paid more money than I could afford for 
it.  I learned about life insurance and eventually dropped the cash value insurance and 
bought level premium, level protection term insurance and invested more than the 
difference. 

When you are single or married without children, life insurance is not necessary.   

When you have a family, buy level premium, level protection term and make sure you 
invest in your non-retirement mutual funds, 401(k) and/or IRA to provide enough money 
so that eventually you will not need life insurance.  
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Tax basics 
There are lots of taxes.  They are everywhere.  (Note: This is not advice on how to 
prepare or file your taxes.  It is just some basic information you need to know).  Here 
are a few: 

Income taxes 

Federal Income tax.  Taken out of every paycheck.  You have to file a Federal income 
tax form every year.  (This ranges from 10% to 25% of your income). 

State Income tax.  Taken out of every paycheck.  You have to file a State income tax 
form every year.  (This ranges from 5-9% of your income). 

Social Security and Medicare taxes.  Taken out of every paycheck.  You do not have to 
file a tax form for this.  (You pay about 7.65% of your income.  Your company pays 
about the same.  Thus the federal government gets about 15% of your income on Social 
Security and Medicare alone.) 

There are different forms needed for Federal (1040, 1040EZ) and different forms for 
state taxes.  I use Turbo tax for the Federal tax form.  For the state, I use the 
appropriate form and use the information from the Federal tax form to complete by 
hand. 

If you are not sure about your taxes or you are self-employed, you might want to talk to 
a tax preparer / tax advisor. 

Sales taxes 

Every time you buy something, you pay a state sales tax.  For most items, the tax is 
about 6%.  This gets expensive for large purchases – appliances, cars, etc. 

Taxes involved in owning a home 

Home purchase taxes.  There are taxes involved in buying a house.  Your real estate 
agent can brief you on those. 

Real Estate Tax.  Annual tax on your home’s value, which goes to the state and county.  
The amount you pay will be a percentage of the value of your home.  The county and 
state government will determine the value of your house and the percent you will pay.  
For example, we pay about $4,000 every year. 

Other taxes  

All your utilities have taxes included in the bill – cell phone, cable, electricity. 

Gasoline has a high tax, both Federal and State; this is somewhere in the 40-50 cents 
per gallon range. 
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Other topics 

Lending money  

Be careful if you are asked to lend significant money to family or friends.  If you lend 
money to a family member, you risk a family relationship.  If you lend money to a friend, 
you risk losing a friend.  If you do decide to lend money, loan the money expecting to 
never see the money again.   If you do get money back, consider yourself lucky. 

Security 

Guard your financial information.  There are many people who are trying to get your 
personal information to steal your identity 

If someone calls you, DO NOT give them your Social Security number, any account 
numbers or any personal information (e.g., birth date, etc.). 

You should shred any old document containing Social Security number or account 
numbers. 

If someone emails you, DO NOT give them your Social Security number, any account 
numbers or any personal information. 

Get a credit report annually.  You don’t need to pay for the credit score, just get the 
credit report.  It is free. 

Record keeping 

It is important to keep good records and be organized.  You will need it for tax purposes 
as well as tracking how well you are doing over time.   I chose to keep folders for each 
subject of each year.  Below is a list of the types of folders I keep: 

 Investments – one folder for each year.  During the year, I keep each unique 
investment receipt or report, whether they are quarterly or annually.  At the end, I 
have a good record of dividends, capital gains, interest, how much I have 
invested.  I also keep my social security statements and any important articles on 
investing. 

 Taxes – one folder for each year.  During the year, I keep track of contributions, 
any tax deductible receipts.  

 Checking account statements – only one folder.  Checking and saving account 
statements for a couple years. 

 401k statements – only one folder.  All annual statements which show how much 
I invested, how much the company matched, and what the value was at the end 
of the year. 

 Health – one folder for each year.  All receipts, doctor’s reports, reimbursements. 

 Mortgage – only one folder.  All mortgage statements. 

 Car folder – one for each car.  Maintenance records. 
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 Home improvement folder.  Receipts for improvements and maintenance records 
for repairs. 

Reading 

It is important to know more about investing.  There are several books out there that 
provide worthwhile information.  The mutual fund companies that you invest with may 
provide periodic reports which can broaden your knowledge.  You can also read books.  
Here are a few: 

“The Truth about Money” and other books by Ric Edelman.  These books are really 
down to earth and make a lot of sense.  

 “The Millionaire Next Door – The surprising secrets of America’s wealthy”, Thomas 
Stanley and William Danko 

 “The Solution – How you can take control of your financial future”, Primerica Financial 
Services.  Common sense information. 

 

Summary 
As I said earlier, money doesn’t come with instructions.   

There is a lot involved in managing money.  Don’t get overwhelmed.  Start with the 
basics.  There are many aspects and there are many opinions as to the best way to 
handle your money.  These are my opinions, reflecting my values and my goals.  You 
will have to determine your goals and your values.  You will have to determine what is 
important to you.  You can live your life like there is no tomorrow, choosing instant 
gratification.  Or you could open up the possibilities and opportunities that come from 
financial security.  

The 3 main actions I hope you take from this book:  

1. Know the “Rule of 72” and the “Power of Compound Interest”.  See how you can 
benefit from these.   Knowing these can give you hope. 

2. Live below your means.  This means: (a) Do not get into the endless trap of 
credit card debt and (b) Save money.  Be a saver, not a spender.  Doing this will 
also give you hope and help you feel secure. 

3. Invest.  Use the money you saved and invest it.  Be consistent and patient.  
Think long term.  Envision your goals and how you will reach them.  Build a 
secure future for you and your family. 

If you follow these three actions, you may feel the security of being “financially 
independent”.  Along the way, don’t forget other people.  Share your success, whether it 
is passing this information on to others (friends, family, your children) and/or being more 
charitable, helping others with your contributions. 


