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“If you haven’t quite got the hang of ‘adulting,” follow Erin Lowry’s spot-on,
often funny financial advice. You’ll be inspired by how she successfully
sidestepped student loan debt, negotiated a 40 percent (yes, 40 percent!) raise,
and managed to tackle a host of thorny money situations in her relationship, her
friendships, and even with her parents and bosses. Best of all, Erin reveals how
you can do all this too. Broke Millennial is not your typical personal finance
book. This is the wisdom I wish I had before I made a financial mess of things in
my twenties and early thirties!”
—Lynnette Khalfani-Cox, cofounder of AskTheMoneyCoach.com and New
York Times bestselling author of Zero Debt: The Ultimate Guide to Financial
Freedom

“Broke Millennial takes the typical preaching out of money lessons and replaces
it with humor, empathy, and a fun, pick-your-financial-path twist, for
successfully navigating all the financial questions you’ll face in the real world.”
—Farnoosh Torabi, financial expert and host of the award-winning podcast So
Money

“This is the ultimate millennial guidebook on personal finance. Erin Lowry takes
you on a journey from basic money concepts to retirement fundamentals, and
from salary negotiation to home ownership. She also does a great job of reducing
jargon and sharing knowledge that is practical and actionable. If there is a book
you must read to get your financial life together, I highly recommend Broke
Millennial.”

—Jason Vitug, bestselling author of You Only Live Once: The Roadmap to

Financial Wellness and a Purposeful Life

“Broke Millennial is my go-to personal finance book when I am working with

millennials. It’s filled with practical step-by-step instructions and guides that any

twenty-or thirty-something can easily use to change their financial situation.”
—Lauren Greutman, frugal living expert at LaurenGreutman.com



“Lowry brings into sharp focus what’s going to matter money-wise to young

adults starting out in the world at a time when the odds seem stacked against

them. Broke Millennial is rich with specific advice to guide readers on the path

to financial wellness. Millennials who may be over-spending because of

#FOMO need to read this book—stat!”

—Bobbi Rebell, author of How to Be a Financial Grownup: Proven Advice from
High Achievers on How to Live Your Dreams and Have Financial Freedom

“Thinking about money, especially when you don’t have much, can be painful.
But Erin Lowry shows that you don’t need to be a mathematical genius to get on
the right track. She makes it easy for people to build a financially healthy plan
for life. Spend some time with this book and your financial decisions and
confidence will improve, no doubt.”

—Nick Clements, cofounder of MagnifyMoney.com
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THIS BOOK IS DEDICATED TO . . .

... mydad, for playing his self-proclaimed role of villain so
graciously and laying all the groundwork for my financial
education.

... my mom, for teaching me how to ask for the order.

... Cdilin, for showing me why it’s important to never give up on
your childhood dreams.

... Peach, for knowing the best way to keep me awake on a road trip
is to ask about the difference between a traditional and Roth IRA
and being happy to listen to the answer.
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Chapter 1

Money Isn’t the Worst! Seriously.

IN THE SUMMER OF 1996, a glazed Krispy Kreme donut changed my life. Well,
okay, not just one donut: five dozen Krispy Kreme donuts.

It all began on a humid morning in North Carolina when my mom decided to
engage in one of the most dangerous and cutthroat suburban activities: hosting a
yard sale.

As my sister and I watched her spend the week leading up to it preparing to
sell off our unused goods to flocks of women wearing elastic-band sweatpants
and scrunchies (this was the nineties, after all), an idea began to germinate in my
seven-year-old mind. If people were willing to hand over their hard-earned cash
for a used Abs of Steel video at 7:30 in the morning, wouldn’t they be likely to
fork some over to buy donuts from two adorable children?

Suddenly, visions of Toys“R”Us store aisles—and, more specifically, a Nerf
Super Soaker I'd been coveting—started to dance in my head.

I pitched the idea to my parents. After a little deliberation, my dad offered to
be my backer and stake the capital required to fund my enterprise—as well as
drive the car to pick up the donuts. (Again, I was seven.)

My four-year-old sister, Cailin (no, this is not a typo—that’s her real name),
and I set up shop using our Fisher-Price picnic table as our storefront. I strapped
a teal fanny pack around my waist to hold my earnings, donned my purple
baseball cap, and we were open for business.

Cailin and I spent the morning of the yard sale calling out to haggard-looking
shoppers, neighbors walking their dogs, and gaggles of neon-track-suited moms.
We implored them to purchase a glazed Krispy Kreme donut for the inflated
price of 50 cents. And slowly but surely, the combination of my sister’s doe-like
eyes and my enthusiastic sales pitch won them over.

Handing over those donuts to die-hard garage sale enthusiasts and kind
neighbors felt like grueling work during an early morning of summer vacation.
Finally, with the last donut sold, I peeked into my fanny pack knowing the Super



SoaKker was mine. Feeling the weignt ot all those quarters, | imagined 1 could
even buy two Super Soakers and be the ultimate warrior of water fights at the
pool.

Then everything went horribly wrong.

My dad strolled over and asked to see the earnings. After having been
subjected to seven years of his tyrannical “candy tax” at Halloween (he claimed
first dibs on our loot because he chaperoned the trick-or-treating, which set me
up nicely to understand taxes in my first real-world paycheck), I clutched the
fanny pack to my chest, refusing to show him.

My dad took the fanny pack, dumped our earnings on our picnic table, and
carefully counted out the coins. He then proceeded to give me my first lesson in
eCconomics.

“You have thirty dollars here,” he said.

“Yes,” I confidently replied. “I am going to Toys“R”Us.”

He looked at me and smiled in that all-knowing way parents do, which left
me with a sense of foreboding brewing in the pit of my stomach.

“Well, it cost me eight dollars to buy the donuts you sold,” he said while he
picked up eight dollars in quarters.* “Then you had Cailin help you sell them, so
you need to pay her.” He handed my four-year-old sister six dollars. “So, after
expenses, your net profit was sixteen dollars.” He smiled while pushing the
remaining piles of quarters toward me.

I had never felt so cheated in my life.

RATHER THAN CONVINCING ME that my dad was out to swindle us, the Krispy
Kreme experience instead has become the cornerstone of my personal finance
education. What my dad’s lesson started was a long tradition of my parents
teaching us essential lessons about money through the use of real-life examples,
which are still fresh in my mind 20 years later.

Even if you feel that taking a child’s hard-earned donut money is cruel—
which, in retrospect, I no longer do, and I could very likely do the same one day
to any future kids I may have (hey, apples don’t fall far from trees)—these
financial lessons served me well when I eventually struck out on my own. For
example, they enabled me to get off parental welfare only three weeks after
college and muster the confidence to move to New York, knowing I would
survive there as an independent early-twentysomething. And even when I wasn’t



making much, my parents’ lessons instilled in me a sense of empowerment over
the issue of money rather than ulcer-inducing anxiety.

I quickly learned many of my fellow twentysomethings (and even
thirtysomethings) don’t have that feeling of empowerment.

SITTING OVER SOBER-UP CUPS OF COFFEE in the wee hours of a New York City
morning, my friend Lizzie began to complain about her job working as an
assistant to two high-powered executives at a major network—a job she hated
with a passion, but it was a steady paycheck and provided insurance.

“Okay, so why don’t you quit?” I asked. “The whole point of moving to New
York was to try your hand at acting anyway, right?”

Lizzie nodded.

“Well, you’re twenty-three with no student loans, no debt, no kids, no
husband—doesn’t this seem like the right time to be working crappy waitressing
jobs and nannying some Upper East Side brats in the name of pursuing your
art?” I pressed.

“I don’t know—money just really stresses me out!” she burst out. “I just
don’t pay attention to it and then hope I have enough at the end of the month.”

Her terrified response startled me. If a smart, savvy young professional like
Lizzie, who came from a family of comfortable means and carried no student
loan debt, couldn’t handle her relatively simple finances without freaking out,
what did that mean for everyone else our age?

Wondering if Lizzie’s experience was a common problem with my peers, I
started asking around. Without fail, everyone responded with some version of
Lizzie’s protest: Money was stressful, confusing, scary, and not to be discussed.
No one wanted to touch the subject, even while wearing a hazmat suit. But not
only was this fear keeping my friends from trying to understand how money
worked; it was also preventing them from taking risks to get ahead in their
careers and even perpetuating the deadly cycle of living from paycheck to
paycheck with no plan for the future.

As I thought about this, I wondered, Why don’t I feel the same way? Am I
missing something?

Then it dawned on me that growing up with parents who constantly used
real-life moments to teach me about money (and deprived me of two Super
Soakers) had prepared me to handle my financial affairs, and my fellow



millennials hadn’t benefited from such preparation. But after seeing what money
fears were doing to Lizzie and others, I needed to find a way to help other
millennials experience what I had. So I decided to do what any slightly bored-at-
work millennial would do: I started a blog about it.

BrokeMillennial.com launched as a place where I could take stories from my
own life experiences and use them to talk about money as a way to take the
anxiety and confusion out of personal finance. It became my mission to prove
that if I, a journalism and theater double major with a deep-rooted hatred for
math, could become financially literate, then so could anyone else. While my
parents were responsible for laying the groundwork for my financial literacy,
I’ve always been intrigued by how money worked as well. Despite my
aforementioned loathing of mathematics, numbers that were attached to dollar
signs seemed to make sense to me. While I never focused on finance in college, I
started reading books about personal finance basics like budgeting styles and
credit scores and then moved on to studying economics and investing. These
topics would find their way onto the blog as I continued to use a storytelling
style to demystify basic financial concepts. Over time, I’ve cultivated and built
strong financial skills and a deep knowledge of all money matters.

All of this occurred in the midst of trying to figure out my own financial life
and dealing with common millennial scenarios, like not knowing how to
negotiate properly for a raise, or working three jobs to make ends meet (I ate a
lot of leftovers from a certain well-known mermaid-logo-using coffee chain), or
trying to figure out how to set up a 401(k), or learning to stand up for myself in
awkward financial situations with friends, or trying to handle moving home after
college, an unfortunate reality many young professionals are forced to take these
days. Not only have I survived all of these very real and important
twentysomething life experiences, but I started sharing some of them on the
blog, and now I’m laying my thoughts out for you in this book.

As the site began to gain a following—{first by just friends and family, then a
few hundred readers, and eventually thousands—my writing and thoughts on
personal finance also started to catch the attention of the media. Since then, I’ve
become a go-to expert on millennial personal finance, which has landed me on
CBS Sunday Morning and gotten me quoted and interviewed in outlets including
The Wall Street Journal, USA Today, Marketplace, NBC News, New York
magazine’s Web site The Cut, Mashable, and Refinery29, as well as a
contributor position with Forbes.

Broke Millennial also led me to a new job at a FinTech start-up focused on
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who had illustrious careers in banking and a combined 30 years of experience
between them, I began to learn the ins and outs of how banks make money and
develop their financial products, and the common tricks and traps of dealing
with financial institutions. Eventually, I even progressed to taking Certified
Financial Planner courses to officially authenticate my knowledge on the subject
of all things personal finance.

After writing the blog for four years and consulting both friends and
complete strangers about basic personal finance topics, it’s clear to me how
much anxiety about money still exists, especially for young people like you, and
this needs to be fixed now. Failure to do so means you may not be able to afford
the kids (or pets) you want to have, there will be no money for your 30-before-
30 or 40-before-40 lists, or you’ll do those things in lieu of saving wisely, and
then you’ll have to work until you kick the bucket because you chose to do your
whole bucket list first. This may sound dramatic, but the point is that a lack of
basic financial education sets you up to be sucked into the stressful black hole of
the paycheck-to-paycheck cycle.

The good news is that you can break free of that (or avoid it entirely), and I’ll
show you how. Despite what Wall Street and some media outlets want you to
believe, money isn’t complicated, and it doesn’t require complex formulas.
Financial empowerment does, however, require taking actionable steps toward
improving your situation, and I’'m here to help you figure out those steps.



| HATE BORING FINANCIAL STUFF, SO WHY SHOULDN'T | PUT
THIS BOOK DOWN RIGHT NOW?

First of all, this book isn’t a boring lecture on money. (The world doesn’t need
another one of those.) It’s more like a financial roadmap that covers various
paths you can take to go from flat broke to financial badass and gives you the
tools and information to get there. Whether you read it chronologically or flip
through at random (it makes great bathroom reading material, believe it or not),
each chapter will give you actionable advice on how to improve and further
strengthen your relationship with money.

The first few chapters lay the foundation for you to embark on your journey
toward building a healthy financial life. I’ll help you determine what your
approach is toward money and what psychological blocks or pitfalls may
surround it for you, as well as show you how to assess your financial know-how
and improve it. Then we’ll tackle a host of topics ranging from budgeting to
credit cards, paying down debt, and managing student loans. Many of the
chapters address sticky situations millennials specifically face, such as
negotiating your salary, navigating those awkward times when friendships and
finances collide (like what to do when you can’t afford to split the dinner bill
evenly with your pals), and getting financially naked with your partner. You’ll
even learn a bit about investing, buying a house, and saving for retirement—and
yes, all of those are possible, regardless of how much (or how little) you earn
right now.

Though each chapter features stories of my own triumphs and failures in
money matters, it’s not just me guiding you through this book. You’ll also hear
from plenty of other millennials who figured out how to manage money
successfully through their own missteps and industry, and financial experts offer
lots of tips and tricks that will turn any financially clueless reader into a
financially confident one.

You can take your sweet, sweet time with this book. Read a chapter at
random when you need to spend some quality time in the Whiz Palace or flip to
the retirement chapter when you start a new job and have no clue how to handle
a 401(k). Maybe you just want to read about someone else screwing up and then
figuring out how to make it right. There will be some financial jargon and charts
and stats in this book, but it’s mostly a safe space for you to learn about money
with more than a dash of humor. By the end, you’re going to feel confident



instead of terrorized each time you balance your budget. Like I said, managing
your money can be enjoyable . . . and even, dare I say, fun.

Before you start the adventure, and even if you eventually jump around and
read chapters out of sequence, I encourage you to first digest chapters 2 and 3 to
help you establish your money mental blocks and financial baseline. Okay,
Broke Millennial, let’s get your financial life together. #GYFLT



Chapter 2

Is Money a Tinder Date or Marriage Material?

DO YOU THINK OF YOUR PAYCHECK as a Tinder date or marriage material? In other
words, when it comes to money, do you treat your finances as a hit-it-and-forget-
it situation, or are you developing a long-lasting relationship?

Like Tinder and other online dating apps, money offers one big advantage for
anyone who masters it:

MONEY GIVES YOU CHOICES

Money can allow you to quit a job to be your own boss or step it up from
sleeping in your childhood bed and moving into an apartment of your own.
Money helps you travel the world, upgrade to eating organic food, indulge your
desire to brew your own craft beer, or snag the latest Apple product (just taking a
guess on your tech preferences). Money gives you the opportunity to help others
in need. And with proper management and planning, it lets you retire eventually
so you don’t have to continue exchanging your time and energy for a paycheck
until your last breath. Sorry, too dark? Putting in the effort to understand both
how money works and how you relate to money can ensure that you set your
future self up for a life of leisure instead of feeling forced to remain in the
workforce to keep paying the bills.

Now you may be thinking, That’s all great, but how do I get more money so
that, using the newest iPhone, I can Instagram a picture of myself sipping my
own craft brew made with organic barley and hops from an exotic location?
That’s why you want to take a more long-term view—to look at money like it’s
marriage material, not a random Tinder date. The good news is that the first step
in getting a grasp on your financial situation doesn’t involve any math.
Managing money isn’t complicated and doesn’t require complex formulas. It
does, however, require taking actionable steps to set yourself up for the life you
daydream about. In order to successfully turn your financial life around (or just



get started), you first need to identify what your money hang-ups are and why
they’re there.

The way you handle money is primarily driven by your mental attitude
toward it, which is shaped by a number of things, such as your relationship to
future thinking, how your parents related to money, and your financial fears.
That’s why it’s important to determine what factors are influencing your
relationship with money so you can get on the road to financial empowerment.

IT'S UNDERSTANDING MONEY—NOT JUST HAVING IT—THAT
EQUALS EMPOWERMENT
You, right now, have a choice: you can either let money control and define your
life or you can control it. Most of us would pick the latter option, but unless you
take charge of your finances, money will call the shots. In order to put yourself
on the road to financial success, you must be willing to take the time to
understand your relationship with money and, in turn, control its impact on your
life.

Before we go any further, here are some basic principles to follow in order to
take command of your finances:

e Have a grasp on your cash flow (a fancy way of saying “Create a
budget”).

e Spend less than you earn (aka live below your means).

e Remember that a credit history is important, but you don’t need to go into
debt to build one.

e Student loans and other debts can be manageable once you learn how to
effectively pay them off.

¢ Know how to pick good financial products so you aren’t paying senseless
fees for something you could get done cheaper or for free.

e Learn why compound interest is awesome.

¢ Find out why investing isn’t gambling and you need to start putting some
money in the market by at least saving for retirement.

¢ Understanding why money freaks you out.

We’ll explore in depth how to do each of these in the rest of the book.



HOW YOU THINK ABOUT THE FUTURE IMPACTS YOUR SPENDING
TODAY
You might’ve never given retirement a moment of thought except to either think,
Ha, that’s not likely to happen for me or Hmm, this company offers a 401(k)? I’ll
deal with this later. Or you may also be completely fanatical about saving,
saving, saving, even to the detriment of your present self, in order to be prepared
for the future.

Like it or not, your ability to think about the future—or lack thereof—

completely impacts your financial situation today.!

There are three common groupings millennials tend to fall into with regard to
their relationships toward both money and the future: Team YOLOFOMO,
Team Guarded Optimist, and Team Dreaming About Retirement. Which one do
you belong to, and how is that impacting your financial decisions? Read on to
find out.

TEAM YOLOFOMO

“Drinks are on me!” “I’ve only got $150 left in my bank account, but hell yeah, I
can take that trip.” “Nah, I don’t have a 401(k) set up. I’ll worry about that in the
future.” “Shit, I just got another overdraft charge. No worries—I can put this on
my card.”

Any of those sound familiar? You know where I’'m going.

Being part of Team YOLOFOMO definitely means your social media
profiles are #blessed, #killinit, and #livingthedream, while your finances are
probably a little more #brokemillennial.

Sure, experiences are valuable, and duh YOLO, and double-duh you have
FOMO—but this lifestyle choice also means you’ll be #WorkingUntil YouDie.

Since that sounds like about as much fun as trying to handle a cross-country
road trip with just a map and no GPS, why don’t you try figuring out how to be
#livingthedream but still #GYFLT by flipping to these chapters:

Chapter 3: Do You Have a Gold Star in Personal Finance?

Chapter 4: Dealing with the Dreaded B-Word

Chapter 6: Credit Reports and Scores: The Report Card for Life
Chapter 7: Wait, I Shouldn’t Just Pay the Minimum Due on My Credit
Card?

e Chapter 8: Yikes, I Already Have Consumer Debt. What Now?



e Chapter 10: I’'ve Got Debt, So Why Should I Care About Saving? (Pay
Yourself First)
e Chapter 16: Retirement: Can It Ever Happen for Me?

TEAM GUARDED OPTIMIST
“Don’t worry, I’ll totally be earning $120,000 by the time I’m thirty-five.” “I’m
not saving as much as I’d like, but it’s no biggie; I can catch up later when I’'m
making bank.”

Do you have a potentially delusional vision of where you and your salary will
be in five to ten years? It’s okay, we all secretly do. Being an optimist is a
trademark of our generation, and not necessarily a bad thing. But to avoid any
nasty surprises down the road, it’s important to work on being proactive about
the reality of your finances today, just in case your idealized vision of the future
never quite materializes the way you plan. Chapters you should flip to:

e Chapter 4: Dealing with the Dreaded B-Word

e Chapter 6: Credit Reports and Scores: The Report Card for Life

e Chapter 7: Wait, I Shouldn’t Just Pay the Minimum Due on My Credit
Card?

e Chapter 10: I’'ve Got Debt, So Why Should I Care About Saving? (Pay
Yourself First)

e Chapter 14: How to Negotiate Salary (or Anything Else) by Learning to
Ask for What You Want

e Chapter 15: Investing: No, It Isn’t Gambling!

e Chapter 16: Retirement: Can It Ever Happen for Me?

TEAM DREAMING ABOUT RETIREMENT

“I should probably increase my 401(k) contribution from 15 percent to 18
percent.” “No, I can’t go out with you guys. It’s not that I can’t afford it; I just
don’t want to spend money in case something happens later on.” “Man, I need to
get a side hustle so I can just save it all for later.”

Yeah, these people exist. I know because I’'m one of them. But this is not a
“we’re the best” category either. Being hyper-focused on the future is financially
beneficial in that it can lead to well-funded 401(k)s, hefty emergency savings,
and probably some additional investments, but you may need a dash of Team
YOLOFOMO in your life. Pardon the cliché, but we all need some balance, and
here comes a second cliché: you can’t take the money with you when you die.



Trust me, I’'m not advocating you pull a 180 and become a big spender, but be
sure to take the time and even spend a little money to make memories today
instead of waiting until your twilight years. Pulling a Scrooge McDuck at 60 and
having tons of money to dive into sounds great in theory, but it’s also okay to
live a little in the present. Just budget it in with a fun fund! Chapters you should
flip to:

e Chapter 11: I Can’t Afford to Split This Dinner Bill Evenly!

e Chapter 12: Getting Financially Naked with Your Partner

e Chapter 14: How to Negotiate Salary (or Anything Else) by Learning to
Ask for What You Want

e Chapter 15: Investing: No, It Isn’t Gambling!

e Chapter 16: Retirement: Can It Ever Happen for Me?

e Chapter 18: But My Broker Said I Can Afford This Much House

DO YOUR MENTAL HOMEWORK BEFORE TAKING CONTROL OF
YOUR MONEY

Before flipping to the chapters that will help you get on the path toward financial
empowerment, you should take a few minutes to address your psychological
roadblocks about money. We all have some sort of hang-ups around money,
even your friends who seem so financially fit. Failing to address your money
roadblocks first will make it difficult to effectively make a change in your
financial behaviors. It’s not unlike why people need to unearth their reasons for
overeating or compulsive shopping or drinking. There’s almost always a more
deeply rooted issue. Trying to change how you spend or save money without
understanding why it’s difficult in the first place probably means you’ll slip up,
get frustrated, and go back to spending without thinking.

Many of these chapters offer a variety of ways to handle financial situations
(i.e., best ways to budget, best ways to pay down debt, best ways to start
investing). You can’t effectively choose the best path until you know your own
relationship to money and your roadblocks. So let’s work together to uncover
where some of your financial pain points may be.

Your Family History May Be Causing Roadblocks

Your relationship to money started way before you got your first credit card or
signed for your first student loan. It began forming around the time you started
to realize how those around you, most likely your parents, related to money.



Were finances spoken about in hushed voices when you were growing up?
Did your parents have open conversations with you about their budgets? Did
your childhood friends say it was rude to ask if they got an allowance? Did your
parents struggle to make ends meet? Did your family’s wealth make you
uncomfortable around your peers, or, on the flip side, did you ever feel ashamed
for not having as nice a house or clothing or toys as one of your friends?

None of these questions is a condemnation of how you were raised. Your
parents likely did the best they could for you and your family with the
information available to them and their own psychological relationship with
money.

However, knowing where some of your money anxieties and
misunderstandings stem from can help you in your own pursuit of financial
empowerment.

“I bet your mom still has her First Communion money,” one of my uncles
said to me in jest when I was in my early twenties. Before that comment, I’d
never really given my parents’ level of frugality much thought because the
financial behaviors you grow up around seem perfectly normal. My parents
weren’t big spenders on material goods. They notoriously moved their favorite
couch (which was older than me) around the world with us instead of ever
indulging in the purchase of new living room furniture. My mom didn’t have a
closet full of designer labels, and my dad didn’t own all the latest tech gadgets.
Much to the delight of me and my sister, Cailin, my parents did choose to
indulge in one area: travel. So early on in our lives, Cailin and I both started to
value experiences and memories over possessions.

There is not a single moment in my life when I can remember hearing my
parents argue about money. They seemed completely in sync about how and
when money should be spent, because they were united in a mentality of living
below their means and saving for the future. Almost a decade after I left the
house for college, I learned my dad actually managed to save 80 percent of his
salary during our family’s time living overseas, thanks to the perks of his
company subsidizing housing costs and picking up the tab for international
school tuition.

I tell you this because my parents, knowingly or not, gave me a blueprint—or
a money mind-set, if you will—for how to handle finances that said: “Money
isn’t stressful as long as you don’t spend too much.”

However, I too still have hang-ups about money based largely on this
mentality. It’s difficult for me to spend. I’ll agonize over seemingly insignificant
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therefore enable me to increase my earning potential. And I spent a bulk of my
early twenties saying, “I can’t afford to do [fill in millennial indulgence here]”
when I certainly could have but just didn’t want to spend the money for
whatever reason at the time. And you’ll find that if you tell people you can’t go
enough times, they’ll just stop inviting you to go along on happy hours, day
trips, concerts, and the like.

Despite these hang-ups, which I’ve identified but still struggle to handle, I’'m
grateful that the money mentality my parents passed down ultimately included a
message of financial control and not fear.

This may not be similar to the mentality you inherited, consciously or not.
Your family’s approach to finances may have looked more like one of the
following:

Scenario 1: Mom and Dad constantly argued about money.

Whether it was snide comments about a recent purchase or full-blown yelling
matches over the bills, money may have been a source of tension in your
household as you were growing up. Watching parents fight over how much is
okay to spend, how much needs to be saved, how they’re going to pay the bills,
and who does and doesn’t contribute to the household can lead to you—the child
—believing money is nothing but a source of drama.

This mentality could mean you tend to deal with money as sparingly as
possible in order to avoid tension either in your own relationships or just in your
psyche. It’s also possible it sent you toward the other extreme: to become as
educated about finances as possible and make sure you always had enough to
cover yourself so you’d never feel the stress of that no-money childhood drama.

Scenario 2: You were scolded for asking about money.
“Mom/Dad, how much do you make?”

“That’s none of your concern.”

It’s not uncommon for parents or other adults to scold children for asking
about money. Unfortunately, your parents’ unwillingness to have a conversation
about money can leave you thinking that it’s taboo or dirty—similar to the way
many families handle conversations about sex. (While parents may not want to
share income details with their children for any number of reasons, it’s still
important to explain to kids how money works.) So if Mom or Dad handed you a
blueprint that says money is a taboo topic, props to you for even opening this
book! You could have decided to avoid talking finances at all costs, which will



cost you down the road (if it hasn’t already).

Scenario 3: You assumed everything was okay, until it wasn’t.
Back-to-school gear, going out to eat routinely, a new car every few years,
updated technology in the house—these would’ve been indicators to you that
your family had a comfortable amount of money. You could cover the basic
needs plus the luxury extras—but not so luxury that you figured a new car with a
big ribbon would be in the driveway on your sixteenth birthday. Or maybe you
did and that was part of the problem.

You may have grown up with the belief that money was a nonissue in your
home, but unbeknownst to you, your parents were living at or above their
means. One small hiccup—the primary breadwinner getting fired, a family
member getting sick, a downturn in the economy, or a divorce—could upend the
entire facade of a comfortable existence.

Living at or above their means is emphasized because there tend to be two
camps when it comes to spending money: those who live below their means and
those who live above their means. Those living below are saving, and those
living above are carrying debt to afford the luxury cars, McMansions, and
private schools. The third group—those living at their means—are technically in
a paycheck-to-paycheck cycle, possibly without realizing that’s the scenario.
They may have a tiny bit saved, but not enough to really mitigate a major
dilemma, such as a job loss or illness. Living at your means usually signals to
children that everything is okay because there’s no tension about money until
that single event that triggers the spiral down.

Fortunately, it also may not have occurred, but you may now be
understanding that your parents lived at their means because they’re realizing
retirement isn’t a possibility. There just isn’t enough saved to support them
without a steady influx of cash.

Still Unsure About Your Financial Roadblocks?
Answer the following questions to help you figure out which combination of
steps will be best for you:

What’s my first memory of money? How does that memory make me feel?




How did I get money to spend growing up?

When I did have money to spend, what did I buy?

What are my financial concerns today?

Why do I have these concerns?

How did my parents talk about money when I was a kid?




Was I told that asking about money was rude or inappropriate?

Did my family’s financial situation make me uncomfortable around my peers?

Am I taking actionable steps to ensure that my fears don’t happen (e.g., am I
saving to make sure I can always pay rent even if I lose my job)?

How can I be sure I’'m in control of my money? (List at least three aspects about
finance you want to work on understanding.)

Now take some time to read over your answers and reflect on what your
responses and gut instincts mean about your underlying money mentality.
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to help out your family financially? Then your financial mind-set may be one of
fear.

Did you ever get to have healthy conversations about finances growing up, or
were you instructed that money is a dirty conversation akin to discussing your
sexual proclivities in public? If talking money still seems as dirty as handling the
currency itself, then you may have a financial mentality of anxiety or naiveté.

Have the ways in which you spent money as a child evolved, or do you have
similar tendencies to this day? You might be feeling helpless or electing to stay
that way, or perhaps you’re practicing extreme frugality, depending on your
early behaviors.

Maybe you’re experiencing a mix of several factors.

Once you reflect on how you relate to money and understand some of the
reasons why, then I want you to take some time to write three financial goals: 1.
Short-term goal: What will you do today, tomorrow, next week, this month, to
start making actionable changes to reach the three aspects about finance that you
want to work on understanding?

2. Medium-term goal: Set a benchmark to hit that’s at least a year away. Do you
want to get over a fear of investing? Then plan to have knowledgeably invested
at least $1,000 by a year from today.

3. Long-term goal: Decide the one big change you hope to see in yourself over
the next few years and moving forward. Perhaps it’s about creating the financial
mentality you hope to pass down to your children or model for your siblings or
friends.



Okay, you’ve done some of the tough work! Are you ready to get started on
building your knowledge so money never needs to cause feelings of fear,
anxiety, helplessness, or ignorance ever again?

Let’s #GYFLT!



Chapter 3

Do You Have a Gold Star in Personal Finance?

Now THAT YOU’VE taken the time to address your potential roadblocks when it
comes to money, it’s time to get a better understanding of the pieces that make
up your financial puzzle—and how to put that puzzle together.

In this chapter, we’re going to walk through some personal finance 101
topics and then use a scorecard to figure out how much you already know (or
think you know) about money. Evaluating your results will help you navigate the
following chapters so you know where you should improve your knowledge. Be
prepared, because there are no participation trophies handed out here.

FINANCIAL BENCHMARKS AND FORMULAS YOU SHOULD KNOW
People are judgmental. Let’s just admit that. We scroll through Instagram,
Snapchat, and Facebook to see what everyone else is doing and instantly
compare our lives to the carefully curated ones our friends have created for
themselves online. So it makes sense that we would do the same with our
financial situations. In fact, I’d encourage you to compare yourself to the
benchmark savings, debt, and investing averages of your peers, because it can be
motivational and help you stay on track to actually be able to retire one day. Yes,
this is possible—and proven later in this book—so don’t you scoff at me!

How Much You Should Have Saved for Retirement
The following table provides benchmark ratios of how much you should have
saved by certain ages so you can compare against how much you actually have

saved.l
Age Ratio
25 0.2:1
30 0.6-0.8:1

35 1.6-1.8:1



45 3-4:1
55 8-10:1
65 16-20:1

The left side of the ratio indicates how many times your salary you should
have saved by the age in the left-hand column. For example, if you’re 25 years
old and earning $55,000 a year, then you’re expected to have 0.2 of $55,000 (or
$11,000) saved for retirement. If you earned the same salary but were 35, then
you’d be expected to have 1.6 (or $88,000) to 1.8 (or $99,000) saved for
retirement. By age 65, you need to have up to $1,100,000 saved, assuming you
can effectively live off $55,000 a year.

Keep in mind that this chart is based on the average needs of people planning
to work for 40 years and then retire at 65 and live off their 401(k) and other
investments. There are many factors that could make your situation different,
including when you plan to retire, how much you forecast spending per year in
retirement, if you plan to have children, any existing or anticipated medical
conditions that may require more per year in retirement, and expected or
received inheritances that may change what you independently need to save. So
it’s important to use this chart as a guide only.

That said, if you pulled out your calculator app to determine if you’re on
target and discovered you’re beating the expected ratio, feel free to give yourself
a gold star. You can also learn more about retirement by flipping to chapter 16.

Emergency Fund Ratio
Retirement isn’t the only thing for which you should be saving. The almighty
emergency fund is one of the most harped-on pieces of financial advice, and for
good reason. An emergency fund is like creating your own insurance policy
against disaster by saving up easily accessible money, which means you should
put those funds in a basic savings account so you don’t have to sell stocks to get
at your money. You’re not to touch an emergency fund unless it legitimately
qualifies as an emergency, and no, Beyoncé dropping a secret album and
announcing a pop-up concert nearby does not count as an emergency.
Emergency funds are there to protect you if your boss calls you in for an
unexpected meeting and tells you it’s time to clear out your desk and be gone
within an hour, or if a pipe bursts in your apartment and ruins all your stuff, and
then you need to buy new furniture, clothes, etc., because your renter’s insurance
company is taking their sweet time in reimbursing you.



The emergency fund target is generally agreed upon by personal finance
gurus to be three to six months of living expenses—the amount you need to
cover your basic needs. The self-employed are wise to set the target even higher,
with six to nine months of expenses in an emergency fund of cash and cash
equivalents.*

Emergency fund calculation:

Cash & Cash Equivalents

= 3 to 6 months of living

Amount needed to cover basic expenses

needs

For example: Let’s say you need $2,000 a month to cover all your living
expenses—rent, utilities, cell phone, student loans, groceries, and transportation.
You have $4,300 in a savings account. That means you have only 2.15 months
covered. You need to save up at least $6,000 to have a bare minimum emergency
savings fund of three months.

$4,300
$2,000

= 2.15 months covered

I can already sense the eye rolling and sarcastic “yeah, rights” at the notion of
managing to save several months’ worth of living expenses when you’re already
dealing with student loans and you’re still paying off that year when you were a
bit too swipe-happy with your credit card because you didn’t totally get how it
worked.

Despite feeling like monthly debt obligations and the general cost of living
have you drowning, it’s still important to have an emergency fund of some sort,
even if you have excessive debt. However, it may make more sense for you to
prioritize debt repayment over having the full three to six months of living
expenses. So your goal should still be to set aside $1,000 to brace yourself in
case the unexpected happens. It’s always when every dollar of your paycheck is
accounted for and you don’t have any savings that your car decides to start
smoking on the freeway or your dog eats brownie mix or you break your arm
and need $1,200 to hit your deductible. Want to learn more about how to build
and maintain an emergency fund? Chapter 10 details exactly how to save, even
while paying down debt.



Debt-to-Income Ratio
Debt-to-income (DTI) ratio is exactly like it sounds; you’re calculating the
percentage of debt you owe relative to the amount of money you’re earning. DTI
is a key factor lenders use to determine whether to give you a loan. It also keeps
you in check about how much more debt you can realistically afford to handle
before a big scary word like bankruptcy needs to be added to your vocabulary.
To calculate your DTI, divide your monthly debt payments by your gross
monthly income.

Here’s how to calculate your DTT:

(Monthly debt payments)

= DTI
(Gross monthly income)

First, a couple of definitions: Your monthly debt payments means debt
you’ve taken on such as student loans, car loans, housing payments, or balances
on credit cards that you are paying off in monthly installments. Your gross
monthly income is the amount you earn each month before the money for taxes,
health care, retirement plans, and any other deductions are taken out.

The goal here is to get your DTI ratio as low as possible. Swing too far in the
other direction and you’ll start flirting with bankruptcy. A severely high DTI
ratio makes it nearly impossible for you to recalibrate and pay off your debts on
your existing salary. Unless you somehow come into significantly more money,
you’re likely going to be paying all your monthly income to lenders and
creditors, with nothing left over to pay for your basic survival needs, like food.

How low should your DTT be exactly? Well, you’ll get mixed advice from
lenders. For example, Bank of America writes that you should take steps to

reduce a DTT above 36 percent, while others, like the Consumer Financial
Protection Bureau, cite 43 percent because most qualified mortgage lenders

won’t come near you if you exceed the 43 percent ratio.2 Lenders aren’t exactly
scurrying to share their underwriting rules (nerd speak for the qualifications used
to determine if you’ll be approved for a loan), but the educated guess can lead us
to assume that lenders experienced that people with DTI above 43 percent were
less likely to repay their mortgages, so 43 percent became the breaking point in
the underwriting algorithm. We can, however, work under the assumption that
it’s best for you to have a DTI of 40 percent or less.

So What Is Your Net Worth?



Now that you’ve learned about some of the individual pieces of the total-
financial-picture puzzle, it’s time to take a bird’s-eye view of your finances.
Your net worth provides a snapshot of how you’re doing overall by calculating
everything you have and everything you owe.

Not to be confused with the immeasurable, touchy-feely notion of self-worth,
your net worth is one of the easiest financial calculations to perform. Just don’t
let a negative number shatter your self-worth!

To determine your net worth, subtract your total liabilities from your total
assets.

(Total Assets) — (Total Liabilities) = Net Worth

Total assets include more than just your income, bank accounts, and
investments; you also need to add in any valuable property you may own,
including jewelry, collectibles (definitely not Beanie Babies but maybe Pokémon
cards), and vehicles. Total liabilities include anything you owe, like your student
loans, auto loans, mortgage, credit card debt, even that pending Venmo charge
you owe your roommate for utilities.

Being net worth positive—meaning you have more money saved and
invested than amounts you owe—may feel like an impossible feat in your
twenties, perhaps even into your thirties. Even if you don’t have debts or loans,
it can still be really tough to do more than live paycheck to paycheck when
you’re young. It’s okay to be daunted by this! But it’s also still important to
track your net worth regularly, even if you keep feeling slightly depressed when
your number shows up in the red (financial jargon for being in debt). Tracking
your net worth is one of the simplest ways to see if you’re making progress
toward your financial goals and heading in the right direction. It also forces you
to confront your spending, debt repayment plan, and savings strategies.

HOW DO YOU STACK UP?

Benchmarks, formulas, and ratios are great, but checklists are even better. Who
doesn’t love crossing something off a to-do list? Reflecting on your mental
homework with psychological roadblocks from chapter 2 and using all the
knowledge you just soaked up in this chapter, let’s combine it all to see exactly
where you measure up. There are even a few curveballs we haven’t gotten into
yet, but we will explore those in the following chapters. The following checklists
serve as a scorecard to figure out if you’re a “Participation Trophy” kind of



millennial with your money or a “Gold Star” earner. You might even be on top

of your finances enough to earn yourself a “You Went Viral” award. Let’s just

hope you aren’t a “Living in Your Parents’ Basement Forever” kind of

millennial because that would, well, suck. (But there’s hope for you guys too!)
Get out your pen and see what you can check off the following lists.

You’'re Living in Your Parents’ Basement Forever

You don’t have a savings account.

Your credit score is below 650.

You’re employed part-time and making no effort to get a full-time job.
Or you just keep quitting full-time jobs because they aren’t fulfilling.
You’'re carrying a balance on a credit card (or several) and paying the
minimum due when you remember.

You probably got this book as a graduation gift and just happened to flip
to this page at random and thought this sounded like you.

Where you should head next: You may be itching to flip to a certain chapter,
but I recommend we start at the beginning and work our way chronologically
through chapters 1 to 7. This strategy will lay out all the foundational work you
need to do (which I promise isn’t as painful as it sounds) before kicking it up a
notch, at which point you become the captain of your own financial journey. I’'1l
see you in chapter 4: “Dealing with the Dreaded B-Word.”

You Get a Participation Trophy, But There’s Still Work to Do

You’ve taken a stab at creating a budget.

You always pay at least the minimum on your credit card and most of the
time a little bit above the minimum.

You have a 650+ credit score.

You pay the minimum on your non-credit-card debts, such as student
loans.

You probably think about creating a get-out-of-debt plan, but then binge-
watch the latest Netflix original series instead.

You contribute the 401(k) percentage to get the match on an employer-
matched retirement account, but you didn’t set that contribution up until



you’d worked at the company for a few years, which means a couple
thousand got left on the table.

You were motivated enough to pick up this book and begin taking some
steps toward getting empowered financially (which is a great start!).

Where you should head next: You’ve got some basics down, and that’s great,
but we want to get you to be that financially independent millennial that busts all
our generation’s stereotypes. Start by focusing on chapters 1 to 6 to provide that
strong foundation for a budget, working to a 700+ credit score, finding the best
financial products for you, and digging out of debt in the fastest (but also most
effective) way possible.

You Get a Financial Gold Star!

You have a budget.

You contribute 2 percent above what’s needed to get the match on an
employer-matched retirement plan.

If an employer-sponsored retirement account—such as a 401(k)—isn’t an
option, then you’re maxing out an IRA.

You’ve built a 700+ credit score.

You also check in on your credit reports once a year.

You pay off credit cards on time and in full, and you keep the utilization
ratio (the amount of total available credit you use) at 30 percent or less.
You created and started an actionable plan to pay down any debt and are
sticking to it by paying above the minimum due on all debts.

You have three months of living expenses in an emergency savings fund if
you’re debt free, OR you have $1,000 set aside if you’re prioritizing debt
repayment.

Where you should head next: You’ve already proven that you can be the
master of your finances, but you still have more to learn. Are you 100 percent
sure you’re using the absolute best financial products (flip to chapter 5) or that
you know how to ask for that well-deserved raise at work (go to chapter 14)?
What about hiring a financial planner (chapter 17) or navigating the awkward
waters of talking money with friends (chapter 11) or even your romantic partner
(chapter 12)? Pick a chapter on a topic you’re less familiar with to start your
next money adventure. I’ll see you there!



You Went Viral

You have a budget.

You do a monthly net worth update.

You’re contributing 10 percent above the amount needed to get the
employer match on a retirement plan and maxing out a personal IRA.
You have a deadline to be debt free, accompanied by an actionable plan
for how to get there.

You’re paying double the minimum amount due on your loans each
month.

You have a 750+ credit score.

You check your credit reports from all three bureaus each year.

You have at least six months of living expenses in an emergency savings
fund if you’re debt free, OR you have at least one month of living
expenses saved if you’re prioritizing the debt payoff.

You pay off credit cards on time and in full, and you keep the utilization
ratio (the amount of total available credit you use) in the single digits.
You’ve started basic investing outside of retirement accounts, in index
funds or exchange-traded funds (ETFs).

Where you should head next: You’re #crushingit on the basics, which is
great, but you probably still have some work to do. Have you considered going
to a financial planner, decided to get financially naked with your partner, figured
out how to negotiate for a higher salary, or looked into buying a home? How
about giving some thought to what retirement is going to look like for you?
We’ve got all that covered for you in chapters 12, 14, 15, 16, 17, and 18.

YOU'VE GOT THE BACKGROUND, LET’S MOVE ON TO THE REAL
WORK

It feels like we’ve gotten to know each other a little bit now. You know more
about me, and we’ve uncovered some of your money roadblocks and learned
how to look at the pieces of the puzzle that is your overall financial picture. Now
that you know your money scorecard, it’s time to dig into the chapters that will
help you sort through your money matters. Let’s get started!



Chapter 4

Dealing with the Dreaded B-Word

“THANKS, ERIN,” my charge’s mother said. “We’ll see you in two days.”

I smiled and prepared for the babysitter two-step: that awkward moment
when the parent seems to forget it’s time to pay up or asks you for the grand
total and you secretly hope cab fare or tip will get thrown your way.

After a long pause, I started to mumble awkwardly, “Umm . . . It’s $80.”

“Oh, right,” she said while reaching into her Fendi purse. “It’s after midnight,
so here’s $20 for a cab.”

I mentally high-fived myself while stuffing the wad of cash into my pocket
and scurrying out the door to get to the subway. There was no way I’d be
spending the extra $20 on cab fare when I could put it into my savings or “fun
fund” envelope.

Forty-five minutes later, I arrived home, quietly shuffled to my room, and
pulled open one of my dresser drawers. Inside, my four envelopes sat waiting to
be funded: one marked rent, one marked savings, one marked fun fund, and the
final one marked money for Anna (my roommate, whom I need to reimburse for
utilities each month).

Fifty percent of my income went to rent, 25 percent to the Anna envelope for
utilities, and 25 percent to savings. The tip money (which in my experience New
York City babysitters often receive in addition to a base pay) or cab fare often
funded my fun fund envelope.

This method of budgeting helped me keep track of my income when about 50
percent of it ended up being in cash between babysitting and working as a barista
to supplement my day job working for a late-night talk show.

However, the envelope method—while effective—is incredibly dumb when
you’re actually storing hundreds of dollars in cash in your New York City
apartment. [ still feel thankful my apartment was never robbed, because a dresser
certainly isn’t an incognito hiding spot for your income. There is no FDIC
insurance for the cash stolen out of an apartment, which is why my money is



now kept safely in a bank.* There also is a 0 percent interest rate for money kept
in my dresser. (Learn more about picking the right checking and savings
accounts in chapter 5.)

As my career changed and my income turned into the digital currency of
direct deposit, I moved away from hoarding hundreds of dollars in my dresser
and switched to a new budgeting system, which I affectionately call the No-
Budget Budget.

The No-Budget Budget doesn’t focus on tracking every penny, nor does it
allocate percentages of my income to predetermined categories, other than
savings. But it’s still a budget because no matter how you feel about the B-word,
having a budget puts you in control of your money. At the very least, you need
to understand how much you have coming in and how much is going out each
month.

PICKING THE RIGHT BUDGETING STYLE
There are myriad ways you can take control over your money, which is why it’s
imperative you select one that works not only for your financial situation but
also for your personality. The hands-on, type-A people among us may prefer the
Tracking Every Penny option to get a daily and detailed overview of their
financial situations. If you’re more laid-back yet money conscious, you may
prefer a percentage-based budget to know where to allocate funds without
focusing on monitoring each swipe of the credit or debit card.

In this chapter, we’ll review different budgeting styles to help you decide
which one is right for you or which one to switch to so you feel empowered
instead of overwhelmed.

BUDGET 101 OPTIONS

The Cash Diet
No matter how many fellow millennials tell me, “I spend way more when I just
have cash in my wallet,” study after study has proven you’re going to spend
more when you’re swiping plastic. This is why the Cash Diet budget is ideal for
anyone who routinely gets surprised by just how big their credit card bill is this
month or gets dinged with overdraft fees.

Putting all your transactions on a credit card makes it simple to forget how
much you’ve spent by the time your bill is due. Paying off your credit card bill
once a week is a simple way to offset this issue because then your bank account



will accurately reflect how much you have left to spend. You’ll learn more about
mastering credit cards in chapter 7. Of course, using a debit card also pulls
directly out of your bank account, but there are security issues with constantly
swiping your debit card thanks to the rise in debit and credit card fraud. So that’s
not always the best option.

So what’s a diligent millennial trying to stick to a budget to do?

Consider rebooting your financial life in the same way you promise yourself
to refresh your body every January first. Instead of doing a juice cleanse or
throwing yourself into CrossFit, you use the Cash Diet to get back on track.

The Cash Diet is really as simple as it sounds: you pay for everything in cash.
Granted, it’s the digital age, so I get that not everything can be paid for with
actual dollar bills. If you need to buy a plane ticket or pay your bills, you’ll
probably have to do those online. But everything else must be paid for in cash.

A simple way to start your Cash Diet is to sit down and add up your monthly
income and then subtract your fixed bills. These bills may include rent or
mortgage, cell phone bill, utilities, transportation costs, student loans, and cable
or Hulu or Netflix. You should also subtract the amount you’re putting toward
your retirement fund and your savings account. (Think having anything to save
sounds impossible? Check out chapter 10.)

The amount left after you subtract your fixed expenses and your savings is
yours to spend for that month. It may be wise to divide this number by four and
have a fixed amount of cash to use each week. Keeping the cash in your wallet
allows you to easily eyeball exactly how much you have left to spend, which
makes it easy to evaluate your impulse purchases or your craving for that late-
night trip to grab the guilty-pleasure snack of choice.

When you’re out of cash, you’re out of cash. No more spending for the week
or month.

A month of using this budgeting system quickly helps you see how easily
you’re spending on mindless purchases. It provides you an immediate look at
what you think you value versus what you actually value because you’re
spending the money. This reboot will hopefully encourage you to move on to a
lifelong relationship with a budget, even if you evolve to using a different
system.

JUST THE BASICS: The Cash Diet




In case you just skimmed that section or want to refer back to this
in the future, here’s an overview of how to successfully utilize a
Cash Diet budget:

e Do weekly checkins on your budget to assess how much you
have left for the month.

e Leave a $100 buffer, especially during your first attempt at a
Cash Diet. Odds are that you will forget about a fixed expense
that will hit halfway through the month. This buffer will help take
care of that.

e To prevent storing a bunch of money in your home—where it
could be vulnerable to robbery, etc.—don’t withdraw the entire
month’s amount all at once. Let the bank and FDIC insurance
protect you and withdraw only the amount you can spend each
week.

e Any cash left can be rolled over to the next month, or you can
really kick your financial skills up a notch and save the
remainder.

The Tracking Every Penny System

Do you tend to get struck with that feeling of “What the hell did I spend my
money on?!” each month? Then the Tracking Every Penny system is for you—at
least for a while.

As with its cousin the Cash Diet, you should practice the Tracking Every
Penny system of budgeting for two weeks at least once in your financial life.
With Tracking Every Penny, you keep a meticulous record of every financial
transaction instead of just saying, “I have $200 to spend this week” and spending
only that $200. It’s a strategy designed for those looking to regain control over
their financial lives and/or those with intense type-A personalities.

The name says it all: you’re going to record every financial transaction you
make, down to the penny. You can customize this budget plan to suit your style
of tracking expenses. For example, you can total your money spent at the end of
each day or wait to crunch the numbers ’til the last day of the week. You might
record your purchases by writing down each transaction (on your phone, of
course; nobody does that pen-and-paper thing anymore). Or you may want to
exclusively use one credit card for all purchases so you can just log into your



account and make note of your daily or weekly transactions.

No matter which type of recordkeeping you pick, this budget works only if
you’re diligent about recording every penny you spend. Plan to reserve at least
20 minutes at the end of each day or about an hour on a weekend day to sit down
and enter all your transactions into a spreadsheet, Google Doc, or app. You
should be able to track by date, item purchased, and total cost, with a sum total
at the bottom that shows just how much you’ve spent to date. You can even take
it a step further and break it down by categories, such as money spent on food,
bills, debt, pets, clothes, and entertainment.

Using budget trackers can help automate some of the process and perhaps
even streamline beautiful charts and graphs of your spending if that’s something
that gets you jazzed about handling money. (Suggestions for apps that let you
create such records appear at the end of this chapter. Though let’s be honest: if
charts are your thing, you’re probably already working with some sort of intense
budgeting strategy.)

After updating your spending in your preferred tracking method (I like using
an Excel spreadsheet myself), be sure you have an accurate understanding of
your remaining budget for the week or month.

Then it’s time for some simple analysis—which is where those online charts
and graphs can come in handy if you elect to use budgeting software. The
Tracking Every Penny budget not only prevents you from overspending, it also
enables you to notice patterns in your spending you either didn’t know existed or
want to focus on changing in lieu of redirecting those funds to other money
goals.

The simplest way to perform this analysis if you aren’t using an online tool is
to create the categories mentioned above and do a weekly check to see whether
the amount you’re spending actually aligns with your perception of how much
you routinely dish out for things like groceries, happy hour, or impulse buying a
video game or a new pair of shoes. You can even go a step further and create
subcategories, such as, in the food category, money spent on groceries versus
money spent going out to eat.

I encouraged my first post-college roommate to participate in this practice
when she was looking to free up some additional funds in her budget in order to
pay for yoga teacher—training classes. Within a week she came to me
dumbfounded, saying, “I spend nearly $20 a week buying bottled water!” It had
become a mindless practice to buy a bottle of water at a local Starbucks during
her workday, and those overpriced bottles added up quickly. Just carrying

aronind a rencahle hnttle of water at work added $R80 a month hack intn her
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budget.

Tracking Every Penny should be a budget practice everyone tries at least
once in their lifetime because it’s an illuminating experience about how you
really spend your money. You can practice all sorts of delusional techniques
about how you value eating well and pride yourself on only making purchases
you actually use, but when you notice you’re buying two pints of ice cream a
week and you never actually read the USA Today you pay for each morning,
well, maybe your priorities and money aren’t completely in sync.

JUST THE BASICS: The Tracking Every Penny
System

e Research various techniques for tracking every penny. Writing
down purchases and matching them up against receipts may
work for some, while others may prefer paying for elaborate
budgeting software like You Need a Budget (YNAB.com) or
utilizing free options like Mint.com.

e This strategy is worthless without analyzing what you're
spending your money on, so be sure to mark down what the
purchase actually was and not just the cost.

e Tracking your spending by the penny will enable you to properly
audit your spending habits and find where you may have been
unknowingly hemorrhaging cash.

e Don't give up if you forget to track for a day.

The Envelope System
The Envelope System is the Cash Diet system plus structure. The Cash Diet
allows for a more flexible spending system in which you can buy what you want
but have to go on lockdown only once the money is gone. The Envelope System
dictates how much you can spend in certain categories.

This can be done digitally or with physical envelopes. Personally, I find the
latter to be more motivating, but again it is potentially problematic to keep that
much cash stashed in your home.
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Lake some time 0 S1t dOWN and write out your rinancial responsibilities and
priorities into categories that will become envelopes. Common envelopes
include rent/mortgage, utilities, transportation, cell phone bill, student loans,
other debts, food, pet and/or kid, emergency fund, retirement, and entertainment.

I highly recommend that you arrange for your savings and retirement

funds to be pulled out of your paycheck before they hit your bank
account. This money should be getting routed into a 401(k) or 403(b) or
savings account so that you aren’t tempted to ignore saving for a month.

Once the envelopes are defined, it’s time to fund them. Determine how much
money out of each paycheck should be going into your various funds. Do you
get paid biweekly and your rent is $800? Then $400 of each paycheck goes into
the rent envelope.

The underlying principle is to never borrow from one envelope to beef up
another. Once you’re tapped out in one envelope, then you’re done being able to
spend in that category for the remainder of the month. So, for example, it’d be a
good idea not to blow your food fund too early in the month on expensive
dinners out with your crew. The only situation in which this may be forgiven is
if you decide to skim off the top of the entertainment envelope to throw more at
debt or savings goals. Leftover money can either be kept in the envelope to
allow for more spending in the coming month, or it can be routed to a savings
goal or debt repayment or shoved in a fun fund envelope.

Some personal finance gurus will advise—or rather mandate—that

you not have a fun fund while you are paying down debt. I'm a more
practical millennial who would prefer you don’t yo-yo diet with your
finances. Having a small fun fund you can use to make a splurge
purchase or go out with your friends ($50 or less each month if you're
paying off debt) sometimes will keep you from falling off the wagon and
blowing your budget out of the water out of frustration at having to live a
fun-deprived, hermit-like lifestyle.



The Traditional Envelope System

The pre—Internet age version of the Envelope System involved physical
envelopes—do those even exist anymore?—stuffed with cash. You can certainly
still partake in the old-school method, just like I did during those early days in
New York, but be wary about having too much cash sitting around your
apartment. You could always do a Digital and Traditional hybrid in which you
withdraw the money you need each week, like with a Cash Diet, and put it in the
corresponding envelopes. This mitigates the risk of roommates with sticky
fingers, someone breaking into your apartment, or you just being totally
irresponsible and misplacing a wad of cash.

The Digital Envelope System
Look for an app or budgeting software specifically catering to the Envelope
System style of budgeting, like Mvelopes.

The more hands-on approach, if your bank allows for it, is to create
subcategories in your checking account or to just create multiple checking and
savings accounts. Each account should be labeled just like its physical envelope
counterpart.

You may not have a debit card for each account, or you may not want to
manage 10 debit cards to make sure you’re always pulling from the appropriate
fund. This means you will need to be proactive about transferring between
accounts or putting it all on a credit card and moving the earmarked money from
individual accounts to the one that is linked to pay off your credit card. Just be
sure you know how many transfers you’re allowed to make each month, because
you don’t want to have to start paying to move your money around.*

There might even be a separate digital version you’ve found that works best
for you but that’s similar to the Envelope System. I encourage you to develop
your own method, so long as it keeps you on track for your financial goals and
you’re still diligently saving each month.

THE ISSUE WITH THE ENVELOPE SYSTEM

You need a buffer. The notion that all your expenses in each
category stay fixed from month to month is ludicrous. Rolling over
your surplus from month to month can help mitigate this risk, but



you may also want an entirely separate envelope that’s just called
buffer. The trick is that you can access it only for necessities, not
because your friends want to take a cruise to the Bahamas.

JUST THE BASICS: The Envelope System

e The Envelope System is similar to the Cash Diet, but with
structure about how much you can spend in certain categories.

e Each envelope is labeled for a specific part of your budget, such
as rent, student loans, emergency fund, pets, etc.

e Once you've spent all the money in an envelope, then you're
tapped out for the month. No borrowing from one envelope to
fund another.

e |t's possible to do the Envelope System digitally, but you need to
be on top of your game if you plan to segment all your money
into various checking accounts or subcategories.

BUDGET 201 OPTIONS

Tracking every penny or strictly using cash are great training wheels for getting
financially empowered. One of these budgeting styles might stay your personal
preference as you pay down debt, try to hit savings goals, or just because you
find it effective. However, you don’t have to be tied to either one forever. As
you become more financially fit, you may choose to evolve to a less time-
intensive and strict budgeting style.

Percentage Budgeting
One of the more effective and less stringent budgeting methods—the percentage
budget—often outlines three main categories for your cash: fixed costs (50
percent), financial goals (20 percent), and wants or flexible spending (30
percent).

In a Pleasantville version of the universe, these three groups are easily funded
only by your net income—that is, after you’ve paid taxes and contributed to your
retirement fund. The monev that hits vour checking account is what von use to
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fund your 20 percent savings goals, while 50 percent more than covers your
housing, transportation, and debt costs, and the remainder funds your day-to-day
living.

In reality, you might be chuckling to yourself at the notion of only spending
50 percent on your fixed expenses, especially if you’re sitting in an apartment
located in a major city. Your rent alone might be 50 percent of your salary, and
that doesn’t include paying utilities, taking care of your transportation, and, of
course, paying down those student loans.

The idealized version of Percentage Budgeting should be your goal, but in
the meantime, it’s fine to develop your own reasonable percentages for those
three major categories. Reasonable is not spending 40 percent on fixed costs, 55
percent on flexible spending, and 5 percent on meeting financial goals. When
you create your own percentages, it’s also important to reevaluate them as you
pay down debt, progress in your career, and increase your available income.
Here is an example.

Dwight lives in New York City and earns $45,000 a year. After taxes and
his 401(k) contribution, Dwight earns $31,800 a year and gets paid
$2,650 monthly. He pays $1,350 a month for rent, utilities, and his
MetroCard. An additional $250 a month goes toward student loans. His
fixed expenses cost him $1,600 (approximately 60 percent). He has
already put 7 percent toward his retirement account, and he tucks $200 a
month into a savings fund with the goal to have six months’ worth of
living expenses set aside (approximately 7.5 percent of financial goals).

Contributing 20 percent to savings would leave Dwight with only
$520 to spend each month on living. While this is technically doable,
Dwight prefers to be realistic and puts approximately 7.5 percent into
savings, leaving just over 30 percent (or $850) for flexible spending.

When he gets his next promotion and raise, Dwight plans to keep his
fixed expenses and flexible spending the same and put the difference
toward financial goals, thus changing his percentages to better align with
the ideal.

JUST THE BASICS: Percentage Budgeting




e You should strive to keep fixed expenses at 50 percent and split
the remainder as 20 percent toward savings and 30 percent
toward daily living.

e Adjusting percentages to better fit your current living situation is
acceptable, but the budget should be modified as you continue to
earn more.

¢ Retirement contributions don’t count toward the 20 percent in
savings. Consider only your non-retirement contributions and
post-tax income—in other words, the money that actually hits
your checking account.

Zero-Sum Budgeting

The black belt of budgeting tactics, the Zero-Sum Budget uses last month’s
income to pay for this month’s expenses. It enforces the notion that all your
dollars should be assigned a “job” and is the foundation for the popular
budgeting tool YNAB (You Need a Budget), one of many budgeting apps you
could use. This method is the one to learn if you’re a contractor or freelancer
with sporadic income.

Using last month’s income to pay for this month’s expenses may sound
ludicrous to you, especially if you have a tendency to borrow from your next
paycheck before it hits your account (usually done on credit cards). This is why
you can’t just switch over from another budgeting style or never budgeting in
your life to suddenly being flawless with Zero-Sum Budgeting.

The Zero-Sum Budget is one of the most effective ways to break the
paycheck-to-paycheck cycle as well as aggressively pay down debt and hit other
savings goals.

There’s something empowering about working these steps by hand, so go get
a notebook—for real—and a pen. Let’s get to work!

Step 1: Know Your Income

For salaried employees, step 1 is simple: just pull your paychecks. I’d advise
looking at your actual paystub so you see how much is leaving in taxes, how
much is getting routed toward retirement funds, and how much is actually
arriving in your bank account. For freelancers, this number can fluctuate
drastically from month to month. You may have a $10,000 August and then a
$4,000 September. This is one reason using last month’s income to pay this
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montn' s expenses 1S a wise strategy; you' 1l never De praylng Tor outstanaing
payments to make it into your mailbox or hit your PayPal account. Okay, that’s
not entirely true. You’ll always be on the hunt, but it’s a less stressful
experience.

Step 2: Crunch Your Bills and Lifestyle Costs
Salary or sporadic income doesn’t play an integral role in this step. You need to
sit down and write out your expenses and the attached price tag. Take more than
a few minutes to write this list. In fact, take a first pass and then walk away and
come back later. You probably forgot a recurring cost (like buying toilet paper)
during your first pass.

Robin is a 27-year-old woman working as a reporter for a local news
channel. Here’s what her monthly expenses look like, including an estimate for
fluctuating categories like gas and utilities.

Rent—$950

Student loans—$300

Health insurance—$120

Renter’s insurance—$20

Auto insurance—$95

Car payment—$115

Gas—$40

Utilities + Internet—$75

Cell phone—$85

Streaming TV services—$8.99 (let’s be honest, she still uses a few of her ex-
boyfriend’s accounts too)

Groceries—$375

Household goods—3$30

Miscellaneous self-care costs—$100 (you know, the shampoo/waxing/hair
styling products/makeup/face creams/lady sanitary care, etc. The pink tax
isn’t cheap.)

Entertainment—$250

Retirement contribution—$200

Emergency fund—$150

Robin’s grand total: $2,913.99

Robin earns $3,700 after taxes, so there’s $786.01 left unaccounted for. It’s
time to give those dollars a job.



Step 3: Employ Your Dollars

Once you’ve taken a look at your current expenses, it’s time to assign each

dollar a job so you’re spending your entire paycheck. This sounds delightfully

exciting, but “spending” also refers to stashing away cash for the future. Robin

won’t be getting a pass to go “Treat Yo Self” on mimosas and fine leather goods.
Instead, her budget may turn into something like this (the asterisked items are

where the unemployed $786.01 got put to work):

Rent—$950

Student loans*—$651.01 (+$351.01)
Health insurance—$120

Renter’s insurance—$20

Auto insurance—$95

Car payment*—$300 (+$185)
Gas—$40

Utilities + Internet—$75

Cell phone—$85

Streaming services—$8.99
Groceries—$375

Household goods—3$30
Miscellaneous self-care costs—$100
Entertainment—$250

Retirement contribution*—$450 (+250)
Emergency fund—$150

Now Robin is zeroed out each month. She will continue to pay more than the
minimum due on her car until the loan is paid off, and then that $300 can be
redirected toward her student loans and savings goals.

Step 4: Evaluate Your Spending Categories

In the Robin example, she’s fortunate to have a surplus. This means her budget
can easily be retooled to zero out each month, but in many cases the amounts
owed eclipse the money being earned each month.

If you crunch your numbers and realize your bills and general costs
imperative to life outweigh your cash flow, then it’s time to evaluate your
spending categories. One of the easiest ways to do this is to track exactly where
you really are spending money.



Step 5: Time to Get Your Penny Tracker On

The Penny Tracker budget style may not speak to you, but it’s a crucial element
in building a strong foundation for your Zero-Sum Budget. The Penny Tracker
method should be used for one month minimum, but two to three months is ideal
in order to account for any potential outliers from your single month of
monitoring transactions.

The Penny Tracker also helps ensure you’re staying within your
predetermined limits for the month. This does require checking in, so it would be
wise to have a standing date with your money each week, or even each night, to
run the numbers.

Step 6: Prioritize Your Categories and Trim the Fat

A month or more of tracking every penny can easily help you home in on those
problem areas. It’s the financial equivalent of looking in the mirror and bashing
yourself for your physical features, except this one is arguably healthier if you’re
able to use it as motivation for change.

Food and entertainment are some of the easiest categories to slash—part of
the reason lattes and cable get so much bad press (literally) in the personal
finance world.

Ditching cable or diligently brown-bagging your lunch and forgoing a daily
coffee run will certainly pad your bank account, if—and this is a big if—you
make the effort to re-route the funds in another direction. Forgoing one cost and
then failing to put the additional money in another bucket makes the sacrifice
pointless because you will wind up spending that money you saved on
something else. For example, you can tack the extra $20 a week from ditching a
coffee run onto your monthly student loan payment or increase your monthly
retirement contribution. You might fall on your face a few times in the
beginning, and that’s okay. You’ll learn which areas need a little padding each
month to ensure you don’t overspend and which routine purchases you may be
able to eliminate entirely.

Now, if you relish your daily latte or can’t imagine life without ESPN or
knowing what the Real Housewives are up to, no judgment. You simply need to
figure out another place to scale back your spending.

This practice should help you focus your money toward what’s actually
important in your life. Here’s hoping it’s paying down debt and protecting your
future self with consistent retirement contributions.
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Now that your dollars are assigned jobs to zero out your budget for good reason
—not because you went on a spending spree—it’s time to get a month ahead so
you’re using last month’s income to pay this month’s bills. It’s the entire point
of the Zero-Sum Budget.

You may pull a month’s worth of living expenses out of a savings account;
however, you should avoid raiding an emergency fund to jump-start your Zero-
Sum Budget. If you do use savings to get started, then be sure to quickly
replenish the money you withdrew.

A month’s worth of living expenses available outside of an emergency fund
is a luxury for many a millennial, so if it feels completely unattainable, then start
putting aside a little at a time. This could mean it takes six months before you’re
fully one month ahead—but you’ll get there. Not to mention that the practice of
staying within your spending categories, tracking pennies, and trimming the fat
starting now could push you to save more aggressively than you think is even
possible as you read this sentence.

Step 8: Always Run the Numbers and Adjust Accordingly
This budget is hands-on, which means you need to be checking in weekly,
perhaps even daily, as you work toward getting a month ahead. It’s imperative
you know exactly how much you earned last month, so you can adjust your
categories accordingly. This is why the Zero-Sum Budget is ideal for freelancers
and helps destroy paycheck-to-paycheck living.

Just be sure the categories you’re adjusting are the non-essentials. If you’re
making $1,000 less in June than you did in May, your entertainment budget
should be taking the hit and not your savings or debt-slaying categories.

JUST THE BASICS: The Zero-Sum Budget

e Know your income first and then crunch the numbers to
determine your cash flow each month.

¢ Assign each dollar in your budget a specific job, so that at the
end of the month it zeros out—but this means saving too and not
spending all your money!



e Your goal is to work toward using last month’s income to pay this
month’s expenses in order to break that paycheck-to-paycheck
cycle.

THERE'’S AN APP FOR THAT
Finally we come to what you were probably thinking throughout this entire
breakdown of budgets: Is there an app for that?

In most cases, yes, there is an app for that. In fact, there are scores of existing
personal budgeting apps, and new ones are being added all the time.

Many of these—Ilike two of the biggest ones, Mint.com and YNAB—provide
the option to link your bank accounts, credit cards, and even investments
together in one place in order to analyze your cash flow and your overall
financial picture. They are simple and eliminate the need for you to proactively
track down this information during your weekly self-run budget audit. It sounds
like a semi-lazy-but-striving-to-be financially-savvy millennial’s dream, right?

In many ways, these are helpful. But if you’re thinking of going the app
route, here are two big potential issues to watch out for:

1. Cash needs to be updated by hand: You have to manually enter into the
app anything you pay for in cash. Perhaps you don’t use cash and never
carry it, but on the off chance it still plays a role in your life, then you’ll
need to track those expenditures by hand.

2. Cyber security breaches: Read the fine print before linking an app to your
financial accounts. Many banks have started cracking down, saying you
will be responsible for losses resulting from linking a third-party platform
(aka a budgeting app) to your bank account. The app is also likely to
provide fine print stating it isn’t liable for losses due to a security breach.

You should research and read reviews before choosing an app, investing your
time in setting it up, and, perhaps most importantly, linking your financial
accounts to it. That doesn’t mean you need to avoid all apps and budget
software, but be proactive about protecting yourself. Set up alerts on all your
credit cards to let you know when transactions occur. Check in on your bank
accounts daily. Maybe even link only one checking account from which you do
the bulk of your spending, so that if you’re hacked, the loss is mitigated. It won’t
give you a comprehensive net worth overview; that might be worth doing by



hand.

GO TAKE ACTION!
Before you lose that burning desire to get your financial house in order, you
should probably put this book down and set up a budget. The first option you try
might not be the best for you, but at least you’re taking actionable steps to break
free from the shackles of debt and ditch that paycheck-to-paycheck lifestyle.
Already got your budget mojo? Give yourself a gut check to see if maybe
you can step it up a level. For example, I think I’m going to go run some
numbers for that Zero-Sum Budget I’ve been creating for myself.



Chapter 5

Picking the Right Financial Products (aka The Chapter in
Which This Book Pays for Itself)

“...AND WE’LL GIVE YOU a free credit score!”

Sadly, for a money-loving nerd like myself, it didn’t take much creative
advertising to get me, at age 24, to choose the first financial product I signed up
for that wasn’t simply a default to what my mom and dad used. Until that point, I
had banked only where my parents did because it was easy, and this may be
what you’ve done too. After a bit of a scare over having a “thin file” when I tried
to check my credit score via Credit Karma, the idea of getting monthly access to
a credit score was enough to get me to apply for a credit card.*

But it took me two more years to open a new bank account because I did
research instead of just sticking with the bank my family used. This move
happened after I realized $10,000 in savings could earn $100 instead of $1 in
interest each year just by switching banks. #WorthlIt

No matter your level of financial know-how and expertise, we can all go on
autopilot by just staying with what we know or what our parents use when it
comes to actually picking our financial products—checking and savings
accounts, credit cards, and even your lenders for auto loans, personal loans, or
mortgages. For example, it made more sense for our parents’ generation to keep
banking products in the family as most of the time there were fewer options
available to them, so they couldn’t shop around in the same way we can today.
But thanks to the Internet and the subsequent rise of Internet-only banks, as well
as online comparison tools that help you find the right financial products for you,
you don’t have to use financial products just because Mom and Dad did or
because there’s a branch on your block.

For a generation reared on the idea of being able to comparison shop with a
few taps on our phones or getting products for cheaper online than in brick-and-
mortar stores (thanks, Amazon), many of us are still oddly fixated on needing a



physical bank to store our money.* This problem is that traditional brick-and-
mortar banks often nickel-and-dime us, particularly when money is tight. You’ll
learn more about how and why that happens later in this chapter. Even if you
never enter the bank, there’s some sort of safety-blanket notion about it standing
there proudly in your neighborhood, guarding your money deep in its iron-clad
vaults. Spoiler: your money doesn’t stay tucked away in the bank, but we’ll get
to that in a bit.

It’s time to nix this superstition for the sake of your wallet. There’s nothing
wrong with sticking to the old-school way of banking, but you first must
understand the financial repercussions of that decision. In this chapter, we’ll
walk through how to determine if your current financial products are the right fit
and, if they aren’t, how to find a better alternative.

SOME BASICS TO KNOW WHEN CHOOSING
FINANCIAL PRODUCTS

e Make sure your bank has FDIC insurance (this means you're
protected up to $250,000 should your bank go under).

e You don’'t need to pay unnecessary fees on a checking or
savings account, such as maintenance, annual fees, minimums,
and overdraft protection. There are ways to avoid those that we'll
explore in this chapter.

e Your savings account should be earning an interest rate of at
least 0.75 percent APY. The common offer of 0.01 percent is a
joke—both you and your money deserve better.

e Credit card rewards are worth it only if you avoid both
overspending and paying interest.

e Ditch credit cards with an annual fee and find a card that rewards
your regular spending, which might be a basic, flat-rate card.

UNDERSTAND WHAT FDIC INSURANCE MEANS

Browse a bank brochure (if you’ve stepped into a time machine) or scroll down
to the bottom of a bank’s Web page and you’re sure to find the bank’s name
followed hv “Memher FDIC ”
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If you can’t find this statement anywhere on the bank’s promotional material
or Web site, then get out of there or, more realistically, click out of the browser
as quickly as you can. You should be putting your money only in an account
with an FDIC-insured bank, meaning it is insured by the Federal Deposit
Insurance Corporation.

Why You Want FDIC Insurance

Most of the major banks, especially the “name brand” ones you’d think of if
asked to name a bank, are FDIC insured. It’s important to have FDIC insurance
in order to protect your deposits. If you use a non-insured bank and the bank
fails, then you’ll have a hard-to-impossible time recovering your funds.

FDIC insurance also denotes a more reputable bank or credit union. Why
bank with an institution that doesn’t protect you? It’s like dating someone who
refuses to use birth control—you know it’s a terrible idea, even if it feels good at
the time.

You can usually see on a bank’s home page if it’s FDIC insured, but you can
also use the FDIC’s BankFind tool: https://research.fdic.gov/bankfind.

What Does FDIC Insurance Cover?

The simple way to think about your coverage is that it insures money you’ve
stored away in a bank account, not money you’ve invested. Covered accounts
include:

e Checking accounts: Where you keep your daily-use money.

e Savings accounts: Where you keep money you don’t need right away
(plus, you can make only six withdrawals from this account per month by
federal law).

e Money market deposit accounts (MMDA): Basically a checking-and-
savings hybrid. These accounts typically earn more interest than a
checking account, but there are also restrictions on how much you can
deposit and/or withdraw each month.

e Time deposits such as certificates of deposit (CDs): A certificate of
deposit offers you a higher interest rate, but you have to lock the money
up for a predetermined period of time. Taking it out sooner means
potentially paying a penalty and losing some of the interest you earned.
For example, you might earn 1.50 percent APY—but you have to deposit



at least $1,000 and keep it in the account for a minimum of two years to
earn and keep all the interest.

e Negotiable Order of Withdrawal (NOW) accounts: Truthfully, I'd never
heard of this type of account before writing this book. However, it’s
similar to a checking account except you likely earn a higher interest rate,
but you may have to give written notice before you take money out—
sometimes even as much as seven days’.

e Cashier’s checks, money orders, and other official items issued by a bank:
You’d likely need these to prove that your check is good for the funds on
a large purchase; for example, sometimes a landlord may ask for a
cashier’s check for the security deposit on your apartment when you move
in. Basically, these are like the bank giving the official stamp of approval
that the funds are there so the check won’t bounce.

What Doesn’t the FDIC Insure?
The simple answer is: your investments. Common investments include the
following:

e Stock, bond, and mutual investments—all of which you can learn more
about in chapter 15.

e Life insurance policies.

e Annuities: Invested lump sums of cash that are meant to provide a
monthly stream of income in the future, usually in retirement.

e Municipal securities: In short, a bond (buying of debt) from a state or
local government.

e Safe-deposit boxes or their contents: The boxes stored in bank vaults

where people keep valuables. You’ve probably seen this in a movie.

U.S. Treasury bills, bonds, or notes.*

Important Things to Know About FDIC Insurance

e FDIC insurance is automatically guaranteed if you’re banking with an
insured financial institution. You don’t need to sign up or send in
paperwork to get it.

¢ In 2016, you’re insured up to $250,000 total per bank (not per account).
Creating two $250,000 savings accounts at the same bank does not mean



you get $500,000 covered. You could deposit $250,000 with one FDIC-
insured bank and $250,000 with another, though, to get $500,000 in
coverage.

e You can learn more about insured deposits at
https://www.fdic.gov/deposit/covered/categories.html.

There’s no point banking with an institution that fails to provide you with
FDIC insurance when so many banks are FDIC insured so that you’re protected.
We certainly hope banks won’t fail, but you just never know. So why not protect
yourself and up to $250,000 of your money? If you find out your bank isn’t
FDIC insured, move your moolah to one that is, and do it today. You and your
money deserve it.

CHECKING ACCOUNTS: TIME TO DITCH THOSE BANKING FEES
Raise your hand if you ever paid at least one of the following for your checking
account: overdraft fee, non-sufficient fund (NSF) fee, annual fee, low-balance
fee, monthly maintenance fee (seriously—what’s the point of that one when
we’re already letting them keep our money?), or lost-card fee.

Feeling a little smug because you’ve managed to avoid all those? How about
an ATM fee? The odds are you’ve probably been hit by one of these. But if
you’re thinking a small $2.50 ATM fee now and again is no big deal, think
again. It can be expensive to bank with a traditional, big-name institution. This is
particularly true if you’re a low-deposit customer (you don’t have lots of money
stashed away), especially one with a tendency to overdraw your account.
Luckily, you don’t have to stay there. I’ll show you how to avoid all these fees
going forward.

Fees You Shouldn’t Be Paying

BANK ACCOUNTS CREDIT CARDS
Annual fee Annual fee
Maintenance fee Activation fee
Minimum-balance fee Monthly fee

Overdraft fee
Overdraft-protection fee
Early account closure fees
Lost-card fee
ATM fees



According to the Consumer Financial Protection Bureau, in December

2015, banks earned 11.6 billion—Ilet’s say that again, 11.6 BILLION—
dollars in revenue from overdraft and NSF fees.* 1

The frustrating part of these fees isn’t so much that they exist—banks are for-
profit institutions, after all, so they’ve got to make money somehow—but rather
that these costs are being triggered by doing something as simple as slipping
under $1,500 in an account for a single day in a month. It’s one thing to charge
someone who consistently overdraws on their existing funds. That’s a sign that
they probably aren’t managing their money well and could be a liability. But
asking a person who struggles to maintain a minimum daily balance of $1,500,
but perhaps could maintain a lower balance more easily, to pay $12 or $14 to use
the bank’s essential services could mean the difference between them paying a
bill on time or having a nutritional meal on their table. College students, young
professionals, people in poorer areas, and those in a paycheck-to-paycheck cycle
tend to be the ones hurt most by this type of fee structure.

Ditch the Fees
There is absolutely zero need for you to be paying a majority of these fees.
Overdraft protection is one of the most outrageous fees. It’s charging you $12
for “protection” as an automated transaction to move your own money from
savings to checking when you overdraw your account. The bank doesn’t
normally charge you to move your own money from savings to checking, so why
now and why so much? Credit unions are often just about as bad as the
traditional brick-and-mortar banks when it comes to overdraft fees.

Here’s what you should expect from a checking account:

No annual fee.

No monthly maintenance fee.

No minimum amount required to avoid fees.

No overdraft-protection fee.

No fee charged when you use an ATM outside of your bank’s network,
plus a reimbursement of the fee levied against you by the ATM you’re
using. (As a bare minimum: a certain amount of ATM fees should be
reimbursed per billing cycle—e.g., $10 worth.)



e A bank gets “bonus points” if there’s no cost to replace lost or stolen debit
cards.

Here’s what you should expect from a credit card:

e No annual fee: no matter your credit score, there are reputable cards with
no annual fee.

e No activation fee: This is such a scam fee. Don’t use a credit card
company that asks you to pay any sort of activation fee.

e No monthly fee.

e Simple way to make online payments.

e FEasy-to-understand terms.

Where Do You Find These Mythical, No-Fee Checking Accounts?
Internet-only banks often provide the most competitive deals. You may hear
them called online banks, which is also true, but Internet-only is more accurate.
These are the financial institutions with no or very few brick-and-mortar
locations. Google can be your best friend when you’re searching for these banks,
but some notable checking account options that have been on the market for at
least several years include:

Ally
Bank of Internet USA

USAA (you need a military affiliation)
Charles Schwab

However, big banks are starting to take notice, and some are responding to
the appeal of the Internet-only banking experience. Capital One offers the
Capital One 360 account, which is a no-fee account so long as you use a Capital
One ATM.

The potential downside of Internet-only banking is if you deal primarily in
cash for your job or tend to receive a lot of cash (e.g., tips as a bartender). Many
Internet-only bank accounts do not provide a solution for the cash-deposit
dilemma. Capital One 360 does offer the ability to deposit cash at select ATM.
This does, however, seem like a pain point that will begin to be rectified in the
coming years.

ATMs are another issue. Most Internet-onlv banks operate within a network



of ATMs for free, such as the Allpoint network, but those aren’t always readily
available, and (in my personal experience) taking money out at a convenience
store or similar type of ATM opens you up to thieves stealing your information
with a skimming device and taking $600 out of your checking account. This is
why it’s best to go into a physical bank branch if you want to withdraw cash but
have an Internet-only bank like Ally, Charles Schwab, or USAA that reimburses
some or all ATM fees.

SAVINGS ACCOUNTS: YOU DESERVE MORE THAN 0.01 PERCENT
APY

I made the bold claim that purchasing this book would pay for itself in this
chapter. One of the ways in which I can help you make that happen is by
convincing you to switch savings accounts. First, let’s dig into why it’s complete
shenanigans if a bank gives you only 0.01 percent APY, which stands for annual
percentage yield and factors how often interest is applied to a balance (e.g., daily
or monthly or annually).

What Banks Are Really Doing With Your Money

You log in and see the balance of your savings account. Logic would follow that
the money is just sitting there patiently waiting to be spent. It’s your money,
after all, and you deposited it into your savings account. Of course it’s waiting
for you. You might go so far as to picture a Gringotts Wizarding Bank situation
with a cart moving at breakneck speed through a series of complex tracks until it
arrives safely at your vault. Alas, you’d find your vault wanting, because banks
don’t just leave your money sitting pretty.

Sorry for the spoiler alert, but the funds you deposit into a bank are used to
make loans to other customers. And you can be sure those customers are paying
way more than 0.01 percent in interest. The bank is using your money to make
an auto loan to the guy down the street who just rolled into the neighborhood on
a new set of wheels. The bank uses your money to make a loan to someone else
with a 3 percent APR (annual percentage rate) and thanks you by giving you
only 0.01 percent.

Now, if you’re already banking with an Internet-only bank and earning a
minimum of 1.00 percent APY, then well done for treating your money right!
Skip to the next section and maybe you’ll learn how this book can pay for itself
there. Otherwise, here’s my case:

You’re currently banking with a big name (or local) bank, likely because



Mom and Pops banked there and set you up with an account or because it’s the
closest to your home. Those bank accounts are probably only offering you
somewhere in the 0.01 percent to maybe 0.20 percent range.

If you save $2,000 for a year at 0.01 percent APY, you will earn you a
whopping 20 cents! You can’t even get another eight minutes in the dryer at my
laundromat for that amount. But if you put that $2,000 in a savings account
earning 1.00 percent APY annually . . . bam, you’ve got an extra $20, and this
book paid for itself! (I wasn’t kidding when I said this chapter would help you
do that.)

How Those Banks Afford to Give You 1.00 Percent APY

I know what you’re thinking: the way banks handle the APY, it feels like a
gimmick, and frankly, it can be sometimes. Online banks will routinely fiddle
around with the APY on savings accounts. One month it’s 1.05 percent APY,
and two months later it drops to 0.75 percent. It’s actually within the bank’s right
to do this—but that doesn’t mean you should hang tight at your measly 0.01
percent rate with your current bank because another bank might change from
1.00 percent APY to something a little bit lower. Because 0.75 percent still
crushes 0.01 percent.

Okay, I'm coming off my soapbox to explain how Internet-only banks can
afford to offer 1.00 percent APY and higher. This isn’t to say brick-and-mortar
banks aren’t offering the higher interest rates. Some actually are; however, with
them you’ll usually find far more hoops to jump through in order to earn those
interest rates.

Internet-only banks don’t have to buy land, build a brick-and-mortar location,
hire staff, pay property taxes, and cover hefty electric bills. This one simple,
effective cost-cutting measure yields immediate results to put in customer
pockets. And it’s not a shabby marketing strategy to get millennials such as
ourselves to switch over.

You also know the money is safe because you checked that it’s FDIC
insured, right?

Considering how often banks can, and do, change interest rates, and
considering that this book is in print and not a blog post I can update monthly,
it’s a bit hard to give you recommendations for accounts with the highest interest
rates today. You can google “highest-interest savings accounts” and be directed
to a few answers. Be sure to consider other factors—Ilike fees, customer service,
and ease of use—before just picking the account with the absolute highest rate.



At the time ot writing, 1’ve used Ally Bank tor its 1.00 percent APY. It’s not the
highest on the market right now (1.05 percent is), but the customer service is
excellent, and that’s worth .05 percent to me.

It also doesn’t take much effort to open a new account and move your
money. A bank representative at the new bank would be happy to assist you; just
be sure you know the account and routing numbers for your current account.
Assuming that your current account is not overdrawn (aka does not have a
negative balance), then there should be no repercussions from moving your
money and closing the account. Just make sure that if you had any bills
automated to pay from the old account, you quickly update the information to be
linked to your current bank. Leaving an old, empty account open could also end
up costing you money if that old account had minimum-balance requirements, so
it would be best in that case just to close it down.

Once you’ve got your checking and savings all squared away, it’s time to
evaluate your credit cards.

FIND REWARDS THAT WORK FOR YOU. BUT DON’T SPEND FOR
THE REWARDS.
Credit cards are one of my favorite financial tools. I've exclusively used credit
cards to build my credit score (learn more in chapter 6). Rewards points have
gotten me two round-trip airline tickets to Italy and multiple domestic trips. I've
done much of my Christmas shopping by leveraging money I earned just by
using my credit cards for everyday purchases. Given enough time, I could likely
come up with an “Ode on a Credit Card.” None of my credit cards have cost me
a penny in interest. This is important. So important I’m giving the point its own
line.

Using a credit card for rewards but overspending and therefore paying
interest nullifies the point of earning rewards!

Your credit card needs to maximize rewards on your existing spending
categories. The first step is to identity what type of rewards card you need.

The Common Reward Structures

¢ Rotating categories: Rotating categories often work on a quarterly
structure and usually offer 5 percent (or something similar) for three
months before changing. For example, January to March is 5 percent cash
back on transportation, including gas and public transit passes, but it
rotates in April to June to earning 5 percent on dining out and movies. All



other spending typically earns 1 percent cash back. One common trap with
these cards is they require you to “opt-in” ahead of time in order to earn
the 5 percent rewards, otherwise it’s 1 percent for you.

e Flat-rate: The simplest of rewards structures, the flat-rate card gives you a
set percentage of cash back on all your purchases. Two percent back is
often the highest you’ll see, with 1.5 percent being the other common
contender. These cards are perfect for the credit card user who wants to go
on autopilot when it comes to rewards and isn’t concerned about
maximizing them all the time.

e Sign-on bonus: A sign-on bonus is often coupled with another form of
reward, but it’s used to lure you in. “Spend $3,000 in the first three
months and we’ll give you 30,000 bonus miles” is the type of advertising
you’ll see for a sign-on bonus card. This type of reward is common
among travel hackers looking to earn miles for flights or free hotels. Your
card usually comes with other rewards, like two times points on all airline
purchases, and all other dollars spent earning you a mile per dollar.

Finding the Best Rewards Card for You
The best rewards card for you is the one that won’t tempt you to overspend. It’s
easy to fall to temptation with a credit card because the limit is often much
higher than we can actually budget for each month. So it gives you the ability to
make a purchase, but you can’t always pay it off in full at the end of the month.
A flat-rate card is the easiest to use and often a solid beginner card. It can
then be coupled with other cards to eventually maximize your rewards potential
—just as long as you always pay your bill on time and in full.

The Card for Every Category Strategy
A basic cash-back card earning a minimum of 1.5 (but preferably 2) percent is a
strong foundation for starting your rewards game. The next level is to couple it
with one or two other cards that provide higher cash back in categories where
you’re already spending money on a consistent basis, such as groceries, gas,
travel, dining out, etc. Matching all your spending to the highest reward category
maximizes the cash back you earn on every dollar spent—but this approach can
be time-intensive and is best utilized by those who are well-versed in credit
cards and who always pay their bills on time and in full.

No matter how experienced a credit card user you are and which strategy you
decide to utilize, just keep repeating the mantra to never spend more than you



can afford to pay off on time and in full each month. You do not, should not,
would not want to carry a balance on a credit card.

Churning Credit Cards

Travel hacking—aka churning cards, which is frequently opening and closing
credit cards just to get the sign-on bonus—is one way plenty of people explore
the globe without paying much out of pocket for the trip. Travel hacking as a
subject could be a stand-alone book; I’ll address it enough to say that while it’s
quite possible, it’s also an advance-level move. Please don’t jump from opening
your first credit card account to build up your credit history right into trying to
churn cards for miles or hotel points. Establish an excellent credit history first
and a strong-enough credit score to withstand applying for (and closing) multiple
cards within a calendar year.

For those planning to open a credit card because a flight attendant made an
announcement that filling out the application meant 50,000 miles after you spend
$3,000 in three months—just make sure you normally spend $3,000 in three
months on a credit card (rent probably doesn’t count).

Travel hacking sounds glamorous, but don’t fling yourself into the deep end
of the credit card swimming pool after a huge meal and with no understanding of
how to even dog-paddle. Trust me, the credit card companies aren’t going to
serve as a lifeguard.

Remember, earning rewards should not change your spending habits for the
worse.

Okay, now you’re ready to make some changes to your financial products.
How do you find out your options?

HOW TO FIND FINANCIAL PRODUCTS
Google can be your best friend, but the Web sites below also reputably rank
products.

e MagnifyMoney.com
e NerdWallet.com
e Bankrate.com

Just keep in mind that most of these companies pay the bills by earning
referral fees from the financial institutions they send customers to. Because of
this, some Web sites rank by the product that pays the highest referral fee on top



and not because it’s the best fit for you. Read through reviews before selecting a
financial product, and read the fine print (or at least skim the details) before

applying.

WHAT TO REMEMBER ABOUT DITCHING FEES AND
SAVING MONEY

e FDIC-insured banks all the way. Otherwise, don’t even play.

e Stop paying silly fees on your checking accounts, and switch
banks now.

¢ You should be earning a minimum of 1.00 percent APY on your
savings accounts.

e Only spend on a credit card what you can afford to pay off.
Paying interest nullifies the point of earning rewards.



Chapter 6

Credit Reports and Scores: The Report Card for Life

EXHAUSTED, SWEATY, AND FEELING DEFEATED by New York City real estate, my
first grown-up roommate, Anna, and I flopped into two tacky chairs in yet
another broker’s office. We’d been scouring the streets of Astoria for two weeks
and were running out of time to find a place before my Craigslist sublet ended
and the lease on her current apartment ran out.

After a third roommate decided to nix her plan to move to the Big Apple, we
suddenly found ourselves, on June 25, scrambling to find a two-bedroom
apartment with a July 1 move-in date. Desperate, and a little scared, we took any
meetings we could get with a broker or even a semi-safe-looking landlord from
Craigslist. Like I said, we were desperate.

The current broker, an elderly Russian woman with the handshake of Ronda
Rousey, interrupted my fantasies of sleeping in a bedroom of my own with a
demand for $30.

“We need to run your credit reports and get your credit scores,” she informed
us.

Sitting in that ugly, red pleather chair, I first learned about the importance of
being in the 700+ Club.

(Already feeling daunted by this chapter or just looking for the 4117 Flip to
the end of this chapter for the fast facts about credit scores.)

WHY CREDIT SCORES AND REPORTS MATTER AND WHO USES
THEM

You may think it’s the credit card companies, mortgage lenders, and car dealers
of the world who would be most interested in your credit score and report.
Unfortunately, that just isn’t so. The reach of a credit report and score extends
far beyond your attempt to get someone to believe you’re qualified to borrow
money.



The credit report is used as a way to judge your levels of responsibility—or
really gauge just how well you’re succeeding at adulting. Potential landlords
may run a credit check to look for red flags like a history of missed payments or
a heavy debt load compared to your income (also known as the debt-to-income
ratio).

You may have heard that employers check your credit score, but this isn’t
true. Employers pull the credit report, which doesn’t actually come with the
credit score.

Employers get a truncated version of your credit report, which is

called an Employment Insight Report. It's less information than what both
a lender and you would get if you pulled your own report. It never, ever
contains your credit score.

—Rod Griffin

Rod Griffin, director of public education for Experian, explained to me the
two main reasons why an employer would want to pull your credit report.

1. You will manage the company money in some way, so the company wants
to ensure you handle your own finances well.

2. Employers also use the credit report to verify your identity and protect
themselves from fraud.

Bonus reason: Government agencies may use a credit report for security
purposes. If you’re under financial stress, as indicated by a high debt load
on your credit report, then you may be more susceptible to bribes or more
easily become a threat to national security.

WHAT’S THE DIFFERENCE BETWEEN MY CREDIT SCORE AND MY
CREDIT REPORT?

Credit scores get most of the attention. They’re the scantily clad Victoria’s
Secret models, while the credit report is the salads, juice diets, and CrossFit
workouts the models did to look so alluring. You appreciate and gossip about the
end product, but what it took to get there is far more important.



The credit report contains the information used to generate your credit score.
The credit score is the simple, easy-to-understand piece of information we can
all use to judge each other, even though the report is really what matters most.

A credit score is not like an odometer on a car. A credit score

represents a snapshot of the information on your credit report at that
moment in time. The next time a lender or business requests a report and
a score, they get a brand-new credit report and a brand-new credit score.

—Rod Griffin

WHAT’S ON MY CREDIT REPORT?
Credit reports contain a detailed history of the ways in which you’ve interacted
with credit and debt. Each of your applications for a credit card is noted, and

those notes stay on your report for two years.! That auto loan you took out is on
your report and it’s chronicled each time you stay current on your payment.

It isn’t all gold stars and participation trophies on your credit reports. The
negative bits get on there too. Late payments, delinquent or defaulted loans,
items in collections, unpaid tax liens, bankruptcy, and foreclosures will all be
recorded on your credit report and damage your credit score. The one month you
overextended yourself in college and forgot to make the payment on your credit
card will stay on your report for seven years from the date of the first missed

payment or, in technical credit bureau jargon, the original delinquency date.?

You’'re being tracked each time you interact with a line of credit. A line of
credit doesn’t only mean how many credit cards you have open but also refers
to:

Student loans

Personal loans

Auto loans

A mortgage

Or almost any other type of debt. Payday and title loans are often not
reported to the credit bureaus while you’re in good standing, but they will
be reported if you default and the debt is sent to collection.



All this information is collected by the three credit bureaus: Experian,
Equifax, and TransUnion. However, not all lenders will report to all three
bureaus, so it’s possible your information will vary from one credit report to
another. Sound odd? It kind of is, but it’s the way the system works.

Mindy applied for a mortgage from NoMoreRenting Mortgages, but
NMR reports only to Experian. A few months later, Mindy diligently
pulled all her credit reports and saw her student loans on all three, but her
NMR mortgage is only on Experian, and her credit card reports only to
TransUnion and Equifax.

Unfortunately, you have no control over how your information is reported,
and lenders are rarely quick to tell you which credit bureau they will use. This
makes sense for the lender because if you have a bad mark on your Experian
report but it isn’t reported on Equifax and TransUnion, then you’re likely to
scope out lenders that pull only Equifax or TransUnion reports. Lenders are not
too keen on giving you that kind of upper hand. The best way to deal with this
uncertainty is to simply treat your credit well—and you’re about to find out how.

UNDERSTANDING HOW A CREDIT SCORE WORKS

To understand what your credit score is and why it exists, let’s take a stroll down
credit score history lane. Lenders used to have an incredibly subjective way to
determine whether or not you’d be a responsible borrower: a gut feeling. Okay,
it was a little more nuanced than that because you would have to go in and have
a conversation with a banker and make your case for them lending you money.
But it really did come down to whether or not the banker felt in his gut that you

could repay the loan.2 Considering that this was the model pre-1960, it didn’t
exactly give equal lending opportunities to women and minorities.

In 1956, two gents named Bill Fair and Earl Isaac got together and decided
that it was about time business decisions stopped being made based on
subjective feelings and that perhaps data could be utilized instead. The two
developed a credit-scoring model based on which behaviors made someone a
credit risk and which indicated responsibility. This model debuted in 1958 for
American investments under the name the Fair Isaac Corporation. A form of
those names that may sound more familiar to you is FICO®. After much
reconfiguring, credit scores more akin to what we’re familiar with today were
released in the 1980s.



Why Your Credit Score Even Matters

Think of a strong credit score as an insurance policy for your financial life. A
strong credit score proves to a lender that you’re reliable, which directly
correlates to favorable loan terms.

For example, at some point you’re probably going to need to borrow money
to buy a house or a car or to refinance student loans. When that day comes, you
want to have a high credit score so you’ll be eligible for the lowest possible
interest rate on the loan. Low interest rates mean you’ll pay far less money in
interest over the course of the loan than you would with a higher rate. That’s
more money in your pocket for doing whatever you want (like saving it, or using
it to pay off a debt faster, or, I suppose, taking that trip to Paris). A healthy credit
score makes the rest of your financial life more affordable by providing access to
loans at low interest rates.

A high credit score will result in low (or lower) interest rates on any money
you borrow. A low credit score will mean high interest rates on loans or
potential outright rejection of your loan applications from lenders.

Perhaps you’ll be one of the fortunate few who legitimately never need to
borrow money for a mortgage or a car or to refinance existing debt to a lower
interest rate. You may, however, want to use a credit card.

Those who don’t necessarily need to borrow can leverage a reputable credit
history to get the best reward credit cards.* The best credit cards with top-notch
rewards—the kind that enable you to book flights to Italy and pay for hotel
rooms or just get cash back for your regular spending—are available only to
people with strong credit scores. (You will, of course, pay those cards off on
time and in full, so you keep that score high and never go into debt for rewards.)
A credit card is also the easiest way to build your credit history without ever
paying a penny in interest. More on that later in the chapter.

Just as a high credit score grants you the password to an exclusive club of
low interest rates, a low credit score shoves you into a room with sleazy
salesmen looking to peddle high-interest-rate junk like payday loans at 300
percent APR. When you find yourself in a financial pickle and need money fast,
you will likely just have to take what’s available to you. This is how so many
people end up with subpar financial products like title loans and payday loans.
It’s difficult to get approved for a personal loan with a decent interest rate or a
credit card when you’re chained to a score of 600 or below. Even dipping under
650 could land you in a tough spot. This is why I say a strong credit score is



similar to having an insurance policy on your financial life. You don’t want to
have to borrow, but if you need to, then you have non-predatory options with
reasonable interest rates (like personal loans from a reputable lender or a line of
credit from your credit union or community bank).

How Do They Determine Your Credit Score? The FICO Score Range
For simplicity’s sake, we’re going to focus on the base FICO credit score when
discussing how to decode these numbers that determine much of your financial
fate.

The base FICO credit score uses a range from 300 to 850. Just like pretty
much anything in life (except golf and darts) the higher the score, the better
you’re doing. The low end of the spectrum indicates you’re a higher credit risk
to a lender. This could be because you have limited or no credit history or
because you’ve missed payments and have items in collections.

800+: Exceptional
750-799: Excellent credit
700-749: Good credit
640-699: Fair credit
580-639: Poor credit
Below 580: Bad credit

Your goal should be to join the ranks of the 700+ Club—not to be confused
with that oddball evangelical talk show. A 700+ credit score tells lenders you
have a history of making wise choices when given access to credit and that you
make your payments on time.

For the overachievers, particularly those who got irked when everyone in
class got a blue ribbon just for participating in the fun run, you can aim to get
above an 800. It’s mostly bragging rights, because once you are safely into 700
territory, you start to gain access to top-tier financial products.

So what happens when you check your credit score and you don’t actually
have one? Yeah, that’s a thing.

What the Heck’s a “Thin File”?

I’m the type-A, overachiever type who still enjoys getting a gold star from the
dentist, so it should be no surprise that I was an early adopter of tracking my
credit score for free on sites like Credit Karma.



Except my first experience with Credit Karma resulted in a harsh rejection.
After filling out all the personal information and answering a bunch of questions
to prove my identity, up popped a screen telling me I had a “thin file.” No score,
just the words “thin file.”

I felt slighted by the almighty beings that preside over personal finance and
the Credit Karma algorithms. I’d spent four years diligently using a credit card
for the sole purpose of having a reputable credit history and thus a good credit
score. I’d already gotten my first adult apartment in New York City based on
said score (and my ability to actually pay rent). So what the heck, Credit Karma?

After hours of nerding out on message boards and even calling my credit card
company, I got to the bottom of the “thin file” debacle. It appeared my single
credit card didn’t report to all three credit bureaus, and the bureau tied to Credit
Karma had zero information about me, the A+ credit card user.

A thin file can also be the result of no or minimal credit history. You may be
in the process of building—or rebuilding—your credit and there simply isn’t
enough information on your credit report to generate a score.

Don’t panic over your thin file and immediately start applying for a bunch of
credit. Keep steady at using one or two credit cards wisely and making payments
on any existing loans. This strategy will build a strong credit history, and you’ll
have a credit score in no time.

Student loans help build your credit score if you pay them on time and

never let them default or become delinquent. However, if you are in
college and aren’t making payments, then your student loans aren’t
helping you build credit until you graduate and start forking over money
each month. Just having loans in your name isn’t enough. The credit
bureaus need to see that you're making payments and keeping your
loans in good standing.

One potentially worrisome reason for a thin file could be a mistaken death. If
you have years of credit history under your belt and pop up as having a thin file,
or one or more of your creditors marked you as deceased on an account, then
you should pull your credit report immediately. It’s not unheard of for the credit
bureaus to mistakenly mark someone who is still roaming the earth as deceased.

Now that vou understand where vour credit score stands—or whv vou don’t
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have one yet—Ilet’s look into how it got there.

How a Credit Score Is Determined: The Five Factors

There are five factors used to determine your credit score.

1. Payment history (35 percent): Make your payments on time and in full,
and the lenders, the credit bureaus, and your credit report and credit score
will all be happy. I can sense you about to roll your eyes because if it were
just that simple, no one would ever have credit card debt. Fair enough.
What happens if you can’t afford your payment?

Obviously, your goal should always be to pay off credit cards on time
and in full each month. However, if you’ve put yourself in a bind and are
unable to make the full payment by the due date, then you need to at least
pay the minimum due to count as making an on-time payment. However,
keep in mind that carrying a balance from month to month will ultimately
send you into a downward debt spiral.

Should you ever feel you’re unable to make the minimum payment to a
credit card company, personal loan provider, student loan servicer, or
mortgage company, you need to pick up the phone and call. This isn’t a
case where it’s better to ask for forgiveness than permission. Explain your
situation and see if a deal can be worked out during your short-term
budget crisis. Don’t expect this to work more than once. And it will be
effective only if you have a history of on-time payments.

2. Amounts owed (aka utilization; 30 percent): Amounts owed often goes by
the far more exotic name of utilization: the amount of available credit you
spend.

When a credit card lender extends you a line of credit, there is the not-
so-secret hope that you’ll buy far more than you can afford; then you’ll
make only the minimum-due payment, causing you to rack up interest.
This is why you’re lured in with sign-on bonuses of a $100 statement
credit for $2,000 of spending in the first two months or 30,000 miles for
$3,000 of purchases in the first three months. It’s also why you’re given a
credit limit of $4,000 a month, even though you earn only $45,000 a year.

The credit bureaus want you to resist the temptation to buy the latest
Apple product and Kanye’s recent fashion creation. Using 30 percent or
less of your credit limit shows restraint and responsibility. Staying in the
single digits makes the credit bureaus weak at the knees.



Utilization is calculated as the percentage you use of your total

available credit limit. Leslie has three credit cards with the following limits:
$3,000, $5,000, and $2,000. She spends $1,500 a month on just one
card. Leslie is 15 percent utilized because she used $1,500 of her total
$10,000 credit available. However, Griffin explains that maxing out a
single card still doesn’t look attractive and can ding your score. Do
yourself a favor and keep your balance at a maximum of 30 percent on
both individual and total credit limits.

Spoiler: Don’t stress too much over these next three factors. Keep your eye
on the prizes of payment history and amounts owed.
1. Length of credit history (15 percent): This section is easy to handle with a
two-step process.

e Step 1: Use your credit.
e Step 2: Don’t die anytime soon.

Boom. Nailed it.

Okay, it may be slightly more formulaic. The third step would be to
keep your oldest line of credit alive for at least the early years. If it’s a
terrible, fee-riddled card with less appeal than going back to using a flip
phone, then I give you permission to ditch it, but not until you’ve secured
yourself another credit card with no annual fee.

An active credit card is the simplest way to keep your length of credit
history healthy. Installment loans like a car loan, a personal loan, or a
student loan will eventually be paid off and then ultimately roll off your
report. A credit card will usually stay on your report as long as it’s open
and active.

2. Credit mix (10 percent): As the name implies, this factor is the
diversification of your lines of credit (e.g., having credit cards, an auto
loan, some student loans, and a mortgage). I abhor this factor because it
makes you think it’s a requirement to have a credit card, an auto loan, a
student loan, and a mortgage to build a strong credit score. False. You can



use one credit card with no annual fee, make every payment on time and
in full so you’re never paying interest, and have a high-700s credit score.
How do I know? That’s what I did. (All right, I admit that’s a
#Humblebrag. #SorryNotSorry.) If you have trouble getting an installment
loan (such as an auto loan) from a lender because you’ve only ever used
credit cards, then take the time to shop around. Not everyone will give you
a tough time because you’ve lacked a credit mix.

This is crucial information because it’s likely you’ll come across a
well-intentioned friend or a misinformed family member who will tell you
it’s important to have diversity of credit—someone who encourages you
to take out a car loan, even when you can buy in cash, or argues that you
shouldn’t aggressively pay off your student loans because paying them off
quickly will “hurt your credit score” since they will roll off your report
sooner. Shut it down.

There isn’t a need to take out multiple forms of credit just for the sake
of building a credit score. By all means, get an auto loan if you need to
buy a car and can’t afford to pay the total amount for it up front. Or take
your time paying off student loans if it means being able to also balance
other important financial goals like saving for retirement and building an
emergency fund. But do not generate debt just for the sake of a credit
score, as it’s not worth it when you have the option to do it interest free.
(Skip to “The Quick Way to Get Results” if you want to learn more.)

3. New credit (10 percent): This final factor tracks your applications for new
credit because FICO states that research has shown that if you open a
bunch of cards quickly, then you’re a greater risk (aka you probably won’t

repay your debts on time or at all).2 It’s only worth a measly 10 percent of
your credit score, but, man, can this factor really get people’s panties in a
bunch! You may have resisted applying for a credit card, student loan
refinancing, or a personal loan due to an intense fear about hurting your
credit score. Stop stressing. Again, let’s note it’s worth only 10 percent.

People always worry about inquiries for new lines of credit when they
really don’t need to. Hard inquiries will always be the very last thing that
affect your ability to apply for credit. An inquiry by itself will never cause
you to be declined if everything else is in great shape. Unless you're



applying for a whole lot of credit at once, which is a big sign of risk, there
isn’t a need to worry.

—Rod Griffin

Before you put this book down and run to apply for those four credit cards
you’ve been eyeing because you recently heard about the world of travel
rewards, give me a moment to explain.

Applying for a new line of credit will often result in what is called a hard
inquiry on your credit report. This inquiry typically lasts on your credit report for
two years, but FICO factors such an inquiry into your score for only 12 months.%
An inquiry for a product like a credit card usually drops your score by only a
handful of points—we’re talking about 10 at most. Unless you’re shopping for a
mortgage soon, in which case you want the highest possible credit score, a 10-
point drop in your score probably won’t be a make-or-break factor when
applying for a loan. The exception, of course, is if you’re right on the edge of
dipping into poor credit score territory (i.e., being in the low 600s).

If you apply for only one credit card and then behave responsibly—i.e.,
spend less than 30 percent and pay it off on time and in full—you’ll see your
score start to rebound in just a few months. You can also mitigate your risk of
rejection by seeing if the company offers the ability to check if you’re pre-
approved. While pre-approval isn’t a guarantee you’ll officially be approved, it
does indicate a higher likelihood.

Even though inquiries can ding your credit score, they shouldn’t prevent you
from shopping around to find the best deal on loans (not credit cards, but loans).

If you’re shopping for a loan and want to find the best deal, then Griffin
recommends comparing all the offers within a 14-day window, which is within a
30-day rolling period, and while you’ll see all the inquiries, they will only be
weighted as one by the scoring system.

However, if you get a little trigger-happy and start treating credit card
applications like Tinder dates before cuffing season, that’s when you start to
look risky to potential lenders. A spike in applications for credit has the same
stench of desperation as your ex from three years ago who keeps creepily liking
all your Instagram posts.

This isn’t a perfect science for consumers. Your score may drop more than
10 points when you apply for a credit card—or perhaps less, because other
factors come into play, such as the length of time that passes between now and
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Ron has a 760 credit score and applied for a credit card in March. He saw
his score drop down to 752, but he kept his utilization below 10 percent,
and by June his score had gone up to 765. Then his girlfriend, Diane,
asked him to take a trip to the Grand Canyon and suggested they get a
different credit card to earn miles from the sign-on promotion. Ron
applied for the new credit card in June, and his score went down to 740
because the back-to-back applications for credit cards made his potential
risk as a borrower go up.

Ron may have dropped to a 740, which feels significant from a 765, but he’s
ultimately still sitting on a healthy credit score.

What Isn’t Part of Your Credit Score

Your net worth and salary have no bearing on your credit score. You could be
earning $25,000 a year with $10 in savings and have an 800 credit score, or you
could be Warren Buffett/Bill Gates/JayZ & Beyoncé kind of rich but have a 520

credit score.

Here are other pieces of information excluded from your FICO credit score:Z

Race

Age

Religion

National origin

Gender

Marital status

Employer

Occupation

Interest rates you’re being charged
If you’re in credit counseling
Child support or alimony payments

Okay, you understand the five factors that go into a FICO credit score and
how to determine if your score is healthy (700+, baby!). It’s time to tackle a
slightly more complicated reality: there are actually tons of credit scores—and
why that shouldn’t bother you.



THERE IS MORE THAN ONE CREDIT SCORE
Not only is there more than one credit score; there are scores of scores. (Sorry,
couldn’t help it . . . I love wordplay!)

There’s a different FICO score for each of your credit reports. There’s a
FICO score for auto loans, mortgages, personal loans, credit cards, and more.
Then there are the other types of credit scores entirely, like VantageScore, and
some models that banks create on their own.

There are a lot of different credit-scoring models, for the same reason

General Motors doesn'’t just produce one car with one set of options.
While all credit-scoring models do pretty much the same thing, just like
cars are cars no matter the model, there are different versions because
lenders have different needs. A credit union, usually a small lender, has a
very specific type of customer, and so credit scores are developed to
predict the risk of that particular member group. A national bank issuing
credit cards is going to have a much different type of customer base, so
risk factors will be different, and they’ll use a different credit-scoring
model.

—Rod Griffin

Luckily, there’s one simple way to avoid stressing about all these credit-
scoring models and fretting about which score a potential lender will use to
determine whether you are worthy of borrowing their money: just don’t.
Realistically, we all still do anyway, so Griffin devised a way to minimize
fretting for himself, and it might work for you too.

Griffin goes so far as to not check in on his credit scores regularly because,
he says, what you really need to be concerned with is your credit report. This is
because every single credit-scoring model uses the information from your credit
report to make its score, so if your credit report is strong, then you can rest
assured your score will correlate, regardless of which model is being used.

THE QUICK WAY TO GET RESULTS (NO, THIS ISN'T A DIET AD, |
PROMISE)
It isn’t shameful to admit you love knowing the lifehack to credit success. It’s



why you always click on those articles like “10 Habits ot the World’s Richest
People” or “5 Tricks to Make You Her Best Lover.” Well, consider this the “3-
Step Process to a Mind-Blowing Credit Score.”

1. Make one or two small purchases on your credit card each month to keep
your utilization ratio low (extra gold stars if you keep it below 10 percent).
Sure, you can make more purchases if you want, but one or two small
ones are enough to ensure that you use the credit limit but don’t
overspend.

2. Pay off all your bills on time and in full.

3. Rinse and repeat.

This method is specific to credit cards as a means to building a beach-body-
ready credit score. Factoring in student loans, auto loans, or any other
installment debt you may have is equally simple: make your monthly payment
on time.

Combine your monthly installment payment with the responsible use of a
credit card—and no lender will be able to resist you! However, you need to be
able to resist your lenders. Continuing to take out loans or spending more when
your credit limit is increased is how consumer debt creeps up.

I'M WORRIED ABOUT HURTING MY CREDIT SCORE
(Spoiler: It’s not a trophy!)

“But doesn’t applying for credit hurt my score?”8

Yes, applying for a line of credit does indeed ding your credit score. But if
you’re so concerned about a little blip or going from an A+ to an A, then you’re
missing the point entirely. A strong credit score helps make the rest of your
financial life both simple and more affordable because it opens up the world of
low-interest-rate loans and credit cards with no annual fees. Sitting on a strong
credit score and refusing to use it when you need to is like putting a dog in a
purse—ridiculous.

Now don’t think that I’m encouraging you to just apply to a bunch of credit
cards and seek out loans you don’t need. Quite the contrary. I do believe in
protecting your credit score for most of the year, but I’m also a devoted fan of
taking that trophy off the shelf and using it as leverage when necessary.

It could be necessary if you get yourself into a bind with credit card debt and
need to use a balance transfer or a personal loan to reduce interest rates and pay



it off. It could be necessary if you have had a secured card to build your credit
history and you’re now ready to graduate to a big-boy credit card (maybe even
one with rewards!). It could be necessary if a pipe bursts in your house around
the same time you get laid off from work and your emergency fund is already
dangerously low so you’d rather get a low-interest-rate personal loan to patch the
pipe instead of depleting your savings entirely. Or it could be necessary because
you’re a diligent user of credit who has never once been in debt and figured
you’d go ahead and get a rewards card offer