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Introduction

My name is J.D. Roth. For a decade, I’ve been reading  
and writing about personal finance. Today I’m debt-free and  
have a million dollars in the bank, but ten years ago, my  
financial life was a disaster.
In 2004, I had over $35,000 in consumer 
debt—credit-card balances, personal 
loans, a car payment—and was living 
paycheck to paycheck on a salary of 
$50,000 per year. I spent every penny I 
earned and had no savings. Naturally, my 
wife and I decided to buy a new house. 
And that was the final straw.

I was flooded with financial 
obligations. I felt like I was drowning. 
All I wanted to do was bury my head 
in the sand, play computer games and 
read comic books. I wanted to give 
up. Instead—for reasons that remain 
a mystery to me—I stopped shirking 
responsibility, buckled down, and got to 

work. Using skills I’d learned as a small-
business owner, I began to methodically 
eliminate my debt.

Like Father, Like Son
You see, my father was a  
serial entrepreneur: He was 
always starting businesses. 

Most failed, but some were wildly 
successful.

As a boy, I imitated him by starting 
kid-sized businesses of my own. My 
ventures were much smaller than Dad’s, 
but they had similar ups and downs. The 
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lemonade stand by the side of the road 
failed miserably, but I made a tidy profit 
re-selling used books and baseball cards 
to my friends. I made even more money 
by marketing a homemade comic book at 
the school store.

After college, I took a job as  
salesman for the family box-making 
business. When Dad died in 1995, my 
brothers and I were quickly forced to 
learn how to manage every aspect of the 
company—from payroll to purchasing, 
from marketing to product design.  
Then, in 1998, I started a computer 
consulting company to make money  
in my spare time.

As both businesses grew, I noticed 
something odd. My personal finances 
were a mess—I spent compulsively 
and was deep in debt—but when I 
managed money for the companies, I 
had a completely different mindset. I was 
careful, almost parsimonious. This was 
partly to appease the IRS, but it was also 
a point of pride. Maybe I couldn’t take 
care of my personal finances, but I was 
damn well going to run a tight ship when 
it came to business!

I turned business management into 
a game. I imagined I was the Chief 
Financial Officer (CFO) of a Fortune 500 
firm. Even when my consulting company 
was making less than $5,000 per year, 

I challenged myself to make the best 
possible decisions. It worked. Even as 
my personal finances remained mired 
in muck, both businesses grew and 
prospered.

Becoming CFO of My Life
One night in October 2004, after 
I’d bounced yet another check and 
missed yet another payment, I 
reached rock bottom. 

I began to wonder why I didn’t use my 
entrepreneurial skills at home. What if 
I made decisions in my personal life as 
if I were making them for a business? 
What if I installed myself as CFO of JD, 
Inc? How would I cut costs? How would 
I increase revenue? Where were the best 
places for me to direct my cash flow?

That night, I drafted a three-year  
plan to get out of debt. According to my 
calculations, I could pay off everything I 
owed by December 2007—if I managed 
my money wisely. I decided to give it  
a shot.

I cut back on spending. I boosted my 
income. As JD, Inc. became profitable 
and my cash flow improved, I paid  
down debt. I tracked my spending and 
created monthly reports to document  
my progress. 

I began to wonder why I didn’t use my entrepreneurial skills at home. What if 
I made decisions in my personal life as if I were making them for a business? 

What if I installed myself as CFO of JD, Inc?
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The results were remarkable.
In less than a year, I had set aside a 

$5,000 emergency fund with my wife and 
had increased my cash flow by $750 per 
month. I plowed that “profit” into debt-
reduction. I continued to manage my life 
as a business, and in December 2007—
right on schedule!—I became debt-free for 
the first time in my adult life.

Today, nearly a decade later, I still 
manage my life as a business. Because 
I’m human, I occasionally make 
mistakes—occasionally I make dumb 
mistakes—and some years are more 
profitable than others. Through it all, I 
do my best to treat my money as if it 
belonged to a corporation and not to me. I 
believe my most important work is as CFO 
of JD, Inc.

And I believe that your most important 
work is as CFO of You, Inc.

Becoming CFO of Your Life
This guide is different than most 
of the personal finance books and 
blogs you’ve read.

Instead of assuming you’re a victim 
of circumstance, I assume that you 
are the master of your own fate. Sure, 
you’re a part of the overall economy and 
subject to both lucky and unlucky breaks, 
but ultimately you’re in charge. Your 
circumstances may not be your fault, but 
they’re your responsibility. You are the 
Chief Financial Officer of your own life.

I won’t pretend that you can meet your 
goals without doing the work. Some 
books would have you believe that you 
can get rich quickly with minimal effort. 
Gold! Passive income! Think and grow 

rich! Clip coupons until you have a 
million dollars! It doesn’t work like that. 
Running a profitable business is hard 
work; managing the affairs of You, Inc. 
successfully may be the hardest work  
of all.

Still, I’ll show steps you can take to 
boost profit quickly—if you’ve got the 
guts. You need a budget. You need to 
spend less than you earn. To have any 
chance of achieving your dreams while 
you’re still young, you’ll have to spend a 
lot less than you earn. That means cutting 
costs on transportation and housing  
while boosting your income in any  
way possible.

But I’ll help you see that these  
choices don’t have to be tortuous. I’ll 
stress the power of purpose. Most 
personal finance advice skips this 
important step. The financial gurus will 
tell you how to scrimp and save, but they 
somehow forget to mention the why. 
When you have a why, you can bear with 
almost any how because you understand 
that when you opt to save for the future 
instead of spending on today, you’re not 
making a sacrifice. You’re choosing to buy 
your future freedom.

Whether you hope to escape the chains 
of debt, to save for a one-year sabbatical, 
or to retire within a decade, you can 
have the financial freedom you desire—
if you’re willing to accept the role and 
responsibilities that arise with becoming 
CFO of your life.

Your motto must be, “The buck stops 
here!” Don’t blame anyone or anything 
else for your financial situation, and don’t 
expect somebody else to rescue you. Your 
financial fate rests in your hands.

Let’s get started!
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Every business is led by a management team. At its head is the Chief 
Executive Officer (or CEO), the person who sets the overall strategy 
and vision for a company. 
The CEO decides which products and 
services to sell—and how to sell them. 
She assembles a management team to 
lead the company and sets the tone for 
the company’s culture. She oversees 
the company’s operations and evaluates 
its performance. And she acts as the 
company’s public face.

Standing by the side of the CEO is 
somebody equally as important: the 
company’s Chief Financial Officer. If the 
CEO is the face of the company, then  
the CFO is the brain.

In decades past, CFOs acted primarily 
as financial gatekeepers. Times have 
changed. Today, the CFO works hand-in-

hand with the CEO to direct the fate of the 
company.

The CEO sets the company’s strategy 
and vision; the CFO makes it happen. He’s 
responsible for managing the financial 
activities of the entire company to create 
short-term profit and long-term viability. 
The CEO provides the Big Picture; the CFO 
fills in the details. He looks at the data, 
and converts the data into action.

A good CFO knows his role and 
responsibilities. Among other duties, a 
Chief Financial Officer gathers info about 
the company’s past history. He uses this 
data to analyze performance, and shares 
the results in clear, accurate reports.

Missions, 
Goals,  
and Action 
Plans
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A CFO also makes decisions about the 
company’s current situation. He designs 
efficient systems and processes that make 
it easier to manage money and increase 
cash flow. He increases profits by cutting 
costs and boosting revenue.

Finally, a CFO forecasts and plans for 
the company’s future. He sets goals, 
manages risk, builds budgets, and 
pursues long-term profitability. He also 
develops a plan to invest profits to grow 
the business.

In short, the CFO’s job is to ensure the 
company’s ongoing financial success. 

The difference between a good CFO 
and a great one is the ability to get things 
done. An effective CFO takes whatever 
steps necessary to make his company 
thrive. He’s objective. He’s accountable. 
He accepts responsibility, creates a plan, 
and—most importantly—puts that plan 
into action.

This guide will show you how to take 
charge as CFO of You, Inc. But before 
tackling day-to-day financial operations, 
we’re going to spend some time looking 
at the Big Picture.  

When it comes to your personal 
finances, you’re both the CEO and CFO. 
You’re in charge of setting the overall 
strategy and vision for your life, and 
you’re responsible for managing your 
money to make those dreams come true. 
Although our aim is to show you how to 
be an effective Chief Financial Officer, it’s 
vital to know why you’re doing this in the 
first place.

In his TED talk about how great leaders 
inspire action, Simon Sinek argues that in 
order to achieve lasting change—whether 
as a business or an individual—you must 
start by answering the question “Why?”

Sinek says that every person or group 
knows what they’re trying to accomplish. 
And most know how they’re going to do 
it. But few organizations and individuals 
spend time attempting to figure out why 
they’re doing what they do.

“By why, I don’t mean to make a profit. 
That’s a result,” Sinek says. “By why, I 
mean what’s your purpose? What’s your 
cause? What’s your belief? Why does your 
organization exist? Why do you get out 
of bed in the morning? And why should 
anyone care?”

Most people start with what; inspired 
people start with why. You too are going 
to start with why.

Note: Don’t gloss over this section. 
If you establish a strong, powerful why, 
the what and the how of managing your 
financial life become easier to visualize 
and implement.

Get ready to put on your CEO hat. It’s 
time to explore that vision thing! 

Mission Statements
Managing your money takes work— 
lots of it—and if you’re not clear 
on why saving and investing are 
important, it’s easy to lose your way.

Before we get down to the nuts and bolts 
of managing your financial future, it’s 
important to plan what that future will be.

Perhaps you want to get out of debt, 
to buy a house, or to save for your 
daughter’s college education. Maybe you 
want to build a nest egg so that you don’t 
have to worry so much about getting sick 
or losing your job. Or maybe you want 
to quit your job completely to start a new 
business or travel the world (or both). And 
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perhaps you’re one of those rare people 
who are so excited about the idea of 
financial independence that you’re willing 
to save like crazy for a decade in order to 
retire at age 30 or 35.

Whatever the case, it’s important to be 
clear about your purpose so that you’ll 
remain motivated when times get tough, 
and so that you’ll be able to make better 
decisions as the CFO of You, Inc. To begin, 
you need a mission statement.

Every business has a mission, even if 
it’s not explicit. This mission is the reason 
the business exists. Some businesses 
are motivated solely by money, but most 
successful companies have other aims.

In the business classic Built to Last, 
Jerry Porras and Jim Collins argue that 
profit usually isn’t a central motive for 
successful firms. “Visionary companies 
pursue a cluster of objectives,” write the 
authors, “of which making money is  
only one—and not necessarily the primary 
one. Yes, they seek profits, but they’re 
equally guided by a core ideology—core 

values and sense of purpose beyond just 
making money.”

Apple is a great example. Apple didn’t 
become the most valuable company 
in the world though a single-minded 
focus on profit. In fact, the opposite is 
true. Even today, as traditional financial 
analysts worry that the company isn’t 
paying enough attention to its bottom line, 
Apple is guided by its core purpose. The 
company has said repeatedly over the past 
decade that its goal is to make the greatest 
products in the world; it’s not interested in 
creating revenue for the sake of revenue. 
Apple understands that sales and profit 
are byproducts of steadfast devotion to a 
mission.

Think of it like this: Profit is like food 
and water. Food and water are necessary 
for life, but they’re not the purpose of life. 
So, too, a business needs profit to survive, 
but it’s not the purpose of business.

Built to Last says there’s no single 
purpose or ideology that breeds 
success. “Our research indicates that the 

It’s important to be clear about your purpose so  
that you’ll remain motivated when times get tough, 
and so that you’ll be able to make better decisions  

as the CFO of You, Inc.
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authenticity of the ideology and the extent 
to which a company attains consistent 
alignment with the ideology counts more 
than the content of the ideology,” write 
authors “Jim” Collins and Jerry Porras. 
Some companies make customers the 
focus of their ideology. Others direct their 
attention to employees or products or 
investors or innovation.

Here are some actual mission 
statements from existing businesses 
(drawn from company websites in 
December 2013):

 D AMAZON: To be Earth’s most customer-
centric company, where customers 
can find and discover anything they 
might want to buy online, and to offer 
customers the lowest possible prices.

 D GOOGLE: To organize the world’s 
information and make it universally 
accessible and useful.

 D HARLEY-DAVIDSON: To fulfill dreams  
of personal freedom.

 D MICROSOFT: To enable people and 
businesses throughout the world to 
realize their full potential.

 D NIKE: To bring innovation and 
inspiration to every athlete in the 
world.

 D WAL-MART: To save people money so 
they can live better.

These missions have similarities, 
but each is unique to the products and 
services the company provides, and to 
that company’s corporate values.

If a business is unclear about its 
mission, or its mission doesn’t fit its 
values, the company can easily drift off 
course, which leads to wasted effort, 
inefficient use of time and money, and 
missed goals. A clear mission helps every 
employee make decisions aligned with the 
corporate vision. A well-defined mission 
delivers focus.

What’s true for business is also true 
for you. Drafting a personal mission 
statement will help you make choices  
that are congruent with your aims and 
desires. If your mission involves world 
travel, for instance, it might not make 
sense to buy a home; but if your mission 
is to raise a family, owning a home might 
be a perfect goal.

How do mission statements translate to 
the real world? Let’s look at two examples 
of how people with a clear direction used 
their purpose to inform their decisions 
about life and finances.

Paula Pant is a journalist from Atlanta, 
Georgia. After graduating from college, 
she made it her mission to travel the 
world. “I had a huge map of the world 
hanging up in my apartment,” says Pant. 
“I would just stare at it for hours thinking 
of all the places I wanted to go.” Because 
she wanted to travel, she made financial 
choices that others wouldn’t.

“I hustled in the evenings and 
weekends writing freelance stories and 
increasing my income. I drove a $400 car, 
and I didn’t even drive that much. I walked 
or biked pretty much anywhere I wanted 
to go,” says Pant. “And what’s funny is 
that none of it actually felt like a sacrifice 
because I was so aware of the fact that 
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these things were unimportant to me. It 
never felt like I was giving anything up.”

Her mission kept Pant motivated. In 
2008, she quit her job to spend two-and-
a-half years traveling through Europe, the 
Middle East, and Southeast Asia. She now 
writes about her financial philosophy at 
affordanything.com.

Or there’s Sabino Arredondo, whose 
family moved to the United States when 
he was ten years old. Though his parents 
were poor, Arredondo knew from a  
young age that he wanted to be part  
of the American Dream. He learned 
English, worked hard, and put himself 
through college. His sense of purpose 
gave him power.

After college, Arredondo got married 
and his mission changed. He and his wife 
decided that their top priority was to build 
a family, and they wanted for her to be 
able to stay home to raise the children. 
While their friends were buying new 
homes and new cars, Sabino and Kim 
rented a trailer house in the country for 
$200 per month and paid $950 cash for 
a 1982 Honda Accord. They both worked 
full-time jobs but lived on a single income 
so they could pay off their student loans.

The Arredondos now have the family 
lifestyle they dreamed of. They also own 
multiple businesses, new cars, and a 
beautiful home. But they wouldn’t have 
achieved any of this without passionately 
pursuing their purpose: to raise and 
provide for a family.

The people I know who are most 
successful (and happiest) seem to have 
the clearest purposes. To provide a 
few fun examples, I made a list of five 
people I admire and then drafted mission 
statements that describe the direction 
they seem to be headed. 

Here’s what I came up with:

 D To provide a safe and nurturing home 
for my spouse and son while pursuing 
my music career.

 D To explore the world, eating my way 
across as many countries as possible 
while developing deep relationships 
with the local people.

 D To have complete freedom to choose 
what I do on any given day without 
regard to money.

 D To become an elite ultra-runner 
competing at the highest level.

 D To turn my passion for baking into a 
profitable business while showing the 
world that gluten-free desserts can be 
delicious.

To demonstrate that I practice what  
I preach, here’s the current mission 
statement for JD, Inc.

I want to be the best person  
I can be, both mentally and 
physically. I want to sample 
all that the world has to offer 
by fostering new relationships, 
exploring new ideas, and 
daring to try new things. I want 
to use my skills and experience 
to improve the lives of others 
while also improving my own.

At 272 characters (and 50 words),  
my statement is probably twice as  
long as it needs to be, but it paints an 
accurate portrait of who I am and what  
my goals are. 
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Craft a Personal  
Mission Statement
Philosopher Friedrich Nietzsche 
wrote, “He who has a why to live 
for can bear with almost any how.” 

Before we continue, please take some 
time to think about your why. Why have 
you decided to take control of your 
financial life? What is it that will keep 
you going when unexpected expenses 
undermine months of work? How will  
you stay focused after your wife loses her 
job or the stock market crashes? What’s 
your why?

When crafting your personal mission 
statement, keep it simple. When in doubt, 
start with a narrow focus. You can always 
broaden your mission statement later. 
Most should be no more than a single 
paragraph, and some will be a single 
sentence. One guideline is to make  
your mission statement a tweetable  
140 characters.

Be honest. Your purpose will be unique 
to you, your values and your experience. 
Don’t try to imitate somebody else. Don’t 
think about what you’re “supposed” to 
do, but what you want to do. Make your 
mission a reflection of who you are and 
what you want to achieve in life.

It might help to make your mission 
statement emotional. Ask yourself, “Does 
this objective inspire me?” Your mission 
must keep you motivated when times are 
tough. You want a purpose so amazing, 
so glowing, that you’re willing to walk to 
work bleary-eyed every day to make the 
money needed to reach your goals.

To that end, use positive language. 
Instead of talking about what you don’t 
want to be or do, phrase your mission 

statement to describe who you do want 
to be and the actions you do want to 
take. Reframe negative statements with 
positive alternatives.

As you do this, take your time. You 
might need several hours—or days or 
weeks—to craft a mission statement that’s 
both accurate and inspiring. That’s okay. 
It’s better to be slow and sure than to be 
quick and wrong. The most important 
thing, however, is to do it.

Lastly, be open to change. It’s likely that 
your mission will evolve as you grow and 
mature. Maybe your current mission is to 
start an online business so you can quit 
your day job. But what happens if you 
get married and then earn a promotion at 
work? You might find that your new goal 
is to provide a comfortable life for your 
family. A mission isn’t set in stone.

Your personal mission statement will 
provide ongoing direction for your life. 
But if you can’t decide what your long-
term mission is at the moment, state 
instead what you hope to achieve in the 
near future.

Because Paula Pant is young—only 
thirty years old—she doesn’t think in 
terms of what she wants to accomplish 
with her life. Instead, she thinks about 
what she wants to do in the next year 
or two or five. “I have no idea what my 
priorities will be when I’m in my fifties,” 
she says. “But I’ve got a pretty clear  
idea of what I want in the next three  
to five years.”

Similarly, when I decided to take 
control of my finances, I didn’t know what 
I wanted to be or do a decade down the 
line. I only knew that I wanted to get out 
of debt. My mission was clear and simple: 
to be debt-free by the end of 2007. This 
provided all the inspiration I needed to 
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work like a dog for three years until the 
job was done. After that, I was able to 
redefine my purpose.

If you’re really struggling to name a 
long-term plan or purpose, try this short 
but effective exercise designed by George 
Kinder to help his clients gain clarity. He 
calls this technique “life planning”.

When he begins working with a client, 
Kinder challenges her to answer three 
questions, which are designed to reveal 
her core goals and values.

 D QUESTION ONE: Imagine you’re 
financially secure. You have enough 
money to take care of your needs, 
both now and in the future. How 
would you live your life? Would you 
change anything? Let yourself go and 
describe your dreams. What would 
you do if money were no object?

 D QUESTION TWO: Now imagine that  
you visit your doctor. She reveals 
you only have five to ten years left to 
live. You’ll never feel sick, but you’ll 
have no notice of the moment of 
your death. What will you do in the 
time you have remaining? Will you 
change your life? How will you do it? 
(Note this question does not assume 
unlimited wealth.)

 D QUESTION THREE: Finally, imagine 
your doctor shocks you with the 
news that you have only 24 hours 
to live. Nothing can be done. At this 
time tomorrow, you’ll be dead. What 
feelings arise as you confront your 
mortality? What did you miss? Who 
did you not get to be? What did you 
not get to do?

Answering the first question is easy 
and fun. There are many things we’d 

do if money were no object. But as the 
questions progress, they become more 
difficult to answer, and there are fewer 
possible responses. Life planning is all 
about answering that final question.

When I first encountered Kinder’s 
questions in 2009, my answers helped me 
find focus—both financial and personal. 
Since then, I’ve made some big changes 
to my life, including the way I manage 
JD, Inc. Now, for instance, I make travel a 
priority. And when an opportunity comes 
along to go bungie-jumping or snorkeling 
or skydiving, I do it—even if I’m afraid. 
Kinder’s questions helped me realize that 
I am, at heart, an explorer. Knowing this 
has allowed me to manage my money to 
make my mission a priority.

Set Goals
When you have a clear direction, 
it’s easier to set goals that match 
your mission. 

Your mission provides a purpose, and 
your goals reinforce that aim by keeping 
you focused on what’s important. They 
organize your actions and give them 
meaning.

Before I committed to becoming debt-
free, for instance, I bought whatever I 
wanted without regard to the future. 
Because I lacked direction, one use of my 
money seemed as good as any other. It 
didn’t matter that I spent on comic books 
and computer games because I had no 
greater objective.

After I decided to get out of debt, things 
changed. Those trips to the comic shop 
became obstacles to my greater goal—to 
escape the chains of debt. So, I set short-
term goals—to spend less than $20 on 
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comics each month, to sell the stuff in my 
garage to earn more money—that were 
congruent with my larger purpose.

Your next step as CEO of You, Inc. is 
to set a handful of goals to support your 
larger purpose. Your mission statement 
provides general guidance; goals will give 
specific direction. They’ll act as milestones 
on the road to your destination.

Short-term goals fall into two 
categories. Some are short-term simply 
because the time frame to achieve them is 
limited. If you want to visit Machu Picchu 
this year, for instance, that’s a short-term 
goal by definition. Other goals are short-
term because they must be completed 
before you can move on to something 
bigger. For example, before you begin 
saving for the down payment on a home, 
you should free yourself from credit-card 
debt. Short-term goals usually take days 
or weeks or months to complete.

Intermediate goals are the bread 
and butter of life. They’re what keep us 
motivated to make more money. They 
help us stay focused on our missions. 
Sample intermediate goals include buying 
a home, spending a year in Spain, and 
paying off student loans. Intermediate 
goals often take years to achieve.

Long-term goals are few and far 
between. They require monumental 
time and effort. Many people save for 
retirement, for instance, although that 
might lie forty years in the future. Others 
want to put their kids through college, 
to build and sell a business, or to found 
a charity. Long-term goals often take 
decades—or a lifetime—to complete. 
Many times, they’re closely related to (or 
even identical to) your life purpose.

Ongoing goals are those that don’t 
have a particular time frame, but which 
you integrate into your life as habits. 

Maybe you want to run twenty miles each 
week, or perhaps you want to tithe 10% of 
your income to church or charity. Though 
these objectives lack a time component, 
they’re still worthy goals and can serve as 
an important part of your life purpose.

Some people find it easy to establish 
meaningful goals because they already 
know exactly what they want. But even 
after drafting a mission statement, it can 
sometimes be tough to know what your 
goals are, especially if you’re young. With 
time and experience, you begin to see 
what motivates you. You learn that it’s not 
enough to simply say, “Yeah, I might want 
to go to France someday. I’ll make that a 
goal.” You should be so passionate about 
your goals that they make you want to 
stand up and shout: “I’ve always wanted 
to spend a summer backpacking around 
France! How do I make that happen?”

Even when you are clear on your 
mission, it can be difficult to 
determine what to do next. I’m 
almost forty-five years old, and I 
know what I want and how to do it. 

But sometimes opportunities 
come along that create confusion. 
As I wanted to write about more 
than money, I recently gave up 
gigs at Entrepreneur magazine and 
Time.com. Now both organizations 
have asked me to return. Should I 
do it? I don’t know. I need to take 
time to re-evaluate whether these 
opportunities fit my mission. Does 
the chance to improve the financial 
lives of many other people outweigh 
the loss of time to foster new 
relationships, explore new ideas, 
and try new things? Are these goals 
mutually exclusive?
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When setting smart goals, take the 
advice of Sonja Lyubomirsky. She’s spent 
more than twenty years researching the 
psychology of well-being, and in her book 
The How of Happiness, she offers several 
tips for setting goals that get results. She 
says good goals are usually:

 D INTRINSIC. Good goals come from 
within you, not from an outside 
source. You’ll be much more 
motivated to get things done if you’re 
doing them because you want to and 
not because you have to. Your goals 
should be worth pursuing for their 
own sake. They should be things you’d 
do even if you weren’t required. (A 
bad goal is one you pursue simply to 
please others.)

 D POSITIVE. A good goal helps you 
approach a desirable outcome 
instead of avoid an undesirable one. 
Remember how I asked you to use 
positive language when creating your 
mission statement? The same rule 
applies to setting goals.

 D HARMONIOUS. Your goals should be 
aligned, complementing each other to 
create unified action. In this way, they 
can work together to make each one 
easier to achieve. Conflicting goals 
cause frustration and stress.

 D FLEXIBLE. Your goals will evolve over 
time. As your priorities change, your 
goals should too. Don’t abandon 
difficult goals, but be willing to alter 
direction as your circumstances and 
priorities change.

 D ACTIVITY-ORIENTED. Goals that involve 
doing rather than getting tend to 
make people happier and more 
motivated. You have more control 
over whether you do something than 
if you obtain something. For example, 
it’s better to create a goal in which you 
aim to exercise every day (an action 
you can control) rather than one in 
which you aim to lose twenty pounds 
(an outcome that may be beyond  
your reach). 

Why go to all this trouble? Because  
if you create meaningful goals, you’re 
more likely to follow through with them, 
leading to better decisions with your life 

and your finances.

If you create meaningful goals, you’re more likely to 
follow through with them, leading to better decisions 

with your life and your finances.
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As examples, below are  
several hypothetical goals 
drafted to support the missions 
of four people. (These folks are 
composites drawn from my 
friends and family.)

Joel is a married 34-year-old man 
who teaches high-school band in a 
medium-sized city. His mission is to 
provide a safe and nurturing home 
for his wife and daughter while 
pursuing his music career.

 D SHORT-TERM GOALS: Learn how to 
live on half his income so that he has 
money to meet other goals. Repay all 
his debt. Build emergency savings.

 D INTERMEDIATE GOALS: Rebuild his 
credit rating after a bankruptcy. Buy a 
modest home. Save enough to record 
an album with his band.

 D LONG-TERM GOALS: Provide a college 
education for his daughter.

 D ONGOING GOALS: Tutor students to 
generate extra income.

Etta is a single 28-year-old woman. 
She’s a lawyer in a big city. She 
wants to explore the world, eating 
her way across as many countries 
as possible while developing deep 
relationships with local people.

 D SHORT-TERM GOALS: Sell car. Find a 
cheaper place to live.

 D INTERMEDIATE GOALS: Save $50,000 
in a low-risk account. Learn how to 
travel cheaply. Plan itinerary.

 D LONG-TERM GOALS: Start a business 
that creates additional income from 
travel articles and photo essays. 
Produce enough income to sustain 
travel long-term.

 D ONGOING GOALS: Volunteer legal help 
in whichever country she’s visiting.

Aiden is a single 21-year-old man. 
He’s a computer programmer in 
a small town in central Canada. 
His purpose is to have complete 
freedom to choose what he does 
on any given day without regard to 
money.

 D  SHORT-TERM GOALS: Cut costs until 
his saving rate is 70% of his income. 
Research the best options for 
investing savings to produce long-
term growth.

 D  INTERMEDIATE GOALS: Increase income 
while maintaining a 70% saving rate. 
Buy a small home in a city with a low 
cost-of-living.

 D  LONG-TERM GOALS: Get married and 
raise a family.

 D ONGOING GOALS: Buy and refurbish 
a series of rental homes to provide 
passive income. Ride a bike for all 
regular errands.
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J.D. is a single 44-year-old writer 
from Portland, Oregon. His purpose 
(as described earlier) is to live the 
best life he can while helping others 
to do the same. Plus, he wants to 
explore the world.

 D  SHORT-TERM GOALS: Take a fiction-
writing class. Start a new website with 
two colleagues. Help his girlfriend 
start a business of her own.

 D  MEDIUM-TERM GOALS: Create enough 
passive income so that he doesn’t 
have to live off of savings. Start a 
series of educational retreats. Publish 
a guide on how to become CFO of 
your own life.

 D  LONG-TERM GOALS: Buy a vacation 
home (possibly in another country). 
Spend a year traveling the world with 
no agenda. Go back to school to study 
something new and different.

 D ONGOING GOALS: Exercise a minimum 
of 30 minutes per day at least four 
times each week. Say “yes” to new 
experiences that come along. Write 
1,000 words every day. Learn to play 
guitar. Continue practicing Spanish.

Notice that not all of these are 
“SMART” goals—that is, they’re not 
specific, measurable, achievable, relevant, 
or timed—nor do they all fit Lyubomirsky’s 
guidelines for good goals. That’s fine. It’s 
great if your goals do measure up to these 
standards, but it’s most important that 
they’re personal and motivating. If you 
feel a powerful draw to the goals you’ve 
set, you know you’re on the right track. 
You can always add specificity later.

Now it’s your turn. What are your goals?

Take some time to think about your 
mission. What steps do you need to take 
to accomplish it? Which of these can be 
achieved within the next few months? 
Which will take a few years? Which 
are long-term goals that will require 
tremendous time and effort? And what 
other habits do you want to develop 
to support your journey toward your 
ultimate destination? Think about your 
intentions, wishes, desires, and motives. 

Your goals should be congruent with 
your personal mission. If they’re not, you 
may need to re-evaluate. Is your mission 
statement inaccurate? Or are your goals 
out of alignment with what you hope to 
do with your life?

Once you’ve created a mission 
statement and drafted a list of goals to 
help you pursue that purpose, it’s time for 
one final piece of preparation. It’s time to 
create a plan of action.

Develop a Plan of Action
Entrepreneurs use business 
plans (documents that describe a 
company and make projections 
about its future performance) to 
woo lenders and investors, to hone 
their business concept, and—most 
of all—to provide themselves with 
a blueprint for success.

If You, Inc. were an actual company, 
your business plan would include sections 
about management and marketing. It’d 
also feature financial statements, a risk 
analysis, and more. 

Instead, let’s draft a personal action 
plan, the personal equivalent of a 
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business plan. It’ll bring together 
everything we’ve discussed in this 
section. Your personal plan won’t be 
as complicated or detailed as an actual 
business plan. Instead, it’ll focus on the 
things that matter most to You, Inc. It will 
provide a roadmap to guide your future 
and contain specific steps you can take to 
begin your journey today.

To create your personal plan of action, 
you’ll need several pieces of paper and 
something to write with. We’re going to 
do this by hand so that it’s easy to make 
revisions and see connections. I like to 
use a pencil and a pile of index cards.

On the first piece of paper or index 
card, write your mission statement. Spend 
enough time to make this the best, most 
compelling paragraph you possibly can. 
You want this vision to create a sense of 
purpose inside you that drives you day-in 
and day-out, through good times and bad.

Next, use one piece of paper for each 
individual goal.

For each, state the goal itself. Write the 
goal at the top of the page. I’ll use one 
of my own goals as an example. I want 
to start a series of educational retreats to 
bring together people who are pursuing 
personal and financial independence.

Next, set a completion date. Sometimes 
this date will be a hard deadline. Other 
times it’ll just be a target. In my case, I’d 
like to hold my first retreat in October 
2014. That’s a desire, not a deadline. 
Depending on how long it takes to pursue 
other goals, I may have to shift the date  
to 2015.

List several milestones you’ll need to 
reach as you work toward your objective. 
These are like mini-goals, and they can 
keep you from feeling overwhelmed 
by an audacious aim. Before I host my 

retreat, for instance, I need to finish 
crafting the concept. I also need to pick 
a date and venue. Next, I need to create 
a budget. Then I can recruit speakers. 
After that, I can open registration and 
work on logistics. The final step is to bring 
everyone together for education and 
entertainment.

Your final step for each goal is to pick a 
“next action”. Choose one thing you can 
do next to move closer to meeting your 
goal. My next action toward hosting the 
retreat is to refine my vision for the event. 
I want to bring people together to explore 
the notions of personal and financial 
independence, but what exactly does that 
mean? How do I make it happen? Before I 
do anything else, I need to do this.

Once you’ve gone through this process 
for each of your goals, organize the pages 
into piles. Make one pile for short-term 
goals, one for intermediate goals, one 
for long-term goals, and one for ongoing 
goals and habits.

Now let’s bring everything together.
On a blank piece of paper—or in a text 
file on your computer—you’re going to 
collate everything you’ve drafted into your 
personal plan of action.

First, copy your mission statement to 
the top of the new page. Below that, label 
a section for short-term goals. One by 
one, copy these into your plan of action, 
including the goal, the target completion 
date, the list of milestones, and the goal’s 
“next action”. Create a section for your 
intermediate goals and copy them into the 
action plan. Do the same for your long-
term goals and your ongoing goals  
and habits.

When you’ve finished this process, 
you’ll have created a personal plan of 
action to guide you for the next several 
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years. It’ll help you not only to make 
financial decisions, but to improve other 
aspects of your life as well.

Before you’re finished, let’s do one 
more thing. Take out another blank piece 
of paper, and copy every “next action” 
you created during this exercise. You’ve 
just drafted a to-do list of things you can 
do right now to start yourself on the path 
to achieving your dreams.

Take Action
Successful people have a purpose, 
and they set goals to help them 
progress toward their larger goal 
and mission. 

Paula Pant, for instance, decided she 
wanted to travel the world, and that 
purpose informed every decision she 
made with money. As CEO of Paula, Inc., 

she developed a mission; as CFO of Paula, 
Inc., she made that dream come true.

“Society says it’s normal to have a nice 
apartment,” says Pant. “If that’s what you 
dream about, if that’s what keeps you 
awake at night, then go for it, if that’s 
your dream. But if that’s not really your 
passion, then slash it. Live in a dump so 
you can do what it is you love.”

Success requires more than just 
a dream. In fact, the most important 
ingredient to success is action. That’s 
where your role as CFO of your own life 
comes in. As CFO of You, Inc., you get 
things done.

Now that you’re on your way, the rest of 
this guide will provide you with the tools 
and techniques you need to manage your 
life as a profitable business. To begin, let’s 
get organized.

 D CRAFT A PERSONAL MISSION 

STATEMENT. Keep it simple. Be honest 
and emotional. Use positive language 
to describe the things you want to be 
and do in life.

 D SET GOALS. Create short-, medium-, 
and long-term goals to support your 
mission. These goals should not be 
based on what others want. They 
should inspire you to action.

 D DEVELOP A PLAN OF ACTION. Combine 
your mission statement and 
supporting goals to create a plan of 
action that includes a list of “next 
actions” you can perform today.

Action Steps
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On the first day of college, I opened my first bank account.The gym 
was filled with registration tables, not just for classes and clubs, but 
also for banks and credit cards. 
Since I was receiving a small stipend  
to cover living expenses, I needed a 
checking account.

The two banks vying for attention used 
different methods to attract students to 
their tables. A small local bank had a sign 
that read “free checking”. A large national 
bank was giving away a Frisbee to anyone 
who opened an account. The choice 
seemed easy: I wanted the Frisbee.

I signed up for my checking account, 
got my Frisbee, and spent the afternoon 
on the quad tossing the disc back and 
forth with my roommates. When it was 
time for dinner, I took the Frisbee up to my 
room, put it in the closet, and never used 

it again. But I had that checking account 
for nearly two decades.

Classes started. I forgot about the 
Frisbee, and I forgot about the checking 
account. The next month, I received my 
first bank statement. There was a $5 
service charge, but I didn’t care. It was just 
five bucks. It didn’t seem like a big deal. 
Plus, I figured it was part of the package, 
part of being a grown-up. My parents 
had always paid a service charge on their 
checking account, and I expected I always 
would too.

For the rest of my college career, I  
paid $5 per month to maintain that 
account. When I graduated, I continued  

Process 
Improvement
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to pay $5 per month. During the 1990s 
that fee increased to $8 per month, but I 
barely noticed.

In fact, I paid a monthly fee for checking 
from September 1987 until June 2004. For 
202 months—nearly seventeen years—I 
paid for the privilege of writing checks. 
Then, as part of my financial awakening, I 
left the major national bank and moved to 
a local credit union. I’ve had my checking 
account at that credit union for nearly 
a decade now, and have never been 
charged a single fee. Ever.

One poor choice as I entered college 
cost me nearly $1500—enough to buy 
nearly 100 Frisbees. And that’s just one 
of the poor choices I’ve made. Over the 
years, I took out credit cards that charged 
me annual fees and exorbitant interest 
rates. I carried too much insurance. I paid 
for services I barely used. In short, my 
finances were wasteful and inefficient.

My story isn’t unique. When I help 
people review their financial ecosystems, 
they’re usually riddled with redundancies. 
Through sheer inertia, people cling to old 
accounts, even if they’re expensive or no 
longer used. Sometimes they don’t know 
enough to look for other options,  
for companies with better service and 
lower fees.

As Chief Financial Officer, you can’t 
afford to be complacent. Nor can you 
tolerate a tangled mess of bills and bank 
accounts. It’s inefficient. It’s wasteful. 
Before you tackle tasks like budgeting, 
investing, and boosting profit, you need to 
be sure your accounts are optimized and 
organized. You must create order out  
of chaos.

If you were the Chief Financial Officer of 
an actual business, you’d have an office. 

You’d also have a calendar to schedule 
meetings and prioritize work.

You might not have a dedicated office 
to manage the affairs of You, Inc., but you 
do need a space to work in and time set 
aside for the job. It’s part of taking the task 
seriously. If you’re unwilling or unable to 
exercise even this small degree of control 
over your finances, you’ll find it almost 
impossible to do the other things needed 
to master your money.

Begin by making the most of your time.

Organize Your Time
In nearly a decade of talking to 
people about personal finance, 
I’ve seen that one of the biggest 
barriers to financial success is how 
little attention is given to the work.

The authors of The Millionaire Next Door 
found that as well, noting that two-thirds 
of the millionaires they surveyed admitted 
to spending “a lot of time” planning their 
financial future. People who prioritize their 
finances have greater success; those who 
ignore the job often struggle.

This isn’t surprising, of course. 
Whenever you dedicate time and attention 
to something, you get better at it. Would 
you expect to be able to play “Stairway 
to Heaven” without practicing the guitar? 
Could you fly an airplane without long 
hours of instruction? To do something 
well, you’ve got to work at it—and that 
includes money management.

As CFO of You, Inc., you must allocate 
time to build your business.

I recommend that you make an 
appointment with yourself to take  
care of business—and keep it. Just as 
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Jim Wang is an entrepreneur from 
Maryland. (Among his many projects, 
he runs microblogger.com.) Like me, 
Wang applies his business skills to 
his personal finances. He’s constantly 
looking for ways to improve how 
he manages his money. He asks, 
“Is there a better way?” If there is, 
he uses it. “I’m a big fan of process 
improvement,” he says, “of not doing 
things just because that’s the way 
you’ve been doing them  
forever and ever.”

In the business world, process 
improvement is a system of refining 
a company’s operations so that they 
become more efficient. For instance, 
a restaurant might discover that it’s 
losing money due to spoiled food. 
Using process improvement, the 
business could work to educate 
employees, upgrade equipment, and 
improve operations so that less food is 
wasted. This doesn’t happen overnight, 
though; it’s a series of refinements, 
each one building on those that came 
before.

As I strive to improve the business 
of JD, Inc., I too stress process 
improvement. I’ve learned that in 
business and at home, money’s easier to 
handle when I emphasize:

 D SIMPLICITY. The less time it takes to 
manage your money, the better. 
The fewer bills you have, the better. 
The easier it is to understand your 
accounts, the better. Keep things 
simple.

 D AUTOMATION. As CFO, you have 
better things to do than repeat the 

same menial tasks month after 
month (or day after day). When 
possible, automate chores and 
transactions. This isn’t license 
to ignore these transactions; it’s 
merely removing the need to fuss 
over them.

 D ROUTINE. To stay physically fit, it 
usually helps to establish rituals—
eat the same breakfast every day, 
go for a run during your lunch 
hour, step on the scale every 
Saturday. The same is true with 
your finances. Just as you’d set 
aside time to go to the gym, set 
aside time to manage your money.

These three principles—simplicity, 
automation, and routine—should 
guide all of your decisions as CFO, but 
they’re especially valuable during the 
organizational stage. The more you 
can integrate these qualities into your 
financial infrastructure, the smoother it 
will run (and the less you’ll have to fuss 
with it).

According to a study released at 
the end of 2013, the financial health 
of consumers is closely linked to 
the complexity of their personal 
finances. People who manage too 
many accounts with too many tools 
find it difficult to stay on top of their 
affairs. By streamlining the financial 
infrastructure of You, Inc., you not only 
optimize things in the short term, but 
you also make your job as CFO easier 
going forward.
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you’d make an appointment with a  
doctor or a mechanic, schedule a regular 
time to review your accounts and pay 
your bills. I recommend blocking out an 
hour on Saturday or Sunday morning. 
Keep the appointment every week. Treat  
it as a priority.

It’s also crucial that you develop daily 
habits and routines to make things 
easier. Spending a few minutes every 
day to record transactions, for instance, 
can reduce the workload at your weekly 
appointment. Plus, this constant diligence 
helps you become more aware of how 
you’re handling your hard-earned dollars.

To make sure things are running 
smoothly at JD, Inc., I spend a part of 
every Monday morning looking over  
my accounts. (I think of it as my  
“Money Monday”.)

On the first Monday of each month,  
I check balances, pay bills, and generate 
financial statements. Most importantly,  
I review my spending to be sure it hasn’t 
strayed too far out of budget.

On other Mondays during the month, 
I perform an abbreviated version of this 
routine. I check to see whether there are 
any bills that need to be paid. I make sure 
there are no strange charges to my credit 
cards. I peek at my investment accounts.

Throughout the month—all day, every 
day—I collect receipts as I buy goods and 
services. If it’s unclear what the receipts 
are for, I jot a note to myself so that I’ll 
remember on Monday morning. I also 
make sure that I return my checkbook 
and wallet to the same place every time I 
return home.

Scheduling a weekly appointment with 
yourself and developing daily habits are 
the minimum you need to manage the 
affairs of You, Inc. These things are simple, 

but they’re important. Turning these 
actions into habits will set your mind at 
ease. If you don’t do them, you run the 
risk of losing touch with your finances.

If you’re serious about the financial 
future of You, Inc., you’ll look for ways 
to spend even more time taking care of 
business. When I became CFO of JD, Inc., 
I made time to read about business and 
personal finance every evening. I know 
people who take online courses about 
getting out of debt (from daveramsey.
com or manvsdebt.com) or earning more 
money (from iwillteachyoutoberich.com). 
Others attend seminars about couponing 
and home economics.

The more time you spend managing 
You, Inc., the better the results you’ll 
achieve. 

Organize Your Space
Once you’ve scheduled time to 
manage your money, you’ll want to 
carve out physical space for your 
financial life. 

You’ll need a place to capture incoming 
paperwork (bills, statements, invoices, 
and receipts), a place to do the work, 
and a place to store your archives. For a 
business to run smoothly, a good filing 
system is essential.

In my home, specific spots are 
dedicated to the affairs of JD, Inc. 

In the entryway, I have a place for my 
wallet and spare change. Just inside my 
office door, there’s an inbox for invoices, 
receipts, and incoming mail. Anything that 
needs my attention gets placed here.

I do all of my work while sitting at my 
computer desk. On Monday mornings, I 
grab everything from my inbox and take 
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the time needed to tackle my paperwork.
The archives for JD, Inc. live in a 

small filing cabinet next to my desk. As 
I sort through my inbox, I place bank 
statements and tax-related documents in 
the top drawer. If I want to save an invoice 
or receipt, I file it in the bottom drawer of 
the filing cabinet. (This drawer contains 
file folders labeled “Insurance”, “Health 
and Fitness”, “Mortgage”, “Automobile”, 
and so on.)

I store vital documents in a fire-proof 
safe. To store my digital documents, I 
use Dropbox (dropbox.com), a program 
that syncs files across all of my devices 
while also making online backups. I shred 
documents I no longer need.

This system works for me. Naturally, 
yours will be different. One of my friends 
tucks all of his receipts into a small 
notebook, where he also jots notes about 
his finances. He stores his archives in 
shoeboxes! Another friend has gone 
completely digital; she scans all of her 
financial documents into her computer 
and stores them on Dropbox.

Choose a system and space that works 
for you. Keep it orderly. Use it only for 
You, Inc.—and use it regularly.

Keep this process simple, routine, 
and—where possible—automated. 
It’s best to follow the old adage, “A 
place for everything, and everything 
in its place.” When everything has a 
place, organization becomes almost 
automatic. Because I know my 
wallet has a home by the front door, 
it’s easy to see when it’s missing. I 
know that bills live in the inbox, that 
bank statements live in the filing 
cabinet, and so on.

Once you’ve given You, Inc. a physical 
home, it’s time to purge, merge, and back 
up: Purge the records you no longer need, 
merge the files that are redundant, and 
backup the papers that are important.

I used to keep every scrap of paper 
related to my personal finances. An 
entire corner of my garage was filled 
with bankers’ boxes containing receipts, 
cancelled checks, and tax records. Besides 
being a security risk, this mess actually 
made it more difficult to find the papers I 
needed instead of making things easier.

While it’s important to save some 
documents, others can be shredded 
almost immediately.

There are two basic reasons to  
keep records.

First, your archives help document 
history. For tax purposes, you want to 
be able to prove that you really did buy 
that computer you claimed as a business 
expense. When your dishwasher needs to 
be repaired, you need to have the receipt 
so you can show that it’s still under 
warranty. And if your home is burglarized, 
your life will be much easier if you can 
prove to the insurance company that you 
owned the things you say you owned.

Your records can also be useful for 
your own information. If you’re a data 
junkie like me, you might keep certain 
documents so that you have easy-to-
access records. For instance, I like to hold 
on to my annual statement of earnings 
from the Social Security Administration. 
I also tend to save receipts for large 
purchases, such as household appliances. 
When it comes time to replace them, I 
compare this info to the current models 
that are available.

Knowing why you should keep records 
can help you decide which documents to 
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save. I generally hold onto info from four 
basic categories:

 D INCOME. Because I need them to do 
my taxes, I save statements from my 
employers. (In the U.S., that means 
W-2 and 1099 forms.) I also save bank 
statements.

 D EXPENSES. When I sell something 
major—like a used car—I save the 
sales slip. I also keep proof that I 
donated to charities.

 D HOME. Because your home is likely to 
be the biggest purchase you’ll ever 
make, it pays to keep detailed records 
of the transaction. I save closing 
statements, remodeling receipts, and 
other proofs of payment.

 D INVESTMENTS. It’s smart to keep 
brokerage statements, mutual fund 
information, and related documents.

The final question is how long to keep 
these records. In the U.S., follow these 
guidelines:

 D ONE MONTH. Keep unimportant 
receipts until you’ve had a chance to 
reconcile the information with your 
bank or credit card statement. Then, 
if you don’t need the receipt for tax, 
insurance, or warranty purposes, 
shred it.

 D ONE  YEAR. Keep paycheck stubs, bank 
statements, brokerage statements, 
and health-care forms until the end of 
the year, when you do your taxes.

 D SEVEN YEARS. Keep tax-related 
documents, including records of 
charitable contributions and business 
expenses, for at least seven years.

 D UNTIL YOU SELL. Keep brokerage 
confirmations of buying a security 
(such as a stock or mutual fund) until 
you sell it. Also save records relating 
to your home and vehicles—including 
remodeling receipts—until you sell.

For more detailed guidelines about 
which records to keep and how long 
to keep them, you can download IRS 
Publication 552 (“Recordkeeping for 
Individuals”) from IRS.gov. If you don’t 
live in the United States, the guidelines 
for saving tax records may vary. Check 
with your tax authorities.

After you’ve purged the papers you no 
longer need, store the stuff you’ve saved 
in a way that makes sense. Plain file 
folders often work best. Label them with 
broad categories—Paystubs 2014, Medical 
Expenses, Taxes 2013—and keep them in 
a central location. When I tuck something 
new into a folder, I put it in front. In this 
way, each folder is organized with the 
most recent information on top.
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Organize Your Accounts
After setting aside time and space 
to manage your money, you’ll 
want to streamline your financial 
infrastructure. 

“There’s a psychic weight that comes 
from having too many accounts,” says Jim 
Wang. “The fewer you have, the easier it 
is to manage your finances. If you can’t 
remember them in your head, you’ve 
made it too complicated.”

Whenever a new CFO comes into a 
company, he has to do some spring-
cleaning. You may not have a checking 

account that charges you $8 per month 
like I did, but you probably have some 
redundant or inefficient accounts. Let’s 
change that.

Begin by creating a chart of accounts. 
This will be useful in every aspect of 
your role as CFO, from creating financial 
statements to building a budget. And after 
you’ve done it the first time, it’s easy to 
maintain. You can do this by hand, with a 
spreadsheet, or with a computer program 
like Mint or Quicken.

To create a chart of accounts, list each 
account you own and its vital stats, such 

Here’s a partial list of my accounts:

Above: A partial chart of accounts for JD, Inc. For each 
account, I list the balance, the interest rate or rate of return, 
and any annual fee. 

ACCOUNT BALANCE RATE FEE NOTES

CAPITAL ONE 360 CAR FUND $2,413.26 0.75% $0

CAPITAL ONE 360 CHECKING $0.00 0.20% $0

CAPITAL ONE 360 DREAM FUND $22,541.80 0.75% $0 saving for beach house

CAPITAL ONE 360 EMERGENCY FUND $5,095.80 0.75% $0

CAPITAL ONE CREDIT CARD $2,776.97 17.90% $0 1% cash back

CHASE CREDIT CARD $0.00 14.24% $95 1 mile per $1 spent

CREDIT UNION CHECKING ACCOUNT $11,201.77 0.00% $0 primary account

CREDIT UNION SASVINGS ACCOUNT $5.04 0.10% $0 mandatory

FIDELITY LEGACY 401K $0.00 0.00% $0

FIDELITY ROTH IRA 27.74% $0

FIDELITY SOLO 401K 22.68% $0

FIDELITY TAXABLE INVESTMENTS 23.06% $0

FIDELITY TRADITIONAL IRA 4.12% $0



BE YOUR OWN CFO 24

as: balance, type of account, where it’s 
held, interest rate, fees, and so on.

Next, draw up a list of every recurring 
transaction you have. Take time to sift 
through your bank and credit card 
statements to identify each regular 
payment you make. List how much you’re 

paying, how often, and to whom. Also list 
the method you use to make the payment 
(check, credit card, automatic payments, 
etc.). Note other important info as well, 
such as the early cancellation fee on your 
cell phone or the date a promotional rate 
will end.

Here’s a partial chart of payments from my own life:

Above: A partial chart of payments for JD, Inc. shows each 
payment, the payment amount, how often the payment is 
made, and how the payment is made.

ACCOUNT AMOUNT PERIOD SOURCE NOTES

CAPITAL ONE CREDIT CARD VARIABLE MONTHLY ONLINE TRANSFER

ENTERTAINMENT: HULU PLUS $7.99 MONTHLY CHECKING AUTOPAY

ENTERTAINMENT: NETFLIX $7.99 MONTHLY CAPITAL ONE AUTOPAY

ENTERTAINMENT: SPOTIFY $9.99 MONTHLY CHECKING AUTOPAY

ENTERTAINMENT:  
TIMBERS TICKETS

$1,700 YEARLY CHECK
split with Beau  
for 2014

HOME: HOA FEES $398 MONTHLY CHECK

HOME: HOUSEKEEPER $90 MONTHLY CHECK

INSURANCE: CAR/MOTORCYCLE $255.06 QUARTERLY CHECKING AUTOPAY

INSURANCE: HEALTH $144 MONTHLY CHECKING AUTOPAY
will double in  
January 2014!

INSURANCE: HOME $360 YEARLY CHECK

TAXES: PROPERTY $4,095 YEARLY CHECK

UTILITY: CABLE/INTERNET $62.32 MONTHLY CAPITAL ONE AUTOPAY
promotional rate  
until Feb 2014

UTILITY: CELL PHONE $124.59 MONTHLY CHECK

UTILITY: ELECTRICITY VARIABLE MONTHLY CHECKING AUTOPAY

Again, this list will be useful for more 
than just organizing. You’ll also refer to 
it when creating financial statements, 
building a budget, and more.

Now that you have this info at  
your fingertips, let’s make the most of  
it. It’s time once again to purge, merge, 
and upgrade!
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Begin by purging accounts you no 
longer use. For instance, I stopped using 
several accounts last year—my Capital 
One 360 checking, a Fidelity 401k—but 
didn’t bother to close them. Plus I’m 
paying $95 per year for a Chase credit 
card that rarely gets used. (I prefer my 
cash-back Capital One card.)

Next, check your service levels. Are  
you paying for an unused gym 
membership? Forking over a fortune for 
deluxe cable when you mainly watch 
Netflix? Boost (or reduce) service to cover 
your actual usage. Cancel accounts you 
no longer need.

Finally, merge redundant accounts.  
You want to have as few accounts as 
possible. If you have multiple 401ks, you 
can make your life easier by merging 
them. Are you carrying insurance 
policies with three different companies? 
Consolidating with a single carrier could 
save you some money.

This purging and merging process is a 
one-time job. After you’ve put everything 
in order, make it a habit to “clean as you 
go”. If you stop using an account, close it. 
If you notice you’re paying for a service 
you no longer need, stop the payment.

As you’re purging and merging, check 
that your accounts and bills contain 
accurate information. Does your online 
bank account have your current address? 
Has the cable bill jumped because the 
promotional rate ended? Does your 
employer have the correcting withholding 
status for your income taxes? It’s easy to 
ignore this stuff—especially for accounts 
you rarely use—and that can lead to 
trouble.

While writing this section, for instance, 
I discovered that my Capital One 360 
mailing address was a year out of date! I 

also discovered that I need to change the 
beneficiary on my investment accounts.

Now that you’ve gathered all of 
this information, you might want 
to store it in a central location. You 
can create your own spreadsheet, 
database, or text document 
containing your vital stats, or 
you might consider using a pre-
fab affairs organizer, a notebook 
specially designed to collate all of 
your account information along with 
other key info, such as passwords, 
medical records, and insurance 
records. Erik Dewey offers a free 
affairs organizer at erikdewey.com/
bigbook.htm.

Upgrade Your Accounts
After tidying your accounts, go  
one better. Upgrade the accounts 
you’ve kept.

At a typical business, the CFO and 
his staff strive to find the best suppliers. 
They’re concerned with price, of course, 
but they also make decisions based on 
reliability, quality, and customer service. 
And a supplier that’s right for one 
company might not be good for another.

In the world of personal finance, 
however, most folks don’t pay attention to 
their bank or credit card company. Once 
they open an account, they tend  
to keep it for years—or even decades. 
That’s unfortunate. Not all accounts are 
created equal. And as in business, an 
account that’s right for me might not be 
right for you.
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Because you’ve chosen to run your 
life like a business, you’re smart enough 
to shop around. It’s worth your while to 
spend a few hours searching for savings 
accounts with good interest rates, 
checking accounts that don’t charge 
fees, and credit cards that offer rewards 
instead of punishment. While you’re at it, 
see if you can find a better deal on your 
recurring monthly expenses, such as 
utilities and insurance.

Keep in mind that you’re after better 
options, not the best. When people 
become obsessed with “the best”, they can 
get mired in indecision. You’re probably 
better off finding accounts that are “good 
enough” rather than perfect. For one, 
it’s impossible to know which accounts 
are actually “best”. For another, “best” 
will vary from person to person. Perhaps 
worst of all, “best” is a moving target. As 
your needs evolve and accounts change, 
the best fit will change too.

Instead of becoming paralyzed by over-
optimization and indecision, find a good 
option that works for you and move on.

Here are some guidelines for finding 
good deals.

Although many of the specific 
recommendations that follow are 
U.S.-specific, the same general 
principles apply no matter where 
you live. You can find links 
to international resources at 
moneytoolbox.com/international.

How to find a great checking account

Your checking account will probably  
act as the hub for all of You, Inc.’s  
financial activity. Because of this, 
your most important considerations 
when choosing an account should be 

convenience and customer service. And 
in this day and age, there’s no reason to 
pay fees to merely have an account. If 
you’re paying fees and like your bank, 
ask to have the fees waived. If they won’t 
comply (or you don’t like your bank),  
take your business elsewhere.

I’m a fan of credit unions, which are 
not-for-profit, customer-owned financial 
institutions. They tend to offer better 
rates than the big banks, as well as more 
personalized service. If you have a credit 
union in your area, check it out.

Believe it or not, under certain 
circumstances checking accounts can 
actually offer better interest rates than 
savings accounts. Many small community 
banks and credit unions offer rewards 
checking accounts, which offer great 
deals—if you meet certain requirements. 
You generally have to get your monthly 
statement online, not via snail mail; log 
into your account once per month; make 
a certain number of debit-card purchases 
per month (usually around 12—and ATM 
withdrawals don’t count); and make 
at least one electronic transaction per 
month, such as an automatic payment to 
the electric company.

If you use your debit card often, a 
rewards checking account makes a lot of 
sense. The biggest catch is that the high 
interest rate (between 2% and 3% as of 
February 2014) only applies to a certain 
portion of the money in the account. At 
some banks, this might be $10,000; at 
others, it’s $100,000. Any money beyond 
that cap earns a negligible return.

You can read more about rewards 
checking at My Money Blog (tinyurl.
com/MMBchecking), or check out a list of 
available accounts at moneytoolbox.com/
checking.
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How to find a great savings account
Your day-to-day expenses will be 

managed from a checking account. Money 
for long-term goals should be invested 
in the stock market. For everything else, 
you need a savings account—or several. 
Savings accounts allow you to set aside 
money for unexpected expenses while 
also pursuing your short- and medium-
term goals.

Savings accounts were hit hard by 
the Great Recession and they’ve never 
recovered. As of 2014, huge institutions 
like U.S. Bank and Bank of America 
are only paying 0.01% on their savings 
accounts, which is as close to zero as you 
can get! Meanwhile, popular online banks 
are paying more, but not much more: 
Ally Bank yields 0.87%, Sallie Mae yields 
0.80%, and Capital One 360 yields 0.75%.

In an environment like this, you might 
shop based solely on convenience and 
service. Still, I think it makes sense to 
move your money to an account that  
pays more than zero. The banks with  
the highest interest rates today are the 
banks that paid the most when rates were 
good. They’ll probably pay the most when 
rates improve.

An online high-yield savings account 
works well for most people. Because you 
don’t need to access it often, it doesn’t 
matter that there’s no storefront to visit. 
In fact, holding your savings account in a 
different bank than your checking account 
is a nifty psychological (and physical) 
barrier to curb impulse spending. For 
weeks at a time, I forget I even have a 
savings account, which means I’m not 
tempted to use it to buy new toys.

Here are a few online banks that offer 
respectable savings accounts (interest 
rates are as of February 1, 2014):

 D ALLY BANK (ally.com/bank/online-
savings-account) – 0.87%

 D AMERICAN EXPRESS (personalsavings.
americanexpress.com) – 0.85%

 D BARCLAYS (banking.barclaysus.com/
online-savings.html) – 0.90%

 D CAPITAL ONE 360 (home.capitalone360.
com/lp-savings-work) – 0.75%

 D DISCOVER (discover.com/online-
banking/savings-account) – 0.85%

 D FNBO DIRECT (fnbodirect.com/site/
savings/personal) – 0.85%

 D SALLIE MAE (salliemae.com/banking/
hysa) – 0.80%

There are other options, of course. For 
a more complete list of online high-yield 
savings accounts, visit moneytoolbox.
com/savings.

How to find a great credit card

When people learn that I write about 
personal finance, they often assume I’m 
opposed to credit cards. That’s not quite 
true. I’m opposed to credit card debt.

Credit cards aren’t evil. They’re no more 
evil than a chainsaw. Sure, a chainsaw 
can be dangerous—but only if you use 
it like an idiot. Used wisely, credit cards 
can be valuable tools. With them, You, Inc. 
can earn cash back (or rewards points) 
and manage cash flow while paying the 
monthly bills.

Jim Wang, for instance, loves his credit 
cards. He controls them instead of letting 
them control him. “I carry three cards,” he 
says. “They’re all cash-back or rewards 
cards. One card’s for business; one offers 
rewards at restaurants, movie theaters, 

http://home.capitalone360.com/lp-savings-work
http://home.capitalone360.com/lp-savings-work
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and bookstores; and one offers cash back 
on everything else.” Another bonus? 
Credit cards make money management 
easier. “I like that all my spending records 
are in one place,” Wang says.

Not all credit cards are created equal, of 
course. Some carry high fees and onerous 
interest rates. When choosing a card, 
the most important factor to consider is 
whether you typically carry a balance, 
in which case you’ll want a card with a 
low interest rate. (If you do tend to carry 
a balance, perhaps you should avoid 
credit cards altogether!) Otherwise, look 
for a card with no annual fee and a solid 
rewards program.

In either case, take time to do research. 
Your goal is to find a great card that 
suits your situation. Don’t just sign 
up for the first offer that comes in the 
mail. If you live in the U.S., check with 
your local credit union. Credit unions 
tend to offer cards with lower rates and 
fewer penalties. Plus, they steer clear of 

deceptive marketing practices.
If you want a rewards card, choose 

one that offers something you value. 
Some cards offer air miles. (If you’re a 
frequent traveler, check out the deals at 
cardsfortravel.com.) But most people are 
best served by choosing a card that pays 
cash rewards.

Don’t overdo it. There’s no reason to 
carry a dozen cards. Remember: The fewer 
accounts you have, the less you have to 
worry about.

To find a credit card that best suits 
your needs, consult Consumer Reports 
magazine or visit moneytoolbox.com/
creditcards.

And be very careful not to buy anything 
with your credit card unless you already 
have cash in the bank to pay for it—and 
would actually use your cash to do so. 
A credit card shouldn’t influence your 
shopping decisions. It’s not a license to 
spend—it’s just a different way to pay.

If you’re careful about paying your 

Here’s a deep, dark secret about 
some personal-finance websites: 
You’re not always getting complete 
information, and the recommendations 
you receive may be biased.

You see, account providers—banks, 
credit card companies, insurance 
companies—pay what amounts to a 
“finder’s fee” for each new customer. 
These fees can be significant, and 
they’re a lucrative source of revenue. 
As a result, sites have little incentive to 
tell you about Bank A (which pays 2% 
interest and offers free checking) when 
Bank B (which pays 0.5% interest and 
charges $10 per month for checking) 

will pay the site $50 for each new 
customer.

Now, I’m not saying these sites 
are doing anything wrong. However, 
you do need to be aware that this 
is happening. If you want complete 
information, you have to do some 
legwork, searching multiple sites to 
find the best deals.

In this guide, the links to the 
resource moneytoolbox.com lead to 
a site I own and operate. This site lists 
both accounts for which I receive a 
commission (which are clearly labeled) 
and those for which I receive no 
compensation.
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balance in full each month, a credit card 
can make it easier to manage the finances 
of You, Inc.

How to score better deals on  
recurring bills

You should upgrade more than your 
bank accounts. Now is a good time to 
look for better deals on all of You, Inc.’s 
recurring expenses, including insurance 
and utilities.

I take a three-pronged approach to save 
on recurring expenses.

First, I look for better options. Where I 
live, there’s only one source for electricity, 
but several choices for insurance, 
television, and cell service. By comparing 
the alternatives, I can pick the plan that 
best suits the needs of JD, Inc. To find 
better deals for You, Inc., use a tool like 
myrateplan.com.

If there aren’t any alternatives—or I  
like the company I’m with—I look for 
ways to improve or save on the service 
I have. Call your provider and ask, “Are 
there better deals available? How can I 

save money?” While you’re at it, ask for 
discounts. (Asking for discounts works 
best if you’ve researched competing offers 
to use as leverage.)

The final piece of the puzzle is 
behavioral change. I’ve saved tons on TV 
by replacing cable with online options. 
(I do have cable, but that’s because it’s 
cheaper to bundle it with internet than 
to have internet by itself—go figure.) To 
learn how to save on electricity, consult 
the guide at tinyurl.com/saving-electricity. 
And to save on cell phones, visit tinyurl.
com/cellguide.

A few hours spent optimizing your 
recurring expenses can yield significant 
savings. It’s worth your time.

As I drafted my own list of expenses 
for this guide, for example, I thought my 
cell phone bill seemed high ($125 per 
month!). I checked my usage stats online 
and found that I was paying for a level of 
service that far exceeded my needs. After 
asking my girlfriend how much she paid 
for her phone (answer: $80 per month), 
we joined forces to pick up a family plan 

How to Use a Credit Card Without Guilt

A recent survey of consumer finances 
from the U.S. Federal Reserve found 
that roughly half of American families 
carry a balance on their credit cards. 
One in four owe more than $3000 on 
their plastic

Used improperly, credit cards  
can hinder You, Inc. rather than help. 
Building smart habits can allow you to 
use your credit cards without getting 
hurt.

To start, read the fine print. A careful 
CFO reads every contract he agrees 

to, and credit card contracts are no 
different. Reading the paperwork will 
alert you to a card’s hidden benefits—
such as purchase-protection plans—and 
its hidden pitfalls.

Also be sure to review your 
statements each month. Watch for 
fraudulent transactions, but also keep 
an eye out for changing due dates, fees, 
and interest rates. Don’t be afraid to 
speak up. If something seems strange, 
call customer service.
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from a different carrier. Now we pay $80 
per month total between the two of us! 
That’s a savings of $1,500 per year. I don’t 
know about you, but I’d rather spend that 
$1,500 on a vacation to Hawaii than on 
our cell phones.

Although you always have the right 
to ask for a discount, it’s not your 
right to receive one. If the answer 
is no, don’t be a jerk. Thank the 
representative and move on.

Automate Everything
After organizing and upgrading 
your accounts, it’s time to 
automate them.

For years, I resisted the temptation 
to automate my finances. I was worried 
about security. Plus, I wanted to feel like 
I was actively involved in the day-to-day 
running of JD, Inc. Eventually I realized it 
was foolish to fight the future.

For one, receiving bills and mailing 
payments is actually less secure than 
conducting business online. Plus, I’m 
more likely to make a mistake and miss 
a payment than I am to gain anything 
from physically handling my bills. So, as I 
began to travel more and became busier 
at work, I gave in. I embraced the joys of 
automation, and that’s given me more 
time to do things that actually add value 
to JD, Inc. 

There’s no one right way to automate 
your finances—each person’s financial 
infrastructure is different—but below are 
some common methods.

If you have access to an employer-
based retirement plan, use it. Have 
money automatically set aside from 

For years, I resisted the 
temptation to automate my 
finances. I was worried 
about security. Plus, I 
wanted to feel like I was 
actively involved in the day-
to-day running of JD, Inc. 
Eventually I realized it was 
foolish to fight the future.
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your paycheck to save for the future. If 
your company has a matching program, 
contribute enough to get the full employer 
match at the very least. Ideally, however, 
you should contribute as much as you’re 
allowed. By doing this before you receive 
your paycheck, you’re reducing the work 
and the willpower required to save.

While you’re advising your human 
resources (HR) department to boost your 
retirement contributions, also ask them to 
deposit your paycheck into your checking 
account, which will act as the central hub 
to your financial network.

Next, set up automatic payments for 
every standing obligation you have: cable, 
internet, gas, electric, sewer, trash, rent, 
mortgage, and so on. In some cases, you 
might even get a discount for setting up 
automatic payments. For example, I get 
a few bucks off my auto insurance each 
month because I pay electronically. While 
you’re at it, see if your utilities offer a 
“level pay” option, which will make your 
monthly payments more predictable.

Don’t forget to schedule monthly 
contributions to other savings and 
investment accounts. Most major 
investment companies (like Vanguard and 
Fidelity) make it easy to set up regular 
contributions. And online banks make it 
easy to create automatic deposits so that 
you can save for emergencies or a down 
payment for a home.

Real businesses pay their bills first 
before using what money remains to 
invest in their company. By automatically 
paying your bills and funding your 
investment accounts, you’re doing 
the same thing with You, Inc. You’re 
automating good behavior.

During this process, you’ll be faced 
with one key decision: Do you pay your 
bills with a credit card or do you pay them 

from a checking account?
Whenever possible, Jim Wang sets 

up automatic payments using plastic. 
“We pay for everything we can with a 
credit card,” he says, “because it gives us 
rewards.” I do this too. For companies that 
allow it, I pay the bill with my cash-back 
credit card, which effectively saves me 
one percent on each transaction.

In some cases, this isn’t an option. 
For example, I wasn’t allowed to pay 
the mortgage on my last house with a 
credit card—I could only set up automatic 
payments from a bank account.

While you’re optimizing your 
accounts, reclaim your mailbox. 
Use OptOutPrescreen.com to put 
insurance and credit card offers 
on hold for five years—or forever. 
Cancel other junk mail through 
DMAchoice.org.

After you’ve automated your financial 
infrastructure, you still have to pay 
attention. You need to be sure you have 
the funds to pay your bills, and you need 
to verify that those bills don’t contain any 
erroneous transactions.

Although Jim Wang’s finances are 
automated, he still keeps tabs. “At the 
beginning of every month, I track my 
net worth,” he says. “I log in to all of my 
accounts, all of my brokerage accounts, 
credit cards, things like that, and record 
the balances in an Excel spreadsheet.”

Checking in at least once a month 
allows you to spot possible problems, 
both with your own habits and from 
outside sources. For instance, somebody 
once used my credit card info to subscribe 
to a porn site. Because I monitor my 
accounts, I was able to spot the fraud 
quickly and get it corrected.
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Organizing and automating the finances 
of You, Inc. is a lot of work, and it may take 
days (or weeks) to put everything in order. 
Once you’re finished, though, you should 
have a lean, efficient financial structure 
that operates with minimal upkeep on 
your part. Best of all, you’ll have removed 
yourself from the equation so that you 
can’t sabotage the smart systems you’ve 
created.

For me, the best reward to come from 
automation is peace of mind. I know I’ve 
set up a system where I’m doing the right 
things by default—without additional 
effort or decisions on my part. This makes 
my life more convenient and allows me to 
turn my attention to the real work of being 
Chief Financial Officer of my own life.

 

If this all seems overwhelming, 
don’t worry. It’s not. Like anything 
worth doing, you achieve financial 
organization one step at a time. 
If you’re looking for a way to 
jump-start the process, consider 
taking a “Money Day”, a single 
day devoted exclusively to money 
management. Take a day off from 
work to phone banks and service 
providers, upgrade and automate 
your accounts, and create a basic 
budget. Eight hours of distraction-
free focused attention will allow you 
to get You, Inc. off to a roaring start!

 D ORGANIZE YOUR TIME. Make time to 
manage the affairs of You, Inc. People 
who prioritize money management 
generally find they have more money 
to manage.

 D ORGANIZE YOUR SPACE. Create a place 
to work on the business of You, Inc., 
and set aside space for archives.

 D ORGANIZE YOUR ACCOUNTS. Streamline 
your financial infrastructure. Draw 
up a chart of accounts and a chart 
of payments. Purge accounts you 
no longer use, merge redundant 
accounts, and check to be sure service 
levels are adequate.

 D UPGRADE YOUR ACCOUNTS. Go online 
to find the best deals on checking 
accounts, savings accounts, and credit 
cards. Match these products to the 
needs of You, Inc.

 D AUTOMATE EVERYTHING. Have money 
automatically set aside from your 
paycheck to save for retirement. Make 
automatic payments when possible. 
Schedule monthly contributions 
to other savings and investment 
accounts.

Action Steps
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In January 2002, Luke Landes realized he needed to make  
some changes to his life.In a span of weeks, his girlfriend left  
him, he lost his job, his car was impounded, and he was  
evicted from his apartment. 
Seeing no alternative, Landes moved in 
with his father while he searched for a 
new job. As he looked for work, he did 
some soul-searching.

Landes realized that for too long,  he’d 
been letting life happen to him. He’d 
been allowing external forces to control 
his destiny. He’d placed the blame for 
his failure or success on the economy, 
on his boss, on his girlfriend, on luck—
on everything but his own actions. But 
blaming others only left him feeling 
helpless.

Slowly at first, Landes shifted his 
mindset. He decided that his failure or 
success rested in his own hands. He 
decided to live the way he wanted instead 
of simply reacting to events around 
him. He decided to remove the negative 
influences from his life and replace them 
with positives.

Landes made it his mission to  
improve his life and his finances. He 
moved to a new apartment, which he 
shared with three roommates. His rent 
was less than $350 per month, and other 

Financial 
Reports
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expenses were split four ways. He also 
found a new, higher-paying job as an 
assistant to the Chief Operating Officer of 
a large financial firm.

Most importantly, Landes began to 
actively manage his money. He tracked 
every penny he spent. He opened a 
savings account and began to save for 
retirement with a company 401(k) plan.

In short, Landes began to believe that 
he was in control of his life. He chose 
whether to get out of bed in the morning. 
He decided how well he performed the 
tasks his boss assigned him. He chose 
whether to be happy or not—every 
second of the day. Landes realized that he 
was calling the shots—all of them.

As part of his new job, Landes learned 
how large public corporations operate, 
and he began to apply some of these 
lessons at home. For instance, because 
he’d been producing financial reports 
for one division of his company, he tried 
doing the same for himself. At about the 
same time I became the Chief Financial 
Officer of JD, Inc., Landes became the 
CFO of Luke, Inc.

In 2003, Landes founded one of the 
world’s first financial blogs, Consumerism 
Commentary (ConsumerismCommentary.
com). Like a public company, he began 
publishing regular reports of his financial 
progress online. At first, these reports 
were embarrassing because they revealed 
just how poorly he’d been managing his 
money. But Landes found that sharing 
monthly financial statements held him 
accountable and motivated him to 
improve his habits.

For nearly a decade—even after he 
quit his corporate job to become his own 
boss—Landes published his personal 
financial reports at Consumerism 
Commentary.

When I seized control of my money,  
I took a similar approach. I’d been using 
Quicken to track my income and expenses, 
and I noticed the software could generate 
the same financial reports I’d been using 
to analyze the performance of both the 
family box factory and my computer 
consulting business. I began to use these 
reports in my personal life, and they 
changed the way I managed my money. 
I became obsessed with generating a 
“profit”—earning more than I spent.

At nearly the same time, Landes and  
I discovered that financial statements 
are a great way to “keep score” of our 
financial progress.

Corporate CFOs use a variety of 
numbers and statements to gain insight 
into their company’s past performance. 
No single report tells the whole story, 
but when taken together, they provide 
powerful information—and information 
is a CFO’s best friend. You too need clear, 
accurate information to better pursue your 
mission and goals.

To master the finances of You, Inc., 
you’ll use two financial statements: the 
balance sheet and the income statement. 
Although they might seem mysterious at 
first, it’s easy to use these reports to get a 
grip on your past financial performance.
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The Balance Sheet
The first report you’ll generate is 
the balance sheet, which shows 
what you own and what you owe. 

Because the balance sheet is a snapshot 
of your finances at one moment in time, 
you can produce it without examining 
individual transactions. All you need are 
the current balances of your accounts.

Some software programs—such as 
Quicken—will generate a balance sheet 
for you, but it’s not difficult to produce 
one by hand. You can do it in three steps.

First, list your assets. Catalog the value 
of the things you own. List the current 
balance for each bank account. Tally your 
cash on hand. Track down the total of each 
investment account, including retirement 
accounts. List the value of other major 
assets, such as your home, your car, and 
personal property. (You can approximate 
the value of your home using Zillow.com 
and you can find out how much your car is 
worth at KBB.com.) Add these all together 
to find the total value of your assets.

Next, list your liabilities. Determine  
the value of the things you owe. Note  
how much you owe on your mortgage, 
car, student loans, and personal loans. 
Record the balance of each credit card.  
The sum of everything you owe 
represents your total liabilities.

The final step is to see how much 
You, Inc. is worth. A corporate CFO 
would compute his business’ equity by 
subtracting the company’s liabilities from 
its assets. On a personal level, equity is 
the same as net worth.

This may sound complicated, but it’s 
not. You can create a balance sheet in less 
than an hour by researching your account 
balances online. You can do so in mere 
minutes if you’re already tracking your 
accounts with personal finance software.

With his permission, here’s a sample 
personal balance sheet from Luke 
Landes. Because he tracks his money with 
Quicken, it’s easy for him to export the 
numbers to a spreadsheet. 

 I began to use these reports in my personal life,  
and they changed the way I managed my money. I 

became obsessed with generating a ‘profit’—earning 
more than I spent.



The Balance Sheet

This elaborate balance sheet for Luke, Inc. includes assets, 
liabilities, and net worth (labeled “overall total”). Luke Landes 
uses Microsoft Excel to create his balance sheets, which 
allows him to compare past periods to the present. 

ACCOUNT BALANCES
-2 YEARS
JUN 2004

-1 YEAR
JUN 2005

-2 MONTHS
APR 2006

-1 MONTH
MAY 2006

-1 YEAR
JUN 2006

CHANGE
PRIOR MO

CHANGE
PRIOR YR

ASSETS

CASH AND BANK ACCOUNTS

CASH 0.00 60.80 268.96 244.96 307.34 25.47% 136.25%

SAVINGS 11,702.12 6,701.92 10,136.58 10,413.28 10,891.22 4.59% 25.12%

CHECKING 354.67 635.32 6,254.00 2,272.47 5,612.50 146.98% 265.24%

OTHER 0.00 (360.00) 80.00 80.00 1,844.00 0.00% -0.75%

TOTAL CASH AND  
BANK ACCOUNTS 12,056.79 7,038.04 16,739.54 13,010.71 18,655.06 43.38% 52.54%

OTHER ASSETS

2004 HONDA CIVIC 15,477.86 12,459.50 11,542.00 11,409.00 11,276.00 -1.17% -6.61%

ACCOUNTS RECEIVABLE (239.89) 3,007.61 2,834.09 1,249.60 3,635.67 190.95% 19.90%

TOTAL OTHER ASSETS 15,237.97 15,467.11 14,376.09 12,658.60 14,911.67 17.80% -1.29%

INVESTMENTS

401(K) 10,250.49 16,150.40 24,977.98 24,356.69 24,698.74 1.40% 12.37%

ROTH IRAS 3,044.17 6,914.51 11,381.81 11,308.23 11,675.53 3.25% 24.31%

SEP IRAS 0.00 0.00 856.26 823.61 823.17 -0.05%

COMPANY STOCK PLANS 0.00 0.00 0.00 0.00 0.00

BROKERAGE INVESTMENTS 3,193.34 3,364.66 3,959.60 3,892.31 3,930.60 0.98% 5.81%

TOTAL INVESTMENTS 16,488.00 26,429.57 41,175.65 40,380.84 41,128.04 1.85% 17.22%

BUSINESS ASSETS

SAVINGS 0.00 360.04 2,618.32 4,567.01 3,339.61 -26.88% 39.62%

ACCOUNTS RECEIVABLE 0.00 509.57 1,521.16 777.60 852.37 9.62% 191.48%

TOTAL  
BUSINESS ASSETS 0.00 869.61 4,139.48 5,344.61 4,191.98 -21.57% 56.16%

TOTAL ASSETS 43,782.76 49,804.33 76,430.76 71,394.76 78,886.75 10.49% 21.17%

LIABILITIES

CREDIT CARDS

CREDIT CARDS 1,010.37 586.05 620.73 1,421.35 908.46 36.08% 7.19%

TOTAL CREDIT CARDS 1,010.37 586.05 620.73 1,421.35 908.46 36.08% 7.19%

OTHER LIABILITIES

2004 HONDA CIVIC LOAN 14,500.00 8,225.75 4,844.48 4,552.44 4,259.67 6.43% 44.34%

STUDENT LOANS 6,322.62 11,827.69 22,125.39 17,055.60 24,292.60 -42.43% -32.48%

TOTAL OTHER 
LIABILITIES 20,822.62 20,053.44 26,969.87 21,608.04 28,838.07 -33.46% -10.96%

TOTAL LIABILITIES 21,832.99 20,639.49 27,590.60 23,029.39 29,746.53 -29.17% -10.30%

OVERALL TOTAL 21,949.77 30,423.93 48,840.16 48,365.37 49,140.22 1.60% 28.85%
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Creating a balance sheet each month 
is like tracking your diet with daily weigh-
ins, or measuring the growth of your 
children by marking their heights against 
the wall. Over time, your balance sheet 
provides a record of the journey toward 
your financial goals.

Among other uses, the balance sheet is 
the best way to know exactly where you’re 
starting with your financial plan. It’s the 
starting point for all financial decisions, 
from taxes to estate planning, from 
insurance to investing.

The balance sheet also reveals your net 
worth, which is an important barometer 
of your financial health. As You, Inc. earns 
profit, this shows on the balance sheet as 
an increase in net worth. When you lose 
money—through debt or overspending, 
for example—your balance sheet reflects 
that as well.

The balance sheet is also useful for 
tracking changes over time. In the example 
above, Landes uses his current balance 
sheet (from June 2006) to compare his 
finances with past periods (June 2005 and 
April 2006, respectively). This allows him 
to spot trends (e.g., the increase in his 
total liabilities shown above).

While the balance sheet is quick and 
easy to create, it doesn’t tell the full story. 
For additional insight, you’ll create an 
income statement.

The Income Statement
The income statement (or  
profit-and-loss statement) 
measures income and expenses 
over a period of time, such as a 
month, a quarter, or a year.

 It collects individual transactions into 
categories. For example, while you might 
make a dozen trips to the supermarket in 
a single month, your income statement 
would group these into a single line called 
“groceries”.

Corporate income statements can be 
complex, but we’ll stick to a form that’s 
easy to create and understand. At its core, 
your income statement will look like this:

INCOME

Income source  $###.##
Income source  $###.##
TOTAL INCOME  $###.##

EXPENSES

Expense category  $###.##
Expense category  $###.##
Subcategory  $###.##
Subcategory  $###.##
Expense category  $###.##
TOTAL EXPENSES  $###.##

NET INCOME   $###.###



Here’s an actual income statement from Luke Landes:

This elaborate income statement for Luke, Inc. was created with Microsoft 
Excel, which allows Luke Landes to compare his current spending with past 
periods. Note that he tracks a variety of income and spending sources. When 
starting out, it’s best to keep things simple. 

ACCOUNT BALANCES APR 2006 MAY 2006 JUN 2006
JUN 2004 

YTD
JUN 2005 

YTD
JUN 2006 

YTD

INCOME STATEMENT

INCOME

DAY JOB: SALARY 3,451 3,292 3,292 27,288 22,755 21,630

DAY JOB: BONUS 0 0 0 0 1,643 2,848

DAY JOB: 401(K) MATCH 136 134 132 0 910 865

BUSINESS INCOME 1,770 1,220 1,042 0 278 6,648

OTHER INCOME 0 0 120 1,373 1,586 257

GIFTS 0 0 0 0 10 555

TAX REFUND 239 0 0 0 719 239

DIVIDEND INCOME 0 0 38 0 56 100

INTEREST INCOME 41 47 51 137 164 238

REALIZED GAIN (LOSS) 0 0 0 0 75 0

TOTAL INCOME 5,637 4,693 4,675 28,798 28,784 33,381

EXPENSES

ADS 0 0 50 0 10 62

AUTO: DEPRECIATION 133 133 133 0 386 798

AUTO: FUEL 104 147 154 0 685 752

AUTO: PARKING AND TOLLS 100 100 100 0 550 477

AUTO: SERVICE AND REG 0 0 0 0 489 898

AUTO: PUBLIC TRANSPORT 0 0 0 1,734 86 37

AUTO: MISC 0 18 0 0 56 30

BANK CHARGES 0 0 0 10 4 0

CHARITY 77 0 0 0 36 90

COMPUTER 0 0 0 0 636 244

DINING: CONVENIENCE 96 95 72 0 737 663

DINING: OUT/IN 55 207 262 780 654 666

DINING: MISC 0 0 0 406 219 12

EDUCATION 394 0 394 (4,411) 1,910 1,140

ENTERTAINMENT 27 69 53 682 435 273

GIFTS GIVEN 31 387 15 592 136 562

GROCERIES 135 101 36 403 463 707

HOUSEHOLD 54 501 224 1,275 676 1,171

INSURANCE: AUTO 129 129 129 0 803 773

INSURANCE: MED/DENT 52 35 56 0 778 325

INSURANCE: OTHER 2 1 2 2,393 6 9

INTEREST EXP 43 33 7 100 145 357

MEDICAL 0 0 0 178 75 93

MISC 13 0 16 (45) 8 29

MISCELLANEOUS, BUS 0 61 99 0 0 273

OFFICE 0 0 0 307 8 15

ONLINE SALES 19 27 10 0 0 122

PERSONAL CARE 12 15 0 54 50 53

PET CARE 0 12 0 46 39 52

RENT 858 858 878 5,148 6,374 5,168

SUBSCRIPTIONS 0 0 0 0 10 0

SUPPLIES, BUS 23 0 20 0 0 90

TAX 766 561 738 5,911 5,436 5,215

UTILITIES: CABLE TV 16 16 16 0 308 103

UTILITIES: INTERNET SVCS 31 31 31 0 496 178

UTILITIES: TRASH/WATER 37 37 37 0 202 218

UTILITIES: POWER 169 85 47 0 668 725

UTILITIES: TELEPHONE 54 52 52 0 385 322

UTILITIES, BUS 0 0 286 0 0 286

VACATION 203 0 0 599 187 733

TOTAL EXPENSES 3,632 3,710 3,916 18,216 24,143 23,716

NET INCOME 2,005 983 759 10,582 4,641 9,664
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To create an income statement for 
You, Inc., you’ll need records of recent 
transactions from bank statements or 
computer software. Once you’ve gathered 
the info, decide which time period you’re 
going to measure. You could track a week 
or a decade, although neither would 
provide useful feedback. Let’s start by 
examining a single month, which is 
a meaningful period that can provide 
enough info to make some decisions 
about the future of You, Inc.

Now list each source of revenue for 
You, Inc. Include salary and bonuses, 
gifts received, interest earned, alimony, 
and so on. Note the total received from 
each source during the time period being 
measured (a single month, in this case). 
Once you’ve tallied the individual revenue 
sources, compute your total income.

Next, list all of the expenses for You, 
Inc. Don’t record individual transactions, 
but groups of transactions clustered by 
category. Common spending categories 
include: charity, clothing, entertainment, 
food, housing, household, insurance, 
interest, medical, miscellaneous, personal, 
transportation, utilities, and vacation. After 
you’ve listed the individual categories, 
calculate your total expenses.

Finally, subtract your expenses  
from your income. This number is your 
net profit (or loss) for the time frame  
in question.

Landes tracks a lot of detail. He lists 
five sources of miscellaneous income, six 
types of automobile expenses, and six 
utilities. If you like this sort of granular 
approach—such that you can see how 
much you’re spending on gasoline or 
electricity, for example—you’re free to 
use it. But it’s usually best to keep things 
simple, especially in the beginning.

I recommend starting with a handful of 
categories that give you the info you need 
most. Later, you can go deeper if you 
really want (or need) more detail. As Chief 
Financial Officer, you prize efficiency. 
Complexity is the enemy of efficiency, 
and you should steer clear of it whenever 
possible.

This report has many uses. The income 
statement helps you analyze You, Inc.’s 
past performance. It provides clear 
feedback on your behavior, showing how 
much you spent and where you spent it. 
How does your actual spending compare 
to your perceived spending? You might 
feel as if you don’t spend a lot on your car, 
but what do the numbers really say? The 
income statement will also reveal areas 
where you can cut back to create more 
profit. When I was getting out of debt, the 
income statement for JD, Inc. told me I 
needed to slash spending on books, comic 
books, and computer equipment.

The income statement allows you to 
make predictions about the future of You, 
Inc. You can’t build a budget on ideals 
and dreams; to be successful, it must be 
based on reality. The income statement is 
the best available representation of reality 
you have. It can also guide you when 
you’re creating plans. If You, Inc. isn’t 
profitable, you won’t want to make any 
major purchases, for instance. Instead, 
you should focus on increasing income 
and reducing expenses until profitability 
has been restored.

The primary purpose of the income 
statement is to show how much profit You, 
Inc. has earned (or lost). While not every 
month will be profitable, most should be. 
Without profit, the goals you set as part 
of your personal mission statement will 
remain always out of reach, unobtainable. 
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Your profits fund your future—from travel 
to marriage, from education to retirement. 
The bigger your profits, the bigger the 
dreams you can realize—and the sooner 
they’ll come true.

If the balance sheet is a snapshot of 
your finances at a single point in time, 
then the income statement is like a movie 
that shows what happened over a longer 
period. Here’s another way to look at it: 
Your balance sheet is like a report card 
at the end of the year, while the income 
statement lets you see what grades you 
earned on individual assignments.

Net Worth
To measure how much a business 
is worth, a CFO talks about equity 
or “book value”. 

These numbers represent a company’s 
value on paper, leaving aside intangible 
assets like brand recognition, intellectual 
property, and customer goodwill. In 
personal finance, equity is called net worth.

Your net worth can be found on 
the balance sheet for You, Inc., and it 
represents how much wealth you’ve 
accumulated until this moment. In the 
classic book Your Money or Your Life, Joe 
Dominguez and Vicki Robin write, “[Your 
net worth] is what you currently have to 
show for your lifetime income; the rest is 
memories and illusions.”

People often wonder what their net 
worth should be, but there’s no right 
answer. It depends on where you live, 
what you spend, and how much you 
earn. If you’re a computer programmer in 
Toronto, your net worth will probably be 
greater than if you’re a schoolteacher in 
Ecuador. 

With that said, your net worth should 
be as high as possible. This might sound 
glib, but it’s true. A high net worth is 
always better than a low net worth. Your 
net worth should also grow over time. 
It should increase every year until you 
retire. Ideally, it will increase substantially 
every year!

Some people have created benchmarks 
for comparing net worth. Perhaps the 
best-known example of this is found in 
The Millionaire Next Door by Thomas 
Stanley and William Danko. They argue 
that your “expected net worth” can be 
determined with a simple formula:

 D Divide your age by ten.

 D Multiply this result by your current 
annual gross (pre-tax) income.

 D From this total, subtract inheritances.

The final number, say Stanley and 
Danko, reveals how much money you 
should have.

If your net worth is at this level, you’re 
an “average accumulator of wealth”. If you 
have less than half the expected amount, 
you’re an “under-accumulator of wealth”. 
If you have more than twice the expected 
wealth for your age, you’re a “prodigious 
accumulator of wealth”.

Let’s use Luke Landes as an example. In 
June 2006, he was thirty years old. His net 
worth was $49,872.99 and his income the 
previous year had been $61,191.38. Based 
on these figures, the rule-of-thumb from 
The Millionaire Next Door says his net 
worth should have been about $183,500.

Because Landes had a net worth of less 
than $91,787, Stanley and Danko would 
say Landes was an under-accumulator of 
wealth. If he’d had more than $367,000, 
he would have been considered an 
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overachiever. (For the record, Landes 
continued his financial recovery and 
today would be classified as a prodigious 
accumulator of wealth!)

Net worth tracks your financial progress 
in the same way that weight measures 
your fitness. Neither offers complete 
information, but as a measure of change 
over time, each is a handy tool.

Profit Margin
While it’s helpful to track profit 
as a raw number, it’s even more 
useful to track profit margin, which 
measures a company’s profit as a 
percentage of its income. 

For instance, if a business had a profit of 
$30,000 on $200,000 sales in 2013, the 
company’s profit margin would have been 
15%.

In recent years, the average large 
American company has had a profit 
margin of roughly nine percent. Although 
they vary by industry—accounting 
firms tend to have higher profit margins 
than manufacturing businesses—small 
businesses generally run margins 
between five and fifteen percent. 

In personal finance, the profit margin is 
called a saving rate, and it measures the 
percentage of your income that has been 
set aside to pursue future goals.

The economic definition of saving 
is “current income minus spending on 
current needs”.  That ought to sound 
familiar. It’s essentially the same definition 
used to calculate profit on an income 
statement! Unspent money is money 
saved. It’s profit.

Profit margin is a vital metric of 
business success, and saving rate is 
an important tool for measuring the 
performance of You, Inc. It might, in fact, 
be the most important number in all of 
personal finance. Saving (profit) over time 
builds wealth (net worth).

Finding your saving rate is simple. 
Looking at your income statement, divide 
your profit (net income) by your total 
income. This number, expressed as a 
percentage, is your saving rate, your profit 
margin.

PROFIT MARGIN = PROFIT / INCOME

Again, let’s use the sample reports 
from earlier in this section. In June 2006, 
Luke Landes had a net income (or profit) 
of $1,360.34. His total income that month 
was $4,605.72. As a result, Landes had a 
profit margin of 29.5%. His net worth may 
have been small, but it was growing at an 
admirable rate!

According to the Organization 
for Economic Cooperation and 
Development, the average U.S. 
household saved 3.9% of its 
household income in 2012. That was 
better than Denmark (which had 
a saving rate of -2.3%) and Spain 
(1.9%), but worse than Australia 
(10.3%), the U.K. (7.1%), and Norway 
(9.4%). Canadians saved 4.0% of 
their income in 2012.
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Liquidity Ratio
Let’s look at one more way to use 
financial statements to keep score.

Financial experts often recommend 
maintaining an emergency fund that 
contains between six months and twelve 
months of living expenses. You can 
measure your progress toward this goal 
by using the liquidity ratio, which shows 
how long your savings would support 
your current lifestyle.

To find this number, divide your total 
liquid assets—those that could be quickly 
converted to cash—by your current 
monthly expenses. (You’ll find your 
assets on your balance sheet and your 
expenses on your income statement.) The 
result is your liquidity ratio—the number 
of months your money would fund your 
current level of spending.

LIQUIDITY RATIO = LIQUID ASSETS / 

MONTHLY EXPENSES

Looking at our sample statements 
from earlier in the section, Luke Landes 
had cash and bank accounts totaling 
$21,994.67 in June 2006. His monthly 
expenses were $3,245.38. Luke, Inc. had 
a liquidity ratio of 6.78, which means that 
if he’d been injured or lost his job, Landes 
had a cushion of almost seven months 
before he would have run out of money.

Here’s a secret: You can also use the 
liquidity ratio to calculate when you’ll be 
able to retire. If you have a high tolerance 
for risk and make some bold assumptions, 
you might decide to retire when your 
liquidity ratio reaches 240, meaning your 
annual expenses would equal about five 

percent of your liquid savings. (In other 
words, your savings would cover twenty 
years of spending for You, Inc.)

If you’re more cautious, you might wait 
to retire until your liquidity ratio reached 
360, at which point your annual expenses 
would be about three percent of your 
savings. (You, Inc. would have enough 
saved to cover thirty years of expenses.)

Most people should aim to retire  
when they’ve reached a liquidity ratio of 
about 300, when annual expenses are 
four percent of liquid savings. (When You, 
Inc. has saved enough to fund twenty-five 
years of expenses, it’s probably safe to 
quit your job.)

Naturally, all of the numbers I’ve 
mentioned work together. The higher 
your profit margin (or saving rate), the 
quicker you build your net worth. As your 
net worth grows, so will your liquidity 
ratio, bringing you that much closer to 
achieving your goals.

Your Credit Score
There’s a final number that’s 
important to the business of You, 
Inc., but it’s not one you  
can calculate yourself. 

In fact, you may have to pay to see it.
Companies like Fair Isaac use secret 

formulas to crunch the data from your 
credit report, comparing your financial 
history to millions of other people. These 
formulas spit out a single number—a 
credit score—meant to help banks and 
credit card companies decide how much 
to lend you and at what terms.

A high credit score will get you the 
best rates on credit cards and loans, 
including mortgages. With a low score, 
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you’ll pay higher fees and interest rates. 
But credit scores are used for more than 
just borrowing. They can also affect your 
insurance premiums, how much rent you 
pay, and your chances of landing a job.

FICO scores are U.S.-specific. 
Similar credit scores exist in the 
United Kingdom and Canada. In 
other parts of the world, credit 
policies can vary widely. Latin 
America, for instance, is largely 
a cash economy and credit isn’t 
widely used. In some European 
countries, credit applications receive 
a much more personal evaluation 
than in the U.S. Still, the same 
principles apply no matter where 
you live. Lenders will be more 
inclined to give you money if you 
have a history of on-time payments 
and don’t seem to be overburdened 
with debt.

The most common credit score in  
the United States—from Fair Isaac, is 
called a FICO score. Because there are 
three primary credit-reporting agencies  
in the U.S., you’ll have three different 
FICO scores—one for each agency. They’ll 
likely be similar, but could vary depending 
on what each company has cataloged 
in your file. (Note that there are many 
other types of credit scores, but they’re 
specialized and not nearly as important  
as your FICO score.)

FICO scores range from 300 to 850, with 
higher scores being better. The average 
FICO score in the U.S. is around 636, but 
folks with rotten credit drag that down. 
The median FICO score is reportedly 
around 723, which means half of the 
population has scores below that and half 
have scores above.

30% 35%

15%10%
10%

PAYMENT HISTORY

LENGTH OF CREDIT HISTORY

AMOUNTS OWED

NEW CREDIT

TYPES OF CREDIT USED

Your FICO score evaluates five specific ways you 
handle credit. 
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Here are the five broad categories a 
FICO score evaluates (along with their 
level of importance):

 D PAYMENT HISTORY (35% of your FICO 
score): Do you pay your bills on 
time? If you pay late, how late? How 
long has it been since you missed a 
payment? How many times have you 
had problems? The more responsible 
you’ve been, the higher your score.

 D AMOUNTS OWED (30%): How much 
credit do you currently have? Of that 
credit, how much do you actually use? 
How many of your accounts have 
balances? The less of your available 
credit you use, the better your score

 D LENGTH OF CREDIT HISTORY (15%): How 
long have your accounts been open? 
How long has it been since you used 
them? The longer you’ve had credit 
accounts, the better your score.

 D TYPES OF CREDIT USED (10%): How 
many different types of credit 
accounts do you have? How many 
of each type do you have? Your FICO 
score will be higher if you use a mix 
of different kinds of credit.

 D NEW CREDIT (10%): Have you opened 
new credit accounts recently? How 
many? Opening new accounts may 
ding your score, especially if you open 
several at the same time.

For some people, such as young adults 
who haven’t had time to develop a credit 
history, the relative importance of these 
categories may vary.

Good credit allows companies to 
buy new equipment, fund research and 

development, and respond quickly to 
unexpected opportunities and events. 
Maintaining a high credit score allows 
You, Inc. to get the best deals on loans, 
mortgages, and credit cards. So how can 
you boost your score?

According to Liz Weston, author of Your 
Credit Score, the only way to improve 
your score quickly is to have untrue 
information removed from your credit 
report. “If you have somebody else’s 
account showing up on your credit report 
and you get that taken off, for instance, 
you’re likely to see a quick improvement 
in your scores,” Weston says. “Other 
than that, it’s really a game of small 
improvements over time.”

To build your score, you should pay off 
debt. This might seem obvious, but many 
people don’t realize that by carrying a lot 
of debt, they’re costing themselves money 
in other areas of their lives. “The most 
powerful thing you can do to improve 
your credit score is reduce your credit 
utilization,” Weston says. The less you use 
of your credit limit, the better.

It’s also important to pay on time. 
According to Weston, a single late 
payment can drop your credit score from 
an excellent 780 to a mediocre 680.

Another way to build your score is 
to limit new accounts. Opening credit 
accounts has a small but noticeable effect 
on your credit score. Keep new accounts 
to a minimum, especially if you’re 
planning a big purchase (like a home or  
a car).

On the other hand, if your credit 
score is important to you, you shouldn’t 
close old accounts. This may seem 
counterintuitive, but because the length  
of your credit history is a factor in your 
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FICO score, old accounts can actually  
be helpful. If you have to close an account 
or two, close newer accounts before  
older ones.

Don’t forget to keep tabs on your credit. 
A 2004 survey from U.S. PIRG (Public 
Interest Research Group) found that 79% 
of credit reports contain errors; 25% are 
serious enough to affect a person’s ability 
to obtain credit. Even small errors can 
hurt your score. Check your credit report 
regularly and get problems corrected.

By law, each of the major credit 
reporting agencies—Equifax, Experian, 
and TransUnion—must allow you to 
review your credit for free once per year. 
You can get reports from all three at 
once, or you can stagger your requests. 
You can get your free credit report 
by calling 1.877.322.8228 or visiting 
annualcreditreport.com.

While it’s easy to get your credit report 
for free, discovering your credit score 

takes a bit more work. The following sites 
are very helpful in this regard:

 D myFICO (myfico.com) is the official 
site of the company that developed 
FICO scores. You can pay a $20 fee to 
see your credit score from one credit 
bureau ($60 to see your scores from 
all three bureaus), or you can gain 
access by signing up for one of their 
services.

 D Credit Karma (creditkarma.com) lets 
you see your TransUnion credit score 
for free—but this is not a FICO score.

 D Credit.com (credit.com) gives you a 
quick, free snapshot of your credit 
health with its Credit Report Card; it 
doesn’t provide you with an actual 
credit score, but instead grades 
different aspects of your credit profile.

A 2004 survey from U.S. PIRG (Public Interest 
Research Group) found that 79% of credit reports 
contain errors; 25% are serious enough to affect a 

person’s ability to obtain credit. Even small errors  
can hurt your score. 
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Like it or not, the financial future of 
You, Inc. is affected by your financial past. 
Even a mediocre credit score can cost you 
thousands of dollars over your lifetime. 
Raising your credit score is pure profit.

Keeping Score
In this section, you’ve learned  
how financial statements and 
other numbers can be used to 
“keep score” of your progress. 

I used financial statements to improve the 
decisions I made with my money; so did 
Luke Landes.

 “Thinking about my finances and 
treating them in terms of a business 
makes sense,” Landes says. “Putting 
together these reports each month like 
a business is the most important part of 
being the CFO of my own life. I’m forced 
to think about how much I spend and 

where I could save more money. Now that 
I have several sources of income, I also 
review those numbers to see how I could 
expand my business opportunities.”

Preparing monthly financial statements 
helps you consider your progress; sharing 
the reports keeps you accountable. And 
keeping tabs on numbers like your net 
worth and your credit score give you a 
barometer of your overall financial health.

It’s easy to create your own templates 
and spreadsheets to help you generate 
financial statements, and I encourage 
you to do so. (Many pieces of financial 
software will do the work for you.) If you’d 
like help, however, you can download 
free PDF worksheets and spreadsheet 
templates from moneytoolbox.com/
reports.

Ultimately, it doesn’t matter which 
method you use to produce your balance 
sheet and income statement—so long as 
you produce them.

 D CREATE A BALANCE SHEET to show 
what you own and what you owe. 
Note your net worth—the difference 
between your assets and your 
liabilities. Run this report once per 
month to measure the progress of 
You, Inc.

 D CREATE AN INCOME STATEMENT to 
track your financial habits over time. 
Note your profit (or loss). Run this 
report once per month to measure the 
progress of You, Inc.

 D COMPARE YOUR NET WORTH to your 
“expected net worth”, as defined  
by Stanley and Danko. Also compute 
your profit margin and your  
liquidity ratio.

 D GET YOUR FREE CREDIT REPORT at 
annualcreditreport.com. Go  
online to obtain an estimate of  
your credit score.

Action Steps
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To make the most of his resources, the Chief Financial Officer must 
carefully plan and review the company’s spending. 

Financial statements let him measure 
the way money has been used in the 
past, but in order to control costs in the 
present, the CFO uses a budget. Budgets 
allow a CFO to forecast how money will 
be used today and tomorrow.

For starters, budgets help you set 
expectations. They allow you to know 
how much money you’ll need for food, 
shelter, and clothing. They also make 
it easy to allocate funds for saving and 
investing. This sort of preparation lets 
you see how much you have left over for 
the fun stuff, like vacations and vodka.

Budgets also guide spending. In a 
business (and at home), it’s important 
not to overspend on non-essential items. 
But a budget also helps you spot when 
costs for the things you need—like food 
or health care—have climbed too high. 
Budgets encourage financial efficiency.

Most importantly, budgets act as a 
roadmap to the future. Companies review 
past budgets to be sure they’ve stayed 
on course, that spending is aligned with 
their mission and goals. You, Inc. can use 
a budget in the same way: Every dollar 
you spend should be in support of your 
personal goals.

Budgets
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A budget is a vital business tool. It 
makes the business of You, Inc. easier  
to manage.

Some personal finance experts don’t 
like budgets. For instance, in his best-
selling book I Will Teach You to Be Rich, 
Ramit Sethi boldly proclaims, “Budgets 
don’t work.” He then spends twenty 
pages outlining his Conscious Spending 
Plan, which is (as you might have 
guessed) a budget. 

No matter what you call them, budgets 
do work, both in business and at home.

You Need a Budget
In the aforementioned classic  
The Millionaire Next Door, Thomas 
Stanley and William Danko 
summarize the habits of hundreds 
of wealthy Americans.

“[Millionaires] became millionaires by 
budgeting and controlling expenses, and 
they maintain their affluent status the 
same way,” the authors write. “Operating 
a household without a budget is akin 
to operating a business without a plan, 
without goals, without direction.”

Of the millionaires in their research, 
about 55% maintain a traditional budget. 
About 25% practice the “pay yourself 
first” strategy. While these folks don’t 
keep a written budget, they act as if 
they did. They save and invest for the 
future before spending on food, shelter, 
and entertainment. The remaining 20% 
have incomes so high that a budget isn’t 
necessary.

“The foundation stone of wealth 
accumulation is defense,” write Stanley 
and Danko, “and this defense should be 
anchored by budgeting and planning.”

Budgets are powerful tools because 
they allow you to pre-plan your spending. 
They aren’t meant to control you, and 
they shouldn’t prevent you from enjoying 
life. In fact, when used properly, a  
budget won’t force you to spend less  
on the things you like; it’ll help you to 
spend more on the stuff that matters 
most to you.

Entrepreneur Jesse Mecham has built 
a business out of budgeting.

About a decade ago, he and his 
girlfriend were preparing for marriage. 
They both were still in college, and they 
were effectively broke. To better manage 
their money, Jesse—who was studying 
accounting—created a spreadsheet-
based budget. This method worked so 
smoothly that he started selling his 
budget online. That simple spreadsheet 
grew into a popular piece of software 
called You Need a Budget (ynab.com), 
which has helped hundreds of thousands 
of people take control of their spending.

Today, Mecham teaches budgeting 
basics to families and small businesses. 

“Over time, I stumbled upon four rules for 
budgets,” he says. “These help people 
think about their money differently.”

Mecham says that effective budgets for 
individuals and businesses follow these 
four rules.

First, a good budget gives every dollar 
a job. Instead of having one big bucket 
of money from which you spend and pay 
bills, use several smaller buckets instead. 
Every dollar you earn goes into one of 
these buckets. Every dollar has a job to 
do. If the dollar is in the housing bucket, 
its job is to pay your rent or mortgage. If 
it’s in the entertainment bucket, its job is 
to help you have fun. When a bucket is 
empty, it’s empty. You can’t spend more 
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from that bucket until it’s replenished 
(such as the next time you get paid). This 
rule ensures you have enough money for 
your expenses while also allowing you to 
enjoy life.

Next, your budget should allow you 
to save for a rainy day. You must expect 
the unexpected. Be sure you’ve set aside 
an emergency fund to cope with the 
inevitable disasters life sends your way. 
Also, break periodic large expenses into 
smaller chunks. If you pay a $600 auto 
insurance premium every six months, 
for example, save $100 each month in 
preparation. “There’s no such thing as 
a normal month,” Mecham says, but 
following this rule helps smooth the 
inevitable bumpy road of life.

An effective budget also allows you 
to compensate for mistakes. “Be flexible 
and forgiving to yourself,” Mecham says. 
Because you’re human, you’ll make 
mistakes. And because there’s no such 
thing as a normal month, you’ll often 
find that you’ve over- (or under-) spent in 
different categories. Don’t panic. Simply 

“borrow” money from one bucket to make 
up the difference.

Finally, a budget should be built on 
last month’s income. You should never 
base your budget on money you expect 
to receive; base it on money you already 
have. In other words, what you earn in 
March, you spend in April. What you earn 
in April, you spend in May. This prevents 
you from guessing how much you’ll have 
available, and protects you from the 
whims of fate. By following this rule, you 
won’t get burned if that bonus you were 
expecting doesn’t materialize.

By pairing these rules with his 
spreadsheet, Jesse and Julie escaped 
the cycle of living paycheck-to-paycheck. 
Money never became an issue in their 
marriage.

Mecham says the biggest benefit from 
budgeting is peace of mind: “When you 
can see where your money is going and 
you can see what your plan is for the 
money, you take risks and feel some 
flexibility you didn’t feel before.”

Understanding the value of budgeting 
is one thing; actually putting that 
knowledge into practice is something 
entirely different. 

You should never base your budget on money you 
expect to receive; base it on money you already have.
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The Balanced  
Money Formula
I used to hate budgeting.  
I didn’t see the point, and I  
didn’t like the process. 

After I began to manage my life like a 
business, I changed my mind. I realized 
that a budget could be a powerful tool, 
allowing me to control my money instead 
of letting my money control me.

Still, I wasn’t comfortable with detailed 
planning. I tried to follow the budgets I 
found in books, but they never worked.
From my own experience—and from 
talking to dozens of other people—I’ve 
come to believe there are a handful of 
reasons budgets fail.

First, budgets are often too complex. 
When a budget is complicated and 
difficult, it can be a chore. If it’s a chore, 
you’re not going to stick with it. The 
system shouldn’t bog you down.

People often encounter problems 
when their budgets don’t reflect their 
values. A budget should help you achieve 
your goals and pursue your mission. It 
should be personalized. If you try to use 
somebody else’s budget, you’re likely to 
have a tough time.

Many budgets don’t reflect reality. 
They’re based on projected income or 
impossibly perfect behavior. When you 
build a budget, base it on actual income 
and behavior, not on an idealized version 
of you and your future.

Because it’s so easy to build a 
bad budget, I’ve become a fan of the 
Balanced Money Formula, a broad 
budgeting system outlined by Elizabeth 
Warren and Amelia Tyagi in their book, 
All Your Worth.

The Balanced Money Formula—which 
I’ve modified slightly—divides expenses 
into three broad categories: needs, 
savings, and wants. Here’s how the 
authors define those terms:

 D Needs are expenses you must pay—
no matter what. They include housing, 
utilities, health care, transportation, 
insurance, basic groceries, and basic 
clothing.

 D Savings include emergency funds, 
retirement accounts, and other 
investments. For the purposes of this 
budget, debt repayment counts as 
savings.

 D Wants are everything else: cable 
TV, cell phones, pets, tithing/charity, 
vacations, hobbies, and food and 
clothing beyond the basics. If it’s not 
savings and it’s not necessary for 
survival, it’s a want.

The Balanced Money Formula is based 
on your net (after-tax) income. Warren 
and Tyagi say that, ideally, no more than 
50% of your take-home pay should be 
spent on needs (and it’s better to keep 
that below 35%!). At least 20% should be 
placed in savings. The remainder (around 
30%) can be spent on wants.

For some folks, tithing/charity isn’t 
a want—it’s a need. For others, it’s a 
form of savings. And if you already 
own a cat or a dog, you might view 
pet food as a need. Remember: 
These are just guidelines. Adapt 
them to your circumstances.
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When I discovered the Balanced 
Money Formula, I felt liberated. The sheer 
simplicity of the system freed me from 
tracking dozens of categories. Instead, I 
could track just three. Plus, this budget 
left room for me to spend on the fun 
stuff, like travel and comic books. This is 
by design.

Warren and Tyagi write:

“When your money is in balance, 
you always have enough to pay 
your bills, have some fun, and 
save for your dreams. And here 
is the best part of all. Once your 
money is in balance, you can stop 
worrying about it. Managing your 
money becomes automatic. And 
so it moves into the background of 
your life, where it belongs.”

As you learned in the section on 
organizing your finances, automation is 
good. A CFO is always looking for new 
ways to make common tasks quicker 
and more efficient. The Balanced Money 
Formula does that.

Before continuing, take some time 
to look at your current spending. You’ll 
find a downloadable Balanced Money 
Formula worksheet at moneytoolbox.
com/budgets/. Fill it out. Look at the 
numbers. How does the budget of You, 
Inc. compare to the guidelines suggested 
by Warren and Tyagi?

Remember that the Balanced Money 
Formula is an ideal. It’s a target. If you’re 
just beginning to manage your money, 
your financial life will probably be 
distinctly unbalanced.

If your income is too small (or your 
mortgage is too large), you could be 
spending 80% (or more) on needs. If 

30% WANTS

50% NEEDS

20% SAVINGS

The Balanced 
Money Formula

Above: The Balanced Money Formula 
is designed to provide for all aspects of 
your financial life. 
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Coping with Irregular Income

A fluctuating income is no  
excuse for getting off track with 
your personal budget.

I’ve been self-employed for five years, 
and my income has never been the 
same from one month to the next. 
Although budgeting for a variable 
income can be frustrating, it is 
possible. I’ve found a system that takes 
the terror out of an uncertain future.

The key is to give yourself a regular 
paycheck.

Traditionally, a small business 
owner with a variable income might 
build a budget based on the average 
income from the past twelve months. 
But as the Great Recession recently 
demonstrated, revenues can decline, 
thereby wreaking havoc on the 
“average-income” method. A more 
guarded approach is to build a budget 
based on your lowest monthly income 
from the previous year.

Maybe your average income from 
2013 was $6,000 per month, but you 
earned only $4,800 in June. To be safe, 
tighten your belt and allow yourself 
only $4,800 per month in 2014. (If your 
income varies wildly—$120 one month 
and $12,000 the next, say—you’ll have 
to use the average-income method.)

Once you’ve established a monthly 
salary, it’s time to draw a paycheck—

and to save the rest of your cash for 
the future. To make this work, use two 
accounts: a savings account designated 
as a “holding account” along with your 
personal checking or savings account.

Each month, write yourself a 
paycheck based on the salary you 
calculated above. Place any remaining 
cash into the holding account, where it 
will accumulate during the year.

At the end of each year, do three 
things. First, reset your salary based 
on the previous year’s income. Next, 
use the money pooled in the holding 
account to pay taxes. Finally, if there’s 
money left after paying taxes, pull it to 
your personal account as a year-end 
bonus.

To make variable income more 
manageable, don’t be tempted to draw 
from your holding account as cash 
accumulates. Instead, build a firewall 
of personal savings. When you have 
$5,000 or $10,000 in the bank, a few 
slow months won’t bring you to panic.

This system may seem complex,  
but it’s simple in practice. Best of all,  
it’s effective. Drawing a salary based on 
your minimum monthly income creates 
a safety buffer—and that brings peace 
of mind.
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 D CREATE A SIMPLE BUDGET. Base the 
budget on last month’s income, and 
be sure it includes space to save for a 
rainy day. Also set aside some money 

to enjoy life. Give every dollar a job. 
If your spending on needs is greater 
than 50% of your after-tax income, 
think about ways you can cut costs.

Action Step

When your spending on needs is too high, both wants 
and savings become cramped. Because most of your 

income is going to necessities, there’s nothing left over 
for fun or to save for the future. To fix this, you might 

need to take drastic action. 

you like to dine in fine restaurants or 
collect Hummel figurines, you might be 
spending 45% of your income on wants 
while neglecting savings. Your goal 
should be to move from your current 
state to something more balanced. For 
some, that’s as simple as reprioritizing 
expenses. For others, it’s not that easy.

When your spending on needs is too 
high, both wants and savings become 

cramped. Because most of your income 
is going to necessities, there’s nothing 
left over for fun or to save for the future. 
To fix this, you might need to take drastic 
action. You might need to find more 
affordable housing or a better-paying job. 
In the next few sections, we’ll explore 
ways to make You, Inc. more profitable, 
which will allow you to bring your budget 
into balance.
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So far, your work as CFO of You, Inc. has been a bit fussy. It is 
important to craft a mission statement, optimize your bank accounts, 
and report on past financial behavior, but too much of this can seem 
like busywork. 

At last, it’s time to get to the core 
function of a Chief Financial Officer: 
improving your company’s profitability.

Remember, profit is the lifeblood of 
every business. It’s like food and water 
for the human body. Although proper 
nutrition isn’t the purpose of life, we can’t 
exist without it. Food and water give us 
the strength we need to do the things that 
bring us meaning. Similarly, profit isn’t 
the purpose of business—but a company 
can’t survive without it.

Companies that forget (or ignore)  
the importance of profit are unable to 

meet their goals. Instead of pleasing 
customers or developing new products, 
they find themselves in a struggle to 
survive. A good CFO aims to maintain and 
maximize profitability.

Individuals need profit too. If you’re 
living paycheck-to-paycheck—or worse, 
sinking into debt—you’ll find it impossible 
to accomplish the goals you’ve set for 
yourself. Plus, today’s profit acts as a 
safeguard to protect you against an 
uncertain tomorrow. It also provides 
flexibility, giving you more options and 
allowing you to seize more opportunities. 

Profit
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What’s more, you can invest a profit, 
growing the money for future needs, such 
as retirement.

The bottom line: To fulfill your dreams, 
You, Inc. must earn a profit.

How to Boost Profit
As you’ll recall, profit is simple  
to calculate. It’s your net income, 
the difference between your 
revenue and expenses.

(You’ll find these numbers on your 
income statement.) If you earned $4,000 
last month and spent $3,000,  
you had a profit of $1,000. But if you 
earned $4,000 and spent $5,000, you  
had a loss of $1,000.

This idea is expressed by a simple 
formula:

PROFIT = INCOME – EXPENSES

If You, Inc. spends more than it earns, 
it’s operating at a loss; the organization  
is losing wealth and in danger of going 
into debt (or, if it’s already in debt, it’s 
digging the hole deeper). If You, Inc. 
spends less than it earns, it’s producing a 
profit and building wealth, which can  
be used to pursue the organization’s 
mission and goals.

The greater the gap between earning 
and spending, the faster your net worth 
grows (or shrinks). This may seem 
obvious, but it’s important. Everything 
you do—clipping coupons, saving for 
retirement, asking for a raise—is done in 
support of this basic idea.

Because this equation is so simple, 
there are only two ways You, Inc. can 
boost profitability.

First, you can spend less. A business 
can increase its profit by slashing 
overhead: finding new suppliers, 
renting cheaper office space, laying off 
employees, etc. You can increase the profit 
of You, Inc. by spending less on groceries, 
cutting cable television, or refinancing 
your mortgage.

The second way to boost your profit is 
to earn more. To generate more revenue, a 
business might develop new products or 
find new ways to market its services. You 
might earn more for yourself by working 
overtime, taking a second job, or selling 
your motorcycle.

All financial advice is based on the fact 
that these are the only two ways to boost 
your profit. You must spend less or earn 
more. 

There are no other options.

To fulfill your dreams, You, Inc. must earn a profit.
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The Power of  
Profit Margin
Earlier in this guide, I argued  
that profit margin (or saving 
rate)—the percentage of your 
income that goes to saving and 
investing—is the most important 
number in personal finance. 

When You, Inc. begins to earn even a 
small profit, the balance of power shifts 
in your favor. With a profit, you don’t 
have to worry how to pay your bills. Profit 
allows you to chip away at the chains of 
debt. Profit removes the wall of worry and 
grants you control of your life.

But how much profit do you need?
Most financial advisers urge people to 

save 10% of their income. The bold ones 
recommend 20%. Profit margins like this 
are small enough to seem achievable yet 
large enough to allow you to pursue their 

goals (albeit slowly). A savvy CFO will 
treat these recommended profit margins 
as only the beginning.If You, Inc. were to 
maintain a steady profit margin of 10%, 
it would take nine years to save enough 
to fund one year of operations. (Or, to 
think of it another way, if you maintain a 
saving rate of 10% for nine years, you’ll 
accumulate enough to take one year off  
of work.)

With a profit margin of 20%, it takes 
only four years of work to fund one year 
of operations. With a 50% margin, You, 
Inc. is saving enough each year to fund 
another entire year of operations. And at 
75%, each year of work would fund three 
additional years of operation. In other 
words, after three months with a 75% 
saving rate, you could take the rest of the 
year off from your job—assuming your 
boss would allow you to return.

This table shows the power of profit 
margin:

Most financial advisers urge people to save 10% of 
their income. The bold ones recommend 20%. Profit 

margins like this are small enough to seem achievable 
yet large enough to allow you to pursue their 

goals (albeit slowly). A savvy CFO will treat these 
recommended profit margins as only the beginning.
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These tables demonstrate the difference between four levels 
of profit margin when applied to the same income. With a 10% 
profit margin, you need nine years to save enough to fund one 
year of expenses. With a 50% profit margin, you can do the 
same in twelve months.

The Power of Profit Margin

INCOME EXPENSES PROFIT MARGIN SAVINGS

YEAR ONE $50,000 $45,000 $5,000 10% $5,000

YEAR TWO $50,000 $45,000 $5,000 10% $10,000

YEAR THREE $50,000 $45,000 $5,000 10% $15,000

YEAR FOUR $50,000 $45,000 $5,000 10% $20,000

YEAR FIVE $50,000 $45,000 $5,000 10% $25,000

YEAR SIX $50,000 $45,000 $5,000 10% $30,000

YEAR SEVEN $50,000 $45,000 $5,000 10% $35,000

YEAR EIGHT $50,000 $45,000 $5,000 10% $40,000

YEAR NINE $50,000 $45,000 $5,000 10% $45,000

INCOME EXPENSES PROFIT MARGIN SAVINGS

YEAR ONE $50,000 $40,000 $10,000 20% $10,000

YEAR TWO $50,000 $40,000 $10,000 20% $20,000

YEAR THREE $50,000 $40,000 $10,000 20% $30,000

YEAR FOUR $50,000 $40,000 $10,000 20% $40,000

INCOME EXPENSES PROFIT MARGIN SAVINGS

YEAR ONE $50,000 $25,000 $25,000 50% $25,000

INCOME EXPENSES PROFIT MARGIN SAVINGS

YEAR ONE $50,000 $12,500 $37,500 75% $37,500

With a 10% profit margin, you need to save for nine years to fund one year of expenses.

With a 75% profit margin, one year of saving funds three years of expenses.

With a 50% profit margin, you need to save for one year to fund one year of expenses.

With a 20% profit margin, you need to save for four years to fund one year of expenses.
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Pull out your mission statement. Look 
at your goals. Your profit margin directly 
affects how quickly you’ll achieve these 
aims. A profit margin of 20% will allow 
you to reach your destination twice as 
quickly as you would with a profit margin 
of 10%. But if you can save 40% or 60%, 
you’ll get there even quicker.

Pete is the semi-anonymous blogger 
behind the popular mrmoneymustache.
com, where he chronicles his adventures 
in early retirement. Pete’s mission is to 
enjoy a full life with his small family in a 
small house in a small town in Colorado. 
He wants to pass his days slicing through 
canyons on his bicycle, building things in 
his workshop, and sharing quiet moments 
with his wife and son. And Pete doesn’t 
want a job.

Following the standard advice to save 
between 10% and 20% of his income, it 
would have taken decades for Pete to 
achieve these goals. He didn’t want to 
wait that long, so he found ways to pump 
up his profit margin.

After college, Pete and his wife worked 
long hours at jobs that paid well. They 
moved to a town where the cost of living 
was low and they could bike anywhere 
they needed. They bought a home. Pete, 
Inc. earned a lot of revenue and kept 
overhead low. This modest lifestyle 

allowed Pete and his wife to set aside over 
50% of their combined take-home pay.

With ten years of profit margins near 
70%, Pete and his wife were able to retire. 
He was thirty years old. After a decade of 
high profits invested wisely, he no longer 
needed a job because his stash was large 
enough to support his family’s expenses 
for the rest of his life. Eight years later, 
Pete and his wife continue to pursue this 
mission, happily ignoring detractors that 
say it can’t be done.

The more you save—the more profit 
generated by You, Inc.—the sooner you 
can do the things you dream of doing.

The Beauty of Big Wins
Not every path to profit is 
equal. Some opportunities are 
unappealing because they take 
either a lot of time or a lot of 
effort—or both. 

Other options are a low priority 
because they have only a small impact on 
your bottom line. The best paths to profit 
are those that provide some combination 
of low difficulty and high reward.

This grid might help you visualize the 
concept:

HIGH DIFFICULTY LOW DIFFICULTY

HIGH REWARD Ongoing Projects Big Wins

LOW REWARD Pyrrhic Victories Daily Victories

Some actions are more difficult than others, and 
some provide greater rewards.
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PYRRHIC VICTORIES ARE ACTIVITIES THAT 

TAKE A LOT OF TIME OR EFFORT WITHOUT 

PROVIDING A COMMENSURATE PAYOFF. In 
business, these might include sweeping 
the parking lot or leasing a large office 
space. On a personal level, these are 
things like making your own laundry 
detergent (for a savings of pennies per 
load) or raising money by collecting old 
newspapers door-to-door.

ONGOING PROJECTS ALSO REQUIRE A 

LOT OF TIME OR EFFORT, BUT THEY PROVIDE 

HUGE PAYOFFS WHEN THEY’RE FINISHED. 

Last year, for instance, I organized and 
sold my collection of comic books. The 
project took over 100 hours of tedious 
work, but paid off with a $25,000 windfall. 
Similar projects might include moving 
to a cheaper home in a cheaper city or 
returning to school earn a degree.

DAILY VICTORIES ARE THE BREAD-AND-

BUTTER OF PERSONAL FINANCE. THEY’RE 

EASY (OR QUICK) ACTIONS THAT YIELD SMALL 

REWARDS, such as working overtime, 
clipping coupons, or making use of 
the public library. Because there are so 
many small, simple ways to boost your 
personal profit, these are the things most 
commonly covered in books and blogs 
and magazines. These daily victories are 
great—but it takes a long time for them to 
affect your bottom line.

BIG WINS ARE THE HOLY GRAIL. THEY’RE  

THE EASY (OR QUICK) THINGS YOU CAN DO  

TO INCREASE YOUR SAVING RATE. These  
include negotiating your salary (which 
takes minutes, but can pay off for  
decades to come) and reducing your 
transportation costs (which you can  
do in a matter of days).

You, Inc. can improve profits by doing 
things in all four quadrants—including 
those hollow victories—but it’s important 
to keep each action in its place.

When I took over as CFO of JD, Inc. 
in 2004, my attention was directed to 
the tasks that seemed easiest: clipping 
coupons, growing a garden, using the 
public library, and so on. These helped 
my bottom line, but the going was slow. 
Saving a few cents on food each week is 
good, but it’s no way to get rich—slowly 
or otherwise. It wasn’t until I pursued 
activities with higher rewards that I made 
real progress.

I sold my Ford Focus and bought a  
used car with good fuel economy. I 
also did my best not to use the vehicle; 
whenever possible, I walked or biked 
instead of driving. I refinanced the house 
so that we could have a smaller mortgage 
payment. I reviewed the chart of accounts 
for JD, Inc., looking for any recurring 
expense that could be cut. For example, 
I trimmed my cable television bill from 
$65.82 to $12.01 per month. And because 
I was walking and biking so much, I 
cancelled my gym membership.

These big changes did more to increase 
the profit margin of JD, Inc. than all of 
the small stuff I’d been doing. (But that 
didn’t stop me from clipping coupons or 
hanging my clothes outside to dry. Every 
little bit boosted my profits!)

Meanwhile, I searched for ways to earn 
more money. I tried all sorts of things.

I still had my day job (as salesman 
at the family box factory), but in my 
spare time I took on additional work as 
a computer consultant. To defeat debt 
more quickly, I sold my collectibles on 
eBay and Craigslist. I held a garage sale 
to get rid of the other things that cluttered 
my life. I volunteered to participate in 
research studies, each of which paid me 
$50 or $100. I made money by selling 
photographs.

Eventually, I hit upon the idea of trying 
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to make money online. This was a natural 
fit for me since I’d been writing on the 
internet since 1994, and blogging since 
1998 (before “blog” was even a word).

My first forays into blogging for bucks 
failed miserably. Nobody wanted to read 
my columns about comic books or the 
music of the 1920s. But when I started 
getrichslowly.org, a website about smart 
personal finance, I hit gold. At first, I only 
made a few dollars every day. Within a 
couple of years, though, I was making 
as much from getrichslowly.org as I was 
from my day job selling boxes—about 
$4,000 per month. I then quit the day job 
to write full time.

After I focused my attention exclusively 
on the website, it grew quickly. I gained 
new readers and made more money. By 
the end of 2007, I had repaid the last of 
my debt. By the end of 2008, my monthly 
income had reached five figures, more 
than double what I’d been earning at the 
box factory. And in the spring of 2009, I 
was able to sell the site for a large sum of 
money. That was the biggest win of all.

As I discovered the power of Big Wins, 
I spent more time on them. They became 
my priority. Just as the CFO of a Fortune 
500 firm would encourage his company 
to devote its energy to the products and 
services that created the most revenue, 
my ongoing projects and daily victories 
took a back seat to the activities that 
produced the most profit for JD, Inc.

To this day, I direct most of my energy 
toward Big Wins. At the moment, I’m 
playing with the idea of going without a 
car. Meanwhile, I’m always searching for 
ways to make more money. I try to make 
the smaller things a natural part of my 
every day life, but my work as CFO of JD, 
Inc. is all about Big Wins.

You should only pursue pyrrhic 
victories when you’re unable to do any 
of the tasks in the other three categories. 
It’s foolish to try to get out of debt by 
making your own laundry detergent while 
you still have a huge mortgage. That’s 
like Microsoft trying to boost profit by 
spending less on pencils instead of selling 
more copies of Windows. 

The best paths to profit are those that provide some 
combination of low difficulty and high reward.
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Big Wins are the quickest and easiest 
methods to boost the profit of You, Inc. 
But note that “easy” doesn’t necessarily 
mean “without sacrifice”. It means that 
these actions don’t take a lot of effort once 
you’ve accepted them as options.

If you’re not used to searching for Big 
Wins, they can sometimes be tough to 
see. The next two sections will suggest 
some common methods other CFOs have 
used to slash overhead and increase 
income. Use these ideas as a starting 
point toward boosting profit for You, Inc.

 D COMPUTE YOUR PROFIT AND PROFIT 

MARGIN. Make a note of them. Repeat 
this step monthly.

 D BRAINSTORM WAYS YOU, INC. CAN 

IMPROVE PROFIT. Divide these into 
high- and low-reward actions. Further 
divide each list into high- and low- 
difficulty actions.

 D MAKE A LIST OF BIG WINS available to 
You, Inc. Add each as a goal in your 
personal action plan, including a 
“next action” to start you toward 
victory.

Action Steps

HIGH DIFFICULTY LOW DIFFICULTY

HIGH REWARD

Ongoing Projects

 D Change careers

 D Move to a new city

 D Sell collectibles

 D Obtain new degree

Big Wins

 D Negotiate salary

 D Downsize home

 D Trim transportation costs

 D Reduce recurring expenses

LOW REWARD

Pyrrhic Victories

 D Make laundry detergent

 D Collect newspapers

 D Build furniture

 D Blog for bucks

Daily Victories

 D Clip coupons

 D Work overtime

 D Grow a garden

 D Use a public library

You'll have greater financial success if you 
spend your effort on activities with high 
rewards and/or low difficulty.
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Every year, the U.S. Bureau of Labor Statistics publishes its 
Consumer Expenditure Survey (CES), which measures the buying 
habits of typical Americans. 
The 2012 CES included over 124 million 
“consumer units”, which is government-
speak for households. You can find the 
results online at bls.gov/cex.  The average 
household was made up of 2.5 people, 1.3 
of which were wage earners, and 0.6 of 
which were children.

Although residents of most 
developed countries are likely to 
spend in ways similar to these U.S. 
examples, your country may have 
notable differences. Check with 
your government’s website to learn 
how your fellow citizens spend their 
money.

For 2012, the average household 
income was $65,596 before taxes. Of this, 
$51,442 was converted to spending. It’s 
instructive to see just how this money 
was spent. It turns out that the bulk of 
American spending goes to three things: 
housing, transportation, and food.

From that typical annual budget 
of over $50,000, 32.8% was spent on 
housing, including mortgage (or rent), 
maintenance, insurance, interest, and 
utilities. That’s $1,407.25 per month 
and represents—by far—the largest 
expenditure in our daily lives. Because of 
this, housing is the first place you should 
look for Big Wins to boost the profit of 
You, Inc.

Overhead
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Transportation is also a great place 
to reduce overhead. Americans spend 
an average of $749.83 per month to get 
around, including vehicle payments, 
gasoline, insurance, and repairs. That’s 
17.5% of the average budget. Plus, a 

normal household spends 12.8% of  
its budget—$549.92 per month—on  
food. (And that doesn’t include the  
$65.25 that goes to alcohol and cigarettes 
each month!)

Taken together, housing, transportation, 
and food account for 63.1% of the 
average household’s spending. There are 
enormous opportunities to improve your 
cash flow if you choose to economize on 
only these three areas.

When you make smart choices on big 
expenses, you have more freedom to 
spend what you want on small expenses. 
In this section, we’ll look at ways to 

reduce overhead by cutting costs on the 
Big Three.

While these three categories are great 
sources for Big Wins, there are dozens of 
other opportunities to save on a smaller 
scale. The CES reveals that the average 
American household spent $1,736 on 
clothing in 2012, $3,556 on health care, 
and $2,605 on entertainment.

HOUSING

TRANSPORTATION

HEALTH CARE

CLOTHING, PERSONAL CARE

FOOD

RETIREMENT

ENTERTAINMENT

MISCELLANEOUS

33%

13%17%

10%

7%

10%5%

5%

Where Americans Spend their Money
Housing and transportation consume the biggest chunk of a family’s budget.

Average Percentage of Annual Spending:

According to the Consumer Expenditure Survey, half 
of the average American’s budget goes to housing and 
transportation. Together, that’s ten times what gets spent 
on entertainment. If you want to have a big impact on your 
budget, don’t cut cable—cut your car! 
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Drive Less
Housing is the biggest cost in the 
average budget, but we’re going to 
start by looking at transportation. 
Why? Because it’s quicker. 

While it takes weeks or months to 
reduce housing costs, it’s possible that 
You, Inc. can reduce its transportation 
spending to zero today—if you’re a CFO 
with guts.

According to the American Automobile 
Association (AAA), the average new 
vehicle cost 60.8 cents per mile to operate 
in 2013; that includes fuel, maintenance, 
registration, insurance, depreciation, 
and the cost of buying the vehicle (with 
finance charges). AAA figures the average 
driver spends just over $9,000 per year on 
her automobile.

Numbers like that should give you 
pause. What could You, Inc. do with an 
extra $9,000 per year? Is that sort of 
spending aligned with your mission 
statement? Even if a car does fit your 
goals, is there a way you could spend  
less than you are to achieve the 
same ends? If you could reduce your 
transportation overhead by even half of 
that $9,000, You, Inc. would earn an extra 
$400 per month in profit. 

Surprisingly, few people have a clear 
idea of how much they drive and what it 
costs them. I’m no anti-car zealot, but I 
do think it’s smart to weigh the costs and 
benefits of owning a vehicle. Doing so can 
help you decide what kind of car to own 
and how much to spend on it.

To see how much your car costs 
to operate, visit the Edmunds 
“True Cost to Own” calculator at 
edmunds.com/tco.html. There you 
can enter your vehicle’s make, 
model, and year to see an estimate 
of how much the car is likely to cost 
over the next five years. 

Since taking over as CFO of JD, Inc., I’ve 
paid close attention to my transportation 
costs.

A few years ago, for instance, when I 
lived five miles from my current location 
in Portland, Oregon, my neighborhood 
had an average Walk Score of 44, which 
made it car-dependent. (Check walkscore.
com to see how foot-friendly your 
neighborhood is.) At that time, I found 
that about 90% of my driving was to the 
following locations:

 D The gym, which was 8.5 miles (20 
minutes) from my house. It took 40 
minutes to get there via a 2.5-mile 
pedestrian trail. I could bike the route 
in 40 minutes.

 D The nearest town, which was three 
miles (ten minutes) from my house. It 
took 48 minutes to make the walk or 
18 minutes to bike.

 D The grocery store, which was one mile 
(five minutes) from home. Walking 
took me 15 minutes; biking took me 
six.

 D Downtown Portland, which was ten 
miles (20 minutes) from my house. 
Walking took three hours (I timed it 
once) but biking took just 45 minutes.
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Based on these times and distances, 
I changed my habits. I still drove to 
Portland, and I often drove to the nearby 
town. But since it took no longer than 
driving, I preferred to bike to the grocery 
store. And when I had time—which was 
almost always—I walked to the gym 
instead of biking or driving.

Today, I live in a different 
neighborhood. Here, walking and biking 
are easy. The neighborhood is “very 
walkable”, with an average Walk Score 
of 79 (and a Bike Score of 82). Plus I live 
next to a multi-use path that allows me 
to reach downtown Portland quickly by 
bike (or slowly by foot). My most common 
destinations are the same as before, but 
the cost-benefit analysis is a bit different:

 D The gym is a 2.5-mile drive (eight 
minutes) from home. It takes 32 
minutes to walk or twelve minutes to 
bike the two miles to the gym via the 
multi-use path.

 D The nearest neighborhood is a 0.6-
mile drive (four minutes) from home. 
It takes ten minutes to walk that 
distance and five to bike it.

 D My current grocery store is a half-
mile drive (four minutes) from home. 
It takes ten minutes to walk that 
distance and five to bike it.

 D Downtown Portland is now five miles 
(12 minutes) from my house. It’s 4.5 
miles away via the multi-use path, 
which takes 25 minutes to bike and 
just over an hour to walk.

In my new neighborhood, the calculus 
is different. Now it almost always makes 
sense to walk, especially for errands close 
to home. And when walking isn’t the best 

bet, I can usually bike—especially if the 
weather’s nice.

Over the past few years, I’ve become 
a huge fan of walking, and I’m not afraid 
to trumpet its joys. It’ll save you money 
on transportation, sure, but it’s also an 
investment in your health. Walking is  
also a great way to meet your neighbors 
and to get a better feel for the world 
around you.

Walking and biking aren’t for everyone. 
Many cities aren’t as bike- and pedestrian-
friendly as Portland. If you live on a farm 
in the country, walking to the grocery 
store isn’t an option. Plus, there are some 
places where it’s too hot (or too cold) to 
make walking or biking practical.

For some, public transportation can 
be a great option. If you live near a bus 
or subway system, using them might be 
another way to reduce costs. Because I 
take my job as CFO of JD, Inc. seriously, 
I’ve also calculated my costs to take the 
bus into town.

A bus ride between my old 
neighborhood and downtown Portland 
cost $2.50 and took 50 minutes. Driving 
took twenty minutes and, at about 46 
cents per mile, cost an estimated $4.60.

A bus ride between my current 
neighborhood and downtown Portland 
costs $2.50 and takes about an hour. 
Driving takes twelve minutes with an 
estimated cost of $2.30.

Whereas it sometimes made sense to 
ride the bus when I lived at my old house, 
it makes no sense at all at my current 
location; the round-trip by bus costs 
forty cents more than driving and takes 
almost an hour and half longer! If I were 
a regular rider—commuting to work, for 
instance—a 30-day pass might be a smart 
buy. As it is, I only use the bus when I 
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head down to one of Portland’s many beer 
or wine festivals.

Calculating transportation overhead 
is an ideal job for you as Chief Financial 
Officer. Commit to spending a month (or 
three) tracking how you use your vehicle 
and what it costs. Keep a cheap spiral 
notebook and a pen in your car (or take 
notes on your cell phone). Whenever you 
make a trip, log the time and the distance. 
Write down how much you spend on fuel 
and maintenance. Meanwhile, also take 
the time to measure how long it takes you 
to bike or walk or take the bus to common 
nearby destinations. When you’ve finished 
the experiment, look at the numbers. Can 
you spot any patterns? When does it make 
sense to drive? When does it make sense 
to walk or take the bus? Here’s a final 
question: If you were to sell your car (or 
cars), how much would you get?

If you like the idea of giving up  
your wheels but don’t know where 
to start, pick up a copy of How to 
Live Well Without Owning a Car by 
Chris Balish.

The best way to save money on a car is 
not to own one. But going without a car 
isn’t always an option. Even if you can’t 
(or won’t) give up your car, you can still 
take steps to reduce your overhead.

In the United States, the average price 
of a new car is about $31,000. If you put 
down $6,000 to buy a car at that price and 
you finance the remaining $25,000 for 
five years at 3% interest, your payments 
would be about $450 each month. 
Considering typical depreciation rates, 
your vehicle will have lost 65% of its value 
by the time you’re finished paying for it. 
You’d have spent almost $33,000 for a 

car now worth $11,000. That’s $21,000 
vanished into thin air—and that’s not even 
including the other costs associated with 
ownership. Naturally, there are better 
ways to buy a car.

One option is to make payments to 
yourself instead of to a finance company. 
This allows you to buy a car without going 
into debt. Here’s how it works.

Using the example above, rather than 
put $6,000 down on a new car, use that 
money to buy a quality used car. Then, 
instead of paying $450 each month to a 
finance company, tuck that money into a 
savings account earmarked specifically for 
your next car.

At the end of the first year, your car will 
have lost about 15% of its value, making 
it worth close to $5,100. Sell it. Combine 
this $5,100 cash with the $5,400 you’ve 
set aside in savings during the year. You 
now have $10,500 to spend on a better 
used car. Buy it. Continue to make $450 
monthly payments to yourself.

At the end of the second year, you’ll 
pick up another used car worth about 
$14,300. And so on. Continue to make 
payments to yourself, trading up cars 
every year.

At the end of five years, you’ll have 
spent $33,000—the same as if you’d 
financed the average new car—but  
you’ll be driving a vehicle worth $23,000 
instead of one worth $11,000. Cool, huh? 
Instead of paying interest to a finance 
company for a vehicle that’s losing value, 
you’re paying yourself and upgrading 
your car each year. Note that this method 
works until the annual depreciation of  
the car you buy outpaces the amount 
you’re setting aside to purchase next 
year’s model.



BE YOUR OWN CFO 67

If you do plan to buy a new car, 
prepare for battle. Use weapons like 
Fighting Chance (fightingchance.
com) or the Consumer Reports car-
buying service (consumerreports.
org) to gain an edge on the 
dealerships.

There’s a variation of this technique that 
some smart CFOs already employ. They 
buy a new car. They make payments on 
it. When the payments are finished, they 
continue to set aside the same amount 
every month, but place it in a savings 
account designated for their next vehicle. 
Meanwhile, they drive their current car 
until it falls apart. Most modern vehicles 
should last ten or fifteen or twenty years 
(or more!). That’s a long time to save for 
your next purchase.

Some people are afraid to drive a car 
for a decade or more. Or they’re suckered 
into believing a car should be replaced 
when it costs more to repair than it’s 
worth. But Tom and Ray Magliozzi, better 
known as “Click and Clack” from the 
popular Car Talk radio program, claim, “It’s 
always cheaper to keep driving your old 
car than it is to buy a new car.” Yes, old 
cars require more frequent repairs—and 
sometimes these can add up to more than 
the car is worth—but those repairs will 
always cost less than a new car would. 
(Remember: AAA says the average new 
car costs $9,000 per year. That $9,000 
would cover a lot of repairs!)

If people were to base their car-buying 
decisions solely on logic, they’d own just a 
few cars during their lifetimes. But people 
don’t buy cars based on need; they buy 
based on want.

Acting as Chief Financial Officer of your 

life, do your best to treat transportation 
like any other expense. Don’t get wrapped 
up in the emotional side of owning a car. 
If you can do this, you’ll save hundreds or 
thousands of dollars every year.

Want to find the lowest gas prices 
in your neck of the woods? Check 
out gasbuddy.com, the online fuel-
comparison tool.

Pay Less for Housing
Housing is the largest expense 
for most Americans—by a wide 
margin. This fact has some 
important implications.

When your budget gets cramped  
and you feel broke, housing should be  
the first place you try to cut costs. A  
small change to your housing overhead 
will have a much greater impact to You, 
Inc.’s cash flow than even a large change 
to, say, entertainment spending. You  
could cut back completely on movies  
and restaurants and that still wouldn’t  
improve your profitability as much as  
if you found a cheaper place to live.  
Not to mention that if you stopped 
spending on entertainment, you’d feel 
even more frustrated.

Because housing is such a huge 
expense, we’ll spend a lot of time talking 
about techniques to keep costs low. 
We’ll offer suggestions for renters, new 
homebuyers, and existing homeowners. 
Before we dive into details, however, let’s 
address two important questions that 
have perplexed people for decades: How 
much should you spend on housing? And, 
is it better to rent or to buy?
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How Much Should You Spend  
on Housing?

There’s a massive, powerful real- 
estate industry with a vested interest  
in getting you to spend as much as 
possible when purchasing a home or 
renting an apartment. Bankers, landlords, 
and mortgage brokers also make out  
like bandits when they promote the notion 
that it’s okay to spend a third of your 
income on housing. It’s okay for them—
they make three to four times as much  
as they would if you were to handle  
your personal finances the way a  
business does.

You see, businesses generally  
spend less than five percent of their 
revenue on rent and occupancy. Even 
space-heavy businesses like retail shops 
and restaurants aim to spend less than 
eight percent on rent. Corporate CFOs 
know they have to keep occupancy costs 
low or they’ll suffer the consequences. 
Personal CFOs, on the other hand, have 
been duped.

To estimate how much you can  
afford to pay for a home, lenders 
commonly use the debt-to-income ratio 
(or DTI ratio), which measures how 
much of your income goes toward debt 
payments each month. The DTI ratio is 
calculated by dividing your monthly debt 
payments by your gross (pre-tax) income. 
For instance, if you pay $1,500 toward 
debt each month—mortgage, credit cards, 
car loans—on an income of $5,000, your 
DTI ratio is 30%. (The lower the number, 
the better.)

During the 1970s, banks used a 25% 
DTI ratio as a guideline when lending for 
mortgages. If your mortgage, taxes, and 
insurance costs were less than 25% of 
your income, they assumed you could 

afford the loan. Over time, that ratio crept 
upward. When I bought my first home in 
1994, a DTI ratio of 36% was acceptable 
(of which 28% could be allocated to 
housing). When I bought a new place in 
2004, that ratio had grown to 41% (with 
33% acceptable for housing payments).

Assuming an average American  
income of $65,596, a DTI ratio of 33% 
would allow you to spend $1,803.89 per 
month on housing. At 28%, you could 
afford $1,530.57 per month. And at the 
old, conservative 25% guideline, you’d be 
able to spend $1,366.58. That’s a difference 
of $436.81 per month. When I was broke, 
an additional $436.81 per month could 
have turned my life around. What could it 
do for you?

Homeowners are often told to “buy as 
much house as you can afford”. But if you 
heed this advice, you’ll likely find yourself 
“house poor”—all of your money tied up 
in home equity and mortgage payments 
and nothing left for the other needs of 
You, Inc.

Landlords use similar numbers 
when deciding whether to approve 
a renter. Though numbers vary 
by location, a renter is generally 
expected to have an annual income 
equal to roughly forty times the 
monthly rent payment. If you run 
the math in reverse, you’ll see this 
means that landlords believe renters 
can afford to spend about 30% of 
their monthly income on rent.

In the last section, you learned about 
the power of profit. If you set aside 50% 
or 70% of your income, you can make 
monster strides toward your goals. But 
if 33% of your income goes to housing 
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payments, you’ve handicapped yourself 
before the race has begun. The most 
you could possibly save is 67% of your 
income—and that’s if you didn’t drive, 
didn’t eat, and didn’t do anything fun.

So, what’s a reasonable housing 
expense? 

The smartest personal CFOs spend just 
10% to 15% of their income on housing 
overhead. For our average American 
household earning $65,596 per year, 
that means an annual housing budget 
of between $6,500 and $9,800, which is 

between $550 and $820 per month. Sound 
impossible? It’s not. But it might require 
sacrifice and compromise.

Liz Weston, author of The 10 
Commandments of Money, recommends 
keeping housing costs below 25% of your 
income. This seems like a reasonable 
goal—although keeping them below 
20% is even better! As you can see from 
the table below, reducing your housing 
overhead to even these levels is enough 
to free up tons of money to be used for 
other goals.

How much money can you save by reducing housing expenses?

This table shows how reducing your housing expense can 
free up money quickly. On an average salary of $65,000 per 
year, reducing your housing expense from 33% of your income 
to 20% of your income would give you an extra $704.17 per 
month (which is almost $8,500 per year)!

$35,000 $50,000 $65,000 $80,000 $95,000 $110,000 $125,000

10%
ANNUAL

MONTHLY
$3,500

$291.67
$5,000

$416.67
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$791.67
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$1,041.67
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$18,750
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20%
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MONTHLY
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$833.33

$13,000
$1,083.33
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$1,333.33

$19,000
$1,583.33
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$1,833.33

$25,000
$2,083.33

25%
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MONTHLY
$8,750

$729.17
$12,500

$1,041.67
$16,250

$1,354.17
$20,000

$1,666.67
$23,750

$1,979.17
$27,500

$2,291.67
$31,250

$2,604.17

28%
ANNUAL
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$9,800

$816.67
$14,000

$1,166.67
$18,200

$1,516.67
$22,400

$1,866.67
$26,600

$2,216.67
$30,800

$2,566.67
$35,000

$2,916.67

30%
ANNUAL

MONTHLY
$10,500
$875.00

$15,000
$1,250.00

$19,500
$1,625.00

$24,000
$2,000.00

$28,500
$2,375.00

$33,000
$2,750.00
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$3,125.00
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$16,500
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$21,450
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Renting vs. Buying

The housing industry is huge, and it 
spends a lot of time propagating myths 
about homeownership. Among the most 
common is the myth that if you rent, 
you’re throwing your money away. Or that 
owning your home is a forced savings 
plan or a path to wealth.

In reality, the numbers are more 
nuanced.

There’s no question that buying a 
house makes sense for some folks, but 
mainly for non-financial reasons. Over 
the long term, housing prices have barely 
outpaced inflation. That’s hardly a good 
investment. Furthermore, the annual cost 
of homeownership is usually greater than 
the cost of renting, even after taxes.

On the other hand, when you buy a 
home, you build equity. As you pay off 
the principal, and as the value of your 
home increases, the net worth of You, Inc. 
increases. And eventually—assuming you 
stay put long enough—you’ll have paid 
off your mortgage, meaning you’re able to 
live without a housing payment.

There are non-financial considerations 
too. Buying a home means staying put; 
when you rent, you have the freedom 
to move from place to place. And while 
buying gives you the opportunity to 
customize your home and yard, that 
liberty comes at the loss of free time. 
(When I had a big yard, I loved that I 
could grow my own fruits and vegetables, 
but hated that I had to mow the lawn all 
summer long!)

Assuming you want to make a purely 
financial decision about whether to rent 
or buy, how do you begin? There are a 
couple of ways to stay objective.

One way to determine whether it’s 
better to rent or buy is to look at the price-

to-rent ratio (or P/R ratio), which acts as a 
barometer of housing prices. Calculating a 
P/R ratio is easy.

P/R Ratio =  
Sale Price / Annual Rent

Find two similar homes, one for sale 
and one for rent. Divide the sale price of 
the first property by the annual rent of the 
other. The result is the P/R ratio.

I’ll use my own life as an example. I 
live in a condo. Last year, I bought a unit 
for $342,000. At this moment, another 
unit (not quite as nice or large as mine) 
is available to rent at $1,550 per month, 
which comes out to $18,600 per year. 
Dividing $342,000 by $18,600 yields a P/R 
ratio of 18.4.

The higher the P/R ratio, the more  
it makes sense to rent. According to the 
real estate website trulia.com, a price-to-
rent ratio of less than 15 means that it’s 
better to buy. A P/R ratio of greater than 
20 means that it’s better to rent. For a  
P/R ratio between 15 and 20, it’s a 
judgment call.

During the housing bubble, the average 
P/R ratio in the U.S. came close to 20 (and 
went far above that in some cities), an 
indicator that people ought to have been 
renting, when possible.

Another way to gauge the cost 
of housing is to compare it to your 
household income. During the early 
1970s, home prices in the U.S. were about 
2.3 times family income. From 1984 to 
2000, home prices hovered at about 2.8 
times what a family earned in a year. 
During the housing bubble, this ratio 
jumped to 4.2. (As of June 2013, home 
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prices in Portland were still over four 
times the median household income in 
the city.)

My own rule of thumb is this: Except in 
extreme markets, it makes little difference 
whether you rent or buy. If home prices 
are high, rent. If they’re low and you want 
to own, then buy. Otherwise, choose 
whichever option best fits your lifestyle 
and temperament. In any case, keep 
your housing costs as low as possible—
generally below 25% of your take-home 
pay (and below 20%, if possible).

The New York Times has a great rent 
vs. buy calculator (tinyurl.com/NYT-
rbcalc) that lets you explore different 
scenarios. Just plug in the numbers for 
your situation, and the calculator tells you 
whether it makes sense to buy a home 
(and how long it would take to break even 
if you did purchase one).

Discussions of homeownership should 
be grounded in reality. Buying a home 
isn’t some financial panacea. If you 
want to buy a home, do so. But don’t let 
anyone persuade you that you’re throwing 
your money away by renting. The most 
important factor in your decision—
whether you rent or buy—should be the 
total cost of housing and how it affects the 
bottom line of You, Inc.

Now let’s look at some specific ways 
to reduce housing overhead for either 
situation.

How to Save on Rent

Most renters are familiar with the 
obvious ways to reduce their overhead: 
getting a roommate can split costs, you 
can save by using the property’s gym 
and other amenities instead of paying 
for outside facilities, and so on. But 
renters sometimes miss the fact that, like 
anything else, a lease is negotiable.

After you’ve picked a place to rent, 
prepare to discuss terms with the 
landlord. 

When you sit down to sign the 
paperwork, know the market. Before you 
begin negotiations, do some research. 
Learn what rents and terms are like in 
your area. If there’s a less expensive 
place nearby, ask the landlord to meet or 
beat the price. (To compare rents in the 
neighborhood, visit rentometer.com.)

Also know what you want. Suggest 
specific ways the landlord can make 
concessions. Can she give you one month 
free? Can she offer a lower rate if you 
sign a longer lease? Is it possible to get a 
two-bedroom rental for the one-bedroom 
price?

As you’re negotiating, sell yourself. 
Applying for a lease is like applying for 
a job. Prove to the landlord that you’re 
the world’s greatest tenant. Show that 
you have a good credit score, stable 
employment, and that you tend to stay in 
one place for a while. You’ll pay less if the 
landlord thinks you’re worth more.

You might want to offer to make 
yourself useful. Sometimes a landlord 
will cut you a break if you’re willing to 
take on additional responsibilities. If 
you’re renting a house, offer to maintain 
the landscaping in exchange for a price 
break. If you’re a handyman, promise to 
take care of small problems that would 
otherwise be a hassle for the owner.

I’ve used these techniques to my 
advantage in the past. In one apartment, 
I was allowed to keep a cat without a pet 
deposit because I had a track record of 
good behavior and on-time payments. 
And when I rented office space for my 
computer consulting business, the 
landlord gave JD, Inc. a five percent 
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discount because I paid for a year at a 
time (and as an added bonus, I didn’t 
think about rent for an entire year).

Also, remember to read (and 
understand) the contract before you sign 
it. Pay close attention to costs and dates, 
and don’t be afraid to ask questions: What 
are the requirements to get back your 
security deposit? How much notice is 
needed before you move out? When does 
the lease end? If you don’t like any of the 
details, use them as negotiating points.

Most of all, watch your costs. Don’t 
rent a place that’s so expensive you’re 
forced to sacrifice your social life or your 
financial goals. Again, try to keep your 
housing costs below 25% of your take-
home pay (ideally, below 20%).

How to Save When Buying a Home

Buying a home is an emotional process. 
It’s probably the biggest purchase you’ll 
ever make, and there’s a lot of pressure 
to get it right. You don’t want to overpay, 
make legal mistakes, or discover you’ve 
bought a house you hate. But you’ll be 
happier in the long run—not to mention 
more financially secure—if you leave 
emotion out of the process. Treat buying 
a house like any other business decision 
you make as Chief Financial Officer.

Some smart choices now can improve 

You, Inc.’s profitability significantly and 
with a minimum of sacrifice. The key is 
to make the buying process a rational 
one rather than an emotional one. There’s 
no other time in your life that doing so 
will repay you so handsomely (although 
negotiating your salary is another huge 
opportunity).

According to the U.S. Census Bureau, 
the average new home was 2,349 square 
feet in 2004, up from 1,695 square feet in 
1974. During those thirty years, kitchen 
sizes doubled, ceilings rose more than a 
foot, and bedrooms grew by more than 
fifty square feet. But while home sizes 
were ballooning, American families were 
getting smaller. The average family had 
3.1 people in 1974; it had shrunk to 2.6 
people in 2004. In other words, Americans 
now have about twice as much living 
space as they did a generation ago.

Yet bigger isn’t always getter. Size 
comes with a price. Larger homes cost 
more to buy, maintain, heat, light, paint, 
furnish and repair. When choosing a 
home, don’t purchase more space than 
you need.

Before you buy a home, eliminate all 
of your outstanding debt, including car 
loans, student loans, and credit cards. 
It can be tempting—very tempting—to 
become a homeowner before wiping the 

Buying a home is an emotional process. It’s probably 
the biggest purchase you’ll ever make, and there’s a lot 

of pressure to get it right.
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slate clean, but to do so is like walking 
into a trap. I’m in my mid-forties, and I 
have friends who still haven’t repaid their 
student loans. This is because they bought 
homes when they were in their twenties. 
Be patient. Get rid of all of your debt 
before you buy a house. You’ll be glad  
you did.

But wait! That’s not all! Before buying, 
you should not only be debt-free, but you 
should also save 20% of the purchase 
price for a down payment. Yes, this will 
delay the day you become a homeowner, 
but a big down payment will give You, Inc. 
a lot of advantages, such as:

 D a smaller mortgage

 D lower mortgage payments

 D the possibility of a lower interest  
rate on your loan

 D greater home equity, in case  
you need it

 D a lower likelihood of becoming 
“upside-down” on the loan

 D no need to carry private mortgage 
insurance (PMI) in the U.S.

 D an improved chance that you’ll  
qualify for the mortgage on the  
home you want

Best of all, you’ll develop stellar saving 
skills that can be applied toward other 
goals in the future.

If you think you’re ready to buy a home, 
take a few months to do a trail run. In The 
Money Book for the Young, Fabulous & 
Broke, Suze Orman says that you should 
“play house before you buy a house.”

To do this, figure out how much you 
think you can afford to pay for a home 
every month, including mortgage and 

maintenance. This might be $1,750, for 
example.

Now, subtract the amount you’re 
paying for rent. If your rent is $1,000 per 
month, you’d subtract this from $1,750 to 
get $750. Open a new savings account. 
On the first day of each of the next six 
months, stick $750 into this account.

If you can’t make this work financially, 
Orman says you need to wait: “If you miss 
one payment, or if you are consistently 
late in making the payments, you are not 
ready to buy a home.” (As a bonus, this 
trial run will help you save more money 
for your down payment!)

Once you’ve established a financial 
foundation for homeownership, it’s time 
to look for a place to live. Start by setting 
a budget. As discussed earlier in this 
section, it’s best to allocate no more than 
20% or 25% of your income to housing 
costs. Once you’ve determined this 
number, stick to it. Everyone—your real-
estate agent, your mortgage broker, your 
friends, your family—will try to convince 
you to “stretch”, to “buy as much house 
as you can afford”. Don’t do it. Remember 
that nobody cares more for your money 
than you do. As Chief Financial Officer, 
make a smart business decision. You 
won’t regret it.

After you’ve found a place, get the 
cheapest mortgage you possibly can. 
Consider the best rates, of course, but 
also look for lenders with low fees. 
Closing costs can have a significant 
impact on the total cost of your mortgage, 
but many people ignore them, probably 
because the cost of the mortgage is so 
huge that these charges seem small by 
comparison.

Your goal is to find the lowest total cost 
for your loan.
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Remember, there will be few chances 
in your life to have this kind of impact on 
the budget of You, Inc. Take the time to do 
things right.

How to Save if You Own a Home

Of all the sections in this guide, this is 
the toughest to write. That’s because if you 
already own a home, you’ve made a huge 
commitment. You’ve bought into a way of 
life. And while it’s true that the best way 
to boost the profit of You, Inc. is to reduce 
your housing expenses, few homeowners 
are willing to make the changes required 
to achieve this victory.

I’ll be blunt: If you own your home, 
you can save hundreds (or thousands!) of 
dollars per month by moving somewhere 
less expensive. No other cost-cutting 
measure has the same impact. None. 
You save on principal, interest, taxes, 
insurance, maintenance, and more. And if 
you plan carefully, you can save on other 
costs as well, such as transportation.

When they got married, Sierra Black 
and her husband Martin bought a home 
near Boston, Massachusetts. “We  
found an old Victorian with gables and 
staircases and a finished attic,” Sierra 
says. The 2,200-square-foot house was 
beautiful, and they loved it—but it was a 
nightmare to maintain that much space. 
“Buying that house meant buying a piece 
of the American Dream—but we both 
figured out pretty quickly that it wasn’t  
our dream.”

There was the $2,200 monthly 
mortgage payment and the $600 monthly 
cost of their combined commute. They 
tried to boost the profits of Black, Inc. 
through frugality and thrift, but it didn’t 
work. “It felt like I was bailing out a leaky 
boat with a teaspoon,” Sierra says.

After two years of struggling to make 
ends meet, Sierra and Martin moved to 
a 1,500-square-foot colonial-style duplex 
closer to his office. “We gave up a lot of 
square footage, but we didn’t lose any 
functionality. It turns out we didn’t need 
all that space.”

They now pay about $1,600 each month 
for their mortgage. But that’s not the only 
savings. “All of our utility bills are lower 
than they were,” says Sierra, “and our 
commuting costs are non-existent.” Now 
they can both walk to work. Sierra says 
the move not only increased profits for 
Black, Inc. by $1,200 per month ($600 for 
the mortgage, $600 for the transportation 
costs), but now she has more time to 
spend on things she’d rather do.

This story isn’t unique. Time and again, 
people tell me how much they’ve saved by 
moving to a cheaper place. It’s simply the 
best way to boost your bottom line. 

Despite this strong admonition to buy a 
cheaper home, it’s easy to resist making a 
move. “Aren’t there other ways to save on 
the house I already own?” you might ask. 
Well, yes—but they’re not really Big Wins. 
Installing a programmable thermostat 
will help you reduce your utility costs, but 
compared to the money you could save 
with a smaller mortgage, moves like that 
are clearly pyrrhic victories.

That said, there are a couple of ways to 
reduce how much you spend on housing 
if you absolutely refuse to move.

One option is to refinance your 
mortgage to a lower rate.

When my then-wife and I bought our 
new home in 2004, the best mortgage we 
could find had an annual percentage rate 
of 6.25%. Five years later—after the U.S. 
housing bubble had burst—mortgage 
rates sank to historic lows. We refinanced 
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the loan at 4.96%. Our monthly payments 
for principal and interest dropped from 
$1,386.60 to $1,137.70—a savings of 
$248.90 per month. (On the downside, we 
went from having twenty-five years left on 
the loan to having thirty years remaining.)

That $248.90 of improved cash flow  
was pure profit that could be used to 
pursue other goals related to the mission 
of JD, Inc.

Conventional wisdom is that if  
your new mortgage rate would be more 
than one percent lower than your current 
rate, it’s a good move. Some banks and 
brokers encourage homeowners to 
refinance when the gap is just one-half 
of one percent. In reality, the decision is 
more nuanced, and is affected by both 
closing costs and how long you’ll own 
your home.

Recent research indicates that in order 
to recover $2,000 in closing costs over five 
years, you’d actually need to drop your 
rate be 1.5% or 2%. To find out more about 
your specific situation, play with an online 
refinance calculator like the one at hsh.
com/refinance-calculator.

Another way to mitigate the burden 
of high housing costs is to prepay your 
mortgage. Doing so actually increases 
your costs short term (thus decreasing 
your profit and cash flow), but boosts 
your bottom line if you see it through to 
the end. 

You can pay off a 30-year mortgage in 
half the time by making extra payments 
every month. In Wealth Without Risk, 
Charles Givens explains the method 
succinctly: “On the first of the month when 
you write your regular mortgage check, 
write a second for the ‘principal only’ 
portion of the next month’s payment.”

For most homeowners, the principal 
portion of a mortgage payment is quite 

Time and again, people  
tell me how much they’ve 
saved by moving to a 
cheaper place. It’s simply 
the best way to boost your 
bottom line.
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small. In February 2008, for example, 
my mortgage bill was $1,681.79. Of this 
amount, $1,119.16 was designated for 
interest, $295.19 for escrow (including 
taxes and insurance), but only $267.44 for 
principal.

Using Givens’ plan, when I made my 
mortgage payment, I’d include an extra 
$267.44 payment toward the mortgage 
principal. Doing so bumped off not only 
the payment for February, but also the 
payment for March. The following month, 
I’d double up principal payments once 
more. By doing this, it would take me 
only fifteen years to repay my mortgage 
instead of thirty.

This method has several advantages. 
For one, it has a sliding degree of 
difficulty. At first, the extra principal 
payments are lower. As you pay down 
the mortgage, however, and the amount 
paid toward principal increases, so too the 
extra payments increase. You have time to 
“grow into” the increased payments.

Also, it’s easy to back out of this 
program. Because you’re making 
voluntary prepayments, you’re not locked 
into a program from another company. 
If you decide your money is better used 
elsewhere, you can simply stop making 
extra principal payments.

The problem with this program is 
that it doesn’t make much sense in an 
environment with low interest rates, such 
as those in the U.S. today. Givens wrote 
his book in 1988, when interest rates were 
in the double digits. With mortgage rates 
of four or five percent, you’re probably 
better off putting your money to work in 
the stock market.

While mathematically it makes more 
sense to invest your profits in the stock 
market, eliminating a mortgage offers 
a tremendous psychological boost. I’ve 

never heard anyone say they regretted 
owning their home outright.

Refinancing your mortgage and 
prepaying the principal are two ways 
to mitigate the effects of an expensive 
mortgage, and you should certainly 
explore these as options. But keep in mind 
that neither will have the same impact 
as choosing to move to a less expensive 
location.

Save on Food
While food is typically the third-
largest expense in American 
budgets, it’s a very different kind of 
expense from homes and cars.

 Somebody who moves often will 
change residences maybe thirty times in 
her lifetime, while someone who buys 
cars frequently will own maybe thirty 
vehicles in his lifetime. But you probably 
spend money on food thirty times each 
month!

So while there might be a lot of room 
to reduce your spending on food, there 
aren’t any ways to make big changes all 
at once. Instead, you reduce your food 
overhead by implementing many small 
changes over longer periods of time.

One of the best ways to decrease your 
food expense is to be smart when dining 
out. More than one-third of U.S. food 
spending occurs outside the home, but 
you can enjoy dining out without blowing 
your budget. Choose cheaper restaurants. 
Order less—if you cut out drinks, 
appetizers, and desserts, you can save a 
bundle. Share food by splitting plates with 
your companions. Eat a sensible portion 
and take leftovers home to reheat for 
future meals.
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It can also help to cook in batches. 
Some folks batch prepare food for an 
entire month, freezing portions for future 
use. My girlfriend devotes and hour or 
two each Sunday to bulk preparing our 
lunches for the week. By making the 
meals all at once, she saves time and 
money.

You’ve probably heard that you can 
save money with a vegetable garden. I 
spent several years testing this notion 
and found that it’s not quite true. Growing 
your own is a break-even proposition. The 
advantage is that you get better-tasting 
produce conveniently located a few steps 
from your back door.

Perhaps the easiest way to save on 
food is simply to reduce how much you 
throw away. Waste is the biggest drain 
on the average family’s food budget: 
Americans throw out an astounding 27% 
of consumable food. You can reduce waste 

(and save money) by not overbuying 
(ignore advice to “buy in bulk”—buy only 
what you need now), by taking smaller 
portions at meals, and by monitoring 
expiration dates.

There are many other ways to save on 
food, of course, but these strategies offer 
the biggest payoffs. You should absolutely 
continue to clip coupons, shop with a list, 
compare unit pricing, buy store brands, 
and so on—but don’t expect You, Inc. to 
become profitable from these actions 
alone. They’re too time-consuming and 
the rewards too small to have a significant 
impact on your overall spending.

If you can cut costs in these three 
categories—food, transportation, and 
shelter—You, Inc. will become much more 
profitable. Taken together, the rest of your 
spending probably amounts to only about 
half of what you spend on these three 
areas alone.

 D CALCULATE HOW MUCH YOU, INC. 

SPENDS. Use the categories from 
the Consumer Expenditure Survey: 
housing, transportation, food, 
retirement saving, health care, 
entertainment, clothing and personal 
care, and miscellaneous expenses. 
Compare these numbers to those of 
the average American.

 D DRIVE LESS. Brainstorm ways that 
You, Inc. can save on transportation. 
Look for ways to walk or bike. 
Explore public transit. Consider 
selling a vehicle and replacing it with 
something more economical.

 D PAY LESS FOR HOUSING. Consider 
relocating to a cheaper neighborhood 
or someplace altogether different 
where the cost of living is lower. 
If you rent, attempt to negotiate a 
reduction in your lease. If you’re 
buying a home, spend as little as 
possible. If you already own, consider 
downsizing, refinancing, or prepaying 
your mortgage.

 D SAVE ON FOOD. Be smart when dining 
out. Grow your own fruits and 
vegetables. Cook in batches to save 
time and money. Most importantly, 
reduce how much food you waste.

Action Steps
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In June 2008, Pay Flynn lost his job as an architect. “Pat, you’re one 
of the youngest and brightest guys we have,” his boss told him, “but 
we’re going to have to let you go.”
 “When I was laid off, it felt like I’d lost 
control of my life,” Flynn says. “In reality, 
I’d been given control.” He decided to take 
charge of his future. “If I was going to fail, 
I wanted to fail on my own terms.”

Flynn’s salary had been high for a 
25-year-old, and he’d enjoyed a nice 
lifestyle. Now he had four months to 
figure out what to do next.

To cut costs, Flynn moved back home 
with his parents. He also started searching 
for ways to make money. As part of this 
quest, he listened to a podcast about 
internet entrepreneurship. The podcast 
sparked an idea.

Previously, he’d built a website 
providing free info to help other architects 
pass the LEED exam. (The LEED exam 
measures a person’s understanding of 
green building and design.) Flynn failed 
the test on his first attempt. To pass on his 
second try, he’d created a comprehensive 
collection of notes, which he then posted 
online to help others prepare for the 
exam. “What if I sold that information?” 
he wondered.

Flynn pulled the info together into a 
PDF and polished it up. He charged $19.99 
for the e-book and left the remaining 
material online for free. To his surprise, 

Revenue
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people bought the book. Many people. He 
made $7,908.55 in the first month.

“That was nearly three times what I was 
making as an architect,” Flynn says. “But it 
was just the beginning.”

Flynn became passionate about 
creating passive income. Today, more 
than five years later, he earns $50,000 to 
$60,000 each month across three primary 
online businesses. He blogs about his 
business ventures at smartpassiveincome.
com, where he’s completely transparent 
about his methods. Despite his out-sized 
earnings, Flynn’s lifestyle hasn’t changed. 
His wants are modest. He still drives his 
2004 Honda CRV.

“I’m not making money in order to live 
a lavish lifestyle,” he says. “We’re just 
living the life we want to live as a family. 
Because that’s what I really want: to be 
at home with my kids.” Flynn’s lifestyle 
hasn’t changed, but his mindset has. As 
a result, he’s achieved financial freedom. 
None of this would have happened, 
though, if he hadn’t lost his job.

“My back was against the wall; I had 
no choice,” Flynn says. “Most people use 
their secure jobs as an excuse. They’re 
complacent. But you have to ask yourself: 
Are you satisfied, or are you happy?”

 “If I hadn’t been laid off, I’d probably 
still be happy,” Flynn admits. “But I 
wouldn’t know what it feels like to be this 
happy.”

Why Income Matters
You, Inc. can only cut costs so far. 

There’s no way to reduce your spending 
below zero, and most of us can’t come 
close to that. (Frugal millionaires I’ve met 
all seem to spend somewhere between 

$24,000 and $36,000 annually.) On the 
other hand, You, Inc.’s potential income is 
unlimited—at least in theory.

When Pat Flynn lost his job, he took 
steps to reduce his overhead. But that 
wasn’t enough. “Saving is important,” 
Flynn says, “but earning is important  
too. If you can step outside of your box or 
find other ways to generate a side income, 
that can help you get toward your goals. 
And both of those in conjunction with 
each other can get you there much,  
much faster.”

Unfortunately, it can be tough to 
generalize about ways to make more 
money. For most folks, earning more 
means managing a career effectively: 
finding the right job, learning how to ask 
for a raise, and so on. Others can increase 
their incomes by selling stuff they already 
own, pursuing money-making hobbies, or 
starting their own businesses.

Let’s explore some of the best ways to 
score Big Wins by boosting income.

Become Better Educated
According to the Census Bureau, 
education has a greater effect on 
work-life earnings than any other 
demographic factor. 

Workers who have a college degree 
earn nearly twice as much as those who 
do not. And adults with advanced degrees 
earn four times as much as those who 
didn’t finish high school. 

The U.S. Bureau of Labor Statistics 
has numbers that show that the better 
your education, the more likely you are 
to have a job. If you graduated from high 
school but didn’t go to college, you’re 
twice as likely to be unemployed than 
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a college grad. If you didn’t finish high 
school, you’re three times as likely to be 
unemployed as a college grad.

Obviously, some educations provide 
better financial returns than others. In 
2011, engineering majors earned a median 
income of $92,000; folks with an art 
degree had median annual earnings of 
less than $55,000. Engineers were also 
much more likely than artists to have full-
time jobs.

A lot of adults are afraid to go back to 
school. They think they don’t have what it 
takes to compete with the “kids”. Others 
believe that because of work or family, 
they don’t have time to earn a degree. 
But for those who are willing to make an 
effort, education is an excellent way to 
improve income.

My girlfriend is a real-life example of 
somebody who put this principle into 
practice. For years, she was the office 
manager for a large dental practice near 
Sacramento. At age 35, she decided she 
wanted to make more money. She went 
back to school to study dental hygiene, 
and now she enjoys better pay and 
increased job satisfaction.

In 1997, when I decided I wanted to 
make more money, I used the power of 
education to expand my opportunities.  
I spent my evenings and weekends taking 
classes in computer programming at the 
local community college. In eighteen 
months, I’d earned the equivalent of a 
minor in computer science, which allowed 
me to pick up programming work on  
the side.

Finally, there’s my friend Jeremy. 
After ten years as a used-car salesman, 
he decided to become a Certified Public 
Accountant. He continued to sell cars  
and spend time with his two young 
children as he took online courses and 
studied for his exams. Today, he’s a full-
fledged CPA. Earning a degree is no 
panacea. It’s not a shield against job loss 
or low pay. Still, the evidence seems 
pretty overwhelming: If you want to make 
more money, seek relevant education. This 
isn’t a quick fix to your finances—it’s an 
ongoing project and not a big win—but 
it’s a smart way to boost the long-term 
profitability of You, Inc.

A lot of adults are afraid to go back to school...But for 
those who are willing to make an effort, education is an 

excellent way to improve income.
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Take a Second Job
Earning more in your spare time 
is a quick way to boost your cash 
flow, and it’s something that almost 
anyone can do.

As mentioned above, I once went back 
to school to learn computer programming. 
I used this newfound skill to land a couple 
of part-time jobs. For a while, I worked 
three jobs totaling nearly 80 hours a week. 
The hours were long, but the financial 
rewards were worth it. The money I 
earned helped me to pay down my debt.

Some people don’t like the idea of 
taking a second job; they feel like it’s 
beneath them. If you can get over that, 
it’s a straightforward way to generate 
predictable income. It shouldn’t be 
difficult to find something you’d enjoy 
doing at a place that needs part-time 
(or even full-time) help on evenings and 
weekends: a bookstore, coffee shop, 
amusement park, whatever.

I know a highly paid biologist who 
sometimes takes jobs at upscale clothing 
stores. She earns extra cash and gets to 
use the employee discount to save money 
on her wardrobe.

Working a second job involves less risk 
and planning than most other income-
boosting strategies, and it’s likely to cause 
you far less stress than your primary job.

Negotiate Your Salary
Few things affect the financial 
stability of You, Inc.—and your 
own personal happiness—as much 
as what you do for a living.

 Some folks claim that if you do what 
you love, the money will follow. Others 
say that a job is just a job—you’re not 
meant to like it. The truth lies somewhere 
in between. There are few things worse 
than a job you hate, and many people 
enjoy fun, fulfilling careers while earning 
a good living.

Whatever the case, any job is more 
bearable if you’re paid well. Plus, a high 
wage means more revenue for You, Inc., 
which leads to greater profitability. One of 
the best ways to increase your income is 
at the source: during salary negotiations 
when you land a job or during a 
performance review.

For most folks, salary negotiations 
can be awkward or scary. But in his 
book Negotiating Your Salary: How to 
Make $1000 a Minute, career coach Jack 
Chapman argues that those few minutes 
during which you ask for more money in 
an interview can make a difference of tens 
of thousands of dollars over your lifetime. 
Maybe even hundreds of thousands. He 
says you can literally earn $1,000 per 
minute if you do this right.

According to a recent study in the 
Journal of Organizational Behavior, 
failing to negotiate on an initial job 
offer could mean missing out on 
over $600,000 in salary during a 
typical career. Only about half of all 
applicants negotiate their salary; 
don’t be one of these folks.

“We spend years thinking about what 
we’ll be when we grow up,” Chapman 
writes. “But when it’s time for a raise, 
most of us just accept whatever we’re 
offered. How many minutes do we spend 
negotiating the money? Zero.” If you 
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don’t ask for more money, your employer 
certainly won’t just give it to you.

Chapman’s book offers five rules for 
negotiating your salary.

To begin with, postpone salary 
negotiations until after you’ve been 
offered a job (or finished a performance 
review). Chapman says the hiring (or 
evaluation) process consists of two 
phases: judging and budgeting. You can 
only hurt yourself by dealing with salary 
when the employer is judging instead  
of budgeting.

Also, let the other side make the first 
offer. According to Chapman, it’s tough to 
win by being the first to name a number. 
For many people, it can be awkward 
to evade direct questions about salary 
expectations. Chapman recommends 
preparing for this situation. His website 
includes a short video (salarynegotiations.
com/Video.htm) on how to answer the 
question, “What are you earning?” (You 
can also see Penelope Trunk’s advice on 
how to answer the toughest interview 
question at tinyurl.com/BCsalary.)

When you hear the offer, repeat the 
top value—and then be silent. “The most 
likely outcome of this silence is a raise,” 
Chapman writes. This technique buys you 
some time to think while putting pressure 
on the employer. For more on this, see 
tinyurl.com/theflinch.

Next, counter the offer with a 
researched response. Your next move is to 
make a counter-offer based on what you 
know about yourself, the market, and the 
company. Use sites like PayScale.com, 
SalaryScout.com, and GlassDoor.com to 
research the going rate for similar jobs in 
your area. (Better yet, ask around to see 
what folks at other firms are earning.)

Finally, clinch the deal—then deal some 
more. The final step in salary negotiations 
is to lock in the offer, and then negotiate 
additional benefits. This is like locking in 
the price of the car you’re buying before 
you begin negotiating the value of your 
trade-in.

Negotiating your salary is one of the 
best ways to improve your financial 
position. And it’s a move that can have an 
enormous impact on your financial future. 
When you negotiate a better salary on this 
job, that number will help you when you 
negotiate the salary for your next job.

The salary negotiation process is the 
same whether you’ve just been offered a 
job or have been with the same company 
for years. But when you’re asking for a 
raise, you can take some extra steps to 
sell yourself. If you think you deserve 
more, schedule a meeting with your boss.

Be prepared to state your case. Draft a 
list of ways you’ve helped the business. 
Measure your achievements in dollar 
terms, if you can. For instance: “By finding 
a new supplier for our packaging supplies, 
I’ve saved the firm $50,000 over the past 
year.” If you can demonstrate that you 
create value for the company, it’ll be 
easier for your boss to justify spending 
some of that savings on you.

During the interview, don’t complain. 
Be positive and professional. Emphasize 
your strengths and accomplishments; 
don’t gripe about your workload or 
compare yourself to other employees.

Finally, follow up. After your meeting,  
be sure your boss fulfills her promises. 
Get the details of the raise (or other 
benefits) in writing, and watch your 
paycheck to be sure your pay goes up 
when it’s supposed to.



BE YOUR OWN CFO 83

If your boss turns down your request 
for a raise, ask what you can do to earn 
one in the future and when you can meet 
again to discuss the subject.

If you’re an asset to the company, 
management will almost always do what 
they can to keep you happy. Businesses 
know it’s better to pay a bit more to keep a 
proven performer than it is to hassle with 
hiring somebody new.

Seize the moment! The best time 
to ask for a raise is after a strong 
performance review or after your 
boss gives you new responsibilities. 
You’re not entitled to a raise simply 
because you come to work every 
day, but you’ve got a right to request 
one if you’re a key employee.

Sell Your Stuff
When I decided to treat JD, Inc.  
as a business, I earned cash 
quickly by selling some of the stuff 
I’d bought with my credit cards. 

I didn’t recover all the money I’d spent to 
buy these things, but that wasn’t my goal. 
I wanted to get a fair price fast so that I 
could get out of debt and move on with 
my life.

As long as you don’t try to do it all at 
once—this is more of an ongoing project 
than a big win—it’s not hard to sell your 
used stuff.

Start by selling your most valuable 
items online. In the past, I recommended 
using eBay to auction your collectibles 
and big-ticket items. Though it’s still a 
fine option, eBay isn’t the force it once 
was. Also consider using the Amazon 

Marketplace or working with specialty 
retailers. When I decided to sell my comic 
books, for instance, I contacted an online 
comic book store.

Sell your big, bulky items on Craigslist. 
It doesn’t make sense to sell furniture or 
certain bulky collections online. Your best 
bet is to use Craigslist (or a similar site) 
to find local buyers. In addition to desks 
and sofas, this is an effective way to get 
rid of electronics, exercise equipment, and 
libraries of books or compact discs.

Hold a yard sale for everything else. 
After you’ve sold the good stuff online, 
sell the rest at a weekend garage sale. 
JD, Inc. has earned thousands of dollars 
at such sales by adhering to a few simple 
rules: Hold a joint sale with other families. 
Advertise well (and be sure your signs 
are readable from a distance). Be friendly. 
Promote expensive items. Make it easy for 
customers to see what you’re selling and 
how much you want for your items. Be 
willing to bargain. Do not use a cashbox 
(carry money with you at all times). 
Running a yard sale isn’t rocket science. 
If you put a little effort into thinking like a 
customer, you’ll make more money than 
you would by simply stacking stuff in your 
driveway.

Lastly, donate whatever’s left to charity. 
After you’ve sold everything you can sell, 
donate the rest to a local church or school, 
or take it to a thrift shop.

Selling your stuff is a great way to 
earn more toward the mission of You, 
Inc., but there are some side benefits too. 
When you get rid of things, you free up 
space—both physical and mental—giving 
you greater flexibility about where and 
how to live. Plus, the less you own, the 
less it costs to insure and maintain your 
possessions.
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It can be tough to part with your old 
things. Some items carry fond memories. 
And sometimes you recall how much a 
particularly expensive item cost to buy, 
which might make you feel guilty about 
selling it. Still, it’s important to avoid 
being trapped by the sunk-cost fallacy. 
What you paid for something in the past 
is irrelevant (likewise, what you think 
something should be worth is irrelevant). 
All that matters is what the item is worth 
to you today.

Get Creative
These methods—going back 
to school, taking a second job, 
negotiating your salary, and selling 
your stuff—are the most common 
ways to increase personal income. 

But the options for making more money 
are limited only by your imagination and 
resourcefulness.

I once met a man who earned $250 a 
week by using his van to haul stuff for 
people he met on Craigslist. I know of 
another guy who supplements his income 
by—no joke—scouring estate sales, yard 
sales, and auctions to find cheap canning 
jars, which he then resells online.

There are two additional techniques 
that can potentially provide huge payoffs, 
but they’re not for everyone.

First, you might want to consider 
starting a side business. Entrepreneurship 
isn’t a sure-fire path to riches. In fact, 
most businesses fail. That said, if you’re 
cautious and smart, you could turn a 
skill or hobby into a steady source of 
extra income for You, Inc. For more 
info, check out the U.S. Small Business 

Administration (sba.gov) or The $100 
Startup (100startup.com) by Chris 
Guillebeau.

Second, you could consider becoming 
a landlord. Some of my friends have 
become more profitable by buying rental 
properties. There’s a lot of work and risk 
involved, but the rewards are often worth 
it. To learn more about this option, read 
Paula Pant’s story at Afford Anything 
(affordanything.com). If you’d rather 
get started on a smaller scale, consider 
renting out a room in your home, whether 
through airbnb.com or another source.  

After you’ve looked for the Big Wins, 
there are still dozens of ways to earn 
money on a smaller scale. Do yard work 
for neighbors. Collect cans and bottles for 
deposit. Babysit or take dogs for walks. 
Haul stuff. Get a paper route. There are 
always opportunities to make money 
doing odd jobs if you’re productive and 
reliable. Some other sources of extra  
cash include:

 D RESEARCH STUDIES. You can earn 
quick cash by participating in medical 
research and marketing studies. I 
once earned $120 for spending an 
hour inside an MRI scanner while 
answering questions about money. 
I know folks who have been paid to 
give opinions on food packaging, to 
record audio for speech-recognition 
software, and even to watch porn. To 
find studies in your area, check out 
the “miscellaneous jobs” section of 
Craigslist.

 D TUTORING. If you’re good at math 
or know how to play a musical 
instrument, you can make money by 
offering your services as a private 
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tutor. When I wanted to learn Spanish, 
I used Craigslist to find a great tutor 
for $25 an hour. After my Spanish had 
reached an intermediate level, I used 
word-of-mouth to find gigs teaching 
English to Spanish speakers, which 
not only allowed me to pay for my 
own language lessons, but also gave 
me more practice with the vocabulary 
and grammar!

 D MYSTERY SHOPPING. Market-research 
companies use mystery shoppers to 
gather info on products and services. 
You pose as a regular customer and 
get paid a nominal fee to report on 
your experiences. Learn more at 
the Mystery Shopping Providers 
Association (MysteryShop.org).

Most folks make excuses for why they 
can’t possibly boost their income. Their 
commute is too long. Their kids take 
all of their time. Extra income involves 
too much effort. They have some sort of 
physical limitation. And so on.

However, as the Chief Financial Officer 
of your life, you know that no one cares 
more about your money than you do. You 
know that if you don’t take responsibility 
for boosting your income, nobody’s going 
to do it for you. You know that you can 
make more money—because you’ll stick 
with it when others won’t. That’s what 
makes You, Inc. so damn profitable.

 D BECOME BETTER EDUCATED. Ask  
whether your employer reimburses 
for continuing education. Regardless, 
check your local university or 
community college to learn what 
classes are available. Then take one—
even if it’s unrelated to your field of 
work.

 D CONSIDER TAKING A SECOND JOB, and 
use the income to reduce your debt or 
to boost your profit margin.

 D NEGOTIATE YOUR SALARY. Whether at 
your next performance review or the 
next time you take a new position, 
ask for more money. Read Jack 
Chapman’s Negotiate Your Salary.

 D SELL YOUR STUFF. Turn your trash into 
cash by selling the most valuable 
items online, the bulk items on 
Craigslist, and everything else at a 
yard or street sale. Donate what’s left 
to charity.

 D GET CREATIVE. Explore other ways 
to earn more. Consider starting 
a side business or becoming a 
landlord. Look into research studies, 
tutoring, and mystery shopping. Ask 
your friends and family how they 
supplement their incomes.

Action Steps
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Every time you make a choice, there’s a cost. By choosing to buy one 
item, you pass on the opportunity to purchase other items. 
By choosing to do one thing, you  
pass on the opportunity to spend your 
time in any other way. Opportunity cost  
is what we give up in order to have the 
thing we choose.

Imagine you’re the CFO of a delivery 
company. You have $10,000 to spend on 
new equipment. You could buy a new 
truck to add to the fleet, but then you 
wouldn’t be able to replace the  
ten-year-old computers in the main  
office. Conversely, if you buy new 
computers, you won’t have as many 
trucks available to make deliveries. No 
matter which option you choose,  
there’s an opportunity cost.

While this concept is applied constantly 
in business, it’s often overlooked in 
personal finance. When You, Inc. uses 
money for one thing, that money is 
unavailable elsewhere. If you purchase 
a home with a $1,500 mortgage, for 
instance, you can’t use that money to 
travel or to fund your retirement.

Opportunity costs are neither good 
nor bad. They’re simply the price you pay 
to have what you choose. The problem 
comes when the choices you make aren’t 
intentional—when you make them out of 
reflex or habit.

Every time you spend money, there’s 
an opportunity cost associated with it. But 

Opportunity 
Costs and 
Conscious 
Spending
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you’re not just sacrificing other choices in 
the present; you’re also sacrificing your 
future freedom.

Consider this: A dollar saved is worth 
more than a dollar spent. In the United 
States, where the tax burden is low 
compared to other countries, the average 
worker must earn $1.33 to have $1.00 
left over. (In some countries, a worker 
might have to earn $2.00 to have $1.00 
remaining.)

It gets worse! If you spend a dollar you 
could have invested, you don’t just lose 
that dollar but any future return you might 
have earned on it. Assuming typical stock-
market growth, that dollar would have a 
value of $1.93 ten years from now—and 
$7.20 in thirty years.

Let’s put these two facts together: 
You have to earn more than a buck to 
have a buck; and if you spend that buck, 
you’re also spending its future value. On 
average, each dollar an American spends 
represents $2.57 of value in ten years or 
$9.57 in thirty years. (If you live outside 
the U.S., the consequences of spending 
that dollar are probably even greater.)

To make things easier, just 
approximate: The opportunity cost of 
spending one dollar today is ten dollars 
you could have had in retirement.

I recently had a chance to chat with 
Tom O’Donnell, a senior vice president 
at Chase Bank. We talked about personal 
finance and our shared interest in travel. 
O’Donnell told me that a lifetime of saving 
has bought him freedom. “I get to choose 
what I do now because I saved when I was 
younger,” he said.

Viewed this way, it’s easier to see that 
saving isn’t deprivation. When you save, 
that money’s still spent. It’s just not spent 
on a Mercedes or a big house. It’s spent 
buying your future. The opportunity cost 

of starting late, a foolish purchase, or 
a bad investment isn’t lost income or 
lost compounding. It’s lost time—lost 
experience and lost life.

I’m not arguing that you should live like 
a monk. Far from it. But it’s important to 
consider the opportunity costs of every 
purchase you make. When you do buy 
something, you should do so intentionally 
because the opportunity cost of buying on 
impulse is enormous.

I endorse a concept called conscious 
spending, which I learned from Ramit 
Sethi, author of I Will Teach You to Be Rich. 
“Being a conscious spender is about 
making your money match up with your 
values guilt-free,” Sethi says. “It’s about 
spending extravagantly on the things 
you love while cutting costs on the things 
you don’t.” (Some experts use the term 
“mindful spending” to refer to the same 
concept.)

Conscious spending means actively 
choosing to spend on some things and 
not on others. Contrast this with how 
most people spend. (And, in truth, how 
even the financial experts spend a lot of 
their money.) People tend to spend on 
reflex.

We buy things because we’re expected 
to. We spend to have what other people 
have. We sign up for gym memberships 
that we never use, subscribe to magazines 
we never read and pay for golf clubs 
that get buried in the garage. We make 
impulse purchases at the grocery store—
or even on large items, like computers 
and cars. In other words, we often spend 
without thinking.

The opportunity costs of these 
unconscious purchases are significant. 
We’re sacrificing our futures for lesser 
pleasures today.



BE YOUR OWN CFO 88

With conscious spending, you evaluate 
every purchase, asking yourself: “Why am 
I buying this? Will it make me happier? 
Will this help me meet my long-term 
goals?” “Would I rather have this now, 
or would I rather have something bigger 
and better next year?” “Are there other, 
cheaper options? Could I borrow this? 
Could I buy it used?”

Conscious spending forces you to 
become more aware of every purchase 
you make.

I’m willing to spend $200 each month 
on gym and fitness programs because 
doing so has helped me to lose fifty 
pounds and become fit. I’ve made an 
active, conscious decision to spend this 
money, and I’ve made certain that I’m 
deriving value from it. I recognize that 
I’m sacrificing a great deal in the future, 

but I believe my improved health is a 
worthwhile reward that will lead to a 
longer life.

On the other hand, I’m unwilling to own 
a new car. Financial considerations aside, 
I don’t care enough about features and 
flash to make such a purchase worthwhile. 
For somebody else, though, the car might 
be a worthwhile purchase and the gym 
membership a waste of money.

“There are things we love, and it’s  
okay to spend on them,” says Sethi,  
who also writes at iwillteachyoutoberich.
com. “But you can’t afford to have 
everything. So ask yourself what you 
don’t care about when it comes to 
spending. Choose to spend your  
money on what you love instead.”

When you spend, be sure it’s aligned 
with your purpose and mission.

You can’t afford to have everything. So ask yourself 
what you don’t care about when it comes to spending. 

Choose to spend your money on what you love instead.
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Saving 
and Debt 
Reduction

At last, after so much work, we’ve reached the best part of  
managing your life as a business: spending the profits. A corporate 
CFO would use his company’s profits to pay off liabilities, such as 
building and equipment loans. 

He’d also use the money to fund future 
growth, setting cash aside to save for 
budgeted items like new vehicles or 
expansion to a new location. Both public 
and private companies distribute a 
portion of profits to owners (in the form of 
dividends and draws) and employees (in 
the form of profit-sharing bonuses). Finally, 
many companies invest profits in the stock 
market, which allows them to diversify 
income sources, acquire competitors, and 
earn a return on cash that otherwise would 
have remained idle.

Similarly, You, Inc. should use its profits 
to pay off the past, provide for the present, 
and fund the future.

Your first priority should be to repay any 
debt You, Inc. accrued before you took over 
as Chief Financial Officer. Eliminating debt 
will remove a psychological and financial 
burden while simultaneously creating even 
more profit. Double win!

Next, use profit to make improvements 
to You, Inc.’s current operations. A small-
business owner might remodel her 
storefront to attract new clients or to 
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purchase new equipment to increase 
efficiency. You, Inc. can make changes 
like moving to a cheaper home, returning 
to school, or establishing an emergency 
fund.

Finally, profit can be set aside to 
save for long-term goals. This means 
retirement, of course, but also includes 
other objectives in your personal action 
plan, such as buying a vacation home, 
starting a business, or sending the kids  
to college.

In some cases, you’ll want to funnel all 
profit from You, Inc. toward a single goal 
before pursuing any others. For instance, 
it’s usually best to eliminate existing debt 
before turning your attention to other 
aims. Most of the time, however, you’ll 
save for several things at once using a 
method called targeted saving. Let’s take 
a closer look at how profit can be put to 
productive use.

Get Out of Debt
Before you can begin repaying 
your debt, You, Inc. must be 
earning a profit.

Unless your income exceeds your 
expenses, your debt is actually increasing. 
If you’re continuing to add debt, or if 
you’re only able to make minimum 
payments, you must first reduce your 

overhead and increase your revenue until 
your income statement shows You, Inc.  
is making money.

After You, Inc. is profitable, you can (and 
should) make debt elimination a priority.

Financially, debt repayment can 
improve your credit score, meaning You, 
Inc. will pay less on everything from 
rent to car insurance to future borrowing 
needs. Plus, debt reduction is one of the 
best returns you can earn on your money. 
Investing in the stock market provides an 
average annual return of about 10%—but 
that return isn’t guaranteed. Some years 
the market is up 30%, while other years 
it drops by 40%. When you pay down a 
credit card, you earn a guaranteed return 
of 20% (or whatever your interest rate is). 
That’s tough to beat.

If your employer matches your 
retirement contributions, it might 
make more sense to put You, Inc.’s 
profit there. That 50% to 100% 
immediate payoff is a better return 
than you’ll get paying off your debt 
(or anywhere else). Yet while this 
is the best option mathematically, 
remember to consider psychological 
factors as well. It may be best to 
get out of debt before focusing on 
retirement.
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There are also non-financial benefits to 
paying off debt, including:

 D SIMPLICITY. The more debt you 
have, the more bills you have to 
pay. One of your goals as CFO is to 
create a simple, efficient financial 
infrastructure. Each time you pay off a 
debt, you move one step closer to this 
ideal.

 D CASH FLOW. Whenever you eliminate 
a debt, the money formerly used 
for that monthly payment becomes 
available for You, Inc. to pursue other 
goals—including fun stuff like ski trips 
and knitting supplies.

 D FREEDOM. When you have monthly 
payments to meet, you’re chained to 
your job. You’re unable to take risks. 
Once your debt is gone, a wider range 
of options becomes available to you.

 D PEACE OF MIND. Best of all, once 
you’re debt-free you can sleep easier 
at night. You’ll put less pressure on 
yourself, and you’ll have fewer fights 
about money with your partner.

When I first tried to get out of debt, I 
lacked a system. Without a plan, I sent 
extra money to one credit card and then 
another. As a result, I never seemed to 
make any progress.

After deciding to become CFO of JD, 
Inc., however, I researched how to get 
out of debt. Many books recommended 
a strategy called the “debt snowball”. 
Although I was skeptical, I gave it a try. 
The method worked. Using it, I managed 
to eliminate my debt and begin saving for 
the future.

The Debt Snowball

With the debt snowball, you set aside 
a specific amount of cash each month 
to pay off the money you owe. At first, 
progress is slow. In time, however, you 
begin to make rapid progress, picking up 
speed like a snowball rolling downhill.

The first step is to make a list of your 
debts. For each obligation, include the 
balance you owe, the interest rate, and 
the minimum payment. Arrange the list 
so that the debt with the highest interest 
rate is on top. Next comes the debt with 
the second-highest interest rate, and so 
on, until you reach the final debt on the 
list, which will be the one with the lowest 
interest rate.

For instance, here’s the actual list of 
my debts (and minimum payments) from 
October 2004, ordered by interest rate:

 D Computer Loan: $1116 @ 15%  
($48 min)

 D Business Loan $2800 @ 11% ($30 min)

 D Home Equity Loan $21000 @ 6%  
($100 min)

 D Car Loan $2250 @ 5% ($170 min)

 D Personal Loan $1600 @ 3% ($100 min)

 D Personal Loan $6430 @ 0% ($60 min)

I had $35,196 in debt and my minimum 
payments totaled $508 per month.

Once you’ve listed your debts, decide 
how much you can afford to pay toward 
them each month in total. This should 
be at least the total of your minimum 
payments ($508 in the example above), 
and preferably more. In my case, I started 
by allocating $700 every month toward 
debt reduction.
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Now, for all of your debts except the 
debt with the highest interest rate, make 
minimum payments every month. Use 
the rest of the money you’ve allocated for 
debt reduction to pay down the debt with 
the highest interest rate.

The computer loan topped my list of 
debts with an interest rate of 15%. The 
minimum payments for the other debts 
combined to $460 per month. Under this 
plan, I’d then take the remainder of the 
$700 I’d allocated toward monthly debt 
reduction and apply it to the computer 
loan. Instead of making the $48 minimum 
payment, I’d pay $240.

Repeat this process every month until 
the debt at the top of the list has been 
eliminated.

Here’s where this method gets 
powerful. With your first debt defeated, 
you don’t use your improved cash flow to 
buy new things. Instead, you use the extra 
cash to attack the next debt on your list.

If I start by applying $700 toward  
debt each month, for example, I keep 
applying $700 toward debt each month 
until all of the debt is gone. After the 
computer loan is retired, I focus on the 
business loan. Because the minimum 
payment on my other debts would be 
$430, I could funnel $270 to pay off the 
business debt every month.

When the business debt is made 
history, I’d then throw $370 per month 
at the home equity loan, and so on. 
Ultimately, I’d be left with a single loan: 
the $6,430 personal loan at 0% interest. 
Every month, I’d apply all $700 to get rid 
of this debt.

The debt snowball is powerful and 
effective. Mathematically, it’s the best way 
to get rid of your debt. There’s just one 
problem.

When you attack your debts from 
highest interest rate to lowest, you’ll pay 
less money in the long run. Unfortunately, 
many folks—including me—find the going 
difficult. In my case, I hit a wall when 
I reached the third debt on the list, my 
home equity loan. That $21,000 balance 
was going to take years to repay. I didn’t 
have that kind of patience.

Fortunately, I learned there were other 
ways to order your debts. You don’t have 
to tackle the high interest rates first.

Snowball Variations

Humans are complex psychological 
creatures. They’re not adding machines. 
Many of us know what we ought to do but 
find it difficult to actually make the best 
choices. (If we were adding machines, 
we wouldn’t accumulate consumer debt 
in the first place!) It’s misguided to tell 
somebody so deep in debt that they must 
follow the repayment plan that minimizes 
interest payments. The important thing 
to do is to set up a system of positive 
reinforcement.

Because of this, many people prefer 
slight variations on the debt snowball 
method. These methods ignore math in 
favor of psychology.

Financial guru Dave Ramsey has 
popularized one variation of the debt 
snowball. Instead of ordering your debts 
by interest rate, he suggests you attack 
those with the lowest balances first.
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Using Ramsey’s method, my debts from 
2004 would thus be ordered like this:

 D Computer Loan: $1,116 @ 15%  
($48 min)

 D Personal Loan $1,600 @ 3%  
($100 min)

 D Car Loan $2,250 @ 5% ($170 min)

 D Business Loan $2,800 @ 11%  
($30 min)

 D Personal Loan $6,430 @ 0% ($60 min)

 D Home Equity Loan $21,000 @ 6% 
($100 min)

As with the standard debt snowball 
method, I’d make minimum payments on 
each debt except the top one on the list. 
I’d throw everything else I’ve allocated 
for debt reduction each month at that 
debt. When the top debt was eliminated, 
I’d move on to the one with the second 
lowest balance.

Ramsey’s variation isn’t as quick as 
paying high-interest debt first, and in 
the long-run, you’ll lose slightly more 
to interest payments. However, there’s a 
psychological advantage to doing things 
this way. 

By attacking your smallest debts first, 
you get some quick wins, which provide 
a mental boost. This psychological lift 
provides additional motivation to keep 
attacking that debt. Every few months, 
you get the satisfaction of crossing 
another debt off the list! Ramsey says 
this is “behavior modification over math”, 
and he’s right. In fact, I opted to use this 
variation of the debt snowball when I 
became CFO of JD, Inc.

Other experts, including Adam Baker 
from manvsdebt.com, suggest yet a third 
alternative. Using this strategy, you attack 
your debts from the smallest to the largest 
balance, but for an added psychological 
boost, prioritize any debt that particularly 
bugs you.

“I used to be addicted to gambling,” 
Baker says, “and I had debt that was 
specifically associated with gambling. To 
pay that off first changed me as a person. 
To pay off the $600 I owed on a credit 
card was great, but it didn’t change me. It 
didn’t signify that my life was going to be 
different and that I was going to live in a 
different way.” But paying off his gambling 
debt did mean something to him, so Baker 
attacked that first.

Many people borrow money from their 
parents. These loans may carry interest 
rates of only two or three percent (or 
maybe they’re interest free), but they 
come with a lot of psychological baggage. 
This is another instance where it might 
make sense to pay down low-interest debt 
first because the non-financial rewards are 
so great.

The most important thing when paying 
off your debts is to pay off your debts; 
the order in which you do so is ultimately 
irrelevant. Find a system that works for 
you and develop the discipline to stick 
with it.
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It’s less imperative to repay low-
interest debt. Businesses use 
“leverage” to borrow money 
cheaply so that they can earn higher 
returns elsewhere. You, Inc. does the 
same when taking out a mortgage 
at low rate (like three percent) or 
using school loans to improve your 
education (which will, in theory, 
provide high future returns). It’s 
good to repay all of your debt, 
of course, but it’s okay to make 
repaying the mortgage a long-term 
goal instead of lumping it in with 
your debt snowball.

Save for the Unexpected
Once you’ve destroyed your debt, 
your cash flow will have increased 
markedly because you no longer 
have monthly payments. 

Before I started my debt snowball, 
my minimum payments totaled $508 
per month. When I’d finished, that $508 
became pure profit, money I could use to 
pursue the goals of JD, Inc.

Before you turn your attention to 
goals specific to the mission of You, Inc., 
however, it’s a good idea to set aside 
money for two specific purposes: an 
emergency fund and an opportunity 
fund. Your emergency fund will act as 
self-insurance, cushioning You, Inc. from 
small, daily disasters. Your opportunity 
fund will allow you to take risks and 
do things that might not otherwise be 
possible.

The Emergency Fund

Life is full of unexpected surprises, 
many of which cost money. When people 
live paycheck to paycheck without any 
form of savings, they’re at the mercy of 
these small crises. Sometimes a small 
problem becomes a large one because the 
victim didn’t plan for possible trouble.

Before I became CFO of JD, Inc., I didn’t 
have an emergency fund. In fact, I had no 
savings whatsoever! When something bad 
happened—somebody smashed my car 
window, I got sick, the wall heater caught 
on fire—I had to scramble to find money 
to fix the problem. Sometimes I used my 
credit cards. Other times, I borrowed from 
family or friends.

After taking over as CFO of JD, Inc., 
I stashed $500 in the bank to cope with 
small emergencies. Once my debt had 
been repaid, I boosted this to $1,000—
then $3,000. Now I have $5,000 set aside 
specifically to cope with unexpected 
problems like a broken dishwasher or a 
broken leg.

Though personal finance experts agree 
on the need for emergency funds, there’s 
no consensus on how much they should 
contain. Some say you need save a year’s 
salary. Others believe $1,000 is sufficient. 
How much do you really need? There’s no 
one right answer.

Because an emergency fund is a form 
of self-insurance, I prefer the following 
simple method to get started.

First, raise the deductibles on your 
home and auto insurance. This will lower 
your premiums by a few dollars per 
month. Make a note of the difference. 
Next, open a new savings account and 
designate it as your emergency fund. 
Seed it with whatever you can afford—
whether that’s $50 or $500 or $5,000. 



BE YOUR OWN CFO 95

Remember our reduced insurance 
premiums? Set up a monthly automatic 
transfer in this amount from your checking 
account to your emergency fund. 

So, if raising insurance deductibles 
saves You, Inc. $23 dollar per month, 
create an automatic transfer of $23 per 
month from your checking account to 
your emergency fund. You’ll never miss 
the money (because you were already 
spending it on insurance) and you’ll 
be slowly building your own insurance 
policy.

Your emergency fund should not to be 
used to buy a new car. It should not to be 
used to buy a new Playstation. It should 
not to be used to remodel your bathroom. 
It’s for use only in case of emergency.

It might be smart to create a barrier 
between you and your emergency fund. 
You want to be able to access the money 
quickly—but not so easily that you can 
spend on impulse. If you keep your fund 
at an online bank or a credit union across 
town, you’ll still have access to the cash 
when you need it, but you’ll be forced to 
consider your actions before making a 
withdrawal.

Studies show that those without 
emergency savings are more likely to 
accumulate debt. An emergency fund is 
like cheap insurance. If you have a cash 
cushion, your financial plans usually 
won’t be derailed by a single mistake  
or crisis.

The Opportunity Fund

It’s tough to plan for your future when 
you don’t know what that future holds. 
For one, your environment changes. 
You may be sure of your present 
circumstances, but what will your life be 
like five years from now? Ten? Will your 
employer still exist? Will you still live in 
the same city? Odds are you can’t come 
close to making an accurate guess. (In 
some cases, it’s tough to predict where 
you’ll be just a year from now!)

For another, you change. As you grow 
and develop, your priorities and values 
grow and develop too. What made you 
happy in the past may not make you 
happy in the future.

So, what can you do?
You have to make decisions based on 

today. You can’t try to outguess the future. 
Your choices should be based on the 
current conditions and needs of You, Inc. 
At the same time, you shouldn’t ignore 
the future. Instead, it’s best to plan for it in 
a general sort of way.

That’s why you keep an emergency  
fund. It’s a pool of money set aside to 
handle unplanned negative expenses. 
With that said, not everything unexpected 
is bad. Sometimes life brings us lucky 
breaks—but these opportunities can 
still cost money. That’s why it makes 
sense to also keep a chunk of cash in an 
opportunity fund.

I first learned about opportunity funds 
from reading about billionaires and 
business owners. These savvy savers 
often set aside money specifically to take 
advantage of unexpected opportunities.

An interviewer once asked Mark Cuban 
(best known as the owner of the Dallas 
Mavericks basketball team) how he’d 
recommend the average person handle a 
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windfall of $100,000. “First I pay off all my 
credit card debt and evaluate paying off 
any other debt I have,” Cuban said. “What 
I have left, I put in the bank.”

Why? “Because then it’s available 
when I get a good opportunity. Every five 
years or so there is a bubble bursting 
or amazing deals available because of a 
change in the economy.”

Jim Wang from microblogger.com is a 
strong proponent of opportunity funds. 
“Missing out on an opportunity is often 
as bad as being struck by an unexpected 
expense,” he says. “In reality, both funds 
are important if you want to be financially 
responsible.”

Although JD, Inc. doesn’t strictly 
keep an opportunity fund, it does keep 
enough cash on hand to take advantage 
of lucky breaks. For example, when a 
friend wanted investors for his business, 
I had money to contribute. I’ve earned a 
handsome return because I could afford to 
take a risk. When I spotted a great deal on 
a last-minute Alaskan cruise, I was able to 
book a fun (and cheap) vacation. When I 
found a deeply-discounted display model 
at the local warehouse store, I was able to 
purchase a top-rated television at a very 
low price.

In the past few months, I’ve spoken 
with dozens of people who have achieved 
financial independence. (That is, people 
who are able to live off of savings instead 
of needing to work for an income.) Many 
have remarked that money hasn’t bought 
them happiness; rather, it’s given them 
opportunities, a certain level of freedom. 
When something good comes up, they’re 
able to take advantage of the situation.

You, Inc. should also establish an 
opportunity fund. This account doesn’t 

need to be as readily accessible as your 
emergency fund, so it’s okay to put the 
money in mutual funds or certificates of 
deposit. The fund will start small. But as 
You, Inc. becomes increasingly profitable, 
you can contribute more and more to the 
account. In time, your opportunity fund 
will be so large that you can do some truly 
amazing things—like taking an around-
the-world trip with your best friend. (I 
wasn’t able to do this in 1997 because I 
was deep in debt and I had no savings. 
I’ve always regretted it.) 

Use Targeted Saving to 
Achieve Your Goals
Most people work toward several 
financial goals at once but keep 
their money clumped together in a 
single savings account. 

With this setup, it’s easy to forget how 
much You, Inc. has saved for each goal—
and easy to borrow money from one goal 
to pay for something else.

I prefer a method I’ve dubbed targeted 
saving. Using an online high-yield savings 
account, I split my money into several 
different subaccounts, each of which is 
named for a specific savings goal. My 
bank lets me name my accounts and 
subaccounts, so I give them titles to 
indicate their purpose.
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At the moment, I have the following 
accounts:

 D An emergency fund and an 
opportunity fund, as discussed above.

 D A car fund, to which I make a “car 
payment” to myself each month.

 D A travel fund, where I set aside money 
for my next trip around the world.

 D A “dream” fund, which my girlfriend 
and I are using to save for a vacation 
home.

From time to time, JD, Inc. establishes 
other goals that need to be funded. When 
this happens, I open a new targeted 
account (or re-use an old one). 

Though organizing your accounts this 
way might seem silly, it can actually be 
a powerful motivator. For me, there are 
several advantages over the traditional 
one-size-fits-all savings method.

First, targeted saving allows me to 
mold my money in agreement with the 
mission of JD, Inc. Because I’m able to 
name what I’m saving for, I’m much more 
motivated to set aside money for my 
travel fund than I am to tuck it into a plain, 
vanilla savings account.

Targeted accounts also make it  
easier for me to visualize my progress. 
When all of my money is lumped into a 
single account, it’s tough for me to know 
how much more I need to set aside for  
a new car, for instance. It’s much easier  
for me to look at my statement every 
month and see the account labeled “Mini 
Cooper fund”.

Finally, by using targeted savings, I’m 
able to prioritize my goals. When I decided 
to travel to Africa in 2011, for instance, I 
stopped putting money in my car fund 

Though organizing your 
accounts this way might 
seem silly, it can actually 
be a powerful motivator. 
For me, there are several 
advantages over the 
traditional one-size-fits-all 
savings method.
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and my emergency fund. I pumped every 
spare cent into my travel fund instead.

I use an online bank for my targeted 
savings accounts, but there are other 
options. Before I moved my banking 
online, I kept my savings at a community 
credit union. Despite their small size, they 
offered big benefits, including the ability 
to open several named savings accounts. 
(I’m not ashamed to admit that JD, Inc.’s 
first targeted account, opened in 2006, 
was called “Nintendo Wii fund”.)

Obviously, you don’t even need to open 
separate accounts to apply the principles 
of targeted saving. If you’d prefer, you 
can put your money into a single savings 
account while using a piece of paper (or 
a spreadsheet) to track which portion of 
your savings account is meant for each 

individual goal. But for most folks, it’s 
more fun and more productive to open a 
separate account for each goal.

Especially when first developing 
the habit, it can be helpful to treat 
saving like a bill. Just as you’re 
obligated to pay for your cell phone 
each month, create an obligation 
to save for your next car or your 
daughter’s college education. For 
some, a simple calendar reminder 
will be enough to heed this 
obligation. Others might wish to 
create a coupon book that includes 
a year’s worth of reminders about 
how much to set aside in savings 
and when.

 D GET OUT OF DEBT. If You, Inc. isn’t 
earning a profit, reduce overhead and 
increase income until it is. Next, use 
the debt snowball to repay your debts 
one by one in an accelerated fashion.

 D SAVE FOR THE UNEXPECTED. Establish 
an emergency fund to act as self-
insurance against life’s slings and 
arrows. Likewise, open an opportunity 

fund so that you can take advantage 
of pleasant surprises.

 D USE TARGETED SAVING TO ACHIEVE 

YOUR GOALS. Set up named savings 
accounts for each goal in the You, 
Inc. action plan. Treat each of these 
accounts like any other bill that you’re 
required to pay every month.

Action Steps
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As CFO of You, Inc., you’ve made some big changes to the  
business of your life. After cutting costs and boosting income,  
your profit margin should be on steroids. Now it’s time to put  
that money to work for you.
When a real business generates a profit, 
it uses that money to pay the owners and 
employees. Profits are also re-invested 
in the company to grow the business. 
For instance, when my family’s box 
company has a good year, we use the 
profit to purchase equipment (such as a 
new forklift) or to construct a warehouse 
or to buy a new delivery truck. Present 
profits are used to fund future growth and 
operations.

The same is true for the business of 
You, Inc. The profits you generate should 
be used to help you pursue your mission 

statement and the goals outlined in your 
action plan. Because these are future 
objectives, you won’t need the money 
right away. You’ll set it aside until you 
do need the cash, whether that’s for a 
vacation next year, to buy a house in a 
decade, or to retire when you’re 65.

You could stash your profits into a 
savings account, but that seems foolish. 
Taking inflation into account, your money 
would actually lose buying power. 
Instead, it’s best to invest your profits so 
that the money multiplies with time.

Investing
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Investing scares many people. 
The subject seems complicated and 
mysterious, almost magical. When the 
average person meets with his financial 
adviser, it’s often easiest to sit still, smile, 
and nod.

One of the problems is that the 
investing world is filled with jargon.  
What are commodities? What’s alpha? 
And beta? How do bonds differ from 
stocks? And sometimes, familiar terms—
such as risk—mean something altogether 
different on Wall Street than they do on 
Main Street.

Plus, we’re bombarded by conflicting 
opinions. Everywhere you look, there’s 
a financial expert who’s convinced she’s 
right. There’s a never-ending flood of 
opinions, many of them contradictory. 
One guru says to buy real estate, another 
says to buy gold. One pundit argues that 
the stock market is headed for record 
highs, while her partner says we’re due for 
a “correction”.  Whom should you believe?

Perhaps the biggest problem is 
complexity—or perceived complexity. 
To survive and seem useful, the financial 
services industry has created an aura 
of mystery around investing, and then 
offered itself as a light in the darkness 
(how convenient!). As amateurs, it’s 
easy to buy into the idea that we need 
somebody to lead us through the jungle 
of finance.

Fortunately, investing doesn’t have  
to be difficult. In this section, I’ll show  
you that if you keep things simple, you 
can invest yourself and receive reasonable 
returns—all with a minimum of work  
and worry.

Start Early
 “The amount of capital you start 
with is not nearly as important 
as getting started early,” writes 
Burton Malkiel in The Random 
Walk Guide to Investing. 

“Procrastination is the natural assassin 
of opportunity. Every year you put off 
investing makes your ultimate retirement 
goals more difficult to achieve.”

The secret to getting rich slowly,  
he says, is the extraordinary power  
of compound interest. Given enough  
time, even modest returns can generate 
real wealth.

As you’ll recall from your junior high 
math class, compounding is the snowball-
like growth that occurs as the interest 
(or other return) from an investment 
generates more interest. 

If you make a one-time contribution 
of $5,000 to a retirement account and 
receive an 8% annual return, You, Inc. will 
earn $400 during the first year, giving you 
a total of $5,400. During the second year, 
you’ll receive 8% not only on the initial 
$5,000, but also on the $400 in investment 
returns from the first year, for total 
earnings of $432. In the third year, you’ll 
earn returns of $466.56. And so on.

After ten years of receiving an 8% 
annual return, your initial $5,000 will have 
more than doubled to $10,794.62!

Compounding is powerful, but it needs 
time to work its magic. The longer you 
wait to invest, the less time your money 
has to grow.

Assume You, Inc. makes a one-time 
$5,000 contribution to your retirement 
account at age twenty. And assume that 
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your account somehow manages to earn 
an 8% annual return every year. If you 
never touch the money, your $5,000 will 
grow to $159,602.25 by the time you’re 
sixty-five years old. But if You, Inc. waits 
until you’re forty to make that single 
investment, that $5,000 would only grow 
to $34,242.38.

Compounding can be made more 
powerful through regular investments. 
It’s great that a single $5,000 investment 
can grow to nearly $160,000 in forty-five 
years, but it’s even more exciting to see 
what happens when you start saving 
habitually. If You, Inc. were to invest 
$5,000 annually for forty-five years, and if 
you left the money to earn an 8% annual 
return, your savings would total over 
$1.93 million. A golden nest egg indeed! 
You’d have more than eight times the 
amount you contributed. This is the power 
of compounding.

It’s human nature to procrastinate. 
Lesser CFOs put off investing for 
retirement (and other goals) because 
the demands of daily life distract them. 
“I can start saving next year,” they tell 
themselves. But the costs of delaying  
are enormous. Even one year makes  
a difference.

The following chart illustrates the cost 
of procrastination. 

It’s human nature to 
procrastinate. Lesser 
CFOs put off investing for 
retirement (and other goals) 
because the demands of 
daily life distract them. “I 
can start saving next year,” 
they tell themselves. But 
the costs of delaying are 
enormous. Even one year 
makes a difference.
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The Cost of Procrastination

The cost of procrastination is astronomical. If you wait until 
age 30 to begin investing, you’d have to set aside more than 
double what you would have had to invest at age 20 in order 
to hit a specific savings target at age 65. 

START END ANNUAL
CONTRIBUTION

INVESTMENT
RETURN FINAL VALUE

18 65  $ 4,267.01 8% $1,932,528.09

19 65  $ 4,618.57 8% $1,932,528.09

20 65  $ 5,000.00 8% $1,932,528.09

21 65  $ 5,414.01 8% $1,932,528.09

22 65  $ 5,863.56 8% $1,932,528.09

23 65  $ 6,351.91 8% $1,932,528.09

24 65  $ 6,882.69 8% $1,932,528.09

25 65  $ 7,459.87 8% $1,932,528.09

26 65  $ 8,087.88 8% $1,932,528.09

27 65  $ 8,771.62 8% $1,932,528.09

28 65  $ 9,616.55 8% $1,932,528.09

29 65  $ 10,328.73 8% $1,932,528.09

30 65  $ 11,214.97 8% $1,932,528.09

31 65  $ 12,182.87 8% $1,932,528.09

32 65  $ 13,240.97 8% $1,932,528.09

33 65  $ 14,398.91 8% $1,932,528.09

34 65  $ 15,667.55 8% $1,932,528.09

35 65  $ 17,059.26 8% $1,932,528.09

36 65  $ 18,588.09 8% $1,932,528.09

37 65  $ 20,270.10 8% $1,932,528.09

38 65  $ 22,123.77 8% $1,932,528.09

39 65  $ 24,170.37 8% $1,932,528.09

40 65  $ 26,434.62 8% $1,932,528.09
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If, starting when you’re twenty, You, 
Inc. invests $5,000 per year and receives 
an 8% return, your account will have 
$1,932,528.09 when you’re sixty-five 
years old. But if you wait even five years, 
you’d have to increase your annual 
contributions to nearly $7,500 to have 
that same amount by age 65. And if you 
were to wait until you were forty to begin 
investing, you’d have to contribute over 
$25,000 per year to hit the same target!

When investing, time is your friend. 
Start as soon as you can. Now is best. 
(You can’t invest yesterday, so now will 
have to do.)

Begin investing as soon as you can.

For a brilliant example of 
compounding in real life, turn to 
American statesman Benjamin 
Franklin. When he died in 1790, 
Franklin left the equivalent of $4,400 
to each of two cities, Boston and 
Philadelphia. But his gift came with 
strings attached. The money had 
to be loaned out to young married 
couples at five percent interest. 
What’s more, the cities couldn’t 
access the funds until 1890—and 
they couldn’t have full access until 
1990. Two hundred years later, 
Franklin’s $8,800 bequest had grown 
to more than $6.5 million between 
the two cities! True story.

Think Long-Term
Smart investing is a waiting game. 

It takes time—think decades, not years—
for compounding to do its thing. There’s 
another reason to take the long view too.

In the short term, investment returns 
fluctuate. The price of a stock might be $90 
per share one day and $85 per share the 
next. A week later, the price could soar 
to $120 per share. Bond prices fluctuate 
too, albeit more slowly. And yes, even the 
returns you earn on your savings account 
change with time. (High-interest savings 
accounts yielded five percent annually in 
the U.S. just a few years ago; today, the 
best accounts yield about one percent.)

Short-term returns aren’t an accurate 
indicator of long-term performance. What 
a stock or fund did last year doesn’t tell 
you much about what it’ll do during the 
next decade.

In Stocks for the Long Run, Jeremy 
Siegel analyzed the historical performance 
of several types of investments. Siegel’s 
research showed that, for the period 
between 1926 and 2006 (when he wrote 
the book), stocks produced an average 
real return (or after-inflation return) of 
6.8% per year. Long-term government 
bonds produced an average real return 
of 2.4%. Gold produced an average real 
return of 1.2%. My own calculations—and 
those of Consumer Reports magazine—
show that real estate returns even less 
than gold over the long term.

Siegel looked back even further. His 
research revealed that stocks have been 
returning a long-term average of about 
seven percent for 200 years. If  
you’d purchased just one dollar of  
stocks in 1802, it would have grown to 
more than $750,000 in 2006. If you’d 
instead put a dollar into bonds, you’d  
have just $1,083. And if you’d put that 
money in gold? Well, it’d be worth almost 
two bucks—after inflation.

Although stocks tend to provide 
handsome returns over the long term, 
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they come with a lot of risk in the short 
term. From day to day, the price of any 
given stock can rise or fall sharply. Some 
days, the price of many stocks will rise or 
fall sharply at the same time, causing wild 
movement in entire stock-market indexes.

Even over one-year time spans, the 
stock market is volatile. While the average 
stock market return over the past eighty 
years was about 10% (about 7% after 
inflation), the actual return in any given 
year can be much higher or lower. In 2008, 
U.S. stocks dropped 37%; in 2013, they 
jumped over 32%. 

During any one-year period, stocks will 
outperform bonds only 60% of the time. 
But over ten-year periods, that number 
jumps to 80%. And over thirty years, 
stocks almost always win.

Despite the stock market’s ongoing 
wins, the average person almost always 

underperforms the market as a whole. 
Even investment professionals tend to 
underperform the market. During the 20-
year period ending in 2012, the S&P 500 
returned an average 8.21%. The average 
investor in stock-market mutual funds 
only earned 4.25%. Why?  Because they 
panicked and sold when prices dropped, 
and then bought back in as prices rose—
just the opposite of the “buy low, sell 
high” advice we’ve all heard.

Investing is a game of years, not 
months. Don’t let wild market movements 
make you nervous. And don’t let them 
make you irrationally exuberant either. 
What your investments did this year is far 
less important than what they’ll do over 
the next decade (or two, or three). Don’t 
let one year panic you, and don’t chase 
after the latest hot investments. Stick to 
your long-term plan.

How much will you need in retirement?

As Chief Financial Officer, one of the 
toughest challenges you face when 
planning for the future is knowing 
how much to save for retirement. 
If you save too little, you could find 
yourself working at Wal-Mart during 
“retirement”—or living with your 
son-in-law. Save too much, though, 
and you’ll sacrifice some of the 
good life you could be enjoying 
today.

Traditionally, financial planners and 
retirement calculators have suggested 
you’ll need 70% (or 80% or 100%) 
of your pre-retirement income to 
maintain your current lifestyle when 
you’ve finished working. But this 
doesn’t make any sense.

Assume You, Inc. earns $80,000 per 
year. Standard retirement advice says 
you’ll need $56,000 per year (70% of 
$80,000) in order to retire.

But what if You, Inc. spends (and 
continues to spend) $70,000 per year? 
Following traditional advice, you won’t 
have saved enough. And if You, Inc. 
spends a thrifty $20,000 per year? Well, 
then you’ll have over-saved, which  
means you could have used some of  
that money to enjoy life more when  
you were younger.

There’s no doubt that you’ll need 
a sizeable nest egg for retirement— 
especially if you plan to travel or play  
golf every day—but don’t be fooled by  
the constant refrain that you need to  
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save 70% of your retirement 
income to retire well. That’s no way 
to prepare for the future.

How much should you save?
Begin by looking at how much You, 

Inc. spends each month. According to 
the 2010 Retirement Confidence Survey 
from the Employee Benefit Research 
Institute, nearly half of retirees spend 
less in retirement than before (23% 
spend much less). Roughly 37% spend 
the same in retirement as they did 
when they were working. Only 13% of 
people spend more in retirement than 
before—and of these, almost half say 
their expenses are only “a little higher”.

In other words, your pre-retirement 
expenses are good indicator of how 
much you’ll spend when you’ve 
finished working.

If you want more info, go online 
to explore the dozens of retirement 
calculators scattered across the web, 
each of which is a little different. No 
one calculator is necessarily better 
than any other, but I’ve found the 
following handy while planning for the 
future of JD, Inc.:

The Motley Fool has two useful 
calculators, one that estimates your 
retirement expenses (tinyurl.com/
fool-rexp) and one that lets you see 
if you’re saving enough (tinyurl.com/
fool-enough).

 D Bankrate’s retirement calculator 
(tinyurl.com/BR-rcalc) bases its 
results solely on your savings. 
Moneychimp has a similar, but 
simpler, calculator (tinyurl.com/
MC-rcalc).

 D Choose to Save has a “ballpark 
estimate tool” (tinyurl.com/
ballparke) that can be used online 
or off (or on your smartphone). 
It’s the best of the calculators that 
use income instead of expenses to 
compute its estimates.

For a great combination of simplicity 
and complexity, take a look at FireCalc.
com. Although the site can seem 
overwhelming, its method is fairly 
elegant. It gives you an idea of how 
safe your retirement plan is based on 
how it would have withstood every 
market condition we’ve faced since 
1871.

By plugging your numbers into 
several calculators, you can get a 
better feel for how much you’ll really 
need in retirement. But don’t just 
play with the numbers. Talk with the 
people you know. Chances are they’ll 
tell you to save. But if the Retirement 
Confidence Survey is any indication, 
they’ll also tell you that things aren’t as 
bad as you’d think.
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Spread the Risk
When they spread their money 
around, investors smooth the 
market’s wild ups and down while 
earning a similar return on their 
investment.

While the stock market as a whole 
returns a long-term average of 10% 
per year, individual stocks experience 
drastically different fortunes. In 2013, the 
S&P 500 index grew 32.39%. But some 
of the 500 companies that made up the 
index did much better than others. Stock 
in Netflix (NFLX) soared 297.06%. Best Buy 
(BBY) was up 237.64% and Delta Airlines 
rose 130.33%. Meanwhile, Newmont 
Mining (NEM) dropped 51.16% and 
Teradata (TDC) fell 27.18%.

You could invest in individual stocks, 
but doing so is a gamble. I know this from 
experience. In the past, I thought I could 
outsmart the market. In 2000, enamored 
by the PalmPilot, I bought shares of the 
company that made the devices. I paid 
close to $90 per share. Just over a year 
later, the shares had lost 90% of their 
value. (I made similar mistakes with 
The Sharper Image and Countrywide 
Financial.)

By owning more than one stock,  
you reduce your risk. If you have ten 
stocks and one of them tanks, the damage 
isn’t as bad because you still own nine 
others. True, you don’t reap all of the 
rewards if a stock skyrockets like Netflix 
did in 2013, but the smoother ride is 
generally worth it.

Investors also reduce risk by owning 
more than one type of investment. As 
we’ve seen, over the long term stocks are 
better investments than bonds or gold or 

real estate. But over the short term, stocks 
only outperform bonds about two-thirds 
of the time. Because the prices of stocks 
and bonds move independently of each 
other, investors can reduce risk by owning 
a mix of both. 

One popular guideline is to base 
how much you put into bonds on 
your age. If you’re thirty-five years 
old, put 35% into bonds and 65% 
into stocks. If you’re 53, put 53% into 
bonds and 47% into stocks. This is 
a fine starting point for the average 
investor.

One of the best ways for You, Inc. to 
spread the risk when investing is through 
the use of mutual funds.

Mutual funds are collections of 
investments. They let people like you and 
me pool our money to buy small pieces of 
many investments all at once. Imagine, for 
instance, the hypothetical Awesome Fund, 
which invests in fifty different stocks and 
ten different corporate bonds. By buying 
one share of the Awesome Fund, You, 
Inc. would have a piece of sixty different 
investments. If one goes bust, the damage 
is minimized.

Mutual funds make diversification 
easy by letting you own shares in many 
companies at once. Plus, when you own 
a mutual fund, somebody else does the 
research and buys and sells the stocks so 
you don’t have to.

Because mutual funds offer great 
advantages to individual investors, 
they’ve soared in popularity over the 
past thirty years. But they’re not without 
drawbacks.
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Keep Costs Low
The biggest drawback to mutual 
funds is their cost. With stocks and 
bonds, you usually only pay when 
you buy and sell.

But with mutual funds, there are 
ongoing costs built into the funds. (You 
don’t pay these costs directly; instead, 
they’re subtracted from the fund’s total 
return.) Some of these costs are obvious, 
while others aren’t.

Altogether, mutual fund costs typically 
run about 2% annually. So for every 
$1,000 you invest in mutual funds, $20 
gets taken out of your return each year. 
This may not seem like much, but 2% is 
huge when it comes to investments.

In fact, according to a 2002 study by 
Financial Research Corporation, the best 
way to predict a mutual fund’s future 
performance is to compare its expense 
ratio with similar funds. The funds with 
the lowest fees tend to do better. Again 
and again, other studies have found the 
same thing.

In his book Your Money & Your Brain, 
Jason Zweig notes, “Decades of rigorous 
research have proven that the single most 
critical factor in the future performance 
of a mutual fund is that small, relatively 
static number: its fees and expenses. 
Hot performance comes and goes, but 
expenses never go away.”

There are a couple of reasons mutual 
funds are so expensive.

First, most funds are run by a team of 
people who research opportunities, buy 
and sell individual investments, and do 
other work necessary to maintain the 
fund. These “actively managed” funds 
subtract their operating costs from  
 

whatever money they earn (or lose) for 
their investors.

Many funds also carry a “load”, which is 
a one-time sales charge or commission. 
These loads are generally around five 
percent. Think about that. When you 
purchase a mutual fund with a load, 
you’re basically agreeing to handicap 
yourself by five percent before you even 
begin to run the investment race. That 
doesn’t sound like a smart business 
decision to me!

Fortunately, there’s an alternative to 
these expensive actively managed funds. 
Some funds are “passively managed”. 
Passively managed funds—also called 
index funds—try to mimic  
the performance of a specific benchmark, 
like the Dow Jones Industrial Average or 
S&P 500 stock market indexes. Because 
these funds try to match (or index) a 
benchmark and not beat it, they don’t 
require much intervention from the fund 
manager and her staff. As a result, their 
costs are much lower.

The average actively managed mutual 
fund has a total of about 2% in costs, 
whereas a typical passive index fund’s 
costs average only about 0.25%. So, to 
come out ahead on a actively managed 
fund, the average fund manager doesn’t 
just have to beat his benchmark index—he 
has to beat it by 1.75%!  Since both types 
of managers—active and passive—earn 
market-average returns before expenses, 
investors who own actively managed 
funds typically earn 1.75% less than those 
who own index funds!

Although this 1.75% difference in costs 
between actively and passively managed 
mutual funds may not seem like much, 
there’s a growing body of research that 
says it makes a huge difference in long-
term investment results.
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Keep It Simple
Index funds offer another great 
advantage to individual investors.

Instead of owning maybe twenty or 
fifty stocks, an index fund owns the entire 
market. (Or, if it’s an index fund that tracks 
a specific portion of the market, they own 
that portion of the market.) For example, 
an index fund like Vanguard’s VFINX, 
which attempts to track the S&P 500 stock 
market index, owns all of the stocks in the 
S&P 500 and in the same proportions as 
they exist in the market.

The bottom line is this: The only 
investments You, Inc. needs to hold are 
index funds. They provide lower risk, 
lower costs, and lower taxes than stocks 
or actively managed mutual funds. Yet 
they provide the same returns as the 
market as a whole.

Still, there many different index funds 
from which to choose. Furthermore, how 
many should you own? As always, it pays 
to keep things simple.

One good way to get started is to  
use a lazy portfolio, a balanced collection 
of index funds designed to do well in 
most market conditions with a minimum 
of fiddling from you. Think of them as 
recipes. A basic bread recipe contains 
flour, water, yeast, and salt, but you  
can build on it to get as elaborate as  
you’d like.

This two-fund portfolio from financial 
columnist Scott Burns may be the 
simplest way to achieve balance. It’s 
evenly split between stocks and bonds:

 D 50% Vanguard 500 Index (VFINX)

 D 50% Vanguard Total Bond Market 
Index (VBMFX)

Burns has also created a “couch potato 
cookbook” that lists several different lazy 
portfolios and answers some common 
questions; you can find it at tinyurl.com/
LP-cookbook.

In his book How a Second Grader Beats 
Wall Street, Allan Roth (no relation to your 
humble author) explains how he taught 
his son about investing. Here’s his lazy 
portfolio:

 D 40% Vanguard Total Bond Market 
Index (VBMFX)

 D 40% Vanguard Total Stock Market 
Index (VTSMX)

 D 20% Vanguard Total International Stock 
Index (VGTSX)

This is the medium-risk version of 
Roth’s second-grader portfolio. For a 
portfolio with a higher risk profile, you’d 
put 10% into bonds, 60% into American 
stocks, and 30% into international stocks. 
A lower-risk allocation would be 70% in 
bonds, 20% in American stocks, and 10% 
in foreign stocks.

Though I’m a passive investor, I don’t 
actually use a lazy portfolio. But if I 
were to use one, it’d follow three simple 
rules. First, I’d want the bond portion to 
equal my age. Second, I’d want 10% in 
real estate to spread risk a little more. 
Finally, I’d want the stock portion to be 
two-thirds American stocks and one-third 
international stocks. Since I’m forty-five 
years old, it’d look like this:

 D 45% Vanguard Total Bond Market 
Index (VBMFX)

 D 30% Vanguard Total Stock Market 
Index (VTSMX)

http://tinyurl.com/LP-cookbook
http://tinyurl.com/LP-cookbook
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 D 15% Vanguard Total International Stock 
Index (VGSTX)

 D 10% Vanguard REIT Index (VGSIX)

This lazy portfolio changes with your 
age, which I like. It takes on more risk 
when you’re younger and then eases into 
bonds as you get older.

These are just a few suggestions. There 
are scores of index funds out there, and 
countless ways to build portfolios around 
them. In fact, there’s a subculture of 
investors who love lazy portfolios. You can 
read more about them at the following 
sites:

 D Bogleheads. tinyurl.com/BH-lazy 

 D MarketWatch. tinyurl.com/MW-lazy

There’s no one right approach to index 
fund investing. Yes, it’s simple, but you 
can spend a long time deciding which 
asset allocation is right for you. While it’s 
important to do the research and educate 
yourself, you probably shouldn’t spend 
too much time sweating over which choice 
is “best.” Just pick one and get started—
you can always make changes later.

Make It Automatic
After you’ve set up your 
investment account, it’s time to 
remove the human element from 
the equation. As always, You, Inc. 
should do what it can to automate 
good behavior.

If you plan to do all your investing 
through your employer’s retirement plan, 
it’s easy to get started. Contact your HR 
department to request that they have 

retirement contributions automatically 
taken out of your paycheck. You should 
at least contribute as much as your 
employer matches. Remember: The more 
you contribute, the sooner you’ll reach the 
goals in your personal action plan. Funnel 
as much profit as possible into investing 
for the future.

Many company plans don’t offer index 
funds. In that case, find funds that have 
low costs and are widely diversified. So-
called lifecycle or “target-date” funds are 
often an acceptable backup option. If your 
employer-sponsored plan doesn’t offer a 
lot of choices, ask HR if it’s possible to get 
more. They might say no, but then again, 
they might expand the company’s menu 
of mutual funds. It never hurts to ask!

If you plan to invest on your own—
whether instead of or in addition to 
investing through your company’s plan—
contact the mutual fund companies 
directly instead of going through a broker. 
Three of the larger no-load mutual fund 
companies are:

 D FIDELITY INVESTMENTS: tinyurl.com/
FID-ind, 800-FIDELITY

 D T. ROWE PRICE: tinyurl.com/TRP-ind, 
800-638-5660

 D THE VANGUARD GROUP: tinyurl.com/
TVG-ind, 800-319-4254

If you’re just starting out, you should 
probably pick one company and stick with 
it; that’ll make things easier because you’ll 
be able to track all your investments in 
one place. 

For a more detailed discussion of how 
to automate your investing, pick up a copy 
of David Bach’s The Automatic Millionaire.

http://tinyurl.com/BH-lazy
http://tinyurl.com/MW-lazy
http://tinyurl.com/FID-ind
http://tinyurl.com/FID-ind
http://tinyurl.com/TRP-ind
http://tinyurl.com/TVG-ind
http://tinyurl.com/TVG-ind


BE YOUR OWN CFO 110

Ignore Everyone
People tend to pour money into 
stocks in the middle of bull 
markets—after the stocks have 
been rising for some time. 

Speculators pile on, afraid to miss 
out. Then they panic and bail out after 
the stock market has started to drop. By 
buying high and selling low, they lose a 
good chunk of change.

It’s better to buck the trend. Follow 
the advice of Warren Buffett, the world’s 
greatest investor: “Be fearful when others 
are greedy, and be greedy when others 
are fearful.” 

In his 1997 letter to Berkshire Hathaway 
shareholders Buffett—the company’s 
chairman and CEO—made a brilliant 
analogy: “If you plan to eat hamburgers 
throughout your life and are not a cattle 
producer, should you wish for higher or 
lower prices for beef?” You want lower 
prices, of course; if you’re going to eat 
lots of burgers over the next thirty years, 
you want to buy them cheap.

Buffett completes his analogy by 
asking, “If you expect to be a net saver 
during the next five years, should you 
hope for a higher or lower stock market 
during that period?”

Even though they’re decades away from 
retirement, most investors get excited 
when stock prices rise (and panic when 
they fall). Buffett points out that this is the 
equivalent of rejoicing because they’re 
paying more for hamburgers, which 
doesn’t make any sense: “Only those who 
will [sell] in the near future should be 
happy at seeing stocks rise.” He’s driving 
home the age-old wisdom to buy low and 
sell high.

Following this advice can be tough. 
For one thing, it goes against your gut. 
When stocks have fallen, the last thing 
you want to do is buy more. Besides, how 
do you know the market is near its peak 
or its bottom? The truth is you don’t. The 
best solution is to make regular, planned 
investments—whether the market is high 
or low.

Meanwhile, ignore the financial news.

In Why Smart People Make Big Money 
Mistakes (and How to Correct Them), 
Gary Belsky and Thomas Gilovich cite a 
Harvard study of investing habits. The 
results? “Investors who received no news 
performed better than those who received 
a constant stream of information, good 
or bad. In fact, among investors who 
were trading [a volatile stock], those who 
remained in the dark earned more than 
twice as much money as those whose 
trades were influenced by the media.”

Though it may seem reckless to ignore 
financial news, it’s not. If you’re saving for 
retirement twenty or thirty years down 
the road, today’s financial news is mostly 
irrelevant. So make decisions based on 
your personal financial goals, not on 
whether the market jumped or dropped 
today.

Conduct an  
Annual Review
During a given year, some of  
your investments will have higher 
returns than others.

 For example, if you started the year 
with 60% in stocks and 40% in bonds, you 
may find that you now have 66% in stocks 
and 34% in bonds. What’s more, You, 
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Inc.’s goals may have changed, or you 
might discover that you can’t stomach as 
much risk as you thought you could (this 
happened to a lot of folks in 2008). 

To compensate, rebalance your 
investments at the end of each year. This 
simply means you should shift money 
around so your assets are allocated the 
way you want them to be. Doing this is 
another way to take the emotion out of 
investing.

There are two ways to rebalance.
You can sell your winners and buy 

your losers. By selling the investments 
that have grown and buying those that 
lag behind, you’re buying low and selling 
high, just as you should. Be aware, 
though, that you might owe taxes if 
you go this route, so check out the tax 
implications before you sell any securities.

If you can afford it, contribute new 
money to your investment account, but 
only to buy the assets that need to catch 
up. By doing this, you don’t have to worry 
about taxes, but you’ll need some cash on 
hand.

Though many investment professionals 
swear by rebalancing, there’s some 
research that shows it’s not as important 
as people once thought. In The Little 
Book of Common Sense Investing, John 
Bogle writes, “Rebalancing is a personal 
choice, not a choice that statistics can 
validate. There’s nothing the matter with 
doing it…but also no reason to slavishly 
worry about small changes…” In other 
words, rebalance if your asset allocation 
is way out of line but don’t worry about 
small changes—especially if you’d end up 
paying a lot of fees by rebalancing. 

How to Invest
In this section, you’ve learned 
that the stock market provides 
excellent long-term returns, and 
that you can do better than 95% 
of individual investors by putting 
your money into index funds. 

But how do you put this knowledge 
to work? What’s the best way to take 
advantage of this information?

The answer is shockingly simple: Set up 
automatic investments into a portfolio of 
index funds. Here’s how You, Inc. can get 
started:

 D Put as much as you can into 
investment accounts—as soon as 
possible. Fund tax-advantaged 
accounts (such as retirement 
accounts) before taxable accounts.

 D Invest in a low-cost stock index fund, 
such as Vanguard’s Total Stock Market 
Index Fund (VTSMX) or Fidelity’s 
Spartan Total Market Index Fund 
(FSTMX).

 D If the stock market makes you 
nervous, or you want to spread the 
risk, put some of your money into 
a bond fund like Vanguard’s Total 
Bond Market Index Fund (VBMFX) 
or Fidelity’s Total Bond Market Index 
Fund (FTBFX).

 D If you want diversification with less 
work, invest in a low-cost combo fund 
like Vanguard’s STAR Fund (VGSTX) 
or Fidelity’s Four-in-One Index Fund 
(FFNOX).
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After that, ignore the news no matter 
how exciting or scary things get. Once a 
year, go through your investments to be 
sure your investments still match your 
goals. Then continue to put as much as 
you can into the market—and let time take 
care of the rest.

That’s it. Seriously. Do this and you 
should outperform most other individual 
investors over the long term. Aren’t you a 
smart CFO?

Retire Your Way

To many people, retirement means 
one thing: reaching a ripe old age—
60 or 65, usually—and leaving the 
workforce to enjoy the money saved 
over the preceding few decades. 
This money might come from many 
sources: a company pension, personal 
savings, government benefits. In this 
view, retirement is a time to travel and 
try things you never had time to do 
before.

While that’s how most people 
approach retirement, it’s certainly not 
the only way.

Early retirement is exactly the 
same as a conventional retirement, 
but it doesn’t come at the end of life. 
Instead, it’s achieved at age 50 or 40 
or 30. To retire early, you have to save 
more than average. To retire very 
early, you have to save a lot more 
than average. Some folks believe early 
retirement is a pipe dream, but it’s not. 
If you can boost the profit margin from 
You, Inc. to 50%—which is tough but 
possible—you’ll probably be able to 
retire in about fifteen years.

Another option is semi-retirement. 
When you’re semi-retired, you 
continue to work—but on your own 
terms. You have significant savings—
maybe even enough to

be truly retired—but you choose to 
earn an income so you don’t have to draw 
down your savings as quickly. I consider 
myself semi-retired: I could probably quit 
working and live out my days happily, 
but I opt instead to do meaningful work. 
Doing so lets me travel more than I might 
otherwise be able to. Bob Clyatt explores 
semi-retirement at length in his book 
Work Less, Live More.

In The 4-Hour Workweek, Tim  
Ferriss describes another approach  
to retirement. He argues that instead 
of deferring decades of retirement  
until the end of our lives, we’d be 
happier, more fulfilled, and more 
productive if we instead redistributed 
this time in the form of “mini 
retirements” throughout our careers. 
These career breaks allow us to 
explore new people and places while 
we’re still young and fit, and while we 
still have time to change course if we 
discover a new opportunity.

In the end, it doesn’t matter how 
you label your lifestyle. Whether 
you’re retired or not, all that matters is 
making sure your work and spending 
match your mission statement. If you 
do, you’ll be happy.
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This guide has focused on financial mechanics, specific tactics for 
operating your personal life as if it were a business.
These methods, when applied patiently 
and persistently, can turn You, Inc. into a 
profitable enterprise. But there’s one final 
piece to the puzzle.

Successful money management, 
whether on a business or personal level, 
is less about mechanics than it is about 
mindset. When a future CFO graduates 
from business school, he shares the 
same basic education as thousands of 
other MBA students. Each understands 
fundamental business and economic 
theory. So too every reader of this 
guide now possesses the same base of 
knowledge from which to work.

It’s not the book knowledge that breeds 

success. Instead, it’s mental toughness. 
Successful CFOs exhibit this strength of 
mind through three distinct qualities:

 D VISION. A successful CFO embraces 
his company’s mission and 
incorporates it into his vision for his 
own life.

 D DISCIPLINE. A successful CFO gets stuff 
done. He recognizes that, yes, some 
tasks are mundane and less fun than 
others. But he also understands that 
even the mundane tasks need to be 
done, that they’re small parts of a 
greater whole.

Conclusion
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 D WILLPOWER. Most importantly, a 
successful CFO is willing to confront 
difficult tasks instead of shirking 
or delegating them. He’s willing to 
make unpopular decisions that bring 
short-term pain because he knows 
they’ll bring his company increased 
profitability in the future.

Most of the people who buy this guide 
won’t read it, and their lives will continue 
as before. Most of the people who read 
this guide won’t make changes, and their 
lives will continue as before. Most of the 
people who make changes after reading 
this guide will focus on the small, simple 
things, and their lives won’t improve 
markedly. But a handful of people—and 
I hope you’re one of them—will read this 
guide, absorb its message, and make big 
changes to their lives. These dedicated 
souls will experience something amazing.

After slashing overhead and boosting 
income, their cash flow will be greater 
than they could have imagined. They’ll 
sell their oversized homes, begin biking 
to work, or start a business (some will do 
all three!). They’ll invest their profits in 
stock market index funds, and then wait 
patiently while their wealth compounds 
with time. Gradually, these folks will align 
their spending with their mission and 
goals.

Then, after operating You, Inc. as a 
business for ten or twenty years, these 
people will retire to join the ranks of the 
quiet millionaires.

Your personal wealth is your real 
business; everything else just supports it.

A handful of people—
and I hope you’re one of 
them—will read this guide, 
absorb its message, and 
make big changes to their 
lives. These dedicated souls 
will experience something 
amazing.
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This guide is different than most 
of the personal finance books 
and blogs you’ve read. Instead 
of assuming you’re a victim of 

circumstance, I assume that you 
are the master of your own fate.

Sure, you’re a part of the overall 
economy and subject to both lucky and 
unlucky breaks, but ultimately you’re in 
charge. Your circumstances may not be 

your fault, but they’re your responsibility.
You are the Chief Financial Officer of 

your own life.
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