Budgeting and
Borrowing Strategies
to Keep You Financially Fit
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You have important financial goals for your life...
a real or imaginary list of all you’d like to achieve.
Of course, you may not achieve every goal you’ve
ever dared to dream about.

But in this booklet we’ll help you learn how to
analyze your current financial health, prioritize
your goals, manage your finances, and use credit
wisely to help you accomplish as many of your
objectives as possible.

The first step is to set specific goals and identify
the ones that are most important to you so you can
make sure they happen. Once you know what
you’re working toward, it’s easier to establish a
financial fitness regimen that will keep you on
track to meet your goals.

As you work toward financial fitness, one of the
hardest trouble spots to trim down can be personal
debt. We’ll help you understand the differences
between good credit and bad credit and develop a
smart plan for getting out from under debt that can
threaten your ability to achieve your goals.

Your quest for financial fitness is very similar to
striving for physical fitness. It takes perseverance,
work and a commitment to success. But you’ll
enjoy the rewards of your efforts throughout

your lifetime.

Stay
Fina}ncially Fit
with AmeriCU

AmeriCU can
help you shape up

your finances




Setting your

priorities

What'’s important to you?

Identifying and prioritizing your financial goals

is the first step in getting your finances in shape.
Once you've identified what you’re working
toward, you’ll have greater motivation to develop
a sound plan for managing your finances —

and you’ll be more likely to stick to it.

Start by using the Financial Goals Checklist in
Figure 1 to identify what’s important to you.

Then assign a priority number of one through
four. For instance, paying for your child’s braces
or saving for the down payment on a new car
without dipping into your savings are short-term
necessities and should be labeled “priority 1.”
Longer-term needs such as retirement savings are
“priority 2.” Home improvements that aren’t a
necessity but will improve the value of your home
would be labeled “priority 3.” And vacations and
other wish list items should be “priority 4.”

While it’s often difficult to identify every goal, here
are some that definitely should be included on your
list, if applicable to your situation:

= Building enough savings to handle
an emergency

= Buying a home

= Getting out of debt — and staying out

= Paying for — or helping to pay for — your
children’s college education

= Building a nest egg that will allow you to
retire comfortably when you're ready

Be sure to complete your checklist with your
spouse, significant other or perhaps a trusted
friend. You’ll be less likely to omit a goal —
and it will help ensure you’re heading in the
right direction.



Figure 1 Financial Goals Checklist




How are you spending your money?

Before you develop a financial fitness plan, you
need to take a close look at how you’re spending
your money. If you haven'’t really been paying
attention to where your money goes, take time
now to fill out the Cash Flow Worksheet in
Figure 2. By understanding what you do with the
money that passes through your hands each day,
you’ll gain valuable insight into the state of your
personal finances.

While you’ll have exact figures for certain
expenditures, such as your mortgage or rent
payment and insurance premiums, you’ll need

to estimate others. Check your credit card
statements, paid bills, canceled checks and cash
register receipts to learn as much as possible about
your spending habits. The more accurately you
can pinpoint your expenditures, the better you’ll
be able to understand where your money is going.

picture of how wisely you’re using your money and
you’ll be able to identify the areas where you may
need to make changes.

6 Once you're finished, you’ll have a fairly clear

You'll fall into one of the following three categories:

= Balanced - If your income and expenditures are
. roughly in balance with each other, you’ve been
Tak| ng StOCk able to keep yourself from getting into a financial
hole. That’s great, but take a closer look at
your totals. Are recreation, clothing and other
discretionary spending items higher than your
Of you r savings and investment entries? Even when the
books are balanced, you need to keep track of
where that money is going to keep your priorities
. . balanced, too.
fl nanC|a| health = Higher income than expenditures — At first
blush, this may look like you’re managing your
finances well. But don’t forget about those
priorities you set in Figure 1. In order to reach
your goals, any surplus money you have should
be on the savings and investment line. You may
also need to review the numbers again to see
whether there are expenditures you’ve forgotten.




= Higher expenditures than income — This is a sure sign of trouble down the
road. Whether you’ve been dipping into your savings, borrowing money or
buying on credit, you’re living beyond your means. While there may be times
when you have no choice, living this way on a regular basis is poor money
management and it will cost you in the long run.

Figure 2 Monthly Cash Flow Worksheet

Take-home salary (net household)

Dividends/capital gains/interest

Commissions/tips/bonuses

Other (child support, rental income, tax credits, etc.)

Total Household Income (total of five lines above)
Mortgage/rent

Loan payments (auto, home equity)

Credit card payments

Real estate taxes (if not in escrow)

Childcare (daycare, school tuition)

Insurance premiums (homeowners, auto, life/disability)

Cable TV/satellite/Internet access

Utilities (heating, electricity, telephone, water, sewer)

Car expenses (gas, repairs and maintenance, registration, etc.)
Other transportation expenses (parking, public transportation, taxis)
Food (groceries, dining out)

Medical/dental bills (not covered by insurance)

Clothing

Charitable contributions

Recreation/entertainment (magazines, newspapers, movies, etc.)
Miscellaneous (personal care, pet supplies, kids’ allowances, etc.)
Savings/investments (retirement, college, vacation or emergency fund)
Total Expenditures

Total Monthly Income (from above) Minus Total Expenditures

Surplus (+) or deficit (-)




Making a budget

— and sticking to it

The joy and pain of making a budget

We’ve all heard the old adage “no pain, no gain.”
It’s as true in financial fitness as it is in physical
fitness. And often times, budgeting falls into this
category. It may seem like a painful process
because it shows you in black and white exactly
what you’re doing with your money. But, in reality,
it's the best way to discipline your spending and
take control of your finances.

The good news is, once you have a budget in place
— and have adjusted it through a few months of
actual spending — tracking your expenditures will
become almost automatic.

And you’ll adopt smart spending and saving habits
that will help keep you on track to meet your
financial goals.

To get started, use the Budget Worksheet

in Figure 3. You’ll need to budget for fixed
expenditures — such as car payments, insurance
premiums and mortgage or rent — as well as
variable spending. These variable spending items,
such as dining out, clothing and groceries are the
expenses over which you have a greater degree of
control, and it’s the area in which you’ll be able
to cut costs the most, if necessary.




Figure 3 Monthly Budget Worksheet

Monthly household income

Total monthly income (from Figure 2) $

Fixed monthly expenditures Budget Actual (+) or (-)
Mortgage/rent $ $

Loan payments (auto, home equity, student, etc.) $ $

Credit card payments $ $

Real estate taxes (if not in escrow) $ $

Childcare (daycare, school tuition) $ $

Insurance (auto, homeowners, life/disability, etc.) $ $

Cable TV/satellite/Internet access $ $

Subtotal of fixed monthly expenditures $ $

Variable monthly expenditures

Heating $ $
Electricity $ $
Telephone/cell phone $ $
Water/sewer/rubbish removal $ $
Gasoline $ $
Auto repairs and maintenance $ $
Public transportation/taxis/parking $ $
Groceries $ $
Medical/dental bills (not covered by insurance) $ $
Clothing $ $
Charitable contributions $ $
Recreation/entertainment $ $
Personal care $ $
Miscellaneous (pet supplies, kid’s allowances, etc.) $ $
Subtotal of variable monthly expenditures $ $
Monthly savings and investments

Retirement fund $ $
College fund $ $
Vacation fund $ $
Emergency fund $ $
Subtotal of monthly savings and investments ~ $ $
Summary

Total monthly expenditures $ $
Total income minus expenditures $ $
Yearly total (multiply line above by 12) $ $




Cutting costs and

stretching your

budget dollars

Now that you’ve established a budget, you’ll
need to identify spending patterns you may
have and consider ways to make the most of
your budget dollars.

Keep in mind, the most common spending
problems occur when you’re living in a house
that’s too large, driving a car that’s too luxurious
or living a credit card lifestyle that’s too lavish for
your income. Consider these tips as you evaluate
your personal spending.

< Sweat the small stuff — Expenditures like that
daily premium latte or the money you pay to have
your lawn cut may only make up a fractional
part of your spending. But cutting back in small
ways can make a big difference over time. And
you may find those items are easier to do without
than some of the big-ticket items.

= Re-evaluate larger expenses — If you're driving

a luxury SUV or hanging onto season tickets for

sporting events, consider downgrading. Trade in

your vehicle for one that’s less expensive both to

buy and operate. Rather than keeping football

season tickets, select one or two games to see

throughout the year.

Watch for obvious leaks in your spending —

If cash machine withdrawals dry up before you

realize it, you need to keep better records. As a

rule of thumb, making more than one trip to the

ATM per week is a signal that you need to take

a closer look at where your cash is going.

= Consider reworking your credit picture —
Refinancing your mortgage or consolidating debt
through low-interest home equity credit can help
you take a big step toward regaining control of
your finances. In general, if mortgage rates are
at least two percentage points lower than the rate
you’re paying, refinancing your mortgage could
save you significant money. You may also be
able to refinance over a shorter period of time
to reduce your overall cost. See page 14 for
further advice on consolidating your debt.



The good, the bad and the ugly

It’s virtually impossible to live debt-free. Very few
of us can hand over cash when we purchase a
home or pay for college tuition. But it’s important
to understand the differences between good and
bad debt. While you never want to let your credit
spending get out of hand, you also don’t want

to deplete cash reserves you’ve set aside for
emergencies just to avoid some debt. The key is
recognizing when it makes sense for you to borrow
— and managing that debt wisely.

According to experts, your total monthly long-term
debt payments — including your mortgage and credit
cards — should never be more than 36 percent of
your gross monthly income. That’s one of the key
factors that mortgage lenders look at very closely
when they assess your creditworthiness.

What is “good debt?”

“Good debt” includes anything you truly need but
can’t afford to pay for up front without wiping out
cash reserves or liquidating your investments. Some
“good debt” — such as mortgage and home equity
loans or lines of credit — can even help lower your
federal tax bill because the interest you pay may

be up to 100% tax-deductible. (Consult your tax
advisor regarding your personal situation.)

Generally, you should be able to answer each of the

following questions “yes” for credit to fall into the

“good” category:

= Is the item you’re financing a necessity and/or
does it add to your overall well-being?

= Are you paying a reasonable interest rate on
the loan?

= Can you afford the monthly payments?

= Can you make your regular payments on time
and repay the debt in a timely manner?

Within the guidelines above, buying a home,
paying for college, and financing a vehicle
typically can be considered “good debt.”

Recognizing

good credit

and avoiding bad




How to know  Steering clear of “bad debt”

“Bad debt” includes debt you’ve taken on for things
you don’t really need and can’t afford. The worst
, type is credit card debt, which typically carries the
When you '€  highest interest rates and provides no tax benefits.
Because it’s easy for debt to get out of hand, you
may be headed for trouble if any of the following

headed for trouble ™

= You’re making purchases that you really can’t
afford and don’t contribute to your overall
well-being.

= You're paying a relatively high rate of interest on
your loans.

= You consistently find it challenging to make the
minimum monthly payments.

= You can’t repay your loans in a reasonable time
frame.

Recognizing the “no-interest financing” trap

interest until next year!” or “No monthly payments
for six months!” These deals sound great and often
look like the perfect way to afford items you haven’t
saved up the cash to buy, but if you don’t read the
fine print, you could end up paying more than you
bargained for.

12 You’ve seen it before. “Buy now and pay no

The offer varies from store to store, but generally,
you must sign up for the store’s credit card to get the
financing. The catch comes when you don’t pay off
the balance by the end of the promotional period
and the interest rate on the store credit card kicks

in. Typically, these rates can be 20% or higher, and
many stores charge interest to your account from the
date of the purchase. If that happens, you may
actually pay more for the item you’re buying than
you would if you had used a low-interest credit
card in the first place.

Worst of all, signing up for these types of deals can
hurt your credit score. If your credit ranking isn’t
great to begin with, adding another account with a
balance could drive it lower and hurt your chance
to secure other loans or credit cards down the road.

The best strategy is to take advantage of no-interest
deals only when you know you can pay the item off
by the end of the promotional period.
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Consolidating

your debt

Should you take a loan to pay off your debt?

Refinancing high-rate debt is the number-one use for
home equity loans and lines of credit, according to
the Consumer Bankers Association.

If you decide to tap into your home’s equity to pay
off higher-interest debt, choose a fixed-rate loan with
a long pay-off term, not just a three- or five-year
loan. Look at the payment amounts and choose a
term that allows you to lower the amount you’re
paying each month. You’ll always have the option
of making more than the minimum monthly payment
and paying it off faster.

Remember, if you choose this option, you shouldn’t
choose it lightly. With your home on the line, it
takes a serious commitment to making the monthly
payments and paying off all your debt. Don’t fall
prey to the temptation to begin charging again once
you’re out of the danger zone.

Transferring balances to lower-interest credit cards

This debt consolidation strategy may seem like a

smart move — particularly with the number of credit
card companies offering interest rates as low as 0%
on balance transfers, but there are some drawbacks.

Most of these offers promise low or no interest

for a limited time — typically four to six months.
With this drastic reduction in interest, your monthly
payments will pay off a greater amount of your
principal debt. However, you’ll want to select

a card that offers a manageable fixed rate after

the introductory period. If the rate rises too high,
the majority of your payments may only be paying
off the interest.

Additionally, unlike purchases you make with your
credit card, balance transfers typically have no grace
period. That means, if you’re transferring balances
for a limited-time APR of 1.9% or 2.9%, you’ll

be charged interest from the day you transfer

your balances.

Another thing to watch for — some of these offers
charge you a balance transfer fee for each transfer.
While some are as high as 4%, most are 3% with a
cap of about $50.



Are you in too deep? Wh atto dO

Managing your debt is like managing your weight...
getting heavier is far easier than getting lighter.
Debt has a way of creeping up on you, even before

you realize it, and it can turn into serious trouble if When debt gEtS

you aren’t careful.

Recognizing when you’re nearing the danger zone

is the first step toward taking control of your debt. Out Of Control
Take a look at the following questions. If you

answer “yes” to any of them, it may simply be a

sign that your debt is becoming too heavy and you

should take steps to reduce it. If you answer “yes”

to more than one, it could signal serious trouble.

= Are you living paycheck to paycheck?
= Do you have balances on several credit cards
or other installment loans?
= Does the thought of paying your bills keep you
awake at night?
= Can you consistently only afford to pay the
minimum amount due on your credit cards 17
each month?
< |s your monthly debt load greater than 36% of
your gross monthly income?

Digging out

If you feel you’re getting into serious trouble,
there are a number of professional debt
counseling services available. They’ll work

with you on a completely confidential basis to
help you manage your debt, negotiate with your
creditors and set up a realistic payment schedule.

The National Foundation for Credit Counseling
has member agencies throughout the United States.
To find an NFCC member location near you, visit
www.nfcc.org or call 1.800.388.2227 for 24-hour
automated office listings.

Consumer Credit Counseling Services is another
excellent resource that provides budget counseling,
educational programs, debt management assistance
and housing counseling. Counseling is available
online, by telephone, and in person. Visit them
online at www.cccsintl.org or call 1.800.873.2227.




Smart borrowing =~ Wellhelp you make the
right borrowing decisions
Whatever your borrowing needs, AmeriCU can
. help you find the solution that’s right for you.
alte rnatives fro M We offer a complete range of credit card, loan
and line of credit products that can help keep
you financially fit.

AmeriCU Real Estate Loans

We offer options for buying a home or financing
necessary expenses, and the interest you pay on
loans secured by your home may be up to 100%
tax-deductible. (Consult your tax advisor regarding
your personal situation.)

Mortgage Loans — Members enjoy great rates on
a variety of loan options, including:

= Fixed rate mortgages with your choice of monthly
or bi-weekly payments

< FHA loan programs that help qualified buyers
purchase with little or no money down

18 = VA loans for veterans

= Construction loans to help you build your dream
home

Plus, you can apply online at our Mortgage Web
Center. Just visit www.americu.org.

Home Equity — You can use the equity in

your home to qualify for affordable credit for
virtually any important expense, including debt
consolidation, home improvements, college tuition
and more.

= Fixed Rate Home Equity Loans that let you
borrow one lump sum and repay over a
set period.
f = Variable Rate Home Equity Lines of Credit
L‘.- - offer revolving credit you can use again and
again as you repay your line.

)fl, 1.800.388.2000 * www.americu.org




