


MAI(INC THE MOST
OF YOUR PAYCHECI(
,: 

ebecca and Magnus McCaffery we1'

. comed their first child into the world in

- . . lanuary zorr. Just one weeklater, they

bought their first home, and about two and a half

years after that they welcomed their second child.

This happy flurry of activity resulted in numerous

changes, many of them financial.

The Bozeman, Montana, couple had to adjust to
having a mortgage, home-maintenance costs and

two other people to support.
"We're more future thinking now" Rebecca

McCaffery says, "like putting money into retirement
and college savings. It's nothing great, just putting
that little piece in every month, not only for our-
selves, but also for our kids. It's certainly more of a

savings bufler than we had as grad students."
The McCafferys are not alone. Many Americans

are trying to save more and make better financial
decisions, but it can be challenging.
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Amerigans have had a savings problem for several

decades, and many experts say we just aren't saving

enough to cover expenses, unforeseen illnesses or
injuries, and retirement. According to the U.S.

Department of Commerce's Bureau of Economic
Analysis, Americans were saving-including put-

ting money toward retirement-between ro percent

and rr percent of their disposable personal incomes

in r98o. In fact, Americans had been saving ro per-

cent or more for most of the r96os and'7os. How-
ever, by the mid-r9Sos, that figure had begun to fal1.

In July zoo5, America's savings rate was down to
only about 2 percent.

The recent recession and economic recovery have

spurred Americans to save more. In November of
last year, America's savings rate was 4.2 percent,

although that is still less than halfthe savings rate

of three decades ago.

The need to plan for the future has led families
such as the McCafferys to look for ways to save more

and invest for the future. For ideas on achieving

these goais, we spoke with financial advisers who
could offer practicai advice on strategies-such as

drawing up a responsible budget and having a sys'

tem in place for putting money toward important
financial goals.
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iletailed Budgeting
Fortunately for the McCafferys, who work in the
wildlife biology field, they share a similar philoso-
phy when it comes to money, so devising a plan and
sticking to it-even if that means some sacrifices-
has been relatively easy for this couple. They make
ends meet by adhering to a detailed budget of
monthly expenses, which also ailows them to save a
little each month for emergencies, their kids' college
fund and their retirement.

"[Our budget's] pretty tight-for example, in
order to put our daughter into swim lessons, my
husband stopped his gym membership," Rebecca
McCaffery says. "But it has savings and putting
money aside built into it."

The McCafferys bought
their home when house prices
were low, and they deliberately
chose a residence within walk-
ing distance ofvarious places
they need to go. Later, they
were able to also take advan-
tage ofdropping interest rates
to refinance, allowing them to
put the savings toward their
retirement and their kids'
college funds.

The family also saves in a

number of other ways. They
currently forgo cable and per-
sonai smartphones, and they
budget for dining out. They
raise chickens for eggs and
grow a big vegetable garden.
They also winterize their
home every year to save on
energy costs.

Know Thyself
Debbra Dillon, a certified financial planner based
just outside Boise in Eag1e, Idaho, says rnost people
can improve their budgeting.

"Really, it's pretty simple," she says. "You're either
going to have to increase your income or decrease
your expenses. Those are the only two ways to save."

But take heart, she says, because there is always a
way to accomplish this, even if you have very little to
start with. She tells of a couple she advised who had
a large amount of debt and no savings when they
first came to her.

"Three years later they are out ofdebt, have a

good emergency fund, and are starting to save for
their retirement," Dillon says. "They are so much
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happier, and they look ro years younger. Sometimes
people just need to sit down and ask themselves,
'What does my future look likel' And sometimes
that is enough to motivate them to plan and save."

Dillon typically helps clients to draw up a budget,
or a spending plan, as she likes to call it. She recom-
mends clients look over the expenses from the previ
ous year, comparing the total to their net income.
Then they can find places to cut costs, and create a
plan for how to spend money in the future. If you
don't have a record ofyour spending over the last
year, there are several tools that can be used to begin
to track expenses for the future. Mint.com is a popu-
lar free online tool for this. Other software tools
include Moneydance, Quicken and QuickBooks.

"Sometimes people
just r:e*d to sit d*wn
and aslc th*nrselves,

to rnoiivate them to
plan and save."

"Your values need to play
into any financial planning,"
Dillon advises. "Once you have
your spending plan based on
your past year, you may look at
it and say, 'That doesn't fit at
ail with my values."'

Self-reflection offers an opportunity for couples to
think about their goals and values, which they can
use to shape their spending plan.

Paui Doak, a certified financial planner in Seattle,
has seen success stories simiiar to that of the McCaf
ferys during his 17 years in the field. However, he
also has a cautionary tale ofan acquaintance who
came into an inheritance of more than $3oo,ooo.
The friend had no plan for how to use the money.
He and Doak crossed paths a year and a halflater,
and Doak asked the friend how it was going. To
Doak's surprise, the man said he wished he had
never been given the inheritance.

"They let the money go to their heads," Doak says.
"They bought things they didn't need. They volun-
tarily cut back hours at work, and then just 18

I
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months later, they were more in debt, with lower-

paying jobs."

To avoid such financial stumbles, Doak says, you

need to know yourselfbefore you make a budget.

"Some people, they'll get money in their pocket

and see a shiny widget and say, 'I gotta have that.'

Knowing that they tend to be spenders before that

paycheck arrives, they can, instead, allocate-set
aside a certain amount in savings and be disciplined

about it. If there's something left over, they can go

and have fun with that."

Spending Plan Categories
One place to start when developing a budget is with
the largest expense area-housing- A general rule is

that you should spend no more than z8 percent of
your gross monthly income on the combination of a

mortgage, interest payments, taxes and insurance,

financial planner Dillon says. Ifyou cross over the

z8 percent barrier, don't panic. It just means you

will need to work a little harder to control costs in
order to save for the future.

Other common budgeting categories to include

are all of the monthly bills, from utilities to phone

charges; estimates for the cost offood; and expenses

associated with your children, transportation
(including parking) and entertainment.

Another category that should be included is a

financial reserve. Doak coaches all ofhis clients on

the importance ofhaving an emergency reserve-

A general rule is that

ycu should spend no

more than e8 percent

monthlyof your gross

income on a mortgage

and relateci housing

expenses.

money that can cover all household expenses if
someone lost a job or couldn't work for a nine'
month period and had to pay insurance deductibles

and out-of,pocket exPenses.

He also recommends having three or fewer credit

cards, for ease of management. And he recommends

an automatic, pretax college savings fund if it's avail-

able in your state.

According to Barbara Potter, the executive vice

president and managing director of fiduciary

responsibilities at Laird Norton Wealth Management

in Seattle, it is important to watch for the common

budgeting mistake of omission. Expenses that are

infrequent, such as gifts, pet healthcare and cloth-

ing, may tend to be forgotten and can cause prob-

lems sticking to a budget.
"You can fill up the big buckets really easily-you

Puzzle on page 70.
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know your rent or mortgage, your utilities,
and you can estimate your food costs,"
Potter says. "Y/hat gets people offtrack are
miscellaneous things."

She recommends having specific cloth-
ing and restaurant categories in your bud-
get, and not buying items on impulse.

"lnstant gratification is a problem,"
Laird Norton's Potter says. "Ifyou saw
something in the store and said you rea11y

wanted it, I'd say, wait. Go back in three or
five days, especially ifit's priced at the
higher end ofyour budget."

Even more important to the saving pro-
cess is her recommendation that clients
pay off credit cards each month to avoid
high interest rates and to keep debt under
control. Doak agrees with Potter that it is
often the little things that can end up cost-
ing a lot of money over time and derailing
a budget.

Making financial decisions
for yourseif can be difficult
enough. Ndaking ther",'l as

a family can often beeome

the source cf friction for
ioved ones who have differ-
ing financiai styles, goai$ or
outlooks.

"If someone spends $5 per workday on
coffee, that is $roo a month, which is
$r,zoo ayear," Doak says. "The amount
you spend on coffee can add up in a very
big way."

For those who are not holding to their
budget, Dillon advises looking at ways to
reduce costs, ranging from finding cheaper
smartphone pians to reducing their cable
TV bills to packing a lunch on occasion.
You can boost your savings by using auto-
matic transfers into a retirement fund and
savings account.

Sometimes bigger, long-term savings
can be achieved by spending a littie more
money up front. Home improvements are
one such investment that can lead to sig-
nificant savings over time. And often pub-
1ic utility companies or local governments
will offer incentives for people to make
such improvements.

Jeanette Guntle, her husband and two
children live in a r9o9 house in Portland,
Oregon. Last March, they decided to have
an energy audit done through Energy Trust



ofOregon, an independent nonprofit orga-

nization that helps utility customers find
ways to save energy through free energy

audits, cash incentives and connections to
local contractors.

Energy Trust reports that since zooz, it
has helped participating utility customers
in the Portland area save $r.3 billion in
energy costs.

The Guntles' energy audit, which
included sealing up the house then blow-
ing air from a huge fan in the front door to
find leaks, showed that the Guntles could
save approximately zo percent in energy

costs if they put in 15 improvements.

Some, such as insulation and ceiling fans
in the upstairs rooms, were for energy

savings, and some were for safety, such as

a bathroom fan and attic ventilation.
"I was very skeptical that they would be

able to help us very much," feanette Guntle
says. "We chose our old house. We knew it
was leaky and creaky."

She estimates her family has saved even

more than expected-25 to Jo percent a
month-on their power bi11. Their natural
gas bill has also fallen. Perhaps more
importantly, the Guntles say their home is
more comfortable.

With the money they have saved, the

Guntles have been able to take more mini-
vacations, turning those savings into last-

ing memories.
Renters can also make improvements to

save on power use. Some ideas include
hanging thermal curtains, covering single-
pane windows with a layer of plastic,
installing low-flow showerheads, and using
efficient lightbulbs and appliances.

Consumers who are trying to save

money and energy should check to see if
the appliances they are considering pur-
chasing are Energy Star qua1ified. This
federal program identifies energy efficient
products that often use 40 percent less

energy than many standard appliances.

Depending on what state consumers live
in and the local cost ofenergy, such power
savings can translate into considerably
lower utility bills.

Planning for Retirement
Experts stress that many of America's
workers need to find a way to save more
money for retirement. Dillon says she

urges all of her clients to put money into
an individual retirement account (IRA) or,

if available, a 4or(k) plan, which is a retire-
ment account set up through your place of
work, with the employer sometimes offbr-
ing a contribution.

"Unfortunately, we tend to not give too

much thought to the fitfilre," Dillon says.

"Ifyou have access to a 4or(k), and you
have a match from your employer, and
you're not putting money in there, you're

automatically losing that gain."
Dillon advises that those who don't

already contribute to a retirement fund can

start with a small amount of money, such

iUFA has the region's largest
EtrtlBA alumni network.

an Executive MBA from the
ol of Business,

e,iexpertise
gf the Northwest's top business

school and join a vibrant network
,of high-achieving graduates.

;*s+&g.,:les are held in Seattle three
'.,rffi Q$r consecutive days each

,fffiQthr,so you can advance your
putting it on hold.

I/|[IH_g;SS'EMBA

tlW Foster Executive

64 ALASKA ATRLTNES I HoRtzoN EDtrtoN FEBRUARY 2014



as r or 2 percent of their monthly income.
The pretax income comes directly out of
their paychecks, so those using this
method are likely not to even notice that
the money is being saved. Each year, they
should try to raise the percentage oftheir
income going toward retirement.

For those seeking investment advice for
their retirement funds, Dillon says that it's
a good idea to consult with a professional if
they haven't done so in the past.

Laird Norton's Potter echoes the 4or (k)

advice and the importance of planning for
retirement.

She recommends that nascent investors

begin by buying government bonds or a
mutual fund. Some mutual fund compa-

nies even offer automatic transfers of
money from your checking account each

month that are invested in the funds of
your choice.

A Fanrily Affair
Making financial decisions for yourself
can be difficult enough. Making them as a

family can often become the source of fric-
tion for loved ones who have differing
financial styles, goals or outlooks.

Such differences can make it difficult
for a family to adhere to a budget. In fact,

experts say that coupies fight over money
matters more than any other single issue.

Sometimes, when one member of a cou-

p1e finds it perfectly logical to spend less

on coffee, the other partner may not agree.

And it may not be that the other partner is
just being difficult.

It actually may be because the topic of
money signifies something very different
for that person and is intimately tied to
who he or she is on a deep level, says

Michael Basta, a licensed clinical social

worker and a certified Gottman Method
Couples Therapist.

The Gottman therapy method was cre-

ated by the Seattle therapists, authors and

husband and wife team of |ohn Gottman
and fulie Schwartz Gottman. The couple

founded The Gottman Institute in ;994 to
provide training for mental health profes-

sionals and to help married couples that
need therapy.

A classic exampie of a chalienging situa-
tion, Basta says, is when one partner comes

from a background where money was in

short supply and the other partner comes

from a family where money was not an

issue. The potential for conflict is very high
because of their different outlooks.

A logicai solution might be for the per-

son who didn't have to budget while grow-

ing up to now learn such skills as an adult.
Unfortunately, it doesn't aiways work

that way. According to couples expert )ohn
Gottman, 69 percent of problems that cou-

ples experience are typically what he ca11s

"perpetual problems."

. When couples were foilowed for long
periods of time, these chronic relationship
issues would reappear years later with
some of the same complaints-the oniy
things that were different were the clothes

and hairstyles, Basta says with a laugh.
With perpetuai problems, there's some

deeper source oftension for the couple,

and it's usually based upon personality,
cultural values or family-of-origin differ-
ences, he says.

Iffinances are a perpetual problem for a

couple, they may find that they are con-

stantly trying to persuade or change their
partner to come to their side. Each partner
is unable to make such a compromise with-
out feeling like they are giving up a piece

of themselves, Basta explains.
"When they talk about 'money,' one per-

son might rea1ly be talking about freedom,
while the other person is talking about

security."
Basta te1ls the story ofone couple deal-

ing with a deep-seated financial issue. The
husband has a history of spending a sig-
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nificant amount of money on presents for
his adult children at Christmas. He and his
second wife were repeatedly arguing over
how much he was spending. The holidays
became emblematic of a perpetual prob-
lem regarding money.

However, through therapy, the couple
were able to understand together that his
gifts to his children caused her to worry
that they would be tied to a lifesryle that the
couple could not afford and which would
lead to financial hardship.

They also learned that her criticism of
his gifting caused the father to worry that
he would lose the respect ofhis children.
The father had previously worried about
this to the point that he had stopped telling
his wife about gifts to his children for fear

of her criticism and ensuing arguments.
By understanding that they each had an

underlying agenda that was based on a
core need, they were able to stop arguing
and begin to talk about a real compromise
that met both of their needs: respect and
security. He was able to consider a budget
for Christmas and she was able to show
empathy rather than contempt for his posi
tion when he talked about his need to give
presents to his children. The key to manag-
ing perpetual problems is recognizing
them, understanding the other person's
perspective and finding a way to compro-
mise that honors each person's needs,
Bdsta says.

While it may sound c1ich6d, experts say

the answer is communication. Parlners
need to listen to each other's positions and
show curiosity about why their partner's
position is so important.

They must also acknowledge and vali-
date their partner's emotions and point of
view as much as possible. They should
forgo persuasion until both parties feel

respected and understood, Basta says.

Compromise will only work after each part-
ner feels validated, and ifeach partner's
underlying needs are honored.

In the end, creating a budget and finan-
cial plan may serve to remind you of the
purpose of your money and what it actually
means, whether that is a comfortable
retirement, a safety net for unexpected
expenses or a monthly mini-vacation. And
with your goals in mind, it may be easier
to save.

"It's so enjoyable to see people who have

no hope at first come back later when they
are on track for retirement," says Dillon.
"It's a joy for them and it's a joy for me." I

Michelle Martin is a Seanle-based.freelance

wnter.


