money

L

t

Nurture Your
Nest Egg
Simple steps to a better saving and investing strategy.
By Keesa C. Schreane

that Sandra Garcia*, 33, planned to save
for always seemed so far away. For three years, she and her
husband owned a lucrative law firm that at its peak brought
in $10,000 a month, allowing them to become homeowners before age 30. “The firm was doing well, so we took for
granted that our business would always be there and just kept putting
off saving,” Garcia says.
Those good times came to an end with a substantial slowdown in business. No longer able to afford their home in Florida, the couple folded
the law firm and attempted to sell their house. But bleak real estate and
job markets made it nearly impossible to find a buyer, and new jobs were
scarce. With a 3-year-old in tow, they were ill prepared to handle this rainy
day that turned into a monsoon. To make ends meet, Garcia depleted the
only savings she had: her 401(k), worth $14,000.
Whether you came through last year’s economic meltdown with your
job and 401(k) intact, you’re in recovery mode or you’re just starting to
save, the following steps could help you avoid financial anxiety.
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Become a frugalista
Dieters are sometimes encouraged to
keep a food diary so they can see how
much they’ve actually eaten in a day.
Likewise, if you’ve never been a saver
before, you may benefit from tracking
how much you really spend on a day-today basis. “Most people spend whatever
they have coming in,” says Nancy Matta,
senior vice president of investments at
UBS Financial Services. “At the end of
the day they have no savings.”
Learn to live below your means
to increase the amount of disposable
income you can use for saving or
investing. “If you make $100 dollars,
spend only $90. That’s a good place
to start,” says Duane Davis, a wealth
management adviser for a large national
bank. If you want to be an aggressive
saver, aim to put aside 20 to 25 percent
of your income. Also, keep an eye out for
extra ways to save, from online discounts
to old-fashioned coupons.
illustration by reena de la rosa
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Make a plan
Get a clear understanding of the
dollar amounts needed to maintain
your desired quality of life while
working toward future goals. Many
advisors will suggest you start off
by saving the first 10 percent of
your paycheck and contributing the
maximum amount to your 401(k)
investments (visit irs.gov/retirement
for more information).
Don’t be intimidated by all of the
options out there. Get familiar with
the different ways to save: Liquid
savings (such as what’s in your
savings account), money market
accounts or certificates of deposit
(CDs) are accessible when you need
to tap into those funds. When you
invest in stocks or mutual funds, you
do so with after-tax income, but this
money is also more easily converted
into cash when you need it. And taxdeferred investments—which include
IRAs, Roth IRAs, 401(k)s, 403(b)s
and tax-deferred annuities—cannot
be easily accessed before retirement
without incurring high penalties.

Ask an Expert
There are financial advisers
who work with every income
level, so you don’t need to be
wealthy to get financial advice.
An adviser is a great resource
to help you figure out which
type of investing tool is right
for you given your present
situation—whether it’s a Roth
IRA or traditional IRA depending
on your income, a Keogh plan if
you’re self-employed or a 401(k)
if your employer offers it.
They can also recommend the
right mutual funds, individual
stocks and bonds for your
portfolio, as well as help you
figure out where to put your
savings dollars to get the best
return on them. It’s smart to
update your financial plan with
them at least once a year.

Give back
Donating money to your community
or an organization is a great way
to make a difference and allow the
“give and receive a greater measure”
philosophy to take root in your
finances.
Give a “tithe” to your spiritual
organization, funds to your alma
mater or time and financial resources
to disadvantaged youth. You’ll be
amazed at how your gifts will come
back to you—and not just in an
intangible sense. When you donate
to a nonprofit organization, be sure
to submit those receipts to your
accountant at tax time to get a writeoff. Extra money from that tax return
can go directly into the savings or
investment tool of your choice.

Create a cushion
If there’s anything we’ve learned
from the last two years, it’s that
employment stability is not
guaranteed. Many people are still
looking for work six months to
a year after being laid off. To prevent
tapping into your 401(k) or any other
investments, have a cash stash that
you can access in an emergency.
Garcia wishes she had been more
diligent in creating a cushion, as
lack of savings left her with limited
options after losing her income.
“Avoid taking money from your
401(k) at all costs,” she says. “In our
situation, we had no choice—it was
a matter of survival.”
Davis recommends that you
determine the amount of your
emergency cushion based on your
personal comfort level—anywhere
from 3 to 12 months. But don’t panic!
It may take you a while to build up
that stash.
The bottom line: The longer you
wait to establish savings and begin
investing, the longer it will take you
to reach your financial goals. The
important thing is to get started—just
don’t overextend yourself!

