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Joe Daly's application for The Dallas Morning News' Money Makeover 
feature was as bleak as they come. 

"I have worked since I was 16 and have very little to show for it, and 
will probably not retire before I die," said the 49-year-old United Parcel 
Service truck driver. 

He not only wants to leave his four children something besides debt, 
he also wants to spare them the harsh financial lessons he's had to 
learn. Mr. Daly was born and raised in El Paso, where his family lived 
in a converted garage next to his grandmother's house. 

"There was never too much investment savvy in our dinner talks, and I 
want to be able to change that with my children so that they will not 
have to slave the rest of their lives to make ends meet," Mr. Daly said 
when he met his certified financial planner. 

His situation isn't as dire as he thinks, but he does have to change his 
way of thinking and adopt new habits to get where he wants to be, 
said his planner, Michael Busch. 

"It's not as good as you probably hoped, but it's not as bad as you 
thought," said Mr. BUSC~, president of Vogel Financial Advisors in 
Dallas and chairman of the Dallas-Fort Worth Chapter of the Financial 
Planning Association, the trade group for financial planners. 

I n  The Morning News' Money Makeover feature, certified financial 
planners go over a volunteer reader's finances and give advice on how 
they can improve their situation. The planners are members of the 
FPA. 

Mr. Daly wants to retire at age 60 and have at least $500,000 dollars 
saved. But his financial situation won't make that possible. 

True wealth 



Mr. Daly's net worth of $129,123 on paper does not represent his true 
situation. 

"That's certainly not his liquid net worth," Mr. Busch said. "He's got 
investment assets of about $48,000 in terms of his 401(k), vs. debt - 
not including his home - of about $25,000, so that's a better 
representation in terms of where he is financially. Most of his non-cash 
assets aren't doing him a lot of good in terms of his retirement or his 
goals." 

What's more, Mr. Daly has virtually no savings - only $300. 

Divorce typically has a severe impact on a person's standard of living, 
and Mr. Daly, who has been divorced twice, is no exception. 

"You're having to split your assets somewhat down the middle," Mr. 
Busch said of those going through such a breakup. "Usually you're 
losing about half your assets, but your expenses aren't being reduced 
by half. They now have two houses to support instead of one house to 
support between them." 

Mr. Daly, who makes about $64,000 a year, including overtime, pays 
$10,725 a year in child support for his four children. ages 11 to 18. He 
also has other expenses related to them, contributing to his debt. 

Mr. Daly owes $8,226 on his credit cards as well as $70,000 on his 
mortgage and $15,000 on his auto loan. 

" I  know it's going to catch up to me. I 'm  trying to control it, but my 
kids always need something," Mr. Daly said of his credit card debt. 

Aggravating the situation is the fact that his $10,000 401(k) loan was 
declared in default after he was injured on the job and disabled for 
about two months. 

Mr. Daly said he didn't know he was still obligated to repay his 401(k) 
loan - taken out to help purchase a home - during his disability. 

Those who default on a 401(k) loan are subject to ordinary income tax 
on the remaining balance, as well as a 10 percent penalty for those 
under age 59 '/2 . 
"It's going to be a rough year," Mr. Daly said. "I'm going to owe the 
IRS a lot of money." 



Financial mindset 

For Mr. Daly, as for anyone seeking to improve their financial situation, 
it takes a change in mindset and adoption of financially healthy habits. 
He said his parents' financial struggles led him to vow to make things 
different for his children. 

"I spend so much money on my kids," he said. When he was a child, 
"we never had anything." 

But his good intentions have contributed to his situation. Consumers 
often land deep in debt because of emotional spending. 

Mr. Daly said he spent about $7,000 on a water scooter in hopes that 
it would help him spend more quality time with his children. 

"I've learned the hard way," he said. "The Jet Ski is now old hat. My 
kids are starting to get their own little lives now with their friends, and 
they don't want to spend time with Daddy." 

Mr. Busch said parents don't have to spend as much money on fancy 
toys as they think to get their kids to spend time with them. 

"A lot of times, the kids are perfectly happy just having the time to 
spend with them," he said. 

Getting credit card debt under control is a key step in improving Mr. 
Daly's finances, he said. 

"Credit card debt that is not paid in full each month is evidence that 
you are spending more than you earn," Mr. Busch said. "To have a 
chance at achieving your retirement and other goals, you must first 
begin spending less than you earn." 

Mr. Daly owes money on 10 credit cards. To simplify his life and get 
his spending under control, he should limit himself to one card, Mr. 
Busch said. 

"Pay your store cards off first, as these cards usually charge the 
highest rate," he said. "Once your cards are paid off, use your credit 
card only for true emergencies, not as a means of stretching your 
buying power." 

Mr. Busch had more advice for Mr. Daly. 



Pump up savings 

"You currently have only $300 in liquid savings," Mr. Busch said. " I  
recommend that you increase the balance in your savings account to a 
minimum of three months' worth of living expenses. You need a 
cushion of at least that amount to provide for contingencies, such as 
unemployment, unanticipated expenses, etc." 

He can start building his savings by adopting a policy of paying himself 
first, Mr. Busch said. 

"You should consider your savings as a monthly bill and write a check 
to be deposited in your savings account or, even better, have the bank 
make a monthly draft from your account," he told Mr. Daly. "By paying 
yourself first, the money is already gone from your account and 
unavailable to spend on other items." 

Another strategy to boost savings is to stash away the money that 
becomes available as his kids grow older and his child support 
obligations decrease, Mr. Busch said. 

" I  recommend that you commit now to saving the funds that will come 
available from this reduced expense over the next several years," he 
told Mr. Daly. 

"Doing so gives you the opportunity to increase your savings rate 
without reducing your current lifestyle." 

Mr. Daly said years of procrastination have gotten him to this point. 

"The biggest thing that Hispanics say is do it mafiana, but when 
mafiana comes, it's too late," he said. " I  want to change the pattern. 
I've got to change the pattern." 

Save for college 

Although he and the children's mother will try to share their kids' 
college bills, Mr. Daly needs to start an aggressive savings program for 
their educations, Mr. Busch said. 

"College for four children can be very expensive and is something you 
have not saved adequately for," he told Mr. Daly. 



"I recommended that the funds that you save from reduced child 
support as your older children reach 18 be used to fund Coverdell 
Education Savings accounts." 

Earnings on a Coverdell grow tax-free, and withdrawals are tax-free if  
they pay for qualified educational expenses. Contributing up to $2,000 
a year per child is allowed. 

What's nice about the Coverdell is that the money also can cover 
tuition, fees, books, supplies and equipment for kindergarten through 
12th grade. 

To make college affordable for their kids, both parents will need to 
contribute, Mr. Busch said. 

"Your children will probably need to live at home and attend a local 
junior college for two years and a local college like the University of 
North Texas or the University of Texas at Dallas for two years," he 
said. 

"Your children should also be encouraged to work and help contribute 
to the cost of their college education as much as possible." 

Rethink 401 (k) 

Mr. Daly contributes 10 percent of his pay to his 401(k) - 5 percent on 
a pretax basis and 5 percent after taxes. 

"Since your employer isn't matching your contributions, you would be 
better off opening a Roth IRA and contributing your after-tax 
contributions to the Roth, up to the $3,000 limit," Mr. Busch said. 
"Since you are already saving these funds on a post-tax basis, it would 
not cost you any more in current taxes to make the Roth contribution, 
but when it comes time for retirement, your earnings could be 
withdrawn tax-free from your Roth IRA, whereas earnings withdrawn 
from your 401(k) would be taxable." 

Mr. Busch also recommended that Mr. Daly get out of the self- 
managed account feature of his 401(k) and start investing in index 
mutual funds, which mimic the performance of the stock market. 

"You have purchased some individual stocks but have admitted that 
you had no real reason for picking the stocks you did and that some of 
them had declined significantly since you purchased them," he told Mr. 
Daly. 



"Even if  you had the time to adequately research your selection and 
develop the skills for individual stock selection, your account is 
currently too small to consider trading individual equities." 

Investing in index funds would give Mr. Daly's plan more diversification 
and "significantly" reduce risk in his retirement portfolio. 

"So much of successful investing is not shooting yourself in the foot," 
Mr. Busch said. "Most 401(k) participants significantly underperform 
the market because in trying to time the swings of the market and in 
making bets on individual stocks, they end up missing the returns they 
could have had by passively investing in the entire market. ... Let the 
market work for you mindlessly." 

All in all, Mr. Daly has a good shot at a comfortable retirement if he 
makes changes, Mr. Busch said. 

"While it will require some commitment and discipline on your part, 
retirement as early as age 65 may be achievable," he told Mr. Daly. 

Mr. Daly said he took away some valuable lessons for himself and 
especially his children. 

"It's important to start early," he said. "Don't wait until you're 40 
years old to realize you haven't saved money." 


