

[image: ]




[image: ]










This book is dedicated to its readers, who,
while striving to get their finances in order,
paid their hard-earned money for it.
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INTRODUCTION

HOW WE CAME TO WRITE THIS BOOK

We sat on the edge of the bed in our friend’s tiny garage apartment, in tears. We were ashamed, really, of what a mess we’d made of our lives. We had bought the old Victorian house for under $150,000, knowing it needed work. But it was, in theory (and in sneaky real estate advertising–speak), “habitable.” The burst pipe and subsequent flooding of our home had certainly not been our fault, per se—nor had the death of our car the same week—but the costs that followed had shed brutal light on the realities of our financial life and (lack of a) plan.

The beginning of the end came on an icy cold night in January as we were headed from New Jersey back to our home in North Carolina in our very old, very used—but totally paid for—Volvo. We made it as far as Dinwiddie, Virginia, when the car died. Big shock: the cost to repair the car would have been more than we had paid for it. So we bade farewell to it in a friendly mechanic’s parking lot in nearby Petersburg, loaded our stuff into a rental vehicle, and hit the road, wondering how we would pay for a new car. We had just bought a house, after all.

Our homecoming was a jarring one: before we’d even slipped the key into the lock, we knew there was a serious problem. Through the pane of glass in the kitchen door we could see where the ceiling, weighed down by torrents of water, had collapsed. Stunned, we walked through the soaked insides of our already run-down home, which we had owned for mere months, and surveyed the damage. There was nothing we could do. It was late and it was cold, so we checked into a nearby hotel, not knowing that we would be living there until the insurance money ran out.

No car. Nowhere to live. But the car rental and the hotel fees were just the beginning. Once the home repairs began, our contractor turned up more problems every day. The heating/ cooling system was dead. The plumbing shot. The electrical wiring dangerously outdated. And there were long-neglected structural problems that required immediate attention. Our meager but exceptionally hard-earned savings were drying up a lot faster than the soaked, rotting foundation of our house.

So why was it shame that we were feeling? After all, weren’t we merely the victims of seriously bad luck? Maybe. But the choices—the financial choices—leading up to the situation in which we’d found ourselves were all on us: the choice to use most of our savings on a down payment, leaving little to none for our future. The choice not to have an emergency fund. The choice to buy a house that needed work. And perhaps most important, the choice to do all of this as freelancers, workers who, more than most, need the kinds of safety nets that we had blithely ignored.

Facing mounting debt and dwindling savings, we could no longer ignore our unrealistic approach to financial stability. Nor could we turn our backs on the life and career we’d chosen. So after a good talk and a good cry, we had another realization: We weren’t ready to give up. We wanted to find a way to make things work.

We had to stop whining and start looking for help.

So we transformed ourselves into personal-finance geeks. We read everything we could get our hands on—the books, the Web sites, the blogs—and quickly realized that independent workers get the short end of the personal-finance advice stick. You’d think that someone would reach out to people like us with serious advice. But most personal finance resources are anything but personal—they are all geared toward the assumption that the reader is employed in a traditional job. We needed a book that spoke our language.

Inspired, we began to construct what was initially a Frankenstein of a financial plan: in the beginning, it may have been ugly, but it was definitely up and walking around. We slowly—but steadily—began repeating the still-true, age-old mantra that was observed religiously by our immigrant grandparents: Pay yourself first. Then we came up with our own mantra of sorts: Feed the monkey. We began saying this every time we tossed a coin into our office piggy bank, which was shaped like a happy little monkey. The monkey represented something that needed to be fed and cared for or it would become an unruly, hairy little monster and overtake our lives. We had to start small—very, very small—but we had started. As the months and years passed, we climbed out of a negative net worth and into a positive one. We kept finessing and refining our approach, and as our situation improved, the system we had developed remained relevant. It grew with us, in other words, and our success gave us the encouragement to keep going.

Our livelihood may not have changed—we still work from home, we still have clients who pay late, and we still have spells when the jobs aren’t rolling in as quickly as we’d like—but our lives have. We know where our money is going and why it’s going there. We don’t scramble like maniacs at tax time, trying to scrounge up enough money to pay dear, spendthrift Uncle Sam. When things get tight, or a check arrives late, we have a plan and a cushion to get us through. And we sleep a whole lot better at night.

This is a book for people like us, and we all know who we are.

We make our own hours, keep our own profits, chart our own way. We have things like gigs, contracts, customers, clients, and assignments. We work long hours, and we know we’re not alone. In fact, according to the Freelancers Union, an advocacy group for America’s independent workforce, freelancers, part-timers, consultants, and the like constitute more than 30 percent of the nation’s workforce. And this number is only expected to rise in the wake of the growing work-friendly telecom culture and, in some cases, the downsizing of the traditional salaried workforce.

People like us have been told over and over again that going into business for oneself—as an independent contractor, freelancer, etc.—is an elusive dream, one that will necessarily mean sacrificing financial security. We’ve been told that working several jobs to make ends meet so that we can pursue our dreams or better ourselves is risky—better to just “get a real job.” We’ve been told that if we find individual health insurance prohibitively expensive, well, it’s our own fault for needing it in the first place. Shame on us for not seeking more stable employment with handsome benefits.

But what if that job isn’t out there? And what if teaching yoga or starting your own contracting business, Web design firm, or PR shop is a lifelong dream? If you go that route, then who is planning for your retirement? Who covers your expenses when clients flake out and checks are late? Who is setting money aside for your taxes? Who is responsible for your health insurance?

Take a good look in the mirror: you are.

We’re actually OK with that, because in the end, aren’t all adults ultimately responsible for themselves? A real job tends to cloud this reality. And here’s the final, biting irony, tinged with a little I-told-you-so cynicism: why, if traditional jobs are so great, is our economic system so hell-bent on churning out so many more independent workers? The truth is, corporate America has been shucking off employees in record numbers. As a result, we are witnessing the birth of a powerful, if underground, demographic. When times are tough, more and more of us freelancers are born.

We are writers, chefs, software designers, and illustrators. We are bloggers, sound engineers, musicians, and physical therapists. We are dancers, coaches, actors, researchers, farmers, and even the occasional bladesmith. All of us are working toward a dream: doing our own work, on our own time, on our own terms. We have no real boss, no corporate nameplate, no real cubicle to call our own.

Unfortunately, we also have no 401(k)s and no one matching them, no benefits package, no one collecting our taxes until midnight on April 15, at which point the sum seems insurmountable.

And while there is already plenty to do as an independent worker, many give short shrift to the most important aspect of their careers: coming up with a sound, long-term financial plan and sticking to it. Part of the problem is that the legions of independent workers have no true financial model. And that’s where this book comes in, providing what we call the Freelance Finance system and a philosophy for relentless saving that we’ve developed over the years in an effort to keep our life and our careers of choice on track. This book can help independent workers of all stripes hammer out a financial plan that is every bit as rewarding as their careers.

This is a book for anyone with a job that doesn’t provide benefits. It’s for anyone who is trying to plan for the future on an income that varies from month to month. It’s also a book for the hardworking individuals who, by no choice of their own, find themselves juggling temporary jobs to make ends meet, none of which provide the kinds of benefits that most Americans rely upon. These people are responsible for their own retirement plans but often have a hard time funding them from variable paychecks or even comprehending the products available to them as self-employed. When there is a major emergency, they find themselves tapping into or depleting their life savings, setting them up for a vicious cycle of feast or famine. Many of them earn great livings—but with no system to manage uneven cash flow, poor planning can work against them.

If no one has ever handed you a benefits packet, you need this book. If you cover your own health insurance or are one of the more than forty-six million people going without it because it’s simply too expensive, you need this book. If you just had your hours cut back or lost your job, or if you want to finally step out on your own and create the career you’ve always dreamed of, don’t put this book down.

USING THIS BOOK

In these pages you will find a simple yet comprehensive system for earning, spending, saving, and surviving as an independent worker. It can be easily adjusted to a variety of self-employed income styles, fitting the needs of almost anyone who lives from client to client, gig to gig—in other words, it’s a tool kit you can turn to time and again. How much to save, where to save it, and how to turn erratic cash flow into a winning savings situation for the rest of your life—these are the cornerstones of our approach.

The book is organized into three sections:


	Part I helps you get real about where you’re at financially and where you want to go. Spending, earning, debt … it’s all here.


	In part II, we introduce the basics of the Freelance Finance system. We discuss the key accounts and techniques that will build the foundation for your new financial game plan.


	In part III, we show you how to expand the plan to incorporate your new successes and how you can adjust and grow the plan along with your finances. And we offer some final advice about how to build prosperity.




Within each chapter we’ve also included


	charts and graphs to help you visualize key concepts;


	interviews with financial experts big and small;


	anecdotes culled from real people just like you who are struggling—and succeeding—to manage their financial lives;


	what to do: tasks to help you assess your situation and implement the system.




Start at the beginning and work your way through. Whether you’re just starting to save for the first time, you’ve fallen off the financial wagon—we all do—or you want a more organized approach to managing your ample, yet still unpredictable, finances, this approach will work if you commit to it.

You can use it …


	to plan for retirement;


	to get out of debt;


	to manage your day-to-day expenses in those months when the pay is scarce and the bills loom large;


	to make sure your financial successes are leveraged to keep you prospering—so that surprise expenses don’t erase all your savings;


	as a counterpoint to financial advice given by well-meaning friends and advisers who may not understand the self-employed situation;


	to reevaluate your relationship to money.




And finally—and perhaps most important—use it to remind yourself that you are not alone and that there are plenty of people who make the freelance life work.

Remember—this approach is scalable. You don’t have to be a starving artist to read it or need it. In fact, as your freelance income increases with greater success, this book will continue to be useful. This system has seen us through good times and bad, big paydays and small. Feeding our monkey became fun. We looked forward to checks not only because of what we could spend but because of what we knew we would save.

As long as you continue to be your own boss, The Money Book for Freelancers, Part-Timers, and the Self-Employed will remain the most relevant personal-finance book for you.



JOSEPH D’AGNESE AND DENISE KIERNAN
February 2010


PART I

BEING STRAIGHT WITH YOURSELF


Annual income twenty pounds, annual expenditure nineteen six, result happiness. Annual income twenty pounds, annual expenditure twenty pound ought and six, result misery.

—CHARLES DICKENS, in David Copperfield



Whether it’s a monkey on your back, an albatross around your neck, or some other clingy beast that’s getting in the way of your lifestyle, ignoring money problems doesn’t make them go away. It’s time to take stock of where you are and where you want to be.


CHAPTER 1

CRACKING THE WHIP

Denise remembers leaving her job for life as a full-time freelancer. Assignments had been increasing. The future-project outlook was rosy. Everything had changed. At least, that’s what she thought.

“A giddy, mind-numbing joy overtook me when I decided to work on my own. The sense of independence, the excitement, the seemingly unlimited potential! The only thing that could stop me was, well, me. I had just gotten a very small advance for a book. By the way I reacted, you’d have thought I’d been named Bill Gates’s sole heir. Visions of the lifestyle I dreamed of beckoned me like a siren song. I did what any shortsighted, overcaffeinated twentysomething would do: I quit my job. Doing this took some guts but also an incredible amount of stupidity.

“At first it was heaven. I stayed warm at home while my roommate headed out into the rain for the morning commute. I didn’t have to put on work clothes. I made my own schedule. And more than anything, I was actually being paid—though not too much—to work on a book. I was certain I could line up some more work when I needed to. I thought things would take care of themselves. So I plodded along, made my deadlines. My friends were congratulatory and supportive, and life was good.

“Until it wasn’t.

“I did line up those freelance articles, but for some crazy reason the editing schedule at the magazines was not designed to coincide with the dates my bills were due. Go figure. And when it was time for me to start paying for my own health benefits (since I’d said good-bye to those once I quit my job) … ouch. I looked and looked for decent coverage at a reasonable price. Even the cost of catastrophic health insurance—the ‘If your appendix bursts, we’ll take it out’ plan—was way outside my budget. So I did what a lot of people in that situation would do: I went without.

“Bad went to worse. This check came late, that assignment didn’t come through, and soon I was borrowing money. The evil debt monster was creeping up behind me. I was getting work, but the flow of money from day to day was not supporting me in a manner that allowed for even a modest measure of sanity.

“In short, I wasn’t prepared. My lack of preparation caused me to risk not only my financial health but also the career I so desperately wanted. Those enticing visions of an idealized lifestyle that had caused me to go down this path were gone. I had to figure out a way to get them back. But I had to do it right.”

THE MYTHOS OF THE INDEPENDENT WORKFORCE

Denise let her dream distract her from her financial reality. Are we saying that dreams can’t be achieved? Absolutely not. Quite the opposite. What we are saying is that dreams (and if “dreams” sounds too touchy-feely for you, feel free to substitute “goals,” “plans,” “ideals” …) can only be achieved if they grow out of your reality. In other words, you need to build a bridge from where you are to that dream place where you want to be. Denise ignored the realities of her present situation (limited funding, no financial cushion, no real plan), and it wreaked havoc with the ideals she had in mind for herself (working from home, earning a living from her writing, being financially solvent). Rather than working toward a concrete dream, her poor planning was making her the main character in an oft-perpetuated and usually self-fulfilling myth: that freelancers must all suffer financially.

Ever since Zeus launched his first thunderbolt and Icarus got that nasty sunburn, myths, stereotypes, labels, pigeonholes—whatever you choose to call them—have been created and perpetuated to communicate stories about groups and cultures. Unfortunately, many of the prevailing ideas about freelancers and independent workers are negative. And the myths are so powerful that we can end up believing them ourselves, whether we realize it or not.

“Freelance” is not a word that usually conjures up images of hard work, security, and financial success. People in the arts get a particularly bad rap. “The struggling artist” … it’s almost as though being prosperous conflicts with the very idea of pursuing what you most dearly desire to do. In fact, the freelance life is often viewed by those in the nine-to-five world as—let’s be honest—kinda slack and self-indulgent. Any independent worker knows that this is far from true. But this doesn’t stop friends in offices from calling in the middle of the day to ask, innocently, “What are you doing?”

Who, me? Oh, I’m just lying here, stretched out on the old sofa, one finger up my nose, the other hand in a bag of chips, watching a couple of aesthetically challenged midlifers redoing their home and arguing over what a Tuscan kitchen is….

What do you think we’re doing? We’re working, you nit!

And then there are independent workers who, though they may labor away in offices, are struggling to create a secure financial lifestyle in a larger society that often believes that the only key to security and prosperity is a traditional job.

For a growing number of us, that’s either not what we want or simply not an option.

Remember: how the outside world sees you and how you see yourself are two different things. Give in to the “creative people aren’t good with money” mind-set, and guess what? You can kiss your sweet financial patootie and any chance of a comfy retirement good-bye. Accept the idea that the self-employed are destined to work like rat dogs with no financial security until their stubby little fingers can’t QWERTY anymore, and you can go ahead and start collecting cats now.

Contrary to popular belief, anyone who is supporting herself as a freelance or self-employed anything is working. A lot. Not only that, but independent workers must toil harder than salaried employees at managing their money, because no one else is doing it for them. While it’s frustrating to be misunderstood by those who think you’re leading a bonbons-for-breakfast kind of life, what’s more important—especially to your money-management health—is how you view yourself. It’s time for you to see yourself succeeding and achieving; otherwise, the money that comes into your life will slip away.

WE THE PEOPLE … A MANIFESTO FOR THE REST OF US

As you move through your day, take stock of the different people you encounter: secretaries, construction workers, wait-staff, real estate agents, landscapers … and remind yourself that they, too, may be working from client to client. They, too, are wondering how to deal with the rising cost of health care. They, too, are struggling to save for retirement without the benefit of a 401(k). Look at them, and feel the solidarity rising up within you.

Look at them and know: you are not alone.

Make no mistake: the independent worker is the future of the American workforce. Our numbers are growing, and in tough economic times, they increase a lot—and do so very quickly.

Some people choose to be out on their own. But lots of folks reading this book don’t want to be in a work situation where there is no health care, no retirement, no paid vacation. But hey—they are anyway. Nearly 2.6 million people lost their jobs in 2008 alone, and the nation racked up another 3.4 million job losses between January and October of 2009. Many of those workers will never reenter the traditional workforce, instead joining the ranks of independent workers. A design firm lays off employees, and suddenly those ex-staff are competing with you for freelance assignments. A plant closes, and suddenly folks show up asking for shifts at your restaurant. A housing crisis hits, and there are just as many carpenters but a pitiful amount of new construction. What then?

Having your financial house in order brings peace of mind. It also puts you in a better position to survive and thrive, no matter what the economic climate.

After all, anyone who knows how to run a business, generate income, manage money, interact with customers and clients—all on his or her own—is going to be a lot better off and feel more secure than someone who has “job security.” In reality, those with job security are subject to the whims of moody bosses and scheming coworkers and are forever dreading that they will one day hear two words: “You’re fired.” (Or these nine: “I’m sorry, but we have to lay you off.”)

Language is powerful stuff. As you read this book, you’ll notice that we often lump all our target readers under the umbrella term “independent worker.” Here’s why: we want you to start seeing yourself as part of a larger community that is rapidly becoming a political force.

We are the independent workforce. We are prosperous. We are freelancers, permalancers, temps, consultants, contractors, self-employed, self-reliable, self-starters, and we are here to stay.


A LEXICON OF INDEPENDENT WORKERS

People who work for themselves face similar challenges but are often described differently. Here, we attempt to confuse you all the more.

Consultant: Often a once gainfully employed individual who either got fed up and quit or was shown the door by an ungrateful employer. Fleet of foot and nimble minded, consultants have rebranded themselves as saviors to the soulless creatures who gave them the boot. Their revenge? This time, they’re charging by the hour.

Day laborer: Workers who typically hire themselves out for a single day for cash pay. The nation would grind to a halt if these overworked and underappreciated workers walked off the job.

Independent contractor, freelancer: Often used interchangeably. Workers who call themselves freelancers are often people in creative fields: designers, bloggers, producers, animators, software developers, etc. They find their own gigs, do their own invoicing, and are responsible for … everything. Little-known fact: the term “freelance” originated in medieval times and referred to mercenary knights who were free to point their lance at anyone.

Part-timer: A person who works less than a full, forty-hour work week—sometimes by choice, so he or she can fulfill other obligations, such as child rearing, schoolwork, or the demands of another job.

Permalancer: A full-time employee who typically works at the same job for an extended period of time—even years—without the usual benefits. On the books, he or she is listed as an “independent contractor” and may even be “laid off” every three months, then rehired for a different “project.” This way, the employer can justify not paying for health care or retirement. Some permies prefer their work situations; others are silently praying for the night they meet their boss in a dark alley.

Self-employed: Though the term can apply broadly to everyone here, speakers who use the term envision an individual who runs a small business and may even have employees. The overpriced dry cleaner on your corner qualifies, as do your doctor, lawyer, architect, and sweet aunt Tookie who runs a B and B.

Temp: Here today, gone tomorrow, the temporary worker signs up with an agency that sends him or her on missions of corporate importance. The worker never quite fits in or catches on because work at any one place is all too brief. In the end, the agency carves up the pay like a Thanksgiving turkey and feasts upon the meatiest parts. (Some corporations hire temps directly so they can skip the middlemen and fleece the worker themselves.)
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THE REAL PROBLEM

The reasons most independent workers have problems with money boil down to two significant things: timing and planning.

By “timing” we mean how frequently you get paid. Full-time employees get paid every week or every two weeks. By contrast, independent workers collect their pay when the project is done, when they book a new client, or when they sell goods or services (once any overhead is paid off, of course). In other words, they have variable or irregular income.

By “planning” we mean the complete, systematic organization of one’s financial life. For a lot of full-time employees, organization is simply a matter of filling out the forms in their benefits packet. In one fell swoop, they sign up for health care and a 401(k). For the independent worker, things are not so clear-cut. They must do all this for themselves, and often they have no clue where to start. Without planning, you cannot have benefits. Without planning, you won’t have insurance, savings, etc. Good planning is essential to your survival as an independent worker.

We can hear you complaining already. Why make this so complicated? Just teach me about budgeting. All I have to do is make a budget and stick to it. Well, fine. Budgeting is awfully hard when you don’t know exactly what you’re going to be making every month. Or you might be thinking to yourself, Stop the mumbo jumbo. Just show me how I can save more money. OK, but saving is even harder when things like health care and taxes sneak up on you.

If your income is variable, you may have found yourself in some of these situations. Heck, we know we have.


	You spend the first three months of the year working on an important, well-funded project. You send in the invoice, sure that you will be paid in time to pay your April rent. The invoice gets lost, and the check arrives in late May. You’re hosed.


	Tax time comes around and—oops—you forgot to pay those quarterly taxes. Now the total is far beyond what you can afford, and the IRS payment goes on the credit card.


	You chose to pay your health care quarterly, rather than monthly, because that means you only have to look at the bill four times a year instead of twelve. Out of sight … out of mind. When the statement shows up, you’re shocked by an amount that’s three times as much as the monthly number for which you’ve budgeted.


	Work has been pretty steady lately, and you have no reason to think things will dry up, so you decide to splurge on a new computer. Instead of saving for it, you put it on your credit card, intending to pay it off in two months. As luck would have it, your shifts get cut back. Six months later, the computer—along with several happy-hour outings and an occasional rent payment—is still on the card.




None of this sounds new, does it? Well, take heart. Know that your current situation is fixable if you get a handle on timing and planning.

Understand right now that you’re not having these problems because you’re not good at what you do, or because there aren’t enough jobs, or because you don’t have the right company job. You’re having them simply because you haven’t taken the time to build a financial plan that meshes well with your working style. If you’re trying to create financial security as an independent worker, but you are following guidelines that are designed for traditional workers, you’re going to get yourself into trouble. It’s like practicing to navigate a moto-cross course, only you’re driving a minivan. You can’t really be surprised if you crash.

WHY IT’S TIME FOR YOU TO GET SERIOUS ABOUT MONEY

The patterns we discussed a second ago are not fun to live with. Yet many independent workers endure them for three major reasons. One, they think there’s no way out. Two, they think that breaking out of these patterns requires a compromise of their principles that they are simply unwilling to make. (This is just the Poor Struggling Freelancer Myth rearing its ugly head again.) Three, they imagine that changing is just too hard. And here they’ve got a point.

If you think that it’s going to be a cakewalk getting your finances in order, snap out of it. All habits are hard to break. Ask anyone who’s tried to lose weight, quit smoking, or stop biting his or her nails. The list goes on. But it can be done. And it can even be fun. Why? Because every positive change has a positive payoff. Losing unwanted weight results in a newer, slimmer you. Quitting cigarettes immediately improves your health and gives you a shot at a longer life. Getting your financial house in order gives you something everyone on the planet longs for: peace of mind.

Moreover, now is the best time in your life to do this. Why? Because time is absolutely money. The sooner you get your act together, the more money you will actually have in the long run. The younger you are, the better your chances are of digging yourself out of the mess you’re in and minting a new, prosperous future.

Here’s how it starts. Remember the list of freelancer money crisis scenarios we mentioned? Take a moment right now and think back over the last six months. How often has something similar happened to you? Maybe there was a month where an invoice was lost, resulting in a lost payment. Or you had an emergency that you could not pay for out of pocket that went straight onto your credit card. Perhaps a long-promised job never materialized. You get the picture.

Stop nodding your head. Don’t rely on our examples. It helps to see what dilemmas spring straight from your life. Take a sheet of paper and write down several of the money problems you’ve been having that immediately spring to mind. (Writing “Need more money” does not count.)

Go ahead. Do it. We’ll wait.

Imagine the Jeopardy! theme playing here. Let it play as long as you like.

Got it done? OK. Now look at it.


	How many of those problems are past financial problems coming back to haunt you—such as unpaid school loans or nagging credit-card debt?


	How many are present problems—such as not being able to pay your monthly bills because of tardy clients, lost invoices, or a slowdown in jobs?


	How many are future problems—like not being able to sock away enough for your retirement, a down payment on a home or car, travel, or a child’s education?




Not long ago we saw a cute little greeting card in the supermarket with this warm, fuzzy inscription:


The past is history,
The future is unknown,
Today is a gift.
(That’s why they call it the present.)



While this little bit of stationery wisdom may work wonders on a greeting card, it falls pretty short when it comes to financial planning. Unfortunately, what most independent workers have is a present that’s burdened by the past and threatening their future. In other words, they’ve got so much debt that it’s crippling their ability to handle current bills, while the future goes unplanned and unfunded.

Despite the fact that they’re running a business—and if no one else is covering their health care, retirement, and tax payments, they are—they forget to organize themselves as a business.

TREAT YOURSELF LIKE A GOOD EMPLOYER WOULD TREAT YOU

You may look with scorn upon the employed masses, but you’ve got to admit: a lot of the hard work of financial organization is done for them. Every week or every two weeks, when they get paid, their generous, caring employers (ha!) siphon off a certain percentage of the employee’s paycheck to pay the person’s taxes, invest in a retirement fund such as a 401(k), and ensure his or her continued health insurance. In some offices, workers even have life and dental insurance. Once this money is taken out, the employer cuts the worker a check. The worker never touches the portion that went to pay for these three basics.

Now look at the freelancer. She works for a month designing some orthodontist’s Web site. The site launches, she invoices five thousand dollars, and she receives a big, fat check for the entire amount. Woo-hoo! No check has ever looked so beautiful, because the client doesn’t take a dime out of it. Our elated freelancer deposits the check in her one bank account and promptly begins spending it. One, two, or three months later, she wonders why she never has enough to pay her taxes. She may even occasionally wonder why she doesn’t have health insurance or a decent nest egg for retirement. What happened? She was so happy that she didn’t have an employer that she forgot that she was her own boss.

Take a look:
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As an independent worker, it’s your job to fill in the check marks on the left-hand side of this chart. It’s your responsibility to make sure you are taking care of your basic financial needs, and that doesn’t just mean money—it means planning and timing.

If you’re going to run your own business, you must treat yourself better than the best of employers would treat his or her employees.

GET ORGANIZED

Federal law compels employers to get their acts together. It practically mandates that they hire accountants, bookkeepers, and payroll clerks to keep track of where their employees’ money goes. Meanwhile, Uncle Sam doesn’t mandate that independent workers do anything with their money, and as a result, most of us do what comes naturally: spend it.

If you’re going to embark on a new financial life, it pays to get your house in order. Organizing your finances will be awfully hard if everything around you—especially your files—looks as though it blew out of the back of a truck flying down the highway.

These days more people are moving toward archiving financial records in digital form, which is wonderful. The more bills we receive and pay online, the less material we’ll have on hand to file and store in our work and living spaces, which can help keep things nice and tidy. But some banks, financial institutions, and utilities persist in sending paper statements to our homes. And everyone, not just independent workers, is challenged to organize the seemingly endless piles of stuff until the time that we don’t need them anymore.

This book is not about office organization, but we’ll go into a little detail here. No matter what system you use or what system you decide to choose, you’ll know it’s successful if it passes one easy test: once you file something away, you can actually find it again.

Keeping in mind that you need to do what works for you, here are a few pointers from our lair. We’ve created eight zones to help us manage all of our records:


	IN-BOX: On Joe’s desk sits an in-box containing “unreconciled” loose paper receipts from recent transactions and unpaid current bills. This is a very temporary holding cell for incoming financial data and mail.


	COMPUTER: Nearly every day, we download recent financial transactions into our financial software program. (We’ll mention these programs later and give some suggestions in the appendix.) One of us calls out the transaction, and the receipt—if it exists—is reconciled with the program. It then moves from the in-box to zone 3, the accordion file. Once bills or other statements have been paid and reconciled with the financial software, they move to zone 4, the file cabinet.


	ACCORDION FILE: Our plastic expanding file measures five inches by ten and a half inches. The expanding file has twelve pockets labeled as follows (your labels will vary depending on your profession):


	• Transportation


	• Publications


	• Meals


	• Entertainment


	• Office supplies


	• Postage


	• Trip expenses


	• Clothing


	• Medical


	• Gifts


	• House


	• Miscellaneous




Don’t get hung up on the labels. It’s very easy to change them if you find you have missed a category or if you find you never use one of the pockets. Invariably, you will have more categories than you have pockets in the accordion file. You can go nuts and augment with a second file. Don’t sweat it. Just make it work. Receipts that have been cleared and that need to be saved for tax purposes will sit in this file until December 31, at which point they will be assessed for the joy of tax season and then moved to zone 5.


	FILE CABINET: This lovely two-drawer cabinet sits next to our desks. Inside, we have numerous manila files in simple alphabetical order. Ostensibly, this cabinet holds only financial files relevant to the current calendar year; in practice, we’d be lying if we told you there wasn’t a little overlap. But we are not about rigidity—just commitment to improvement. You don’t have to be perfect to get your finances in order. As soon as possible after the calendar year ends, the relevant files should be reviewed for tax purposes, then removed and packed in a box ready for zone 5.


	FILE BOXES: The plastic file holding our receipts eventually becomes quite fat, and come January 1, after we’ve done all of our tax tallying, all of the receipts are emptied into labeled paper envelopes. These envelopes, along with the pertinent manila folders from the file cabinet, all go into cardboard storage boxes. The detritus of our financial lives sits in our basement until it can be safely shredded: after three years, in the case of deductible receipts and bank statements. We hold on
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