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What is

personal financial planning?
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What is personal financial planning

Is ité

ÅBuying a house

ÅPaying for a car

ÅPurchasing stocks

ÅPaying off student loans

ÅPaying off credit cards

ÅInsuring your assets

ÅAll of these?
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What is personal financial planning

Personal Financial Planning is 

achieving an appropriate 

balancebetween saving and 

spending so that you and your 

family can live an enjoyable life, 

pay for education, and fund a 

dignified retirement.
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What is personal financial planning

ÅPersonal Financial Planning is about 

choices, and understanding the financial 

consequences of those choices.

ÅIt is a lifetime processand there are 

rarely quick -fixes to financial difficulties.

ÅIf you have not started thinking about 

these issues, do not worry!  The important 

point is to start planning now.

© 2006-2007 Matthew F. Lawson



Topic Outline

ÅBasic principles of personal financial 
management

ïSaving, Cash Reserves, Budgets

ïDebt 

ïManaging your credit rating

ïCars

ÅMaking investoran important and permanent 
part of your identity

ïStart investing for retirement now

ÅSpecial situations for residents

ïThings you need to donow
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Basic Principles

ÅPay yourself first
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Basic Principles ïPay yourself first

ÅThis principle is about saving

ÅFrugality must become part of your 

approach to life

ïñFrugalò does not mean being ñcheapò

ïIt requires you to live within your means

ÅYour budget should include scheduled 

monthly savings as soon as possible
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Basic Principles ïPay yourself first

Resident A

26 years old, plans on 

Cardiothoracic Surgery (8 years of 

training).

Saves & invests $200 per month for 

10 years, starting with residency, 

then stops saving.

Total Saved = $24,000

Investment Return 9%

Age Savings

35 $   36,463

45 $   86,321

55 $ 204,354

65 $ 483,780

Resident B

26 years old, plans on Interventional 

Cardiology (7-8 years of training).

Does not save any money in 

residency.  Begins saving $200 per 

month once he gets a ñreal jobò and 

saves until age 60.

Total Saved = $60,000

Investment Return 9%

Age Savings

35 $            0

45 $   36,436

55 $ 122,784

65 $ 312,775
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Basic Principles ïPay yourself first
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Basic Principles ïPay yourself first

ÅStart saving as early as possible in your 

professional life.

ÅEarly savings allows your savings to 

grow for a longer period of times and 

maximizes the principle of compounding 

interest.

ÅIt is very difficult to make up for not 

saving money early in life.
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Basic Principles

ÅPay yourself first

ÅExpect the unexpected
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Basic Principles ïExpect the unexpected

ÅKeep 2 to 6 months worth of cash 

(or cash equivalents) for emergencies

Account Ave Interest

ïSavings Account 1.50%

ïMoney Market Account 3.48%

ïMoney Market Fund 4.74%

ïCD (1 yr) 4.97%
Our Fidelity Money Market fund (FGRXX) yields 4.99%

Source: Bankrate.com 12/4/06, Yahoo Finance 12/4/06, & Fidelity.com.
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Basic Principles

ÅPay yourself first

ÅExpect the unexpected

ÅMake a budget

Then stick to it!
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Basic Principles ïMake a Budget

ÅIt is easy to make a budget

ÅIt is hard to make a budget that you can live with

ÅHow toé

Start with monthly income 

Look at all monthly expenses

review old credit card statements

look at utility bills

keep track of cash expenses

mortgage, loans, credit cards, insurance,

car payment, entertainment, é
© 2006-2007 Matthew F. Lawson



Basic Principles ïMy Family Budget

ÅThis is my family budget (from PGY 2 year)

ÅDonôt tell my wife I told you this

Monthly Income

Salary #1 $2,521

Salary #2 $2,521

TOTAL $5,042

Monthly Expenses:

Retirement Savings $    660 

Other Savings $    200

Mortgage $ 1,336

Home Ins $      77

Property Tax $    395

Utilities $    515 

(electric, gas, water, phone, alarm, dues)

Groceries & Household $    550

Dining $    300

Gas $    120

Auto Insurance        $    180

Home Equity Loan $    241

Total Expenses

$4,850
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Basic Principles

ÅPay yourself first ïsave now

ÅExpect the unexpected ïhave    

emergency cash

ÅMake a budget ïthen use it

ÅAvoid consumer debt
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Basic Principles ïConsumer Debt

Consumer Debt (major credit cards 

& store credit cards) can destroy 

your budget and destroy your ability 

to save for retirement.

Å$20,000 on a credit card will 

usually have a minimum payment 

of $400 per month, most of which is 

interest
© 2006-2007 Matthew F. Lawson



Basic Principles ïConsumer Debt

ÅConsumer Debt counts against youwhen 

you try to qualify for a home loan 

(mortgage) by affecting you debt to income 

ratio

ÅThe average college graduate has over 

$3,400 in credit card debt at graduation 
(median credit card debt from CNN.com ñDebt: How do you stack up?ò)

ÅThe average household carries $8,940 in 

credit card debt
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Basic Principles ïConsumer Debt

ÅWhat to do about consumer debt that you 

already have?

ïStop using cards with a balance (payments are 

applied to new purchases before the existing 

balance)

ÅUse cash or debit cards instead

ïAsk for a lower interest rate or consider 

transferring the balance to a lower rate card 

(beware of teaserinterest rates)

ïPaying down cards that have an interest rate 

above 10% should be one of your top priorities
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Basic Principles ïConsumer Debt

Å In general, there are only a few situations 

were taking on debt makes sense

ïBuying a home

ïFinancing an education

ÅA few situations were debt might make sense

ïReasonable car purchases (if you canôt pay cash)

ïHome equity loans for home and/or self improvement

ïKey life events that build relationships (eg weddings)

ÅSituations were debt does not make sense

ïCredit Cards Vacations Luxury Cars

© 2006-2007 Matthew F. Lawson



Basic Principles ïConsumer Debt

Credit Reports

ÅWhat is acredit report?

ïA history of your financial dealings with financial 

institutions

ïIt includes:

Open accounts Closed accounts

Payment History Total Debt

Delinquent Accounts

ÅWho maintains this financial document?

ÅThree major credit bureaus collect data from a network 

of credit reporting agencies

ÅTransUnion, Equifax, Experian
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Basic Principles ïConsumer Debt

Credit Reports

ÅA Credit Score (FICO Score)is a three 

digit number that quantifies your credit 

worthiness,and it is based on your credit 

report.

It QUANTIFIES your 

credit worthiness
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Basic Principles ïConsumer Debt

Credit Reports

ÅRanges from 300 to 800

ïHigher is better

ïOutstanding is 720 ï800

ïGood is 660 ï720

ïBelow 660 is bad

ïBelow 600 is really bad

ïYour FICO Score can beé

ÅA scarlet letter

ÅA golden halo
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Basic Principles ïConsumer Debt

Credit Reports

Å What five things contribute to the FICO 
Score?

1) Past delinquency or timeliness of payments

35% of your overall score

2) How you use available credit (maxed out?)

3) Age of your financial accounts

4) Number of times you request new credit 
accounts

5) Your personal mix of typesof credit

Home loan vs. credit card
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Basic Principles ïConsumer Debt

Credit Reports

ÅYou should check your credit report and FICO Score 
several times a year

ÅGo to:

www.annualcreditreport.com

ÅThese items should NOT be in your credit report:

Bankruptcies over 10 years old

Negative information over 7 years old

Credit inquiries over 2 years old

Accounts that are not yours!

Incorrect account histories

Missing notation of disputed charges

Closed accounts not listed as ñclosed by consumerò
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Basic Principles ïConsumer Debt

Credit Reports

ÅWhy should I care about my credit 
report and FICO score?
ïFICO Scores quantify your credit worthiness, think of 

it as your Step I score for your financial reliability

ïIt is a major determinant of qualifications foré

ÅHome loans

ÅAuto loans

ÅOther loans

ïAnd it is a major influence overé

ÅInsurance premiums

ÅMortgage interest rates

ÅCredit card interest rates
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Basic Principles

ÅPay yourself first

ÅExpect the Unexpected ïhave emergency 

funds

ÅMake a budget ïthen stick to it

ÅAvoid consumer debt ïstart paying it off now

ïKeep up with your credit report

ÅDonôt lease your car
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Basic Principles ïCars

ÅOver a lifetime, many people will spend more 

money on cars than on their home

ÅMonthly budgets usually have a large portion 

devoted to car payments

ÅCars are often overlooked when considering 

your financial planning

ÅELIMINATE the mindset that you will always 

have a car payment ïthis is what the auto 

dealers want you to think!
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Basic Principles ïCars

ÅIt is usually better to buy than to lease

ïLeasing often has mileage restrictions which can 
be costlyif you exceed them

ïFinancing and leasing subsidiaries of auto makers 
are typically the best money makers in the auto 
industry ïthis should tell you something!

ÅConsider buying late model used cars (one to 
two years old) rather than new cars

ïStill have warranties

ïCheck the vehicle history online

ïMay be able to afford a nicer car for less
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Basic Principles ïCars

ÅExample ïnew Toyota 4 Runner vs. one year 
old model

ïNew 2007 Toyota 4-Runner Sport V6 4x2

ÅMSRP $31,320

ÅCars Direct $26,884

ïUsed 2006 Toyota 4-Runner Sport V6 4x2

ÅTotal milesé 8,236

ÅAsking Price $23,990

ïThis represents a savings of almost 11% by 
purchasing a car that is one year old.

ÅYou may save 20% if you shop around!
» Source:  Carsdirect.com search for new and used 4-Runner (4/8/07)
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Basic Principles ïCars

ÅWhen making a purchase, pay cash if you can

ÅMost residents will not have the savings to pay 

for a vehicle in full

ïGet the best possible loan, consider credit unions 

and banks beforeconsidering the dealerôs 

financing offer

ïSeparatethe decision to buy a car from the 

decision to finance the purchase
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Basic Principles ïCars

ÅSeveral of my friends went out and leased a 
luxury car (BMW) in their first year of 
residencyé

ÅWhy do I drive a 1999 Toyota with 100,000 
miles, and why does my wife drive a 1997 
Honda?

Rome

Destination wedding in Colorado

Boston

Retirement Savings
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Basic Principles ïCars

ÅRemember, personal financial planning is 

about choicesand understanding the 

consequences of those choices

ïMy wife and I choose to drive older cars and live life 

the way we want

ïSeveral of our friends could not attend our wedding 

because the cost to travel to Colorado was too 

expensive

ÅIôm sure the BMW payment had nothing to do with it

ÅNEWS FLASH: Residents who make $40,000 per year 

cannot afford luxury automobiles!
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Basic Principles ïCars

ÅYou donôt need to have a car payment

If you have a working carétry to keep it!

You will avoid a monthly payment

With this extra monthly money you could

ÅSave for retirement

ÅSave for a vacation

ÅPay down credit card debt

ÅQualify for better mortgage
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Basic Principles

ÅPay yourself first

ÅExpect the Unexpected ïhave emergency 

funds

ÅMake a budget ïthen stick to it

ÅAvoid consumer debt ïstart paying it off now

ïKeep up with your credit report

ÅDonôt lease your car
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Lifelong Investing

ÅRemember Pay Yourself First

ïExample of residents A & B

ïñAò saved for 10 years and then stopped

ïñBò saved waited 10 years and then began to save
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