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Personal Finance Planning: Getting Started
For folks starting with little or nothing in terms of a plan, the task can seem daunting, even ominous. We
struggle with questions like, where to begin, where is all the information, and is it even worth it? Other people
don’t do it and they seem to be doing fine. No one really talks about it, and as long as there’s more coming in
than going out, things are ok…right? Well there was a time when I didn’t know (for sure), and I was well
aware that I didn’t know. And that’s the point really…how do we know where we are financially? We find out
the truth quickly when there’s a shift in pay, layoff, cut back in overtime or regular hours, or a major expense
hits our accounts. And at that point, all we can do is react and try to absorb the impact. But as long as things
are going along “normally”, we seem to have better things to do with our time…and that’s a choice that we can
make.
Most folks I talk to about personal finance management wish they had a better handle on things, more
control, less debt, and increased saving. These are all good goals, but these answers just aren’t specific. How
much more? How much less? They really don’t know where they stand financially, and some even worry that
they might be “Red-Lined”, meaning if they missed two or three paychecks they’d be in very deep trouble. But
they don’t know for sure, and they aren’t sleeping very well. I imagine driving on a long trip with no gas
gauge. In the beginning it’s ok right after you fill the gas tank, but after a while things get pretty dicey.
The first step has to be finding out exactly where we are financially. All asset and debt information must be
gathered together and condensed. Just gathering the numbers is an illuminating experience, and for some it
can be a strong dose of reality. We generally have a handful of accounts and credit cards, and then there are
loans, and mortgage information. Statements aren’t as available as they used to be since many accounts are
now paperless, so the task is even greater because we have to log in to the account to get the information. It
can be tedious, but it is well worth it. It’s also much easier to keep up with afterward than it is to do the first
time. And that’s what keeps a lot of folks from getting started…that first arduous task of getting it all together.
If you haven’t done this yet (or in a while), do it! Commit to getting a handle on things, and find out exactly
what your financial picture looks like. Start out with, and use a system that will ensure that you capture every
asset, debt, and income stream. It has to be comprehensive, and tell the whole story. It’s also a good idea to
segregate liquid assets, and short and long-term debt as well. This helps when we need a “divide and
conquer” strategy, and want to focus on a specific debt or savings area. It also shows where our focus should
be, and things we need to keep an eye on. Seeing the balances and interest rates side-by-side will often shed a
whole new light on our situation.
I need incentives, and one thing that I like to see in a financial status picture is what things look like now
compared to last month (and even last year). Things need to be relative. If they’re not, it’s like me saying “I’m
trying to lose weight and I’m 168 pounds today”. This doesn’t really say anything. If I weighed 172 last week,
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then that’s one thing, but if I weighed 165 last week then that’s another. We need a point of reference. We
need to know if we’re making progress, how much, and how quickly. Are we achieving our goals? Let’s look at
an example. In the sample data below, notice the previous balance section on the far right of the screen. Here
we see the previous month’s balance, along with columns for interest rate, how much interest came out of the
payment last month (Paid Interest), and what the monthly charges were. These all help to give us the total
picture. Looking at the Short Term Debt item Credit Card #1 (in the red box), the current balance is $1,000.
The Previous Balance was $987.00. So debt actually increased even though a payment was made. The Interest
rate is 12%, and that ate up $10.00 of the payment, and the monthly charges were $503.00. These are all
taken from the monthly statement, and we can readily see that this isn’t going in the right direction.

Let’s take a look at the Budget Analysis section (on the next page) and the monthly payment. This shows that
the monthly payment allocated was $500.00. So, the charges for the month were $503.00 and the monthly
payment was $500.00. That’s not a good recipe for debt reduction, and then there’s the impact of interest too.
If this trend continues, the balance will just creep higher and higher.
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In this case, the solution could be a higher payment or lower monthly charging. We could leave it at that, but
there’s no plan…no gas gauge. There are other bills to pay too, and other debts that need attention. Having all
of our debt information in one place allows us to consider different approaches, and to form a workable plan.
There are many approaches to debt reduction, and we’ll cover them at length in another article. But
regardless of the method, there’s a real benefit to seeing them graphically. In addition, the ability to try
different scenarios is extremely helpful in both choosing the right focus, and as an incentive to stick with a
plan.
To illustrate, I’ve taken the Credit Card #1 data and set up some different possibilities. We know what
happens if the situation continues as is, so we’ll skip that scenario. The first example considers what happens
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if we continue charging at $503.00 per month, but increase the monthly payment to $600.00. This is really
just like making a payment of $97.00 (minus the interest of course). Let’s do the math.
$1,000.00 (balance) - $600.00 (payment) + $10.00 (interest) + $503.00 (new charges) = $913.00 (new
balance). Note: see the article titled “ Credit Card Statement data and Billing Cycles”.
The difference is actually $87.00…we made $87.00 progress toward eliminating this debt.
(The dark blue bottom section of the bars show the trend graphically)

There is a slow, but constant reduction in the debt over ten months. That’s pretty good, but maybe we can do
better. Next, I’ll keep the monthly payment at $600.00, but reduce monthly charges to $403.00 which
translates into a payment of $197.00 (minus interest). As a side note, after I’ve tried a variety of scenarios and
arrived at what I think will work, I then go back to the Budget Analysis section and change the payment
allocation to see how that affects the total budget picture. There may need to be other slight changes or
reductions. Our budgets fluctuate too. For instance, my electric and gas bill are higher at certain times of the
year. In those months when they are lower than the budget allocation, that money needs to be working in
another area. Also, some months have five paychecks instead of four. A great place to put that “additional”
money would be debt elimination, and the sooner the better. In the next screen capture, we quickly see that
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the $100.00 reduction in monthly spending (which translates into an increase in the payment), has a dramatic
effect on the time that it takes to eliminate the debt. It’s gone in just 5 months. This is a much better plan, but
allocating an additional $100.00 and reducing the monthly charges could be too much for our monthly
budget. Maybe the comfortable solution is somewhere between the two scenarios.

The idea is to control, reduce, and eliminate debt. To do this, we need to know the balance, spending, interest
rate, and regular payment amounts, and we need to see these in conjunction with our other debt information,
while we evaluate different approaches. With that accomplished, we can select a workable plan, and then
work the plan and monitor progress toward the goal. Once a debt is eliminated, we adjust the plan and the
amount that used to go toward paying that monthly payment can now be applied to another….and so on.
The point is really to get started, get a handle on the whole picture, and then to form and work with a
plan….and the sooner the better.

Email comments to: articles@jazersolutions.com
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