
Lesson 14
Personal Financial Plan



Part 1
Money, Credit, and Loans



Understanding 
your pay stub

Social Security - Maximum taxable earnings will be $176,100, and the 
maximum benefit will be $4,018/mo.



Information 
on a pay stub

------------- | Employee Information | | Name: John 

Doe | | Address: 123 Main St, Anytown, USA | | 

Employee ID: 456789 | ------------------------------

------------------- | Employer Information | | Name: 

ABC Corporation | | Address: 456 Corporate Blvd, 

Anytown, USA | -------------------------------------

------------ | Pay Period: 01/01/2025 - 01/15/2025 | 

------------------------------------------------- | 

Gross Pay: | | Regular Wages: $2,000.00 | | Overtime 

Pay: $200.00 | | Bonuses: $100.00 | | Total Gross 

Pay: $2,300.00 | -----------------------------------

-------------- | Deductions: | | Federal Income Tax: 

$300.00 | | State Income Tax: $100.00 | | Social 

Security Tax: $142.60 | | Medicare Tax: $33.35 | | 

Health Insurance: $50.00 | | Retirement 

Contributions: $100.00 | | Other Deductions: $20.00 

| | Total Deductions: $745.95 | --------------------

----------------------------- | Net Pay: $1,554.05 | 

------------------------------------------------- | 

Year-to-Date Totals: | | Gross Pay: $2,300.00 | | 

Deductions: $745.95 | | Net Pay: $1,554.05 | -------

------------------------------------------



Personal Tax Rates
Progressive Taxes

SINGLE TAXPAYERS

2022Tax Rates – Standard 
Deduction $12,950

2017 Tax Rates – Standard 
Deduction $6,350
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earnings std ded
taxable 
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tax 

percent
$12,950 $12,950 $0 $0 0%

$50,000 $12,950 $37,050 $4,240 8%

$100,000 $12,950 $87,050 $14,768 15%

$1,000,000 $12,950 $987,050 $328,163 33%



Advantages and Disadvantages of credit

We’re using Credit whenever we 
receive goods and services in 

exchange for the promise of future 
payment for those goods and 

services.

Credit enables people to buy 
things, such as cars or homes, 
which it could otherwise take 

years to save to buy.

Credit allows people to make an 
unexpectedly large payment, such 

as a car repair or medical bill.

Some credit cards allow you to 
stop payment for unacceptable, 

falsely advertised, or undelivered 
products purchased by mail order 

or Internet.

The downsides to credit can 
threaten your financial health, so 
they should serve as cautions to 

those of us concerned about 
controlling budget: Credit can 
add fees and interest to our 

purchases.

Credit encourages some of us to 
overspend because it’s very easy 

to lose track of our spending.

Credit can lead us to believe we 
will have money to repay debt in 
the future when we really don’t 

know that for sure.

Overspending can lead 
to debt problems—and 

even bankruptcy—when payments 
to creditors exceed our ability to 

repay.



TYPES of Loans
It costs money to borrow money

Item Type Cash price Monthly 
payment

term Total credit 
price

$20,000 
student loan

amortized $20,000 $242 10 years @ 
8%

$29,053

clothes revolving $500 $46.31 1 year @ 20% $555.80

Car loan amortized $10,000 $191.89 5 years @ 6% $11,513

Condo in the 
South End

amortized $1,000,000 $5368.96 30 years @ 
5%

$1,932,514



Enjoy the 
Pizza

https://youtu.be/e6ZgYfYj24I

Source: Federal Reserve Bank

https://youtu.be/e6ZgYfYj24I


Credit Rating
Who Gets to Borrow 
Money ?

• Character

• Used credit before and paid bills on time

• Capital

• What is your income? Do you own anything? Collateral?

• Capacity

• Total amount of debts outstanding

yes no

Pays telephone bill on time

Savings account as collateral

unemployed

No credit history

0wns nothing of value

Late with cable payments

Same job for 3 years



Check your credit rating

Credit score used to predict probability of 
repaying a loan (FICO score)

Scores range from 300 to 850

Credit score is part of application process

Key credit rating agencies

•Equifax: 1-800-685-1111 
www.Equifax.com

•Experian: 1-888-397-3742
www.Experian.com

•TransUnion: 1-800-916-8800 www.Transunion.com

•Free credit report: 1-877-322-8228
www.Annualcreditreport.com

•Credit Karma:

•https://www.creditkarma.com/

http://www.equifax.com/
http://www.experian.com/
http://www.transunion.com/


Tips to Build Credit 

Open one bank 
card and pay 
total every 
month

01
Avoid specialty 
cards

02
Maintain good 
standing on 
student loan

03
Pay all bills on 
time

04
Don’t miss any 
payments

05
Don’t get too 
close to credit 
limit

06



Good and 
Bad Credit 
Activity

Source:VantageScore



What to do if there’s a problem?

Contact credit bureau immediately

Agency will tell you what they need

Contact creditor directly to resolve situation (e.g. GMAC)

File addendum with agency explaining your side of the story

credit card-pay of highest rate first

• Call businesses and try to negotiate lower payments

• Talk to family

• At BC, talk to ”Successful Start” or Consumer Credit Counseling Service (1-800-388-2227)

Working through problems



Your 
Parent’s 
Financial 
Advice
Right or 
Wrong?

Millenials

• College tuition up 1375% since 1978   home prices 4x median income

• Student loans up 4X to $1.48 trillion

Be careful about student loans

• Is a master’s degree worth it?

Do you really need a home?

• How long will you live there?

Location! Location! Location! 

• what’s the best place to live?

Be smart with your spending

• Start saving

• Take advantage of the match - - - 401k plans

Put aside some money for fun!!!!!





Some Good articles

Financial Starter KitWSJ https://www.wsj.com/articles/a-financial-starter-kit-11568369600

Q and A for Tax Newbies WSJ https://www.wsj.com/articles/first-time-paying-taxes-buckle-up-11568367002

Your Parents Financial Advice WSJ https://www.wsj.com/articles/first-time-paying-taxes-buckle-up-
11568367002

https://www.wsj.com/articles/a-financial-starter-kit-11568369600
https://www.wsj.com/articles/first-time-paying-taxes-buckle-up-11568367002
https://www.wsj.com/articles/first-time-paying-taxes-buckle-up-11568367002


Part 2
Constructing a budget



budget template

https://consumer.gov/content/make-budget-worksheet


Part 3
Short and long term 

planning



Why do we 
plan?

• “Alice: Would you tell me, please, which 
way I ought to go from here?
The Cheshire Cat: That depends a good 
deal on where you want to get to.
Alice: I don't much care where.
The Cheshire Cat: Then it doesn't much 
matter which way you go.
Alice: ...So long as I get somewhere.
The Cheshire Cat: Oh, you're sure to do 
that, if only you walk long enough.”

• ― Lewis Carroll, Alice in Wonderland

This Photo by Unknown Author is licensed under CC BY-NC-ND

https://www.goodreads.com/work/quotes/2933712
https://thenailartiste.blogspot.com/2012/09/alice-in-wonderland-nail-art-series.html
https://creativecommons.org/licenses/by-nc-nd/3.0/


How much do you 
need?

• $1 million @ 8.0% gets you 
$90,000 for 25 years

Starting 
age

Annual 
contribution

Ending 
value at 
age 65

25 $3,574 $1,000,000

35 $8,173 $1,000,000

45 $20,233 $1,000,000

55 $63,916 $1,000,000



Setting financial goals

Short-term

Establish a budget

Create an emergency fund

Payoff credit cards

Match with short term 
assets

Medium term

Get insurance

Payoff student loans

Save for a home, car, 
vacation

Match with mid term 
assets

Have some fun

• Long-term – set a long term plan
• Bigger home

• Retirement 



Investment Policy 
Statement

• IPS

• An IPS is the map, activity schedule and outcome document between a financial 
advisor and client. The first section of the statement includes the client’s broad 
investing goals and objectives. The next component discusses the path that the 
advisor, in collaboration with the client, follows to reach a set of goals.

• The details include topics such as asset allocation, risk tolerance, and financial 
goals.

https://www.investopedia.com/articles/investing/060515/example-investment-policy-statement.asp
https://www.investopedia.com/terms/f/financial-advisor.asp
https://www.investopedia.com/terms/a/assetallocation.asp
https://www.investopedia.com/terms/r/risktolerance.asp


Part 4
Managing your money



Investing

• Types of investments

• How do you decide?

• IPS

• Risk and asset mix

• Mutual funds

• Portfolio mix



ATOMIC 
ENERGY

THE SUN

GRAVITY COMPOUND 
INTEREST

years amount

10 $162.88

40 $703.99

100 $13,150.13

250 $19,830,093.75

500 $3,932,326,182,721.81

Quiz – What’s the most powerful force in the 
universe?



Simple versus 
compound interest

• Investment 1 – simple interest

• Invest $1000

• Sends you a check for $100 every 12 months for 20 
years

• Pays back $1000

• Total return = $1000 + $2000= $3000

• Investment 2 – compound interest

• Invest $1000

• Pays 10% interest on the deposit and the interest 
you earn

• Total return = $1000 + $2000+ $4100 =$7100

• Which is the better investment?



Time is on your side !
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Review of the Fundamentals

Stocks (Equities)
Ownership in the corporation

No guarantees

Unlimited gains or losses

Gains from dividends, price changes 
– up or down

Bonds (Debt)
Lending money directly to a 
company (usually $1000 at issue)

Buy debt in the marketplace

Pay a fixed rate of interest e.g. % 5 or 
$25 every 6 months

Principal paid back at maturity (fixed 
at issue, 1 year to 30 years)

Gains from interest paid plus change 
in value

Money Market (Cash)
Short-term loans (1 day to 1 year)

Minimal price changes



Short –term, 
lowest risk 
investments
(money market 
mutual funds, 
bank CD’s)



Bonds are 
usually low 
risk with 
stable returns



Stocks – more 
uncertainty, 
higher return





How to invest?

• Hire a professional to do it for you

• Stock broker

• Financial advisor

• Invest on your own

• Schwab, TD Ameritrade, Fidelity

• Individual securities or mutual funds

• Don’t try to time the market 



“The secret sauce”

Berkshire- Hathaway

Berkshire-Hathway 2022 Annual Report



Historical returns

-50.00%

-40.00%

-30.00%

-20.00%

-10.00%

0.00%

10.00%

20.00%

30.00%

40.00%

50.00%

1 3 5 7 9 11 13 15 17 19 21 23 25 27 29 31 33 35 37 39 41 43 45 47 49 51

Annual returns - Stocks, tbills, tbond, diversified

stocks tbills tbonds diversified

0

2000

4000

6000

8000

10000

12000

14000

16000

18000

20000

1 3 5 7 9 11 13 15 17 19 21 23 25 27 29 31 33 35 37 39 41 43 45 47 49 51

Cumulative returns - stocks, tbills, tbonds, diversified

stocks tbills tbonds diversified

Source: NYU Stern School

$100



Stocks, 
bonds, cash



Benefits of Diversification

https://www.google.com/url?sa=i&url=https%3A%2F%2Fgf-wealth.com%2Fblog%2Fquarterly-market-review-q3-2020&psig=AOvVaw1BpemuAW2y9EyixJBvord4&ust=1645568762570000&source=images&cd=vfe&ved=0CAwQjhxqFwoTCOilxsTrkfYCFQAAAAAdAAAAABA6


Investments  
by risk



Table 13.1 Alternative Asset Allocations



Why mutual funds?



The Mutual 
Fund 
Concept

• Attractions:

• Portfolio diversification

• Full time professional 
management

• Ability to invest small 
amounts

• Service

• Automatic 
reinvestment of 
dividends and 
capital gains

• Record keeping for 
taxes

• Exchange privileges

• Convenience

• Easy to buy and sell

• Easy to track prices 
and performance

• Drawbacks:

• Transaction Costs

• Management Fee

• Commission Fees 
(“sales load”)

• Expense ratio: a 
charge, expressed 
as a percentage of 
assets managed 
by the fund, that 
fund investors pay 
each year.

• Spotty performance record

• Consistently 
beating the 
market is difficult.

• Many mutual 
funds just keep 
even with overall 
stock market 
index.



Types of 
Funds

• Growth Fund: objective is capital 
appreciation.

• Invest primarily in well-established 
large- or mid-cap companies with 
above-average growth potential.

• Aggressive-Growth Funds: highly speculative 
with portfolios of primarily “high-flying” 
common stocks.

• Invest in small, unseasoned 
companies with high price/earnings 
multiples.

• Value Funds: buy stocks with low prices 
relative to some measure of intrinsic value 
like earnings or dividends.

• Less risky investments for relatively 
conservative investors looking for 
attractive returns.

• Equity-income Funds: purchase stocks with 
high dividend yields.

• Focus is on high current income with 
some long-term capital appreciation. 
Typically less risk than overall stock 
market.

• Bond Funds: Invest exclusively in various types and 
grades of bonds, with income as the primary investment 
objective.

• Advantages of bond funds over investing 
directly in bonds:

• More liquid.

• Offer higher diversification.

• Bond funds automatically reinvest 
interest and other income.

• Money Market Mutual Funds: invest in short-term 
money market instruments, such as bank certificates of 
deposit, U.S. Treasury bills, and the like.

• Index Funds: buys and holds a portfolio of stocks (or 
bonds) equivalent to those in a specific market index, 
like the S&P 500.

• Sector Funds: investments are restricted to a particular 
sector or industry. Example: A health care sector fund 
would focus on stocks issued by drug companies, etc

• Asset Allocation Funds: funds that spread investors’ 
money across different types of asset classes: stocks, 
bonds, and money market securities. Provides built-in 
asset allocation by a professional investment manager.

• Target date fund: follows an asset allocation plan tied 
to a specific target date. Asset allocation begins heavy 
on stocks and shifts to a more conservative allocation 
emphasizing bonds.



What  to do?

• Enroll in 401k plan

• Company match

• Put in as much as you can

• Choose a target date mutual fund

• Age based

• Risk based

• Set it and forget it

• Over time can move some money out



Questions 
????

• Any questions ?

• Any open issues


