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Outline: Personal Finance for the Young Adult

 Banking as part of an overall savings strategy.

 Debt or Cash Crunch: Why it Happens?

 The Moat around your Financial Castle

 A Little Bit on Interest Rates 

 How much do you really make? and Budgeting.

 Choosing a bank, Making Payments, CDs

 Loans. 

 Questions
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Banking as Part of Overall Savings Strategy

 Banks/Credit Unions offer various places where you can park your 
money. The following are FDIC insured till $250,000 in the event of a 
banking or financial crisis.
 Savings and Checking Accounts

 Bank Money Market Accounts

 CDs – Certificate of Deposit. These unlike the above are less liquid as one has to wait till the term 
of the CD before withdrawal. 

 The above are 100% safe investments till that FDIC limit (unless the US 
Govt. Collapses). Great Return/Risk ratio when interest rates are high.

 Banks/ CU also offer brokerage services and stock and bond mutual 
funds. 
 These are not FDIC insured. 

 Usually these offerings are not as good as those offered by companies dedicated to investing 
securities, and stock and bond ETF’s and Mutual Funds.
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Debt or a Cash Crunch: Why it happens?

 Overestimation of disposable income
 $62.50 family wage per hour (120K per annum) can be $7.0 per hour 

($13440 per annum) after deductions and essentials.

 Unanticipated surprise expenses. Examples:
 Job loss

 Hospitalization, automobile repair, or other home-repair emergency

 One time Annual payments you forgot

 “Cha-ching” at the cash register or online purchases may 
sometimes be a factor. 

 Appropriate balances in Bank savings, checking and money 
market accounts prevent debt and cash crunches which 
can lead to high interest payments, bankruptcy and severe 
strains on relationships. 
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Bank/ Credit Union Account Strategies: 
The Moat around your Financial Castle

 “Mi casa es su casa” as long as they are not visiting to evict you!

 Your castle is the well being (financial and other-wise) of those 
around you 
 Assures the steady growth of long term investments 

 While allowing for spikes and variation in expense due to emergencies to cut into 
liquid short term assets alone

 A 6 times income ‘Moat’ consisting of short term safe liquid 
assets is usually recommended

 The ‘Moat’ also leads to greater flexibility:
 You can consider career changes such as additional schooling/training

 Or a slow move to a different career path which is more rewarding/less stressful 
but possibly generating less income.

 A Moat can prevent divorce or separation due to a financial melt-
down or job-loss.
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The 6 Times Income ‘Moat’ which worked for me

 Two months employer deposited monthly income (EDMI) + the bank 
minimum balance requirement as a minimum balance in your checking 
account. 

 Maintain two times EDMI in either savings or the bank’s money market 
(MM) account. Check for automatic deduction from the savings/MM in the 
event of insufficient funds in checking.

 This maintains a buffer against bounced debits (sometimes by error) and 
allows for a more relaxed account monitoring – you just need to look at 
month end statements.

 Maintain another two times EDMI in a liquid investment such as a tax 
exempt intermediate term municipal bond fund.

 Anything beyond 6X invested in taxable or retirement Bonds and Stocks –
more risky (with higher rewards) which you should not be forced to pull out 
due to adverse tax and income consequences (selling when low).  
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Conventional Wisdom

Interest Rates and Investing

Movement Value HIGH (About > 2%) LOW (About < 2%)

Falling Hold Bank Accounts
Increase Bond Exposure
Hold Stock Exposure

Reduce Bank Accounts
Hold Bonds
Increase Stocks

Steady Increase Bank/Pay Debt
Increase/Hold Bonds
Reduce Stocks

Reduce Bank Accounts
Reduce/Hold Bonds
Hold/Increase Stocks

Rising Increase Bank/Pay Debt
Hold Bonds
Reduce Stocks

Hold Bank Accounts
Reduce Bonds
Hold Stocks

Federal Reserve Controls Interest Rates. It is very hard to gauge if they are High/Low or 
in a Falling/Rising Pattern. So it is probably wise to make relatively small changes based  
on the table above – maybe only new money like a bonus or unanticipated saving.
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Budgeting: Why?

 Internet purchases and Mall ‘Cha-Ching’ can add to 
the issue with surprise big expenses. 

 You can have a cash flow problem - at certain times 
more being spent than earned/earmarked despite 
your best efforts.

 You are having trouble saving up an emergency fund 
(6X monthly income) 

 You are not saving enough for investment.

 You need to have an idea how much you get and how 
much you spend.
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Cha-Ching I-Ching

Cha-Ching: Not to be confused with the I-Ching
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Hourly $62.5 (Nominal) to $31.5 
(Paycheck) to $7 (After Essentials)

Hourly $26 (Nominal) to $10.2 
(Paycheck) to -$2.8 (After Essentials)
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Budgeting: How much do you really make?

Calculator at this Link -- https://resourcetepee.com/free-personal-finance-calculators/money-and-taxes/how-much-do-you-really-make/
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Budgeting: How?

 Look at your income and expenses over a 3/6 month 
period and create a spreadsheet. A long time frame will 
include both ‘Cha-Chings” and surprises.

 Usually you can get it all by printing your credit cards 
and bank statements. Some Credit Cards often provide a 
breakdown of expenses.

 Old fashioned bank account only spending and tracking 
is a good way to learn about budgeting when young.

 Redo spreadsheet after a life change such as kids, change 
in marital status, job change or move.

 Delayed Gratification and Debate and Discussion with 
Significant Others, without doing budgetting analogous 
to an extreme diet.
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A Granular Spreadsheet

Monthly Average Over 6 Months

01/15 to 06/15 01/18 to 06/18

Monthly Paycheck after all Deductions 5000 6000

Essentials (Fixed Costs)

Mortgage/Rent, Property tax, Home insurance 2800 2900

Auto Loan, Insurance and Gasoline 670 720

Utilities – Power, Water, Sewer, Trash 320 330

Non-Essentials (More so as you go down)

Food and Clothing 250 280

Cable, Internet, Phone 130 130

Cell Phone 110 110

Cash Withdrawals 200 220

Line Items for other non-essentials starting here -- --

Irregular (Surprises)

Monthly Auto Maintenance Over Period 180 200

Line Items for other surprises starting here --- --

Total Expenses Without Line Items 4660 4890
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Factors to Consider When Picking a Bank

 Liquidity
 Money Market Accounts (Somewhat more liquid) versus Certificates of Deposit (CD)

 Are minimum mandatory balances required for certain service levels. This increases 
savings amounts earnings low interest.

 Do special higher interest accounts require higher balances.

 Fees
 Are fees and penalties too steep? Charges for checks written, cashiers check etc.,

 Are there hidden fees – eg., non-usage of ATM card.

 Services
 Bill Payer Service

 Safe deposit locker 

 Watch out for sales of investment services. (non FDIC Insured)

 Loan Interest rates.

 Overdraft protection

 Consider Credit Unions 
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Bank Investments: Building and Dismantling a CD ladder

 When interest rates are high and rising/steady CD's can pay 
reasonable risk free interest.

 Longer term CD's (say 4 yr versus 1 yr) usually yield more interest 
income, however you sacrifice liquidity.  

 A little bit of buyer remorse results if interest rates are even higher 
next year. 

 To build a 4 year ladder, split any lump sum 4 ways and buy CDs 
with 1, 2, 3 and 4 year terms. 

 In succeeding years if CD rates continue to be favorable, extend the 
term of each maturing CD to 4 years and split any newly available 
money in four and invest as in the previous bullet. 

 This establishes a ladder where you have a constant amount 
maturing every year and CDs in your portfolio with steadily 
increasing terms.   

 Continue doing this while rates are high. When rates decrease start 
dismantling your ladder. Invest maturing CDs in other ways. 
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How to make payments?

 Automatic debit to avoid charges for missing a payment or for a 
delayed payment. 
 Many such payments – credit cards, utilities, newspapers, gyms. 

 Use bank account debits instead of credit card debits 
 Reduces re-instating debits for credit card replacements with a new expiry dates

 Bank debits require the acct and routing numbers on your checks.

 Use bill payment service of your bank for
 Non-periodic accounts such as medical bills, and sporadic bills such as annual 

magazine subscriptions. This saves time stuffing envelopes. 

 Maintaining the buffer in your account will 
 Prevent automatic payments bouncing 

 You need to look at your monthly bank and credit card statements alone to keep 
up with accounting.
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Loans in General

 Loans such as car loans, student loans and mortgages 
tend to have lower interest rates than other debt. 

 Avoid other high interest debt and assure reasonable net 
cash flow by stretching your debts to the longest period –
typically 6 years for auto loans, 30 years for mortgages.

 Check for the lowest interest rates and no pre-payment 
penalty.  
 Stretch the loan initially and then pay back principal as and when 

you have money.
 See slide #7 on interest rates and investing on strategic loan pre-

payment.

 Make sure that debt purchases will not effect your cash 
flow or deplete your emergency fund.
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Credit Card Debt

 You qualify for a loan if you have a credit history. Credit 
scores can be obtained from 3 agencies -- Experian, 
Equifax, TransUnion. 

 An initial credit history can be established using credit 
cards and making payments on time, preferably your 
entire monthly bill.

 Unused credit limits of 2X to 3X monthly paycheck can 
provide an additional buffer.

 Paying off fixed interest debt is like investing in a ROTH 
IRA (taxed now, none later). 
 Paying off credit card debt is like investing in a ROTH with high 

interest rates often spiraling up. 
 Once you have your financial moat you can set up automatic debits 

for the entire card balance for cash reward cards.
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Automobile Loans

 Check for the lowest interest rates and no pre-
payment penalty (a penalty is more common in auto 
loans than home loans).

 It is conservative to save for a down-payment for 
your car -- This gets you used to setting aside money 
on a monthly basis for loan and ancillary payments.

 When trying to decide if you can afford the monthly 
payments on the car also consider ancillary 
payments 
 For a car you have insurance payments, maintenance  and 

gasoline in addition to the loan payment.
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Mortgages

 Check for the lowest interest rates and no pre-payment penalty.
 Fixed interest rates for mortgages are better than risking variable interest 

rates which could balloon with market interest rates later. 
 Check the trade off with a calculator if you are offered points – reduction of 

interest rates in exchange for an initial lump sum payment.
 It is conservative to save for a down-payment for your home as for your car. 

 Kids love apartment rentals as they have more kids to play with.
 A lower end initial home may help but consider the 5% or so commissions in both 

the sale of this and in the purchase of the desired higher end home.
 Saving for down-payment gets you used to setting aside money on a monthly 

basis for loan and ancillary payments.

 When trying to decide if you can afford the monthly payments on the house 
also consider ancillary payments 
 Consider home insurance, property tax, larger utility bills, maintenance for a 

home purchase.
 One may need to pay a net 60-70% more on these than the loan payment on 

making the purchase. 
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Cha-Ching I-Ching

Questions: The Cha-Ching and I-Ching
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My Voluntary Cha-Ching: Make a payment  in any multiple of $15 now or whenever at https://resourcetepee.com/payment/

https://resourcetepee.com/payment/

