BEYOND THE TITHE

Practical Lessons on Personal Finance
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Dealing with Debt
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The borrower is servant to the lender:

—Proverbs 22:7

Be determined never to incur another debt. Deny
yourself a thousand things rather than run in debt.
This has been the curse of your life, getting into
debt. Avoid it as you would the smallpox.

—Adventist Home 3934




DEBT IS BAD!

But not a sin.

| now write to ask you if you will let me have

the use of two thousand dollars to help me

in bringing out books that the people need....If |

should fall in the conflict before the Lord's

appearing, my sons would carry forward the
work of circulating my books according to my

plans.When the expense of issuing my books is
lessened, the sales will soon pay up all my

debts....

—Publishing Ministry, 209.4-5




RUILES FOR DEETN

|. Never borrow money for
something that goes down In
value.

2. Borrowing is acceptable only if
what you're buying can pay off the
debt.
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INAFERCS T & DEPRECIARIEIM

. Price After |  Total Cost with .
New Price Near 10% Interest Difference

7S

Vacation $2,000 $0 $2,200 $2,200

$30,000 $24,300 $33,000 $8,700
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PAYING INTEREST ON
BERRECIATINGASSENRS

There's no surer way to lose money.

10




“A fool and his money is soon parted.”

—English Proverb
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U GH TS ON CREDITF GRS

» Credit cards are not dangerous.

« Credit card use without self-

control is dangerous.
* You can live without credit cards.

* Credit cards do have benefits.
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BN ORER CREDIT CARD USE s

« Don't use them to buy stuff you
don't need. (Have a spending

plan!)

« Never carry a balance. Pay

them off every month.

If you violate either of these
two rules, cut them up.

« Consolidate use to concentrate
rewards.
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g WING O B

« Own the debt. Don't make excuses. Don't play the victim.

* There is no alternative to making big payments.
Sometimes you can negotiate with creditors, but that

won't eliminate the debt.

* Make debt payoff the # | priority in your short-term
savings plan. Then squeeze every dime out of your
monthly spending plan.

« Don't worry about other investments until your debt is
paid off.

+ Use the Debt Snowball Method.
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DEBT SNOWBALL

« List debts from smallest to

largest.

* Pay minimums on all debt
except the smallest.

* Focus intense efforts to pay

off the smallest, then roll all
extra payments to the next
one on the list.
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BT SNOVVE- SIS

| $38,500 Total
@redit Card | $1,000
« If $1,000/month
Credit Card2  $2,500 toward debt
* Both credit cdisss
Car Loan $10,000 paid in 4 months.

» Payoff in 39 months

Student Loan $25,000 or 3.25 years.
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ENOVYVBALL V5. AVALANGHSIE

» Paying off in order of highest to
lowest interest rate will result in the
greatest amount of money saved.

» But the psychological motivation of
seeing small wins helps maintain
momentum.
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Paying off debt Is the best
investment. If you regret being
debt-free, It's easy to undo It.
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lE=iE 2 BIGGES [FDEETE
SCENARIOS
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jESIE 2 BIGGES MEIEEN
S EENANE@S

e Student Loans

* Home Mortgage
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e Student Loanlsl"~.,

Ve

* Home Mortgage™W.
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BEEEY PASOIEIE
FDED T RUIEESH

Just because it's permissible doesn’t

mean you must!
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ECIDEN T LOAN FINE-FRINES

* Student loans cant be
discharged in bankruptcy.

* The government can even
garnish your tax returns.

* Just because you qualify,
don't take the max

amount.

* [t ain't free money!
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BWINME SENSIBLE QUESTICHINES

* What career do | wish to pursue!
BRSO mucn do | expect 1o eartt

« How much will | owe!?

 What must | do to be debt free ASAP?
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INEOME VS, DEEEEE

Approx. Starting
Income

Occupation

Average Debt

Teacher (BS) 5

$35,000

Pastor (MDiv) $46,000 $40,000

Nurse (RN) $49,920 $35,000

Dentist (DDS) $120,000 $400,000
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INCOME V5. DIEE

Average Monthly Payoff in Payoff in

Occupation Income 5Yearsat 7% 10 Years at 7%

$693/month $406/month

Teacher (BS) LS

(23% income) (14% income)

. $/92/month $464/month

sy (et ke (219 income) (12% income)
$693/month $406/month

Nl (A S (1 7% income) (10% income)

$7920/month $4644/month

Dentist (DDS) $10,000 (79% income) (46% income)
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INEOME VS, DEEEEE

Payoff in Payoff in Payoff in
10 Years at 7% 20 Years at 7% 30 Years at 7%

Occupation

$4644/month $3101/month $2661/month

Payments (46% income) (31% income) (27% income)

Interest Paid i ST $344,288 $558,036
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EINNIS THIE DENSRISHE

LU Grad
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ENINIS THE DENFRISHE

* Lifestyle Inflation: * Family Expenses:

* Big house Having kids

* Fancy cars/toys Private schools

B pensive clothes * Music/Sports/Art
lessons
« Country Club
membership * Vacations
* Higher taxes/insurance * Supporting parents
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& INTDENNIS DORE

Annual Salary $120,000
Tax -$36,000  30%
Tithe -$12,000 10%
Mortgage -$18,000  $300,000 mortgage
Car Loans -$9,600  $45,000 car
Annual Vacations -$6,500  Travel with the family
Private School -$7,000  Tuition for | child
Kid's Lessons -$2,000  $40/week

What’s Left? $28,900
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& INTDENNIS DORE

* At a rate of $28,900/year, it will take Dennis 50
YEARS to pay off his student loans.

* In total for his $400,000 loan, he will pay OVER
$1.4 MILLION.

 Any less than this and his payments won't keep up
with the interest, meaning he would never pay it off.

» This does not even take into account his regular
living expenses!
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A TRUE DENTIST SURVMNMAL
EUCECESS STORNS

* LLU Graduate in 2000.

$200,000 in student loans.

Paid off in 5 years.

Completely debt-free in 8 years.

How!
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A TRUE DENTIST SURMMAL
EOCCESS 5 T@RNE

« Determined to pay off * Year 4: Started a 2nd
loan ASAFR. practice from scratch.

- Year I: $200k in dental ~ »/Okleftin debt
school debt. Bought a * Year 5: Sold |st practice
small practice 4 months and condo, profit paid off
out of school. remaining student loan.

* Years 2 & 3: Worked *+ Year 8: Sold 2nd practice
hard, got married, bought for nearly $1 Million,
a condo. moved to the country

|00% debt free.
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A TRUE DENTIST SURVMNMAL
EUCECESS STORNS

“Yes, dentists make pretty decent money, but
what was most helpful to us was God's
blessings on the right investments at the right
uimc
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SHRUDENT LOAN DEBTFNES
COIMIIRERIEN |

* Goal: To be debt free ___ years after
graduation.

* Pledge: To pay at least $___ each month
until it i1s paid off.

* This Means: | will work hard until my
debt is paid off!
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B IGHT TALK TO STUBDERNHES

It “students are so poor’ why do
many not live like it?
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EEONOMIC OUTPATIENTSCEEEE

* Junior feels entitled to same standard of MORE THAN TWO MILLION COPTES SOLD!
living as Mom and Dad.

EEEEEEEE AL

« So Mom and Dad subsidize Junior’s lifestyle it THE

i MLONGR

* Mom and Dad don't want Junior to have
to work. They are trying to give him a

better life than they had. NEXT

« Ironically, they take away the one thing that DOOR
was the source of Mom and Dad’s success.

TR SWER

Thomas J. Stan
Williz D. Da kO I’ 11 l

MORE THAN THREE YVEARS ON THE

* Junior feels victimized when he can’t have e T
what he wants.
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END STUDENT DEBT=$15 AdauNiow ff
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MILLION STUDENT MARCH
[ Eiee college tuition 3. $15 Minimumvaess

for all campus

PR ncellation of all
workers

student debt
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“Give a2 man a fish and he will eat for a day,
teach a man how to fish and he will eat for a
lifetime.”’

—Chinese Proverb
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In acquiring an education, many students would
gain a most valuable training if they would
become self-sustaining. Instead of incurring

debts, or depending on the self-denial of their
parents, let young men and young women
depend on themselves.

-Education 221.2
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They will thus learn the value of money, the
value of time, strength, and opportunities,
and will be under far less temptation to

indulge idle and spendthrift habits. The
lessons of economy, industry, self-denial, practical
business management, and steadfastness of

purpose, thus mastered, would prove a most
important part of their equipment for the
battle of life.

-Education 221.2
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LEARN TO WORK.

Students.

42




LEARN TO WORK.HARD.

Students.
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1S 1O MINIMIZE EOANS

* Live Your Wage —Which is none.
So don't pretend.

* Apply for Scholarships - The
closest thing there is to free money.

+ Consider Cheaper Options -

Community college, state schools,
at least temporarily.

* Dump the Car —\Walk, ride a bike,
carpool, live on campus.

* Eat in the Cafeteria — Eating out
is beyond your pay grade.

* Remember Your Education Is
Priority — Not a relationship, not
parties, not sports.

+ Get a Job (Or 2) - The work
experience may be worth more
than your classes.

* Interview Your Future Self — He/
she's the person you're really
borrowing from.
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BIFEEACK FOR STUDENES

* Once graduated or after student loans are paid off, live on
40% of earnings and invest the other 60%. Assuming 8%
returns, in 10 years, the amount you've invested will be
enough to cover your annual living expenses.

* Example: If you earn $50,000, live on $20,000 and invest
$30,000 each year for 10 years at 8%. In 10 years, you
would have right around $500,000. Using the 4% safe
withdrawal rate, your investment will net you $20,000 each

year—equivalent to your yearly expenses.

* You could theoretically “retire"!
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SUNAINIG A = (OIS
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lizi= > TORY OF OUR PGS

Paid off in 2 Years
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if=1= NUNMBIEES

B 155,000 Purchase Price

- $85,000 Mortgage

* | 5-year fixed rate at 3.49% interest
« $607.24 Minimum payments

« $3,700 Average actual payments

+ $100,000 Downpayment
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IF=IE SECRE

* $3,700 Average actual payments

* $100,000 Downpayment
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Ii=1E SEERE

- A Big Downpaymen::«mehad a

dream to buy h

\cash and
had bee wE‘up ;§e€she
NS \\*\c’

- Big M%nthly Payments: Nearly all our
extra savings went toward the mortgage.
VWe averaged 6x the minimum.
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THE BENEFITS

* We get to live rent AND mortgage free, eliminating the
single largest expense in our budget.

« We own our home now, instead of the bank, so no risk
of foreclosurel!

« More free cash for other savings. (Solar panels!)

* We paid off the mortgage the same month our baby was
born.

+ One less thing to stress about!

51

Hl=
EI=INEFITS




1= BN ERERS

Oh yeah, and we saved a LOT of interest!

| 5-Year Payoff 2-Year Payoff

Mortgage $85,000 $85,000

Monthly Payment $607.24 $3,700.00

Total Interest $24.301.91 $3,344.85

Interest Saved $20,957.06
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ENEEA MORTGAGE GOEIS
FORMAEIAVA =0
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ENEEA MORTGAGE GOEIS
RER [

« Only the interest can be deducted from taxes, not
full payment.

 Only applies to those who itemize deductions
(most don't).

* You save more by paying off the loan than you get
back in tax deduction. (Paying $1 to get back $.25)
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EI=ING [HE DREAM HOESE
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EEFNING THE DREAM FCESS

* Suppose our dream home is a $300,000
house out Iin the country. What's the best
way to purchase that house?

* |s it better to get a small house first and
pay It off early?

« Or s It better to go straight for the bigger
house If | can afford the payments!?
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ERFNING THE DREAM FICESIS

The Biggs | st Decade The Smalls
$300,000 House Price $150,000
$30,000 Down Payment $30,000
$270,000 Balance $120,000
30 years @ 4.5% Terms 10 years @ 4.5%
$1,368.05 Monthly Payment $l245ce
$164,166 LA ot $149,239

payments:
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EEFNING THE DREAM FCESS

The Biggs Znd Decade The Smalls
Upgrade House Price $300,000
Down Payment $150,000
Balance $150,000

30 years @ 4.5% Terms 10 years @ 4.5%
$1,368.05 Monthly Payment $il 50458

10 years total

100 payments:

$ 186545418
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ERFNING THE DREAM FICESIS

The Biggs 3rd Decade The Smalls
30 years @ 4.5% Terms
$1,368.05 Monthly Payment
50 198 Total Amount Paid $365,788

$0 Amount Saved $156,710
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EEFNING THE DREAM FCESS

+ Both families ended up in their
dream home.

But the Smalls ended up paying
off their dream home a full
TENYEARS before the Biggs.

The Smalls' mortgage payment
was lower for the first ten
years, slightly higher for the
second ten years, and they had
NO payments in their third ten
years.

*+ The Smalls saved enough

money in total that they could
have gone back and bought
their first house back in CASH

with the surplus.

By buying smart, the Smalls
can own TWO HOUSES
and have them both paid off
TEN YEARS before the
Biggs finish paying off their
first.
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GETTING THE DREAM HOUSE

Buy smart and don't let it become a nightmare!
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HESOION 4 SUMMANE

* Never borrow money for anything that goes down in
value.

 Borrowing is acceptable only if the purchase will increase
in value or generate income.

* Credit cards aren't dangerous, credit card use without
self-control Is.

* Paying off debt is the best investment, and use the debt
snowball.

« Minimize student loans upfront then pay them off as soon
as you can. Don't inflate your lifestyle!
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SESOION 4 SUMMAE

* Don't take the maximum student loan/mortgage
you qualify for.

* Buy only as much house as you need.
* Pay the biggest downpayment you can muster.
* Pay as large monthly payments as you can.

* Buy a smaller house with a shorter mortgage
and work up to a bigger one.
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BEYOND THE TITHE

Practical Lessons on Personal Finance
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NESICIUIRGIES

* IfWe Woke Up $200,000 in Debt! (http://www.savingthecrumbs.com/woke-
up-200000-in-debt/)

* IfWe Had a Million Dollars...(h
dollars/)

» Credit Cards: Friend of Foe? (http://www.savingthecrumbs.com/credit-cards-friend-

or-foe/)

* Driving Off a Cliff with a New Car Loan (http://www.savingthecrumbs.com/driving-

off-a-cliff-with-a-new-car-loan/)

* How toTell If Something is Truly Cheap (http://www.savingthecrumbs.com/
something-truly-cheap/)

* Retirement: The Best Graduation Gift (http://wwwi.savingthecrumbs.com/retirement-

best-graduation-gift/)
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MESIGIUINCES

* The Art of Having Your Cake and Eating It Too (http//www.savingthecrumbs.com/art-

of-having-cake-eating-it-too/)

+ 7 Lessons as One Year Homeowners: And Paying it Off in less than 3 Years (http:/

than-3-years/)

* How to Pay Off the House in 2 Years (http://www.savingthecrumbs.com/pay-off-

house--years/)

+ Paying Off the House: Smart Move or Silly Mistake? (http://www.savingthecrumbs.com/
paying-off-house/)

+ |s a Home the Best Financial Investment? (http://www.savingthecrumbs.com/home-best-
financial-investment/)

* Is Borrowing from the House a Good Idea? (http://wwwi.savingthecrumbs.com/

borrowing-from-house-good-idea/)
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