FINANCIAL PLANNING AND INVESTING

Monday 4/21/03

The test will only cover things in the morning sessions (which also happens to be the only things I am canning),

Goals during your residency:


Become as well-trained as you can


Develop habits of life-long learning


Have fun


Develop personal habits that make you successful:



Financial and consumer



Personal

Opportunities:


You will make a good deal of money during your residency


You will have a great income as a practicing physician

As a PGY1 at UAMS making $36,500/year you will have a monthly gross income of $2,979.  There is no social security or Medicare withheld as you are still considered a student.  After taxes and insurance, your net take home pay per month is $2,476.

Problems:

Most Americans have a consumer lifestyle


Problem with delaying gratification as we have done without so much during 


school


Debt—a lot of educational debt and will be starting residency and then a practice 


with this debt


Physician retirement problem—oops, forgot to plan for retirement


Behavioral factors will reduce investment success

Retirement problem:


If you have a $100,000 income once you get out of your residency say at age 30 and you want to retire at 55 and you want to retire at the same level of income and you plan on living until age 85.  After working 25 years, with a 2.5% inflation and a 10% return on investments you will have to save $3 million over that time in order to generate $185,000 per year (all that inflation stuff—will need to make $185,000 to live like $100,000 in 30 years).

If you start saving at age 30, you need to put $2,542 per month ($30,504 of that $100,000 per year) to get to your $3 million.  If you wait until age 40, will have to put back $7,868 per month ($94,421).

Financial recommendations for your residency:


Write down your goals



Personal



Professional



Family



Community/spiritual


Take care of the basics



Develop a spending plan (budget, no credit card debt)



Disability insurance



Liability umbrella



Health and auto insurance



Life insurance (if married with kids)



Simple will


Consider buying a home


Tax benefits



Quality of life benefits



Don’t overbuy


Develop a relationship with your personal banker



Line of credit



Refinance credit card debt if you have any


Save 10% of gross pay (approx 3500/yr)



Maximize retirement saving



Do not spend, invest



Consider Roth IRA or 403b plan


Have an accountant do your taxes


Reward yourself



Enjoy life



But don’t become “Big hat, no cattle”



Understand the value of a more frugal lifestyle


Investment specifics



Use no load mutual fund



Balanced fund


Review goals annually


After residency, be willing to hire some help

Principles of Successful Investing


Regular, automatic saving (dollar cost-averaging)


Diversify


Maximize tax deferred saving


Equities focus (growth focus)


Pay attention to fees and taxes


Start saving early


Long-term horizon


Slow and steady wins the race


Power of compounding 


Power of tax-deferred growth


Maximize both qualified plan and personal savings


Annual returns of 7-10%

Barriers to success:


No clear goals or plan


Inadequate protection (insurance)


Consumption lifestyle


Trying to time the market


Chasing performance


Chasing hot tips


Starting to save too late


Behavioral finance issues

Specific suggestions during residency:


Try to save a little


Save automatically


Use a balance no load fund


Vanguard Star



American Balanced
