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Ready to hear about budgeting and paying off debt?

For those of you joining us today, | want you to know that our team’s role is to help you better
understand your company’s retirement plan, equip you to live financially well, and retire on your
terms.

And for many people, that starts with understanding the importance of creating — and following
- a budget. That, in turn, helps with paying off debt and getting your financial feet under you, so
to speak.
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For many people, finances can be a major cause of stress. | know that's been true in my life.
Statistics show nearly 80% of workers are living paycheck to paycheck. Today, we want to talk
about some really practical ways to combat that stress and get out of the cycle, including
budgeting and building an emergency fund.

I'll try to keep it pretty basic, because | know if you're overwhelmed, you won't take the
necessary steps to make a change. And if you're financially stressed, you do need to make a
change — because you don't have to live that way!

So what's our first step? Before you can make a plan, it's helpful to sort out where you are,
financially speaking. That involves conducting a financial inventory. You'll want to gather bank
and credit card statements for the past three months, because those real numbers will give you
guidance as you complete the budget worksheets. And looking at those real numbers is very
important — they show what you're actually spending and saving, not just what you think you
should be.

Speaking of the budget worksheets, they can be found in the handouts section of your webinar
control panel. You can download those and save them. Feel free to share those with anyone you
think might need some help working through their budget.
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Net salary 1

Net salary 2
Additional income
Total monthly income

Balance Sheet

Total income

Total expenses
Rent/Mortgage Variance
Home insurance
Electric
Gas
Water
Trash/Recycling
Phone
Other
Total housing expenses

It's ok if you've never made a budget before. I'll break it down into bite-sized pieces for you. Grab
the Monthly Finances worksheet.

First, write in your income - your paychecks and any other money that comes in to your bank
account. This can be a little tricky if you have inconsistent income, like if it's commission-based.
| would recommend writing your average income here. You'll add up all those rows and put the
amount in total monthly income.

Next, we're going to write down expenses. These can be broken into two types - fixed and
variable. Fixed means the amount is the same every month — like your rent or mortgage
payment. Variable means the amount may change based on what'’s going on in the month. For
example, groceries or gas. If you're using the past three months to figure out those variable
expenses, average out the numbers for each of your categories.

Go through each expense category, and make sure you itemize all the things you spend money
on even if they don't fit in these exact categories. Total each section. Each of those expense
totals will be added together and put as the number in total expenses in the balance sheet
section. Your total monthly income number will be put in the total income cell. If you're using
our pdf version, the totals should automatically calculate for you.

The difference between these two numbers is the variance - either you have more income than
what you are spending each month, or you have a deficit — you're spending more than you're
bringing in. Do you know how to determine if you're overspending in a particular category,
though?
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Monthly Income Monthly Expenses

Expense $ Suggested % Actual % Difference

Rent/Mortgage
-6.30%

Home Insurance
Phone -0.17%

Car Payment
-0.70%

Car Insurance

Gas -0.70%

Medical -1.67%
Giving

Debt Repayment -0.17%
Savings

Other -9.00%

Total Difference -11.68%

Let's take a look at the Suggested Spending worksheet. This lets us take the numbers we just
added up and calculate what percentage of your monthly income is being spent in the various
categories. In fact, if you're using the pdf version and completed the Monthly Finances
worksheet, you'll notice all these numbers get filled in for you automatically.

This worksheet takes the suggested spending percentage and subtracts your actual spending
percentage. Positive numbers mean you're spending less in these categories, so you have some
money to potentially move around. That means if there is a negative number in the difference
column, there’s some work to be done to tighten up your budget.

A couple of thoughts for you here. You can do a bit of research to cut back in some of these
categories. For example, if your insurance costs are too high, consider getting a quote to see if
you can lower your monthly payments. Another area that can be quick to trim is groceries.
Putting a little thought into a meal plan and grocery list can prevent you from overspending at
the store and wasting food later. Keep in mind that while you're trying to save money, you may
need to completely cut some other expenses - areas that usually stick out are gym
memberships, cable subscriptions, apps that you pay for, etc.

When it comes down to it, though, you might have to cut back on your necessary expenses. |
know some of you won't like to hear this, but the fact is you may be living an overinflated
lifestyle. If your mortgage or car payment are crushing you, then it may be time to downsize. |
get it. There can be a lot of pressure to maintain a particular lifestyle. But part of taking
responsibility for and control of your finances means being honest about what you can actually
afford. And this is really important to be realistic about as you try and set financial objectives.



Yes, you should have financial objectives. That just means setting goals and then prioritizing
them. And the key to goal-setting, especially when it comes to financial goals, is to be clear and
specific. Write down exactly what the goal is and how long you intend to take to reach it.

It's so important, too, to share these goals with someone. Talk about it with your spouse. Maybe
you want to share it with friends or relatives. But then again, maybe the thought of talking about
finances with your loved ones feels stressful or embarrassing. If so, talk to us at Shepherd.
We're happy to discuss what you're working toward and share the tools we have at our disposal
to help get you there.

You may have noticed a section on your monthly expenses sheet for saving and debt
repayment. Did you write anything there? | hope so. As you are building your budget and setting
goals, the first two questions you need to answer are:

« Do you have an emergency fund with at least $1,000 in it?

» Do you have debt?

Building an emergency fund and eliminating debt are the primary tools to get you out of the
paycheck to paycheck cycle, help you be prepared for financial emergencies, and lower your
overall financial stress. So let's look at those two concepts.
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Total Debt

Total Minimum Monthly Payments:

Amount Budgeted for Debt Repayment:

New Total Monthly Payments:

If your emergency fund is currently at $0, | understand that any number might feel intimidating.
But you can save $1,000 methodically. We just talked about identifying areas where you might
be able to cut back on your expenses. Let’s say you've decided to cut cable and switch to
Netflix. So instead of $100 per month, you're paying $13. Bank that extra $87 a month and stick
it in your emergency fund. In one year, you'll have over $1,000 saved!

Once you're at that number, you want to aim to increase your emergency fund. | know we don't
like to talk about it, but it's important to have a cushion if something happens to your primary
source of income. In general, focus on accumulating three to six months of living expenses in
this account. For single people or families living on one income, consider bumping that up to 12
months of living expenses.

A few more points about this emergency fund — one, automate it. Make it a regular part of your
budget, and set it so the money goes out of your checking and into a savings account of some
kind. Speaking of that, this account should be accessible during the actual emergency, so we're
not talking about a retirement account that would have withdrawal penalties. Finally, if you draw
from your emergency fund — which you should only be doing for actual emergencies — make it a
priority to build it back up as soon as you are able.

0k, so the emergency fund is goal number one. Next up is paying off debt. If you've only been
making minimum payments on your debt balances, you need to know that you just won't get out
of debt that way. Interest payments will keep adding up, and we want interest to work for us, not
against us. Pull out the Debt Elimination worksheet. Write down each of your debts, their current
balances, interest rates, and minimum monthly payments. We're going to show you one of the
ways to smash that debt by walking you through the snowball method.



In the example on the screen, | have two credit cards with balances, as well as a student loan.
My credit cards have $650 and $2,000 on them, and my student loan is at $12,000. So my total
debt right now is $14,650. You can see that | have to pay $305 each month to cover these
minimum payments, which | have been doing. | indicated that in my monthly finances sheet, so
it showed up in my suggested spending. But to truly eliminate debt, you have to pay more than
the minimum. In fact, if you're only paying the minimum, the interest will build so quickly that
you won't be able to get out of debt. But being debt-free is a priority to me, so I'm going to
commit to cutting back in some areas to make this a reality.

Let’s say when | went through my expenses, | found a way to free up $200 a month. So go back
to the monthly finances sheet and make the appropriate changes. In my case, | lowered a few of
the ‘Other’ expenses and increased my debt repayment expense to $505 — the minimum
payments of $305 and the additional $200. So that number should now show up in your
‘Amount Budgeted for Debt Repayment’ on this debt elimination worksheet.

The debt snowball method attacks the smallest debt first, then the next one, then the next one.
You build momentum, just like a snowball going down a hill. Instead of my minimum payment of
$25 on the first credit card, I'm going to pay $225, while still making minimum payments on the
other two debts. By doing this, | will pay off that $650 credit card debt in three and a half
months.

It's going to take that long because interest keeps building on it while I'm paying it off. Once |
have paid off that debt, | can take that $25 minimum payment plus the extra $200 payment and
move it to my next debt. Adding that to the $60 | was already paying, | will be putting $285
toward that second credit card debt each month, starting in month four. Once | have paid off
that second credit card debt, | can focus my energy and that extra money toward my student
loan.

Do you see how | gained momentum by continuing to reallocate money toward the next debt?
It's not the only way to handle debt, though. Another method focuses on paying off the highest
interest debt first. So in this case, we'd focus on the second credit card because it has a higher
interest rate. Then you’d pay off the first credit card, then all your attention would go to the
student loan.

One more thing — you have to follow your budget to make either of these debt repayment plans
work for you. So that means not accumulating more credit card debt by overspending. Sticking
to your budget allows you to shrink the debt and eventually become debt-free.
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If you need to look at other debt repayment options, it's a great idea to sit down with a Shepherd
Financial team member.

As we wrap up today, | want to remind you that it's important to evaluate your progress, because
you want to keep your goals in front of you to know why you're doing what you’re doing. Budget
maintenance should be happening at least monthly to make sure you're on track. Once you have
built up your emergency fund and paid off your debts, consider reallocating that money toward
some savings goals. That same debt snowball principle can work in a positive way. Once you've
hit one savings goal, you can shift that money to save for other things.

Our guideline for retirement savings is between 10 and 15% of your pre-tax income. So you may
consider increasing your retirement deferrals to hit that mark. But if you are already deferring so
much into your 401(k) plan that you are hitting the IRS limit on contributions before the end of
the year, consider taking that extra money that is now being added to your take-home pay and
contributing to an IRA.

One last, important note. Be patient with yourself. Deciding to behave differently when it comes
to your finances is just as hard as starting to eat well or working out. Sometimes harder!
Acknowledge you won't do this perfectly, and remember: you have a system in place to help you
get back on track if that occurs.
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Don't forget our next Open Phone Day is Tuesday, March 5™, and you can sign up for that by
emailing shepfinteam@shepherdfin.com. If you'd like to chat with one of our team members at
any other time, you can always call us at 844.975.4015 or 317.975.5033.
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