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Good day and welcome to our show today!

Today is Part 4 of  our series Money Makeover: How to Fix Your Retirement Mistakes and Enjoy 
Your Future!

In this episode, we will be discussing how to organize your financial affairs, so you have the 
information to make the best financial decisions possible.

We will once again be meeting with our clients, Jim and Linda Franklin as they arrive at our office 
for the final step in getting organized and ready to finally start working with their money.

Here they come now…

“Linda, Jim, good to see you again. How have you been doing since our last meeting?”

Linda, I could tell, was pretty excited and she spoke first. 

“Bob, we have such a new perspective. Our last session on goal setting and planning has completely 
revolutionized our lives.”

“Tell me more,” I said. 

“For the first time, we understood that we had the cart before the horse. We have always just 
planned things once we knew how much money we had to work with. It never occurred to us that 
we had any control but to react to whatever life brought our way,” said Linda.

“I thought the same,” said Jim, “but once we really worked on our goals last time, I knew that goal 
setting was the key.”

“Not only that Jim,” I said, “but goal setting, writing down your goals, and reviewing them every 
week or even every day is the most powerful force in the universe of  your money.” 

“If  you don’t know where you are going, you will end up somewhere else.” 
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“Furthermore,” I added, “the great American philosopher, Yogi Berra of  the NY Yankees baseball 
team was famous for saying, “When you come to a fork in the road, take it.”

After we all had a good chuckle, I said, “This is the problem that almost everyone has. They are 
not focused and what fork in the road they take which is going to lead to the same place, which is 
nowhere!”

I continued, “Keep working on your goals. Continue to read them and as we go through this 
process, you will be absolutely astounded. Plus, as you begin getting closer and closer to your goals 
and objectives, the excitement will spur you even more!”

“What is the next step?” asked Linda, who I could sense was anxious to keep moving forward. She 
was obviously very motivated knowing that all the things they valued and wanted to accomplish was 
very much within their reach.

“The next step is we need to get organized,” I said. “This is a very critical step. It is not the most 
important: goal setting is still the most important thing, but without good information to work 
from, goals are meaningless.”

“We thought we were organized,” said Jim. “We brought all the papers and documents we could 
find.”

“Today, you are at square one,” I replied. “Your feet are in the starting blocks and you are about to 
run a 100-yard dash and finish with a marathon.”

“Let me explain,” I continued.  “We need to get you jump started and then we need to help you 
outline a long-range plan. Hence, we need to blast out of  the starting gate and get up to speed 
before we settle into a lifetime marathon of  quality financial behavior.”

“That starts with having a clear picture of  where you stand right now. If  I asked both of  you now, 
could you tell me exactly how much you make each year? Could you tell me what your net worth 
is?”

Linda looked flustered and Jim looked sheepish.

Finally, Linda said, “Bob, I have no idea what that means.”

“Most people don’t,” I said. “That is why financial failure is so common and prevalent. We are not 
taught these things at home and furthermore, past generations dealt with money much differently 
than most of  us do.”
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“The world of  money is infinitely more complex than ever,” I explained. “Our parents and 
grandparents grew up in a world where you had a certain amount of  money coming in each month 
and you budgeted for that. There were no home loans, car loans, and loans for everything from 
college to cruises.”

“Today we have infinite ways to spend and allocate money. Temptations from advertising and 
marketing makes most people’s finances very stressful and a time not of  getting ahead but of  
stressing, worrying and fretting. Money is not fun for very many people, I said. It is really sad to 
see.”

“Before you left last time, I had you gather up all of  your financial information. You brought your 
checkbook, bank accounts, brokerage statements, insurance documents, mortgage information, 
wills and trusts and everything else that relates to your everyday financial life. I told you to gather 
up everything you could think of.”

Jim said, “I think I brought what I could, but I am not sure if  I did or not.”

“Do you have an order to your financial papers and documents?” I asked. “How do you organize 
things? What do you do at tax time? Do you have that proverbial shoe box that you throw 
everything in?”

“Jim pays the bills,” said Linda, “while I buy groceries and things for the house. I usually throw 
away the receipts when I get home.”

Jim added, “I pay the mortgage and all the big bills, when I can.” 

“Are you telling me that you have no system?” I asked.

There was dead silence.

“Okay...”I said, “this is what I normally see. I am not trying to embarrass you; I am just making 
sure I know all the facts.”

I continued, “Today is organization day, so let us start from scratch. Let’s put the past behind and 
move on. Remember my motto: no blame, no shame, just get back in the game!”

“First of  all,” I said, “you need a filing system. If  you don’t have a desk or filing cabinet, you can 
buy portable file boxes at Walmart or Staples or Amazon for $20-$25.”
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“We have a file cabinet at home,” said Jim. “That will work fine for this.”

“Perfect,” I said. “Here is what you do. Label your folders so you know what is in them. You can 
have file folders labeled, bank statements, investment statements, retirement plan statements, 
mortgage, auto, credit cards. Make one for wills and trusts and other legal documents too.”

“I personally like to keep things simple. For myself, I have one folder that I put all investment 
statements in. As each one comes in, I put it in the back of  the file folder. That means when I open 
the file folder, the oldest statement being January is on top and the last statements which would be 
December are at the back.”

“I clean out the files each year and keep each year’s papers with all the tax papers. By doing that, I 
said, then you keep your life separated into each year.”

“My suggestion,” I said, “is to keep all your credit card statements in one file, all auto loan papers 
in one file and so forth. If  you find over time,” I suggested, “you can expand your file folders. For 
now, simple is better.”

“For different insurance, I tend to separate them only because they are different. I keep auto 
insurance in one file, house insurance in another, all life insurance in another and so forth,” I 
explained. 

“The only magic solution is to do something. Do what makes sense to you. We can always refine 
your files later. If  you have any system at all,” I reiterated, “you will have the information at hand 
that you need.”

“I used to use a three-ring binder,” Jim said, “and it seemed to work fine.”

“Oh sure,” I added, “many people do that. We use three ring binders for client information and 
data, and we use tabs to divide things up. As new information comes in, we weed out the old and 
add the new.”

“How do you feel about storing things electronically?” inquired Linda.

“I like the idea,” I said.” “In fact, that is the future of  filing. Many people now prefer to scan 
documents and save them in an electronic file folder system on their computer. The nice thing 
about this, I continued, is your computer can search for things you need. If  you label things 
correctly, you will never lose any papers!”
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“Whatever you do, just do it consistently and keep it fresh with current information. It is very 
common that people don’t keep track very well and often have old statements and have no idea 
where to find the most current documents.”

“Another great idea is to use cloud storage. Microsoft Office has it, Apple offers it and Google has 
plans that are very affordable.”

“I believe in plan B when it comes to storing documents. Have two ways of  storage. Paper with a 
cloud backup is good. Using a thumb drive or flash drive instead of  the cloud is good. Or you can 
go paperless, get rid of  paper and store your documents on the cloud and on a backup drive.”

“Personally, I like some paper but not a lot!”

“Please...take the step now to be organized and stay organized.”

“Once you get organized, you need to ask one more question of  yourself. If  I need document 
XYZ, or whatever, how fast can I find it? If  you can answer that then you can move forward.”

“If  you do not get organized, then you are cheating yourself  of  the joy of  knowing where 
everything is which leads to peace of  mind and a happier life. You can eliminate a lot of  misery by 
being organized and keeping your financial life together.”

“If  you cannot find all your financial papers then you are disorganized. Fix that and you will get an 
immediate sense of  relief. Many people are intentionally disorganized because they fear what scary 
skeletons they will uncover.”

“We actually did that,” Jim admitted. “Back in the last recession, neither of  us could bring ourselves 
to open the statements. We were terrified of  how much money we lost.”

“I have a hard time opening tax statements every year,” said Linda. “Anything that looks like a tax 
form sends chills up my spine.”

“That is very common,” I said.” In fact, it is so common that many people fail to file taxes regularly 
and on time just because of  fear.”

 “The only solution I know is to whistle in the graveyard, so to speak, and get your money by the 
collar and start making things go your way.”

“If  you don’t know where your money is going, it will end up somewhere else, and boy will you be 
surprised. Knowledge is the beginning of  power. That is, power over your financial life.”
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“Did you know, psychologists tell us that 85% of  all divorces are over money? You heard it right, 
85% of  couples split up over money issues. That often happens because of  what you just said: Fear 
leads to ignoring things and that often leads to a lifetime of  debt, worry and frustration. And then 
they divorce.”

“Here is a statement that I believe is critical to change: ‘If  you don’t have a plan for your life, 
someone else has a plan for your life!’”

“You must get organized and stay on top of  things if  you want to move forward and get good 
results. This will grow your assets and minimize your stress.”

“OK, Jim and Linda… let’s get to work and get down to business. You brought a bunch of  
financial papers with you. Here is how we start… make four piles. Those four piles are: assets, 
liabilities, income, and expenses.”

Assets: This is what you own. This might be your home, investment property, brokerage and 
investment statements, retirement plan statements such as an IRA, 401k or 403b. It might be your 
car, truck or RV. It can also be cash value life insurance. Any statement that shows ownership goes 
in this pile. This is the pile that shows what you own.

The second pile is liabilities. This is what you owe. This is debt. This is what enslaves people when 
it gets out of  hand. In this pile is your mortgage statement, auto loans, credit card statements, 
home equity lines of  credit, personal loans, RV loans, loans for a second home. Anything and 
everything that you have an obligation to pay goes in pile #2.”

If  you have a statement that shows you owing someone money, then it is a liability or debt and goes 
in the second pile.

“We have some student loans?” said Linda. “Where do those go?”

“A student loan is a debt. It is an obligation to pay. Therefore, it goes in the second pile.”

“The first pile is what we own but owning a debt and owing money always goes in the second pile. 
What you might have in the first pile which is ownership is statements for college education plans 
commonly called 529 plans. This is money that your child saved for college so that is an asset and 
something you own. “

“Okay… it looks like you have those two piles just right,” I said. 
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“What those two stacks represent is your net worth. Those are a snapshot in time, and I will 
describe it in a few minutes.”

“So as not to confuse you, let’s move on.”

“The third pile is for income. Put your pay stub here, dividend checks, gifts, inheritances—anything 
that relates to your income goes in this pile. If  it involves money coming into your life, it goes in 
the third pile. Basically, we are talking about cash flow. This is a dynamic, ongoing process where 
money goes into your pockets and bank accounts.”

I added: “This is what you have control over. Everything that comes in as cash flow is ultimately 
your responsibility to manage. Overspending your incoming cash flow is what causes trouble.”

“The fourth and last pile is for your expenses. Expenses are your current costs of  living such as 
utilities, insurance, groceries, landscaping, transportation, internet, cable TV, dining out, taking 
vacations and much more. Anything that is consumable on a monthly basis is an expense. The 
biggest expenses for most people are housing costs, food and health care.”

“The difference in a liability or a debt as compared to an expense is the debt is usually a loan that 
has a time limit or a term length of  how long to pay. It is also a contractual obligation with lots 
of  legalese to protect all the players but you. Ignoring debts is a good way to become friends with 
collection agencies.”

“No way,” said Linda, “we had that happen once when we had a medical bill we could not pay. It 
was awful.”

“Yes,” I said, “and it is getting worse. Last year, Americans borrowed over $88 billion to pay health 
care costs. Imagine, in the richest country in the world, people cannot pay to stay well and healthy. 
This problem is getting worse and worse.”

“The evidence is the explosion of  medical buildings and facilities. Your only defense is to have 
savings. We will discuss that in our next session.”

I continued on, “An expense is something you are consuming regularly that needs to be replaced; 
Gasoline, internet, utilities, toothpaste, shampoo, are all examples of  consumables that need to be 
replaced as it is used. Most commonly is food and beverages.”

“One of  the big problems facing all of  us today is we are told that there is relatively low inflation. 
If  you buy food, drive a car or get sick, you will find that inflation in those areas is skyrocketing. We 
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need to be cautious and make good decisions because the coming forces of  our aging population is 
going to be devastating.”

“Sorry… I digress,” I said. “I always find myself  going off  on tangents, but these are some of  the 
hidden problems imbedded in everyday financial decisions. This is a big part of  what we are doing 
and that is shining a bright spotlight on the traps and pitfalls that bury people and they are things 
that few people know or understand.” 

“Okay, now,” I continued, “let us total up a few things and begin to find out where we are.”

“The first and most important concept for now is your net worth. Many people have heard the 
term ‘net worth’ but many may not fully understand what it means. Net Worth is essentially a 
snapshot in time that tells you what you are worth if  you sold everything you own today at market 
value and pay off  everything and everyone you owe money to.”

“It is simple. Subtract what you owe from what you own and that is your net worth.”

“Let’s look at a few simple examples. Look at your mortgage statement. You will see there is a 
section that shows how much you still owe on your home. This is a liability or debt. Now, try to 
estimate what you think your house is worth. You might get this from a realtor friend or see what 
homes sell for in your area that are similar in size.”

“Most people have some kind of  idea of  how much they can get for their home so use the best 
number you can come up with. This is an asset and goes into the asset column of  things you own.”

“If  you have a retirement statement for a company plan such as a 401k or something similar, look 
at the value of  the account. Now, let’s take this simple example so you can understand how it 
works…”

“Now, let’s assume your home is worth $250,000. Assume your debt is $150,000, and assume your 
retirement plan is $50,000. I am using simple numbers for math purposes… Now, add it up. Your 
assets are your house value and retirement account value. The home is $250,000 and the retirement 
plan is $50,000 so you have a total of  $300,000 in assets. This is what you own. You own a home 
worth $250,000 and a retirement plan worth $50,000 —that means you own $300,000 in assets.”

I pointed out, “to get the true picture, we have to subtract the amount that we owe. In this case, 
your debt is $150,000 which is what you owe on the mortgage. Subtract the debt or liability from 
the assets and you get $300,000 less the mortgage of  $150,000, leaving you a total net worth of  
$150,000.”
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“To review, that means you could sell your house today for the fair market value of  $250,000, 
liquidate your retirement plan of  $50,000, pay off  your liability of  $150,000 and pocket the 
difference. That difference is $150,000 and that difference is your net worth.”

“Does that make sense to you?” I asked Jim and Linda.

“I think so,” said Linda, “but I am confused. Does net worth include furniture, clothes, cars and 
that kind of  stuff?”

“Yes, it does,” I replied. “However, you must keep in mind that furniture, clothes and household 
items typically don’t sell for anywhere near what we pay for those kinds of  assets.”

“They are wasting assets; they are not growing assets. Personally, I don’t value those items very 
high. The biggest net worth items will be the equity in your home, your retirement savings and your 
checking and savings accounts.”

“Hopefully, when you do this exercise with all of  your assets and liabilities, you have a positive 
number. If  not, it means you are broke. Flat broke!”

“There is really only a 2-cent difference between financial success and financial bankruptcy. If  you 
spend a penny less than you earn, you are fine... but if  you spend a penny more than you earn, you 
will always be broke. It really is just the difference of  only two pennies!”

“Okay now, Jim and Linda… you now know your net worth. That tells us how valuable your assets 
are. We now know your financial history and where you stand today.”

“The next step is to figure out what your cash flow is. Cash flow is what essentially your spending 
money. No cash flow means no spending. We need to figure out what you have to work with each 
month.”

“I want both of  you to sit over here by piles number three and four,” I instructed. 

“Now you want to gather up the income and expenses for your family and begin to record them 
properly on a sheet of  paper.”

“Income is pretty simple. It is what you bring home each month. For now, ignore taxes and 
insurance deductions from your paycheck and just note the actual amount of  the check or checks 
for the month. If  you get dividends, gifts, Social Security or other sources of  monthly income then 
write it down. Most people have a good idea of  what they bring in each month. If  you don’t then 
you don’t know what your resources are each month.”
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“Most people who have money problems never do the exercises we are doing here. Not knowing 
where you stand is going to put you into a mortifying life of  trouble, debt and creditors. I know, 
and it is not fun.”

“Linda, would you write down the income?” I asked. “And Jim, would you now write down your 
expenses?”

“What you two are actually doing is setting up a budget or spending plan,” I explained. “Everyone 
has a spending plan, and everyone needs a spending plan. Remember if  you don’t have a spending 
plan then someone else has a spending plan customized just for you! And that plan is the craft of  
marketers, advertisers and social media algorithms, all designed for one purpose, and that is how 
to get you to spend even more of  your hard-earned money and to go into as much debt as you can 
absorb without defaulting.”

“Yes, the world has a spending plan for you and it also wants you to have a negative net worth 
meaning you owe more than you are worth.”

“We used to call them budgets but now in a politically correct world, we call them spending plans. 
All you are really doing is recording expected income and expected expenses. Go ahead and start 
working on that spending plan, Jim and Linda.  Here is how I would approach it.”

“I would insist on having savings and investments first. Remember what I said in the first lesson. 
Poor people pay their expenses and save what is left over. Rich people save first and pay expenses 
with what is left. This is an important and subtle difference. If  you pay expenses first you will most 
likely never, ever be financially independent.”

“The very first item is to make sure you have an emergency fund. Once again, there are no financial 
emergencies. The only financial emergencies are the ones you create yourself. At the risk of  
sounding harsh, in order to be financially independent, it is imperative that you create and regularly 
fund your rainy-day fund. Rain will come, even major floods will come at some point, so prepare 
now.”

“If  you make excuses why you cannot save, you need to understand that excuses will do nothing to 
improve your position. Don’t make excuses. Begin saving now if  you haven’t done so. $25 or $50 
a month can get you started. A good goal for the immediate future is $1,000 in your emergency 
fund.”

“Studies show that about 70% of  people cannot come up with $400 in an emergency without 
borrowing or selling something. That should be a sign that you need to make sure you are not in 
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that pickle. And that my friends is a real pickle!”

“After you have an emergency fund, strive to build it to several thousand. Then shoot for 2-3 
months of  expenses. That is not 2-3 months of  income but rather important expenses that you 
must cover every month.”

“Once you have a decent savings you can move forward. Savings accounts are a funny thing. Most 
people have no idea how much enough savings is. As you save, you will be able to judge what a 
comfortable number is. And only you can tell what that number is. It is going to be your security 
blanket so be comfortable with whatever level of  emergency savings makes sense. The main thing 
is it must be enough to meet minor events like car repairs or an insurance deductible.”

“After you have done that, you should check your company retirement plan. If  they have one, you 
want to know if  they match your contributions. If  they will contribute a percentage of  what you 
contribute, then this is a very smart thing to do. Free money should never be passed up.”

“If  your company has no plan, then set up an IRA with a broker or bank. What you do is not as 
important as doing it. We will cover investments later.”

“If  you cannot fund a company retirement plan to get matching contributions, then you desperately 
need an overhaul of  your money. This is like money found in the streets. It is free for the taking.”

“Okay… now you have the two most important things in your budget; Saving for a rainy day and 
funding a retirement plan for your future.”

“What you have done without knowing it is you are now spending less than you make.”

“So, write down your savings first. This can be a company retirement plan, 401k, or IRA as well.” 

“The next thing to do is start listing the most important items first. That would be food, housing, 
transportation and medical. For some people, charitable giving is at the top of  the list with savings. 
If  that is you, then your savings and gifts are the top two items.”

“Then you should list food, housing, transportation, insurance, medical and clothing as your next 
most important budget items. Housing and transportation will often be debt payments and loans. 
You certainly want those home and auto loans at the top because you cannot afford to default and 
lose them!”
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“Then,” I continued, “you can list your monthly obligations. This will include things like utilities, 
child expenses, home repairs and the like. You will be adding credit card payments or other 
unsecured loan payments. These are less important because if  you default and don’t pay, you will 
most likely not lose anything except your credit score because you haven’t guaranteed anything as 
collateral that they could take if  you stopped paying.”

“The final step is to list the non-essentials which are dining out, entertainment, cable tv, travel, the 
Internet, cell phones and so forth.”

“Wait,” said Linda, “you consider internet, cable and cell phones non-essential?”

“Yes,” I answered, “and if  you consider items like that as essentials then you will have more future 
financial problems. The key is to distinguish between a true need and a true greed.” 

“Anyone can cut 10% to 15% of  their spending plan and never notice it!” 

“We will talk about that next time as we dig into cash flow and how it really fits in. Cash flow is so 
misunderstood that you will really learn a lot,” I said.

“In fact, Jim and Linda, this is a great place to stop for the day. You now have the tools that you 
can start to get organized, have a picture of  where you are currently, and you have a spending plan 
that will ultimately be the key to financial success or failure.”

“Linda, before we wind it up for today,” I said, “tell me what is the most significant thing you 
learned today?”

“For me, I finally understand where I am now. I know my net worth and I know what we are 
spending.” 

Jim piped up; “I am finally understanding why it is important to know where you stand every 
month. Every company I have worked for tracked all these things on a minute-by-minute basis. 
Furthermore, they are very organized.”

“If  it is good enough for someone like Walmart to track things second by second, it must work for 
the rest of  us, wouldn’t you think?” asked Linda.

“Of  course,” I said. “That was my whole point. The wealthiest companies and the wealthiest 
people get rich because they always know where they stand, they pay attention, monitor their 
progress and they make changes as needed.”
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You got it folks… see you next time and remember to get focused, get organized, track and 
monitor and as you listen to my instruction and advice, go through and do likewise!

Thank you for listening to our show today. This is Vance on Finance with your host, Bob Vance 
saying, so long and see you next time.

Call Vance Capital Management, LLC today to schedule 
your appointment to begin your Money Makeover!

209-533-8404
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