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Six Steps to Financial Security

1. Measure Your Financial Starting Point
Before making financial improvements, assess where you stand.

¢ Track Your Cash Flow: List your household’s income and expenses for the past year (Use
Form 3.01 CASH FLOW STATEMENT). Start with a quick estimate (no more than 20
minutes), then refine it with your W-2, tax return, bank statements, and credit card bills.

¢ Create a Financial Forecast: Estimate your cash flow for the current year. Identify whether
you are cash-positive (saving money) or cash-negative (spending more than you earn).

¢ Calculate Your Net Worth: Prepare a Personal Financial Statement listing everything you
own (assets) and everything you owe (liabilities). Subtract liabilities from assets to
determine your net worth.

b g Understanding your net worth is the foundation for improving your financial future.

2. Spend Less Than You Earn
You can only build wealth if your household income exceeds expenses.

¢ Increase Income Strategically: Focus on career growth, acquiring new skills, or exploring
side income opportunities.

¢ Cut Unnecessary Expenses: Differentiate between essential costs and spending driven by
ego or social pressure.

¢ Audit Your Financial Drain: Do you financially support others who do not contribute
equally?

o The key to financial security is consistently living below your means and growing your savings.

3. Build an Emergency Fund (3-9 Months of Expenses)
Unexpected expenses can derail your finances—be prepared.

¢ Determine Your Safety Net:
o 3+ months: If you have stable employment.
o 6-9+ months: If you’re self-employed, nearing retirement, or have variable income.
¢ Keep It Accessible & Safe: Store emergency funds in FDIC-insured accounts like savings
accounts, money markets, or Certificates of Deposit (CDs).

£ A well-funded emergency account prevents financial stress and keeps you from relying on
credit cards or loans.
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4. Maximize Retirement Contributions
Take advantage of employer-sponsored retirement plans and tax-advantaged accounts.

« Employer Match = Free Money: Contribute at least enough to get your employer’s full
match—it’s an instant return on your investment.

¢ Invest Wisely: Choose a mix of stock and bond funds appropriate for your retirement
timeline.

e Start Early & Stay Consistent: Even small contributions grow significantly over time due to
compound interest. If you are not in an employer-sponsored plan set up an IRA with a
weekly automatic transfer of funds from your checking account to your IRA

o The earlier you start saving, the easier it is to achieve long-term financial security.

5. Pay Off High-Interest Debt
Debt with high interest drains your wealth—eliminate it aggressively.

e Prioritize Debt Repayment: Pay off any debt with an interest rate above 8% as quickly as
possible.
¢ Use the Avalanche Method: Pay off the highest-interest debt first, then move to the next.
¢ Keep Credit Cards Open: Once a balance is paid off, keep the account open to maintain
your credit score and lower your credit utilization rate.
o Reducing high-interest debt frees up money for savings and investments.

6. Investin Appreciating Assets

Start investing once your emergency fund is secure, retirement contributions are consistent, and
debt is under control.

e Prioritize Income-Producing Investments: Stocks, bonds, rental properties, or Real
Estate Investment Trusts (REITs) can provide long-term wealth.
¢ Consider Homeownership Wisely: Buying a home is a good investment if:
& You plan to stay for at least 7 years.
& You can afford maintenance costs.
& You are not currently benefiting from a below-market rental.
¢ Avoid Depreciating Assets: Cars and luxury goods lose value and do not build wealth.
o Smart investments generate passive income and create financial freedom.

Achieving financial security isn’t about luck but strategy, discipline, and
long-term planning. By following these six steps, you’ll build a solid financial
foundation, reduce stress, and create a future filled with opportunities.
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