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Analyzing Your Debt:
The effective use of debt can enhance your financial plans. Debt management
starts with examining your existing debt. You should examine each individual debt
as well as your total overall debt. Total debt is often analyzed by comparing
earned income to debt payments.

Finding the Right Ratio of Debt and Income

A debt-to-earned income ratio of 20% is considered average.
The lower your debt-to-earned income ratio, the better your financial flexibility
will be. Depending on your particular circumstances a ratio of 20% or higher may
be a sign that your credit is out of control, and could lead to difficulty obtaining
future loans and/or a lower credit rating. You may also be unable to qualify for
the best rates and terms.
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The first step in developing your financial strategy is to evaluate your cash flow – the money
that comes in and goes out every month. Money comes to you from both income sources (such
as salary) and asset sources (such as cash dividends or withdrawals.) This money is used for
outgoing payments (such as taxes, debt payments or lifestyle expenses.)

After all outgoing payments have been met each month, the portion of the money left over is
known as discretionary income. Each month, you choose to spend this money on unspecified
expenses, or you choose to save it. If outgoing payments exceed incoming cash flows, the
difference between them is known as a shortfall.



THE BREAKDOWN

CASH FLOW

In regards to your cash flow:

DEBT MANAGEMENT

In regards to your debt:

EMERGENCY FUND

In regards to your emergency fund:

PROPER PROTECTION:

In regards to proper protection:



ASSET ACCUMULATION

In regards to accumulating assets and building wealth:

ESTATE PRESERVATION

In regards to preserving your estate:


