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 Over the past 30 years of giving financial advice I have worked with many people who 
have fallen victim to one or more big financial mistakes.  I thought I would highlight a few for 
you to consider and to share with others.  The earlier in life we become aware of these things, the 
better our financial life is likely to turn out.   

Buying things you cannot afford:  We can easily get in over our head when we buy things we 
cannot afford, whether it is a small thing like a night out for dinner or a big thing like a house.  
The solution is simple when it comes to the smaller things.  Just do not put anything on a credit 
card unless you have the money to pay for it right away.  If you find yourself not able to follow 
this discipline, then just stop using credit cards.  Cash purchases work really well.  There is no 
risk of getting into debt and we tend to spend considerably less when we must peel off the dollars 
instead of just signing a credit card receipt.  

This also applies to a car purchase.  Most Americans have far more car than they can afford.  We 
tend to see the cost as a monthly payment instead of a total dollar amount.  Take the savings 
from no car payment and save it to buy a more expensive one in a few years.  The older car will 
lose little or no value in that time.  Before long you will have a nice car with no payments.   

Often people think they must buy a house because renting is such a waste of money.  You pay all 
this rent and the only one who benefits is the landlord, right?  We need to buy a home as early as 
possible so we can begin building equity for ourselves.   

Of course, owning a home is one of our greatest wealth building tools.  If we buy at the right 
price and take good care of our home, we will have rapidly growing equity.  The house value 
increases while the mortgage balance decreases.  This assumes that we do not refinance and take 
on additional debt or extend the mortgage term.   

Many people learned for the first time around 2008 that it does not always work out that way.  
Some people bought too much house thinking they would make great gains as it increased in 
value.  If they were able to hold on, they probably have regained most of the equity that was lost 
in the down market.  But not everyone was able to hold on.  They could not afford the payments 
in the long run and the house was lost.   

Here is an example of the right way to buy the house.  Let’s say you can easily afford a 
$1,265.00 monthly payment.  You buy a $200,000 house with a 20% down payment and a 
fifteen-year mortgage.  After ten years, if the home increased in value at just 2% annually, it 
would be worth $244,000 and the mortgage balance would be about $67,000.  That is equity of 
about $177,000!  Not a bad return for a $40,000 down payment.   
Buying a home before you have enough emergency reserve:  A somewhat related mistake is 
buying the house with no additional funds available for emergencies.  I always tell young people 
that when they close on their new house there is a Home Depot card that comes with it.  That is 



because you can almost guarantee that there will be some things that go wrong with the house 
soon that will need to be addressed.  If there is not an emergency reserve the credit cards will be 
used and before long there will be an accumulation of consumer debt.   

It is always wise to have a healthy emergency reserve.  Things do happen and it is much better to 
use savings and replenish that over time than to use the credit cards and try to repay them.  
Before long we forget where the balances on the credit cards came from.   

Using the Retirement Account to Pay Off Debt:  Many people who are in debt decide to attack 
it quickly by taking funds from the retirement account to pay it down.  There are several reasons 
why this can be a big mistake.  If you use your Individual Retirement Account and are under    
59 1/2 years old, you will pay a 10% penalty in addition to the taxes on the withdrawal.  This can 
make that withdrawal very costly as you will need to take quite a bit more than the debt balance 
to cover the cost of taxes and penalties.  For example, if you wanted to pay off $25,000 in debt 
and you are in a 22% tax bracket, you would need to withdraw $36,765 in order to cover the 
taxes and penalties.   

Most employers have loan provisions in their 401(k) plans, so you could borrow the money and 
pay it back over five years with little or no interest.  That seems like a better option, and it most 
likely is.  However, you need to know that if your employment is terminated you will have to 
pay it back in a short period of time or the balance will be treated as a distribution with the taxes 
and penalty.   

It is usually best to have an aggressive debt payment plan and pay it off as fast as you can. This 
is preferable even if it means taking a part-time job for a while to get it done.   

Not having a plan in place:  We know that people with goals and plans achieve far greater 
success in life that those who do not have them.  This is certainly true in our financial lives.  The 
more detailed the plan and the more committed we are to follow it, the greater our likelihood of 
success.  One of the great joys I have from being a financial advisor for so long is the 
opportunity to celebrate these achievements with my clients.  I have been alongside them as they 
have worked hard to achieve their goals.  The celebration is sweet.   

The more detailed the plan the better.  Some people engage a financial professional to help them 
draft a specific detailed plan and to review it and keep them on track.  Others can draw up a basic 
plan on their own and stick with it.  Either way can be a good approach.  You just have to chart a 
course and make sure you stay on it until it is complete.   

Dennis J. Rogers, CPA, CFP® is a Registered Principal offering securities and advisory 
services through United Planners Financial Services. Member FINRA/SIPC. Rogers & 
Kirby and United Planners Financial Services are not affiliated. He is a partner in a 
financial advisory practice in Phoenix that focuses on helping clients make smart decisions 
about their money based on their personal core values. He can be reached at 
dennis@rogerskirby.com or 602-748-1900. 
Material discussed is meant to provide general information and it is not to be construed as 
specific investment, tax or legal advice. Neither United Planners nor its financial 



professionals render legal or tax advice. Please consult with your accountant or tax advisor 
for specific guidance. 
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