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The 4th Quarter! 
 

Moving into the 4th quarter we have now talked about responsible and optimal 
protections, the importance of and how to save, and different types of assets and how to 

use them in a coordinated manner. This quarter, we will be discuss debt. Short term 
debts, mortgages, and concepts around debt (credit score, debt consolidation, etc.). 

 

Introduction 
 

Short term debt is generally what people think about when they are using the term 
"debt" in the context of personal finances. Short term debt is credit cards, car loans, 
medical loans, etc. Short term debt is usually at a high interest rate and meant to be 

paid off quickly. If not the consequences of holding on to it can be devastating. 
  

This issue will observe how harmful short term debt can be, and how to manage it 
effectively and responsibly. 

 

The 4th Step - Remove Short Term Debt. 
  

The reason that debt is being covered last is that while it can be harmful to hold on to it, 
it is equally harmful to rapidly pay it off if the concepts covered in earlier issues are not 

adhered to. For example, if a good savings habit has been established but all of 
someone's liquid assets are used to pay off their debts then they are left with nothing in 
the bank. What happens if life throws them another curve ball? They have to use more 

short term debt to adjust. 
  

How to eliminate short term debt: First pay minimum payments until liquidity is 
established, then pay off debts aggressively using a portion of liquid assets. What 

happens when the debt is paid off? Apply the payment to other short term debts, or 
save it. Trust me, that is way harder to do than to type! 

  
What I have noticed by working with a few hundred planning and coaching clients is that 

when the habit of holding short term debt is established, it sinks its teeth in and is 
extremely hard to break. 
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Case Study 
 

What does it mean to say the habit of holding short term debt is extremely hard to 
break? Ideally, a short term loan is used for a short term, it is paid off, and it is never 
used again because cash flow or income has improved. In reality, humans have a 

wonderful gift of adapting to our circumstances. This has led us to be able to thrive as a 
species, and to grow as individuals. However, in this case it is a detriment. 

  
Let's assume someone has a short term loan, such as a credit card, that has a monthly 
payment of $500 that lasts for 3 years (interest rate is 18%). At the end of the 3 years 

the $500/month payment is finished. What to do with that $500/month? I often hear that 
it will be saved, I almost always observe that it is spent, usually on another loan. Why is 

that? We as humans have a great ability to adapt to our circumstances, so if I was 
surviving well with a $500/month credit card payment then I can still survive well if I put 

that $500/month into a new car, or a boat, or a piece of fine art,etc. 
  

What does that behavior cost us? 

 
 

On the left is the effect of a short term loan. On the right is the effect of a short term loan 
habit. The habit of holding onto short term debt cripples anyone. Numerically, it costs (in 
this case) $850,000. In reality, it costs the ability to travel, the ability to choose to stop 
working one day, the ability to pay for kids' college, the ability to live stress free as it 

relates to finances, the ability to live fuller lives. 
  

Avoid this habit. Avoid getting into it when your next raise comes in. Avoid getting into it 
when you pay off that college loan that felt so good to pay off. Please, avoid it! 
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SUMMARY AND BEST PRACTICES: 
  

• Short Term Debt is credit cards, car loans, medical loans, (and sometimes student 
loans) 

• Managing debt effectively and responsibly means adhering to the concepts of protect, 
save, and build liquidity, FIRST! 

• Paying off short term debts is best done by paying minimum payments until liquidity is 
established. Then aggressively paying off the debt with portions of liquidity allows the 
debt to dissolve rapidly and responsibly. If all liquidity is used it leaves one open to 
having to take on more short term debts. 

• Once a short term debt is paid off, apply the payment to another short term debt. Or 
save it, don't continue the habit of holding it. 

• If a short term debt habit is established, it is really hard to break. If is not broken, then it 
will break you. 
 
 
Material discussed is meant for general informational purposes only and is not to be construed as tax, legal, or investment advice. Although the information has been gathered 
from sources believed to be reliable, please note that individual situations can vary. Therefore, the information should be relied upon only when coordinated with individual 
professional advice. This material contains the current opinions of the author but not necessarily those of Guardian or its subsidiaries and such opinions are subject to change 
without notice. All scenarios and names mentioned herein are purely fictional and have been created solely for training purposes. Any resemblance to existing situations, 
persons or fictional characters is coincidental. The information presented should not be used as the basis for any specific investment advice. 
 


