Entering the Workforce
What Every Millennial Should Know
When Starting Their First Job
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As fall approaches, many recent college graduates
have begun their first job, and those about to
finish their final year of college or graduate school
are starting to seek out their first employment
opportunities. While most newly- minted workforce
participants are seeking the highest level of
compensation possible, there are a myriad of
additional planning considerations to address to begin
a career on a sound financial footing. Here are just
some of the main topics to consider when making the
transition from student to working professional.

1. Create a Budget
Whether you use an app or an old-fashioned excel
spreadsheet, the importance of working from a budget
cannot be overemphasized. Critical to building a solid
financial future is the discipline of gaining a clear
understanding of your monthly inflows and outflows
early in your career.
The budget should include fixed expenses such as costs
of living, insurances, and debt service, but also build in
a buffer for various outflows such as travel, leisure, and
continuing your education. The multitude of benefits
derived from charitable giving should also be factored
into an allowance for philanthropic causes. Short term
savings in the form of a cash reserve as well as a focus
on long-term investing for a home and retirement
should also be components of a functional budget.

2. Build and Maintain an
Adequate Cash Reserve
Today’s college graduate statistically may have over 15
employers in the span of their working career. Some
of these professional changes may involve periods of
unemployment. A cash cushion can provide a reserve
to draw upon in between jobs to avoid going into
debt. Another reason to maintain a cash reserve is to
have a resource to draw upon when life events occur:
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an unexpected car repair or insurance deductible for
example. When life happens and there is a cushion
to provide capital in these instances, you can maintain
peace of mind and avoid disruption of your budget. A
conservative suggestion for a cash reserve would be
three to six months of basic living expenses.

3. Cover Your Risks
For most millennials starting their careers, insurance
may be the furthest thing from their minds. While
you are single and most likely do not own a home,
many financial planning professionals would agree
that the need for life insurance is minimal. Life
insurance becomes more relevant when you have
dependents or larger amounts of debt to cover. Basic
risk management however should be in the form of
long term disability and renter’s insurance. Long term
disability is insurance that pays you income if you are
unable to work. For those under 40, there is a greater
risk of disability than death. Many employers offer a
basic amount of long term disability as a benefit. It
is important to understand this thoroughly, as most
employer paid programs have a broad definition of
disability before actual payment would occur and
the payment may be taxable. When you secure your
own personal long term disability policy the benefit is
tax free and the plan can stay with you regardless of
future employer plans.
Renter’s insurance is also an important consideration
when renting a place to live. This would provide
protection in the event of a fire or theft, and you are
forced to replace personal belongings.

4. Plan Around Your Taxes
One of the bigger challenges that first-time wage
earners face is fully understanding the impact of
taxes on the entirety of your financial circumstance.
The first decisions involving taxes are deciding on the
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amount of withholding from your paycheck and if you
choose to participate in a traditional or Roth 401k.
The withholding issue allows you to determine the
amount of income tax withheld from each paycheck.
As your income increases, it is prudent to monitor
your withholdings, as our tax rate system is marginal,
meaning you are taxed at a higher rate as your
income increases. The decision around choosing a
traditional or Roth 401k will also have an impact on
your after-tax, take home pay. The traditional 401k
will draw money from your paycheck before federal
taxes impact it, resulting in an immediate deduction
in the amount of tax owed on the wages put into the
plan. The Roth 401k is just the opposite it is funded
from your payroll with after tax dollars, meaning you
will still be taxed on the funds even though they go
directly into the Roth 401k.

5. Take Full Advantage of
Your Employer’s Benefit
Plans
Many employers offer plans to help employees
make wise decisions about their future. Participating
in your employer 401k plan, especially if there is a
match, should be one of your first steps. As previously
mentioned, the 401k deductions come right out of
your payroll, and are automatically invested in a
choice of mutual fund investments. The traditional
401k is funded with pre-tax dollars that draw on
a tax deferred basis. After you reach age 59, you
may begin to withdraw funds and pay income tax on
the entire distribution. The Roth 401k, funded with
after tax dollars, grows and is drawn upon entirely
tax free. For many young workers, the long-term tax
free compounding of the Roth may provide greatest
tax benefits over time than the immediate, up front
tax benefit of the pre-tax 401k. In either case, take
advantage of the convenience and flexibility of saving
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for retirement in a 401k. Many employers will also
match what the employee puts in the plan on a small
percentage basis. This makes such a plan even more
attractive.
If you work for a publicly traded company, your
employer may offer an employee stock purchase plan.
This is also a benefit as the contributions come out of
your payroll and buy shares of stock at a discount to
market value. This is an excellent way to put money
aside at regular intervals and reduce the average cost
of price per share. Health Savings Accounts (HAS’s),
are another favorable benefit plan to consider. These
plans allow employees to save for healthcare related
expenses with money drawn from their paychecks on
a pre-tax basis.

6. Manage Your Liabilities
One of the first issues to consider regarding liability
or debt management is recognizing the difference
between good debt and challenging debt. Good debt
would include a mortgage on a home, a home equity
line of credit, or certain types of student loans where
the interest on the debt is able to be used as a tax
deduction to determine your tax liability. These types
of loans provide the ability to make home purchases,
continue your education, or other significant
purchases. Challenging debt would be characterized
by high interest credit card or bank consumer loans
where there is no income tax benefit. As you think
about your budget, you want to factor in monthly
payment on these debt services so that you are paying
off or down your principal on a consistent basis. If
your debt payments exceed 40% of your take home
pay, it becomes more difficult to meet your monthly
expenses and save for the future. In managing your
debt, you also want to be cognizant of your credit
rating. The regular payment of your monthly bills,
as well as paying off student debt, credit card, or
consumer loans on a consistent basis, puts you in a
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stronger position if you eventually want to borrow
larger sums of money for a car, home, or to start a
business.
While not an exhaustive list, these six planning
considerations are important issues to address in

establishing a strong financial position early in your
career. Like exercise and healthy eating promote
better overall physical health, operating your finances
from a budget, creating savings goals, and planning for
your future early can serve to strengthen your ability
to exceed your future financial goals.
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