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Today, we need to talk about this article. It was published on
Market Watch, and it’s got all kinds of people buzzing about
it. The title of the article was, “This Government Loan
Forgiveness Program Has Rejected 99% of Borrowers So Far.” And
of course, they’re talking about the public service loan
forgiveness program. They say only 96 people are included in
the first cohort of borrowers of the public service loan
forgiveness program. And apparently, 99% of the processed
applications were rejected. Which sounds terrible, right? It
sounds like nobody is going to get public service loan
forgiveness. Let’s dive into the article and see what is
really happening.
But before we do that I want to mention the sponsor of this
week’s podcast, Bob Bhayani. One of the listener questions I
answer in today’s episode is what medical students should be
doing to financially prepare for residency. And one of the big
things medical students need to do as they enter residency is
get disability insurance. Unless you’re already somehow
wealthy or you’ve got a spouse or partner that is going to
provide for you the rest of your life if you become disabled,
you need some disability insurance. So please call Bob today
and get that taken care of.
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Quote of the Day
I love the quote of the day in this episode. It is so true
that patience matters so much in investing. It reminds me of a
post I saw on the Bogleheads forum the night before I recorded
this podcast in which the poster was a doc who was basically
just collecting investments, and admitted that he could not
keep his hands from fiddling with his investments. It was
amazing, he invested in just about everything you could think
of, but just didn’t have the patience for any of it to pan
out, as he jumped from investment to investment. He should
have taken this advice from Morgan Housel.
There are books on economic cycles, trading strategies, and

sector bets. But the most powerful and important book should
be called “Shut Up And Wait.” It’s just one page with a longterm chart of economic growth. -Morgan Housel

Introduction
Remember to go to speakpipe.com/whitecoatinvestor and press
record to speak your questions directly on to the WCI podcast.
Also, make sure you’ve joined our Facebook group. There’s
about 7,600 White Coat Investors there talking about all kinds
of financial topics. If it’s covered on the podcast or the
blog, they’re talking about it in that group. And it’s a great
place to be able to ask questions in a somewhat confidential
manner, at least in a private manner in that group, so be sure
to join.
Also, if you enjoy discussing this stuff with others, there
are other formats we have for that as well. We have the White
Coat Investor forum and we have a White Coat Investor
subreddit for you redditors out there. I really appreciate
those who are helping out in all of those places, answering
the questions of your peers. There are simply just too many of
us for me to answer all the questions. I get to as many as I
can, but you know, I really do need some help with that.
Thanks for what you do, both in your regular day job, and
night job for many of you, as well as spreading this message
of financial literacy among our peers.
I had one of my colleagues sit down last night, he came down
into the ER, sat down and talked to me and said, “Hey, you
know what? You’re one of the few people who’s actually made a
dramatic change in my life. Thank you very much for that.” And
this was based off a conversation about finances we’d had a
couple months before, that took five minutes. He’d gone and
read the book, and literally him and his wife had changed
their entire lives, their entire financial outlook. You cannot

overestimate how much just sharing something like a link to
the White Coat Investor can do for your peers. So thank you
for those who do that.

Main Topic
Okay, let’s talk about this article.

It turns out 28,000

borrowers submitted 33,300 applications to have their loans
discharged. So that tells you right there, there’s a lot of
people submitting applications that clearly weren’t correct,
if they had to submit them more than once. They say of those
29,000 applications processed, 96 borrowers have had about
$5.52 million in debt discharged under the program. So 96
people have had their student loans forgiven, which is great.
Obviously that’s a very small percentage, but there’s still
people getting their loans forgiven.
Experts expect the number of approved applications to rise
dramatically in the coming years. When the program launched in
2007, there was little publicity or clarity around it. What’s
more, many of the repayment programs that borrowers can use if
they want to qualify for the program weren’t yet available
then. I think the first time I really heard people talking
about it must have been around 2011, about the year I started
the White Coat Investor. I think I published an article on it
in 2011, but I couldn’t believe how difficult it was to get
information about it at that time. I can recall doing a lot of
research and trying to figure out exactly how it worked.
Since then, people have been talking about it a lot, but back
in those first four or five years that this program existed,
people just didn’t know about it. So I don’t expect a lot of
people, honestly, to get much forgiveness for the next couple
of years.
The article goes on to say that the high rate of rejections
highlights the challenges of the program. Many who watch
public service loans forgiveness closely have been concerned

for years that its complicated mix of requirements would make
it difficult for borrowers to access. There’s also likely a
large cohort of borrowers who believe they’d be able to claim
forgiveness under the program, and perhaps organize their
careers and financial lives around it, but weren’t aware of or
were confused by its many requirements, rendering them
ineligible.
Then the article gets into the statistics. More than 70% of
the borrowers whose applications were denied didn’t meet at
least one of the eligibility requirements for the program. If
you don’t meet the requirements, you’re not going to get
forgiveness! That seems pretty obvious to me. To qualify for a
loan discharge under public service loan forgiveness, the
borrower must have direct loans, be in the correct repayment
program, and work in the correct type of job. Okay, there is
three requirements. It doesn’t seem that complicated. But
apparently it is, 99% of the applications are being rejected.
Borrowers also need to make at least 120 on-time monthly
payments, or ten years’ worth, on their student loans to be
eligible to have them forgiven.
Then the article goes on to say, there are a number of reasons
why a borrower’s correct type of loan, job, and repayment plan
might have a payment not qualify. For example, when borrowers
put more than their required monthly payment towards their
loan, typically the due date for the following payment is more
than a month later, then when they overpaid, this is known as
paid ahead status. Any payments borrowers make while they’re
paid ahead don’t qualify for public service loan forgiveness.
If you are going for public service loan forgiveness, you
don’t want to be paying extra on your loans! You don’t want to
be paying ahead, you don’t want to be sending in extra
principal. The idea is to get as much forgiven as you can. So
don’t be an idiot when you’re working in the public service
loan forgiveness program.
It’s obvious that a huge number of people that couldn’t meet

the requirements did not understand that they weren’t meeting
the requirements. The complexities in the program’s design
means that there are going to be a lot of people who think
they’re eligible for public service loan forgiveness and
they’re not. In addition to the more than 70% of applications
rejected because borrowers were ineligible, another 28% of the
applications for forgiveness were rejected because they were
incomplete. You have to fill out the whole application! 70%
didn’t qualify, 28% didn’t fill out the application. That
leaves what, 2%? And apparently some of them didn’t get their
forgiveness, because only 1% got it forgiven.

The headline sounds terrible, like no one’s going to get
public service loan forgiveness. When you dive into it, of
those who filled out the application and those who actually
went through the trouble to qualify for it, a large percentage
of those actually got forgiveness. It’s concerning to me that
there is a percentage of those, apparently, based on these
statistics, that didn’t get forgiveness. Obviously if you fill
out the whole application and you qualify, you ought to get
forgiveness. So maybe there is something else to look into
there, but certainly it is not an issue that 99% aren’t
getting it.

Public Service Loan Forgiveness Requirements
Here are the requirements of public service loan forgiveness.

1. You have to make 120 monthly payments while in the
program. In the program means you’re enrolled in one of
the government payback programs. That can be IBR, income
based repayment, PAYE, which is Pay As You Earn, REPAYE,
which is Revised Pay As You Earn, or the standard tenyear payment plan. Payments made in any of those
programs count. There have to be 120 of them, you can’t
make more than once a month but they don’t have to be
consecutive.
2. The loans have to be direct loans. The government has
made all kinds of loans in the past, but they have be
either direct loans or you need to have consolidated
them into direct loans. Not just because it came from a
government agency is it necessarily forgivable under the
public service loan forgiveness program.
3. You have to be working in public service. You have to be
employed by a 501(c)3, by the VA, by the military, by a
government agency, etc. It has to be a direct employment
relationship. They can’t just contract with you. You
can’t be a 1099 doc working in a non-profit hospital,
that doesn’t count.
4. You also have to apply for the program. There is an
application you do each year where you certify that you
are actually working for a non-profit. You can fill it
out retroactively for work you did five years ago, you
just have to get somebody to sign off there that you
were working full time and you were employed by a nonprofit.
Those are the basic requirements. If you’re going for public
service loan forgiveness, you need to become an expert in
public service loan forgiveness. You need to know exactly how
the program works, where you stand. You ought to check in each
year with them, make sure all your payments are counting
toward it, etc. Now bear in mind, if you don’t make a bunch of
tiny payments during your training, during your residency,
during your fellowship, unless you have a monstrously huge

loan at a relatively low income, chances are there is going to
be nothing left to forgive after ten years. For most attending
physicians that don’t make low qualifying payments in one of
the income-driven repayment programs during residency, there
is just not going to be anything left to forgive after ten
years. So the key is to get enrolled and start making those
payments as soon as you can during your training.

Q&A from Readers and Listeners
We had a few questions from listeners and readers I wanted to
answer.

What should medical students do to prepare for
residency financially?
I feel like when you’re leaving medical school and going to
residency, you’re just kind of holding on, just hanging on by
your fingernails trying to get to the point where you can
actually start getting paid. That is the main thing – just
don’t go broke. Try to keep something in the bank account to
cover any unforeseen emergencies. A lot of people end up
borrowing a little bit of extra money their fourth year to pay
for their interviews, to pay for their applications, to pay
for the move, etc.. They take out a personal loan or they take
out a little bit more in their student loans to cover that
gap. So one of the priorities, depending on what you borrowed
to cover that gap, is to pay that off. Especially if it’s on a
high interest credit card. That has to be a priority early on.
That said, I’m not sure I would live like a monk in that month
or two between medical school graduation and the start of your
internship. That is probably one of the last opportunities
you’ll have for some time off for a long time. You’re going to
work really hard in residency, so enjoy that time. Even if
you do a little bit of paid work be sure you take at least a
vacation before you start your internship. And realize that a

lot of residency is also about holding on. The year that
really matters in your financial life is your first year as an
attending. If you show me what somebody did with their first
12 paychecks out of residency, I can predict their financial
life pretty well from there. So a lot of residency is just
preparing for those first few years out of your training and
what you’re going to do with those first big paychecks that
you get.
There are a few priorities in residency you should take care
of:
Disability Insurance
Term Life Insurance, if there is anyone else besides you
depending on your income.
Managing your student loans correctly. That may mean
enrolling in REPAYE, that’s probably the best default
answer for most residents, enroll in REPAYE, and
refinancing your private loans. There is no sense in
waiting to refinance your private loans, those are not
going to qualify for the income-driven repayment
programs nor are those going to qualify for public
service loan forgiveness. Refinance them and get a lower
rate. The companies that do refinancing for residents
actually offer low payment plans during residency,
anywhere from $0 to $100 a month. So there’s no reason
not to refinance those private loans. Some people might
want to refinance their direct loans, if they know for
sure they’re not going for public service loan
forgiveness and they can refinance to a lower rate than
they can get through the Revised Pay As You Earn
program. Remember, that’s the program where the
government subsidizes your interest rate, at least up to
a certain income.
Get in the habit of saving some money. The best types of
accounts to use during residency are Roth accounts, tax
free accounts. Just because you’re in a lower tax

bracket now than you will be during your peak earnings
years, and maybe even during your retirement. So if you
have an option, a Roth 401(k), a Roth 403(b), and
everybody has got the option of a Roth IRA, take
advantage of that. If your employer is offering you a
match make sure you put at least enough into that plan
to get the match. Not doing that is like leaving part of
your salary on the table.

How do you initiate the termination process with
your whole life insurance company? Should you use
your sales person, who obviously has a massive
vested interest and will do a lot to convince you
otherwise, or do you just deal directly with the
customer service group? Do you need to tell the
insurance group that you want to do a 1035
exchange, or do you just initiate that on your
own?

This question came in from an options trader in Chicago making
half a million dollars a year. I find it flattering that an
options trader, someone who clearly works in the financial
services, is reading my stuff. He hired a salesman
masquerading as a financial advisor who sold who a whole life
policy and now he wants to get rid of it.

The decision to get rid of a whole life policy is not the same
as the decision to buy one in the first place. Sometimes a
policy that made no sense to buy, because you’ve had it for so
many years, can now make sense to keep. And the reason for
that is because the poor returns of whole life insurance are
heavily front loaded.
The first thing to do is to get an in force illustration. And
you can get that directly through the company or through your
agent. Either one is okay. If you don’t want to deal with the
agent, because you feel like he hosed you, go directly to the
company and they’ll give it to you. And then calculate what
your return will be going forward. Use their guaranteed scale
and use their projected scale, and your return will probably
be somewhere between those two. But see if that’s acceptable
to you. If it’s a 5 or 6% return going forward from that
point, even though you had a crummy negative return the last
ten years, it might be worth keeping for you. If the return
doesn’t look so good, or you have a better use for your money,
like paying off student loans or maxing out retirement
accounts you may still want to get rid of it.
If you are getting rid of it, you’ve got a couple of options.
One of which is to just cash it out. Say, “Send me my money,
I’m done.” Obviously if you have life insurance needs, make
sure you have a term life insurance policy in place that’s
going to cover that first. Then you can just take the money
and run. However, if you have a big loss on that insurance
policy, meaning all the money you’ve paid toward premiums
minus the cash value is a large amount, you may want to try to
preserve that loss. You can’t deduct a loss on whole life
insurance on your taxes, so the way you preserve it is you
exchange it. That’s called a 1035 exchange. You exchange it
into an annuity, like a low cost variable annuity you can buy
at Vanguard. And then you invest the money, and as it grows
back up to your basis, meaning the amount you paid in premiums
over all those years, then you can cash it out once the value

equals the basis, and walk away with no consequences on the
growth of the account from the time you made the exchange
until the time you surrendered the annuity.
If you’ve had it long enough that you actually have a gain on
your whole life insurance policy, you probably ought to double
check and make sure you don’t want to keep that thing. There’s
a decent chance that going forward, your returns might be
acceptable to you. They may be bond-like returns, like the
bond portion of your portfolio, and it may be worth holding
onto the thing as an investment. You just have to look at your
cash flow needs and other opportunities available to you.

I contributed $13,000 per year for a child that
has grown to $117,000. I had designated myself as
a beneficiary, now I want to transfer the
beneficiary to my two-year old. Does it trigger
gift tax, or does the five year rule apply?
This is someone that was doing very well and decided to start
funding a 529 account years before any children were born. You
can change the beneficiary of your 529 account any time you’d
like. But in general, the goal is to change it to somebody in
the same generation. Change it from an older brother to a
younger sister, change it from one cousin to another, etc.
The issue, when you change it from yourself to your child is,
you’re changing a generation. And when you’re doing that, the
gift tax laws apply. Now, there’s no actual gift tax. When you
give a gift that’s over the $15,000 that you’re allowed to
give, there’s no tax that’s due. What it does is it reduces
the exemption on your estate tax. Right now, the exemption is
11-something million dollars for single people, and 22something million dollars for married couples. So if you’re
never going to have an estate anywhere near that, and
especially considering that those amounts are indexed to
inflation, it’s not that big a deal. You just have to fill out
some gift tax paperwork. There’s not actually anything due.

But in this situation, there’s already $117,000 in the
account, so it sounds like if this doc wants to change the
beneficiary all at once, that’s going to invoke the gift tax
law and reduce his exemption.
I hope you enjoyed this episode and if you had similar
questions to these readers that the answers were helpful.
Don’t stress about this news on PSLF. Just make sure you are
following the requirements for the program. If you have other
questions you can get a quicker answer at the White Coat
Investor forum .

Full Transcription
This is the White Coat Investor podcast, where we help those
who wear the white coat get a fair shake on Wall Street. We’ve
been helping doctors and other high-income professionals stop
doing dumb things with their money since 2011. Here’s your
host, Dr. Jim Dahle.
Welcome to White Coat Investor podcast number 74, Public
Service Loan Forgiveness. This episode is sponsored by Bob
Bhayani at drdisabilityquotes.com. They’re a truly independent
provider of disability insurance planning solutions to the
medical community nationwide. Bob specializes in working with
residents and fellows early in their careers to set up sound
financial and insurance strategies. Contact Bob today by email at info@drdisabilityquotes.com or by calling
(973)771-9100.
Our quote of the day today comes from Morgan Housel, who said,
“There are books on economic cycles, trading strategies, and
sector bets. But the most powerful and important book should
be called ‘Shut Up and Wait.’ It’s just one page with a longterm chart of economic growth.” I love that one, it’s so true
that patience matters so much in investing. It reminds me of a
post I saw on the Bogleheads board the night before I recorded
this podcast in which the poster was a doc who was basically

just collecting investments, and admitted that he could not
keep his hands from fiddling with his investments. So it was
amazing, he invested in just about everything you could think
of, but just didn’t have the patience for any of it to pan
out, as he jumped from investment to investment.
At any rate, we got a few new things going on around here at
the White Coat Investor, one of which, you can record
questions for us to use on the podcast. Go to
www.speakpipe.com/whitecoatinvestor. That’s speak pipe, like
speaking and like a pipe that holds water. Also, make sure
you’ve joined our Facebook group. There’s about 7,000 White
Coat Investors there talking about all kinds of financial
topics. If it’s covered on the podcast or the blog, they’re
talking about it in that group. And it’s a great place to be
able to ask questions in a somewhat confidential manner, at
least in a private manner in that group, so be sure to join.
Also, if you enjoy discussing this stuff with others, there
are other formats we have for that as well. We have the White
Coat Investor forum, right on whitecoatinvestor.com, and we
have a White Coat Investor subreddit for you redditors out
there. I appreciate those who are helping out in all of those
places, answering the questions of your peers. There are
simply just too many of us for me to answer all the questions.
I get to as many as I can, but you know, I really do need some
help with that. Thanks for what you do, both in your regular
day job, and night job for many of you, as well as spreading
this message of financial literacy among our peers.
I had one of my colleagues sit down last night, he came down
into the ER, sat down and talked to me and said, “Hey, you
know what? You’re one of the few people in my life who’s
actually made a dramatic change in my life. Thank you very
much for that.” And this was based off a conversation we’d had
a couple months before that took five minutes about finances.
He’d gone and he’d read the book, and literally him and his
wife had changed their entire lives, their entire financial

outlook. You cannot overestimate how much just sharing
something like a link to the White Coat Investor can do for
your peers. So thank you for those who do that.
All right. Today, we need to talk about this article. It was
published on Market Watch, and it’s got all kinds of people
buzzing about it. The title of the article was, “This
Government Loan Forgiveness Program Has Rejected 99% of
Borrowers So Far.” And of course, they’re talking about the
public service loan forgiveness program. They say only 96
people are included in the first cohort of borrowers of the
public service loan forgiveness program. And apparently, 99%
of the processed applications were rejected. Which sounds
terrible, right? It sounds like nobody’s going to get public
service loan forgiveness. But as you dive into the article,
you can read a little bit more. It turns out 28,000 borrowers
submitted 33,300 applications to have their loans discharged.
So that tells you right there, there’s a lot of people
submitting applications that clearly weren’t correct, if they
had to submit them more than once. They say of those 29,000
applications processed, 96 borrowers have had about $5.52
million in debt discharged under the program. So 96 people
have had their student loans forgiven, which is great.
Obviously that’s a very small percentage, but there’s still
people getting their loans forgiven.
The article goes on, experts expect the number of approved
applications to rise dramatically in the coming years. When
the program launched in 2007, there was little publicity or
clarity around it. What’s more, many of the repayment programs
that borrowers can use if they want to qualify for the program
weren’t yet available then. That’s the truth. I mean, I think
the first time I really heard people talking about it must
have been around 2011, about the year I started the White Coat
Investor. I think I published an article on it in 2011, but I
couldn’t believe how difficult it was to get information about
it at that time. I can recall doing a lot of research and

trying to figure out exactly how it worked.
Since then, people have been talking about it a lot, but back
in those first four or five years that this program existed,
people just didn’t know about it. So I don’t expect a lot of
people, honestly, to get much forgiveness for the next couple
of years.
The article goes on, the high rate of rejections highlights
the challenges of the program. Many who watch public service
loans forgiveness closely have been concerned for years that
its complicated mix of requirements would make it difficult
for borrowers to access. There’s also likely a large cohort of
borrowers who believe they’d be able to claim forgiveness
under the program, and perhaps organize their careers and
financial lives around it, but weren’t aware of or were
confused by its many requirements, rendering them ineligible.
Then it gets into the statistics. More than 70% of the
borrowers whose applications were denied didn’t meet at least
one of the eligibility requirements for the program. Okay,
well, if you don’t meet the requirements, you’re not going to
get forgiveness. That seems pretty obvious to me. To qualify
for a loan discharge under public service loan forgiveness,
the borrower must have direct loans, be in the correct
repayment program, and work in the correct type of job. Okay,
there’s three requirements there, it doesn’t seem that
complicated to me. But apparently it is, 99% of the
applications are being rejected. Borrowers also need to make
at least 120 on-time monthly payments, or ten years’ worth, on
their student loans to be eligible to have them forgiven.
Then it goes on to say, there are a number of reasons why a
borrower’s correct type of loan, job, and repayment plan might
have a payment not qualify. For example, when borrowers put
more than their required monthly payment towards their loan,
typically the due date for the following payment is more than
a month later, then when they overpaid, this is known as paid

ahead status. Any payments borrowers make while they’re paid
ahead don’t qualify for public service loan forgiveness. Okay,
if you’re going for public service loan forgiveness, you don’t
want to be paying extra on your loans. You don’t want to be
paying ahead, you don’t want to be sending in extra principal.
The idea is to get as much forgiven as you can. So don’t be an
idiot when you’re working in the public service loan
forgiveness program.
It’s obvious that a huge number of people that couldn’t meet
the requirements did not understand that they weren’t meeting
the requirements. The complexities in the program’s design
means that there are going to be a lot of people who think
they’re eligible for public service loan forgiveness and
they’re not. Okay, so in addition to the more than 70% of
applications rejected because borrowers were ineligible,
another 28% of the applications for forgiveness were rejected
because they were incomplete. Okay, you gotta fill out the
whole application. 70% didn’t qualify, 28% didn’t fill out the
application. That leaves what, 2%? And apparently some of them
didn’t get their forgiveness, because only 1% got it forgiven.
But you know, I mean, some of this is just a no-brainer,
right? The headline sounds terrible, like no one’s going to
get public service loan forgiveness. When you dive into it, of
those who filled out the application and those who actually
went through the trouble to actually qualify for it, a large
percentage of those actually got forgiveness. It’s concerning
to me that there is a percentage of those, apparently, based
on these statistics, that didn’t get forgiveness. Obviously if
you fill out the whole application and you qualify, you ought
to get forgiveness. So you know, maybe there’s something else
to look into there, but certainly it’s not an issue that 99%
aren’t getting it.
All right, so let’s talk for a minute about the requirements
of public service loan forgiveness. The requirements, number
one, are you have to make 120 monthly payments while in the

program. In the program means you’re enrolled in one of the
government payback programs. That can be IBR, income based
repayment, PAYE, which is Pay As You Earn, REPAYE, which is
Revised Pay As You Earn, or the standard ten-year payment
plan. Payments made in any of those programs count. There have
to be 120 of them, you can’t make more than once a month, they
don’t have to be consecutive. Number two, the loans have to be
direct loans. The government’s made all kinds of loans in the
past, but they gotta be either direct loans or you need to
have consolidated them into direct loans. Not just because it
came from a government agency is it necessarily forgivable
under the public service loan forgiveness program.
You also have to actually apply for the program. There’s an
application you do each year where you certify that you are
actually working for a non-profit. Remember, that’s the other
requirement for the public service loan forgiveness program.
You have to actually be working in public service. You have to
be employed by a 501(c)3, by the VA, by the military, by a
government agency, et cetera. It’s got to be a direct
employment relationship. They can’t just contract with you.
You can’t be a 1099 doc working in a non-profit hospital, that
doesn’t count. But you fill that out each year, it doesn’t
even have to be filled out each year, you can fill it out
retroactively for work you did five years ago, you just have
to get somebody to sign off there that you were working full
time and you were employed by a non-profit.
Those are the basic requirements, and they’re not that hard to
do. So if you’re going for public service loan forgiveness,
you need to become an expert in public service loan
forgiveness. You need to know exactly how the program works,
where you stand. You ought to check in each year with them,
make sure all your payments are counting toward it, et cetera.
Now bear in mind, if you don’t make a bunch of tiny payments
during your training, during your residency, during your
fellowship, unless you have a monstrously huge loan at a

relatively low income, chances are there’s going to be nothing
left to forgive after ten years. For most attending physicians
that don’t make low qualifying payments in one of the incomedriven repayment programs during residency, there’s just not
going to be anything left to forgive after ten years. So the
key is to get enrolled and start making those payments as soon
as you can during your training.
Talk about some questions that you guys have sent in. I sent
out a notice before starting this podcast, on Twitter and
Facebook asking for questions. We’ll see if any of those roll
in as we do this recording. The first one that came in was
from Tyson on Twitter, who said, “I’d love to hear more about
what medical students should do to prepare for residency
financially.” You know, I feel like when you’re leaving
medical school and going to residency, you’re just kind of
holding on, just hanging on by your fingernails trying to get
to the point where you can actually start getting paid. I
mean, I guess that’s the main thing is, just don’t go broke.
Try to keep something in the bank account to cover any
unforeseen emergencies. A lot of people end up borrowing a
little bit of extra money their fourth year to pay for their
interviews, to pay for their applications, to pay for the
move, et cetera. They take out a personal loan or they take
out a little bit more in their student loans or whatever, to
cover that gap. So one of the priorities is, depending on what
you borrowed to cover that gap, might be paying that off.
Especially if it’s on some high interest credit card, that’s
got to be a priority early on.
That said, I’m not sure I would live like a monk in that month
or two between medical school graduation and the start of your
internship. I mean, that is probably one of the last
opportunities you’ll have to have some time off for a long
time. You’re going to work really hard in residency, so spend
some time enjoying that time, even if you do a little bit of
paid work or something, be sure you take at least a vacation

before you start your internship. And realize that a lot of
residency is also about holding on. I mean, the year that
really matters in your financial life is your first year as an
attending. If you show me what somebody did with their first
12 paychecks out of residency, I can predict their financial
life pretty well from there. So a lot of residency, even, is
just preparing for those first few years out of your training
and what you’re going to do with those first big paychecks
that you get.
But there are a few priorities in residency, one of which is
to get any needed insurance. Particularly disability
insurance, unless you’re already somehow wealthy or you’ve got
a spouse or partner that’s going to provide for you the rest
of your life if you become disabled, you need some disability
insurance. If there’s anybody else besides you depending on
your income, spouse or children, you need to have term life
insurance in place as well. So those should be big priorities
as you move into your intern year. Other things that are
worthwhile doing is making sure you’re managing your student
loans correctly. That may mean enrolling in REPAYE, that’s
probably the best default answer for most residents, is to
enroll in REPAYE, and refinancing your private loans. There’s
no sense in waiting to refinance your private loans, those
aren’t going to qualify for the income-driven repayment
programs, those aren’t going to qualify for public service
loan forgiveness. You might as well refinance them and get a
lower rate on it. The companies that do refinancing for
residents actually offer low payment plans during residency,
anywhere from $0 to $100 a month. So there’s no reason not to
refinance those private loans.
Some people might want to refinance their public loans as
well, their direct loans, if they know for sure they’re not
going for public service loan forgiveness and they can
refinance to a lower rate than they can get through the
Revised Pay As You Earn program. Remember, that’s the program

where the government subsidizes your interest rate, at least
up to a certain income.
What else should you do during residency? Well, it’s a good
idea to get in the habit of saving some money. The best types
of accounts to use during residency are Roth accounts, tax
free accounts. Just because you’re in a lower tax bracket now
than you will be during your peak earnings years, and maybe
even during your retirement. So if you have an option, a Roth
401(k), a Roth 403(b), and everybody’s got the option of a
Roth IRA, take advantage of that. If your employer is offering
you a match, you know, go read your 401(k) or 403(b) plan
document, find out if they’re giving you a match. Make sure
you put at least enough into that plan to get the match. Not
doing that is like leaving part of your salary on the table.
Those are really the priorities for residents, and as a
medical student becomes a resident, those are the priorities.
I think one of the things to really be thinking about at that
time is this whole rent versus buy decision. A lot of
residents want to buy a house. There’s this crazy burning
desire, “must own a house as a resident.” And the truth is,
there’s probably no other time in your life when you’re less
prepared and less able to deal with the hassles and costs of
home ownership than as you start a residency. I think the
default position ought to be renting during residency.
I’ve gotten lots of e-mails the last few years as the housing
market has boomed that, “We should have bought a house, we
should have bought a house.” Well, you can’t predict the
future. And yes, if housing values are going to go up 20% a
year every year while you’re in them, then obviously you’re
going to come out better off buying. But I would guess that
for a three year residency, on average, you’re going to come
out ahead buying about a third of the time. Maybe half the
time for a five year residency. And that just doesn’t seem
like high enough odds to me to be taking the risk and deal
with the hassle of home ownership. I think you’re going to be

fine waiting until you’re an attending, in a stable social and
professional situation, to buy a home.
All right, next question. “I’d like to thank you massively for
your work. I’m not a doctor, but rather an options trader from
Chicago making half a million dollars a year.” That’s awesome.
I find it flattering that an options trader, someone who
clearly works in the financial services, is reading my stuff.
“About three months ago, my Northwestern Mutual financial
advisor recommended me to buy $5,000 or $10,000 more of whole
life insurance than what I currently have, about $40,000 a
year worth. I went with the minimum requested amount and said
to myself at that time, ‘I really need to do some more due
diligence on this whole life thing.'”
Well, not to mention hiring a financial advisor that’s not a
salesman masquerading as a financial advisor. “I’m in a
financial-specific industry and you’d think that I would do an
above average job, but not always the case. I think you do an
above average job of covering nuanced personal finance issues
that most people do wrong. I would suggest to you, by the way,
to consider that numerous non-doctors encounter your posts and
put them to good work. It may be a good idea to sort of
unspecify yourself to cover a broader audience.”
Well, I’m certainly trying to cover a broad audience. I try to
talk to docs and veterinarians and attorneys and other high
income professionals, but it’s difficult to be all things to
all people. “It’s clear to me that your writings on whole life
insurance drive a great volume of your traffic. Perhaps you
should write more about how do you actually initiate the
termination process with your insurance company. Should you
use your sales person, who obviously has a massive vested
interest and will do a lot to convince you otherwise, or do
you just deal directly with the customer service group? Do you
need to tell the insurance group that you want to do a 1035
exchange, or do you just initiate that on your own?”

Well, let’s talk a little bit about terminating a whole life
policy. First of all, the decision to get rid of a whole life
policy is not the same as the decision to buy one in the first
place. Sometimes a policy that made no sense to buy, because
you’ve had it for so many years, can now make sense to keep.
And the reason for that is because the poor returns of whole
life insurance are heavily front loaded. Mainly because of the
cost of the insurance company, particularly the commission
they have to pay to the agent. It just costs them a lot of
money to sell these things, because people wouldn’t buy them
if there weren’t these high pressure sales agents out there
selling them. So the more years you’ve had the policy, the
more years that commission is spread out over, and the less of
an effect it has on your return.
So the first thing you want to do, if you’re wondering if you
should really have this whole life insurance policy is
consider the reasons you bought it. I mean, sometimes you
bought it for a good reason. And a lot of times it was just
sold to you. If you’re one of those that it was just sold to,
the first thing to do is to get an in force illustration. And
you can get that directly through the company, you can get it
through your agent. Either one’s okay. If you don’t want to
deal with the agent, because you feel like he hosed you, go
directly to the company and they’ll give it to you. And then
calculate what your return will be going forward. Use their
guaranteed scale and use their projected scale, and your
return will probably be somewhere between those two. But see
if that’s acceptable to you. If it’s a 5 or 6% return going
forward from that point, even though you had a crummy negative
return the last ten years, it might be worth keeping for you.
If the return doesn’t look so good, or you have a better use
for your money, like paying off student loans or maxing out
retirement accounts or something, you may still want to get
rid of it.
If you are getting rid of it, you’ve got a couple of options.

One of which is to just cash it out. To say, “Send me my
money, I’m done.” Obviously if you have life insurance needs,
make sure you have a term life insurance policy in place
that’s going to cover those first. Then you can just take the
money and run. However, if you have a big loss on that
insurance policy, meaning all the money you’ve paid toward
premiums minus the cash value is a large amount, you may want
to try to preserve that loss. You can’t deduct a loss on whole
life insurance on your taxes, so the way you preserve it is
you exchange it. That’s called a 1035 exchange. You exchange
it into an annuity, like a low cost variable annuity you can
buy at Vanguard. And then you invest the money, and as it
grows back up to your basis, meaning the amount you paid in
premiums over all those years, then you can cash it out once
the value equals the basis, and walk away with no consequences
on the growth of the account from the time you made the
exchange until the time you surrendered the annuity.
And so some people think that’s worth it. If you’ve got a
$30,000 or $50,000 or $200,000 loss, it may be worthwhile to
be able to take $200,000 in gains without having to pay taxes
on it. So a lot of people consider doing that. If it’s only
$1,000 loss, or it’s just not an amount that you want to deal
with that sort of hassle, that’s fine. Just cash it out and
take the money. If you’ve had it long enough that you actually
have a gain on your whole life insurance policy, you probably
ought to double check and make sure you don’t want to keep
that thing. There’s a decent chance that going forward, your
returns might be acceptable to you. They may be bond-like
returns, like the bond portion of your portfolio, and it may
be worth holding onto the thing as an investment. You just
have to look at your cash flow needs and whether the
opportunities are available to you.
Next question. “I contributed $13,000 per year for a child
that has grown to $117,000. I had designated myself as a
beneficiary, now I want to transfer the beneficiary to my two-

year old. Does it trigger gift tax, or does the five year rule
apply?” Okay, this is someone that was doing very well,
apparently, and decided to start funding a 529 account five,
six, seven years before any children were even born. That
seems a little enthusiastic to me, but apparently that’s what
this doc has done. You can do this, you can change the
beneficiary of your 529 account any time you’d like. But in
general, the goal is to change it to somebody in the same
generation. Change it from an older brother to a younger
sister, change it from one cousin to another, et cetera.
The issue, when you change it from yourself to your child is,
you’re changing a generation. And when you’re doing that, the
gift tax laws apply. Now, there’s no actual gift tax. When you
give a gift that’s over the $15,000 that you’re allowed to
give, there’s no tax that’s due. What it does is it reduces
the exemption on your estate tax. Right now, the exemption is
11-something million dollars for single people, and 22something million dollars for married couples. So if you’re
never going to have an estate anywhere near that, and
especially considering that those amounts are indexed to
inflation, it’s not that big a deal. You just have to fill out
some gift tax paperwork. There’s not actually anything due.
But it’s nice to preserve that if you can, and to work around
it when you can, and you can usually do that because you’re
allowed to give $15,000 to anybody you like at any time. For
example, if you and your spouse are giving it to your child
and your child’s spouse, each of you can give $15,000 to each
spouse. So you can transfer $60,000 a year without having to
do any gift tax paperwork.
But in this situation, there’s already $117,000 in the
account, so it sounds like if this doc wants to change the
beneficiary all at once, that’s going to invoke the gift tax
law and reduce his exemption.
This
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sponsored
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Bhayani
at
drdisabilityquotes.com. They’re a truly independent provider

of disability insurance planning solutions to the medical
community nationwide. Bob specializes in working with
residents and fellows early in their careers to set up sound
financial and insurance strategies. Contact Bob today by email at info@drdisabilityquotes.com or by calling
(973)771-9100.
Be sure to check out the Facebook group, the subreddit, and
the White Coat Investor forum. Head up, shoulders back, you’ve
got this. We here at the White Coat Investor can help, we’ll
see you next time on the podcast.
My dad, your host, Dr. Dahle, is a practicing emergency
physician, blogger, author, and podcaster. He is not a
licensed accountant, attorney, or financial advisor. So this
podcast is for your entertainment and information only. It
should not be considered official personalized financial
advice.

