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Financial Management for Officers

Introduction.   “…life, liberty and the pursuit of happiness….”  We all search for happiness and security in life.  Proper financial planning is a large piece of the puzzle.

Learning Objectives.  This class is designed to help you to

· Understand the need for personal budget and financial planning goals

· Be able to create a personal budget

· Be able to create a personal goals

· Understand your personal credit

· Understand your insurance needs

· Understand the need for long-term saving and investment

· Understand some tax implications

· Understand some of the financial problems your Marines will face

Can You Make a Million?  You can retire with over a million dollars in the bank, but it takes long-term planning.  Assuming an average compound return of 10 percent per year, the table below shows what it would take to have a million in the bank at age 65.  You can easily see that the sooner you start to save, the easier it will be to meet your financial goals.

	Age
	One-Time Investment
	OR
	Monthly Investments

	20
	$13,719
	
	$95

	25
	$22,095
	
	$158

	35
	$57,308
	
	$442

	40
	$92,296
	
	$754

	50
	$239,392
	
	$2,413


Setting Your Financial Goal.  Before you can set your financial goals or establish a budget to help you achieve them, you need to understand your military paycheck as broken down on your Leave and Earnings Statement (LES).  You are paid twice a month.  What you take home depends on four factors:

· Your base pay

· Allowance for quarters and subsistence

· Deductions such as taxes and Social Security

· Allotments you choose

Maximum Monthly Expenditures.  No two people spend money exactly the same way, but the percentages in the table below give you an idea of the maximum amount of “take home pay” you should spend on a monthly basis.

	Category
	Percentage of Monthly Take-Home Pay

	Mortgage/rent
	20 to 30

	Food
	18 to 23

	Consumer debt
	10 to 20

	Savings
	7 to 10


Building a Budget.  With a copy of your most recent LES, complete the work sheet below.

	Income

	Base Pay
	
	

	Quarters Allowance
	
	

	Subsistence Allowance
	
	

	
	Total Income
	

	Deductions

	FITW
	
	

	FICA
	
	

	SGLI
	
	

	
	Total Deductions
	

	Total Income minus Total Deductions
	Net Pay
	

	Expenses

	Savings/Investments (10 percent of Base Pay)
	
	

	Credit cards/loans
	
	

	Food
	
	

	Rent/mortgage payment
	
	

	Property insurance
	
	

	Utilities
	
	

	Home maintenance
	
	

	Phone
	
	

	Property Taxes (1/12 of annual income)
	
	

	Furniture
	
	

	Transportation

	Car payment
	
	

	Auto insurance
	
	

	Gas, parking, tolls
	
	

	Auto maintenance
	
	

	Registration/fees (1/12 of annual income)
	
	

	Personal Expenses

	Clothing
	
	

	Dry cleaning/laundry
	
	

	Entertainment
	
	

	Child care expenses
	
	

	Vacation
	
	

	Memberships/hobbies
	
	

	Holiday expenses
	
	

	
	Total Expenses
	

	Net Pay minus Total Expenses
	Net Cash Flow
	


Defining Your Goals and Their Time Frames:  With your budget in hand, you now know your immediate ability to save and invest for the future.  But what are you saving for and when?  Place personal goals in specific time frames, so you may measure your progress as shown in the table below.

	Short-Term Goals

(3 years or less)
	Intermediate Goals

(4 to 20 years)
	Long-Term Goals

(21 or more years)

	· Pay off consumer debt

· Establish good credit rating

· Develop an investment program.

· Establis a disciplined savings plan

· Purchase adequate insurance coverage

· Set up a will and Power of Attorney
	· Pay for a wedding and home

· Provide for children and their education

· Plan to help support aging parents

· Increase income for additional needs

· Review and revise plans every three to four years

· Provide for your advanced education
	· Establish and work toward your retirement goals.

· Maintain standard of living throughout your lifetime.

· Assess housing location and needs for retirement


Personal Goals.  To establish your personal goals, start by brainstorming what you want to accomplish in the areas listed on the dream sheet below.  Remember to think in terms of short, intermediate, and long-term goals.

	
	Short-Term
	Intermediate
	Long-Term

	Family
	
	
	

	Friends
	
	
	

	Career
	
	
	

	Hobbies
	
	
	

	Health
	
	
	

	Education
	
	
	

	Volunteering
	
	
	

	Spiritual
	
	
	

	House
	
	
	

	Travel
	
	
	

	Other
	
	
	


Money.  With general goals defined, what financial resources will it take to achieve them?  Write major goals, the amount of money required, and the time when the money will be needed in the table below.

	Goal
	Amount of Money Required
	Target Date for Money

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	


These exercises should have helped you form a realistic picture of what it will take for you to meet your expectations of family and lifestyle in your future.  Now you need to understand some basic financial tools to help meet those goals.

Credit.  Used properly, credit can be a helpful financial tool.  If you tried to save all the money for a graduate education, you may be too old for it to have a positive affect in your career.  Likewise, saving for the entire purchase price of a home could mean you never leave an apartment.

However, using credit poorly can lead down the road of financial ruin.  Learn to save for major items, so you are not burdened by excessive interest payments.  Saving and paying cash for a washer/dryer or a large down payment on a new car can help your long-term savings by avoiding interest payments.

If you do not yet have the discipline to save money on a regular basis, try saving the equivalent of 10 percent of your monthly mortgage or rent payment.  Automatically deduct the money from your pay and place it in a separate savings account.  You will be surprised how fast money for large ticket items will accumulate.

How Your Credit is Approved.  Your credit is a month-by-month record of your payment history with banks, credit card issuers, or other lenders and may include information on bankruptcies or tax liens.  Failure to pay creditors on time may lead to a “bad credit rating.”  Persons who are considered a bad credit risk may still receive credit, but because of the risk, they may pay extremely high interest rates.  Persons who declare bankruptcy will have an extended period of poor credit ratings.

Your credit history is maintained by a “credit bureau”—a clearinghouse that provides credit reports to banks or businesses that are considering issuing you credit.  Three of the largest national credit bureaus are

· TRW

· Equifax Credit Information Service

· Trans Union Corporation

You should contact one of these credit bureaus every few years to check your credit report and make certain its information is accurate.

Building Your Credit Rating.  Even if you are conservative with your money and a conscientious saver, taking out a small personal loan to build your credit is a good idea.  Apply for a major credit card where you bank, use it sparingly, and pay the balance off each month.  If you do not qualify for a major credit card, most major department stores will extend credit to those who are not yet established.  The key is to use it sparingly and pay off the full balance each month.  These steps will help build your credit rating.

Warning Signs of Over-Indebtednes.  Long before you receive collection notices in the mail, it should be evident if you are having problems managing your debt.  A simple way to check for trouble is to calculate your “debt to income ratio:



Total Monthly Debt Payments (Including mortgage or rent)


__________________________________________________________________________________ = Debt to Income Ratio




               Gross Monthly Income

If your debt to income ratio is close to 40, you will likely be turned down for credit.  If it is over 40, you are headed toward a severe credit problem.
Debt Danger Signal Quiz.
1. Are you borrowing to pay for items you used to pay for with cash?    FORMCHECKBOX 
  Yes      FORMCHECKBOX 
  No

2. Is an increasing percentage of your income going to pay debts?    FORMCHECKBOX 
  Yes      FORMCHECKBOX 
  No

3. Are you paying bills with money earmarked for something else?    FORMCHECKBOX 
  Yes      FORMCHECKBOX 
  No

4. Are you tapping savings to pay for current bills?    FORMCHECKBOX 
  Yes      FORMCHECKBOX 
  No

5. Are you only paying the minimums on credit accounts?    FORMCHECKBOX 
  Yes      FORMCHECKBOX 
  No

6. Is your savings cushion inadequate or nonexistent?    FORMCHECKBOX 
  Yes      FORMCHECKBOX 
  No

7. Are you extending payment schedules?    FORMCHECKBOX 
  Yes      FORMCHECKBOX 
  No

8. Are you near your credit limit?    FORMCHECKBOX 
  Yes      FORMCHECKBOX 
  No

9. Are you borrowing money to pay other loans?    FORMCHECKBOX 
  Yes      FORMCHECKBOX 
  No

10. Are you unsure as to how much you owe?    FORMCHECKBOX 
  Yes      FORMCHECKBOX 
  No

11. Do you pay your bills late?    FORMCHECKBOX 
  Yes      FORMCHECKBOX 
  No

12. Have you received collection notices from any creditor?    FORMCHECKBOX 
  Yes      FORMCHECKBOX 
  No

If you answered “Yes” to six or more of these questions, you are not managing your credit well and are probably overextended.  If you find yourself in too much debt, seek professional help.  Often professional agencies can help you

· Plan a budget

· Work with your creditors to reschedule payments

· Consolidate debt

The Four Cs of Credit.  No matter what form of credit you are applying for, potential creditors tend to look at the same factors to determine what kind of risk you are:

· Capacity - your ability to repay

· Collateral - an asset that provides the lender with security if you cannot pay your debt

· Character - your responsibility to use credit (your debt-to-income ratio is a good judge)

· Creditworthiness - your track record in using credit (a credit bureau's rating of you)

Insurance.  As you move through your career, your insurance needs will change.  A basic understanding of types of insurance and how rates are set can help you ask the right questions.

Auto Insurance.  Probably the first type of insurance you will need is auto insurance.  (As a commissioned officer, you may want to check rates with USAA before settling on another auto insurance company.)  Depending on a number of factors, you will either be pleased with the cost of your auto insurance premium or face sticker shock.  The variables that help insurance companies set rates include

· Gender

· Age

· Marital status

· Area of the country in which you live

· How much you drive

· Type of vehicle you drive

· Your driving record

How much can rates vary?  Look at just one of the variables, area of the country in which you live.  The table below shows the auto insurance rates on the same care for the same person, but in different locations.

	Location
	Auto Insurance Rate

	San Diego, CA
	$1,176

	Newport, RI
	$1,046

	Athens, GA
	$882

	Annapolis, MD
	$864

	Pensacola, FL
	$715

	Norfolk, VA
	$638


You can see that between this and other variables, a single male lieutenant, with a bad driving record, living in San Diego, may not be able to afford a new Corvette, simply from the cost of insurance.  Consider insurance before you purchase that new car.  Use the form below to help you when requesting a price quote from different insurers.

Automobile Information

Year:  __________________  Manufacturer:  _________________________  Model:  _______________________

Vehicle ID Number:  ______________________  Anti-Theft Devices:  ____________________________________

Air Bags: ____________________  Anti-Lock Brakes:  ____________________  Other:  _____________________

Number of Miles Normally Driven Each Year:  _______________________________________________________

How Car is Primarily Used (e.g., to and from work/school, pleasure, business):  _____________________________

Driver Information (Complete for all drivers.)

Name: __________________________________  Relationship to Applicant:  ______________________________

Age: ___________________  Sex:  _____________________  Occupation:  _______________________________

Number of Moving Violations Convicted for in the Past Three Years (Be prepared to give specifics):  ___________

Number of Accidents in the Past Three Years (Be prepared to give details):  ________________________________

Quotes on Coverage and Recommended Limits:

	Coverage
	Semi-Annual Premium
	Annual Premium

	Bodily Injury Liability ($1,000,000/$200,000/$50,000)
	
	

	Property Damage ($50,000)
	
	

	Medical Payments ($5,000) or Personal Injury Protection
	
	

	Uninsured Motorist Coverage (as required by state)
	
	

	Collision (with $200 deductible)
	
	

	Comprehensive (with $100 deductible)
	
	

	Other
	
	

	
	
	

	
	
	

	
	
	


Renter or Homeowners Insurance.  Yes!  Get it as soon as you move into a house or apartment.  Get it even if you are in a barracks.  Inventory all your personal items (especially uniforms) and record what it would cost to replace everything.  Renters/homeowners insurance is a bargain for the money.

Life Insurance.  Odds are that your current Servicemen's Group Life Insurance (SGLI) coverage of $250,000 in term life insurance is enough for your immediate future.  Consider adding additional insurance especially when you are married with children.  Make life insurance part of your complete “Savings/Investment/Retirement” plan.  Understand the differences between “term,” “whole,”  “universal,” and “variable” life insurance before you decide which is best for you.

Saving and Investing.  Remember the lifestyle goals you have already written.  The key to meeting these goals is a regular, disciplined savings plan.  As shown on the chart below (and the chart on the first page of this hadnout), the sooner you begin to save, the more you will take advantage of compounded interest growth and the less painful it will be to meet your goal.

The Miracle of Compounded Growth

The table below shows how much you will accumulate if you save $100 per month, compounded at a rate of 8 percent.

	
	Years of Saving

	
	10
	20
	30
	40

	Total Accumulation
	$18,295
	$58,902
	$149,036
	$349,101

	Total Invested
	$12,000
	$24,000
	$36,000
	$48,000

	Amount of Growth
	$6,295
	$34,902
	$113,036
	$301,101

	Growth vs Investment
	52%
	145%
	314%
	627%


Types of Investment.  You may use a number of vehicles to invest your savings.  Investments vary based on their “risk-return.”  Usually the higher the return on an investment, the greater the risk.

For example, if you invest in the options market (gambling that the price of a commodity will rise or fall within a certain period of time), the opportunity is present to make the money you invested several times over.  You also risk the chance that you will lose everything you invested.

Likewise, a benchmark for safe investment is the United States Treasury Bill.  The full faith and credit of the United States backs these instruments.  It is very secure, but the return on your investment will be marginal.

Long-Term Investments.  How should you invest for the long-term?  Ask yourself three basic questions:

· How much can I afford to lose?

· How long can I leave the money invested?

· How important is my investment goal?

For the long-term, most people take advantage of “tax deferred” investing.  The most common is the individual retirement account (IRA).  Many larger companies offer 401K programs to their employees that are very similar (such as the government Thrift Savings Program).

Why is tax deferred investing preferred?  As you can see in the table below, deferring taxes allows the effects of compound interest to work even faster.  The more time you can buy, the faster and larger your assets can grow.

	
	Current Taxable
	
	Tax Deferred

	Investment
	$10,000
	
	$10,000

	Return
	6%
	
	6%

	Tax Rate
	33%
	
	33%

	Net Return
	4%
	
	6%

	After 36 Years

	Current Value
	$40,000
	
	$80,000

	
	
	(Less principal)
	$10,000

	
	
	(Taxable gain)
	$70,000

	
	
	(Taxed at 33%)
	($23,100)

	
	
	(After tax income)
	$46,900

	
	
	(Add back principal)
	$10,00

	Total Funds After Tax
	$40,0000
	
	$56,900


That is roughly a 42 percent additional return.  Note new 1998 tax changes such as the Roth IRA.

Implementing Your Savings Plan.  You can do this on your own with some reading and education.  If you seek the assistance of a financial planner, shop around and interview several.  Check with institutions such as USAA and NFCU; they are always competitive.

If you decide to use a financial planner,

· Walk away from any financial planner who says you must sign up immediately

· Watch for promises (high rate of return) that cannot be met

· Know all commissions and up front costs

· Diversify!

· Be aggressive in your youth (under age 55)

Taxes and Recent Changes to the Tax Code.  “The Taxpayer Relief Act of 1997” significantly changed how most Americans prepare their taxes and especially the tools they may use to save for their future.

You should talk with a tax specialist if any of these significant changes made in 1997 affect you:

· Capital gains tax rates

· Estate taxes

· The sale of a primary residence

Individual Retirement Accounts.  Income limits have been raised (check with a tax advisor).  Penalty-free withdrawals are now permitted under certain circumstances.  Non-working spouses may now contribute.

Roth IRA.  The Roth IRA was established where investors contribute “after tax income” (you pay the tax on the money you invest).  The benefit comes when you retire.  Distributions made after you are 59.5 years old are tax free.  If possible, anyone who is in a lower tax bracket (in their 20s and 30s) should definitely use the Roth IRA.  You will probably be in a higher tax bracket when you retire, so the benefits will be great.  Because the Roth IRA has some limitations, check with a tax planner if you make $95,000 per year or more.

Deduction For Interest On Student Loans.  This is important to many of you but not as simple as it sounds.  The deduction was effective 1 January 1998.  The deduction was limited to $1,000 in 1998 and increased to $1,500 in 1999, $2,000 in 2000, and $2,500 in 2001 and thereafter.  The deduction is phased out for individuals with incomes between $40,000 and $50,000 and for couples with incomes between $60,000 and $75,000.

More tax changes were pending in 1998.  Always check with a tax advisor or use good tax software before making final decisions on your tax plans.

Your Marines’ Finances.  Whether you like it or not, you will be made aware of financial problems your Marines face.  Don't be their “nanny” but be ready to provide them with basic saving advice.  

Every “E-Z” credit agency knows that Marines have a steady paycheck.  So, if they can get your Marines to “sign on the dotted line,” they have them.  Many local businesses freely give credit to your Marines at interest rates in excess of 25 percent.  It's unethical but often times not illegal.

If your Marines want cars, furniture, jewelry, etc., advise them to know how much the end payment (i.e., after all interest is included) is.  This amount will often be enough to shock them out the door.  If the salesman can't or won't tell them, tell them to walk.

Never lend your Marines money—no matter how sad the story may be!

Remember, fun is most often your Marines’ priority (especially if they are single and under 25).  Don't try to be their financial planner.  Provide advice when sought.  Know several certified planners who may help them (knowing only  one name may cause a conflict of interest).
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