Chapter 13 – Money Issues for Students

By Thomas Keefe, Professor of Business Administration

13.1 Basic Student Financial Management
Managing money is more than making money. There are plenty of people out there who earn lots of money but who spend more than they make. Students are investing in their future by going to school today, but the lure of a job to pay today’s bills can result in a choice being made that will seriously reduce their life-time earning potential. To avoid the need to work a dead-end job to pay today’s bills, students, more than most, need good money management skills. But first, let’s see how much staying in school can be worth to you by doing the following short exercise.   

What is your biggest asset? 

Greeted by this question, many students respond by pointing to a car, boat, or even a home that they might possess, but really, your biggest asset is your human resource capital and the earning potential it creates for you. Financial experts tell us that the value of an asset is determined by what it will earn for you into the future. Seen this way, the biggest asset most people own is their own human capital—the ability to earn a living. Students go to school to add human capital to this valuable asset. What is the value of your human capital today, and how much can going to college add to your human capital?

Determine the economic value of your human capital. 

First, you might determine how much your ability to work is worth today by using this short formula.

Current annual earnings X 20 = estimated worth of your human capital today.

But this short form for calculating the value of your human capital underestimates its true value and underestimates the total value of getting an education. It neglects a lot of possible benefits and even neglects the value of raises, the improvement in your quality of life, etc. So this is only a conservative estimate, and we can be sure that the real value is higher.

Wow! The value of a $15,000 job is $300,000. How is the possible? Imagine you could not work for whatever reason. This formula answers the question of how much money would you have to have invested in a risk-free investment to generate enough cash flow to displace your lost income. The risk-free rate of interest on U.S. government bonds is about 5%. Seen in this way, $300,000 sitting in an account earning interest at 5% is what’s need to cover the lost wages of $15,000 a year. 
Determine your estimated gain in human capital for staying in school. 

If you stay in school and get your degree, what will your gain in human capital assets be worth to you?

Expected annual earnings upon graduation less current annual earnings) X 20 = gain in worth of your human capital upon graduation.

For the sake of discussion, let’s say that the average student who earns $15,000 today could expect to earn $30,000 upon graduation. The expected annual earnings upon graduation less current annual earnings amounts to $15,000. In our simplified example, our graduate would have added $15,000 to current earnings and  $300,000 to his/her human capital ($15,000*20) by earning a degree. 
What might keep you from your degree? 

So what are the financial pitfall and traps out there just waiting to keep you from earning your degree? Probably one of the biggest is poor money management skills that lead to the burden of personal debt. Debt must be paid for. Regardless of why the debt was incurred, students with large amounts of personal debt face the very real need to work to pay it back. Often students must choose between school and work, and school can lose out when the bill collector is calling. For them, an hour on the job is an hour less they can study.  

If debt is eating up your current disposable income, this is like turning your most valuable asset over to the debt company. By having to work to pay current debts, you would be turning over large portions of your valuable asset to pay for past purchases. In a very real way, debt can force a student to work to pay bills, which can negatively impact the ability to go to college, or even to stay in college. For many students, their tune of necessity is “I owe, I owe; so its off to work I must go.”

How to stay in control of your future. 

You do have a sword and shield to use in your battle with debt. First, follow grandma’s advice and don’t buy things you cannot afford. If you fail to listen to grandma, the second piece of good advice is develop a budget to get back personal financial control over your life. Even the wealthiest people can spend themselves into debt. (Baseball legend Reggie Jackson is but one of countless examples.) Good personal financial management means balancing income and spending so that borrowing is not necessary. 

Before you budget expenses you need to plan on an income. You may have been planning on putting yourself through college by using money from savings or by continuing to work, but there are other possible sources if income including financial aid, tuition reimbursement programs, and internships.

EXERCISE #1

You are to familiarize yourself with the student financial aid on this campus. You may already be familiar with State and Federal grants and loans, but you may not know that the IUS Office of Financial Aid also has additional resources to help you obtain scholarships. This office is located in University South (US), room 100, (tel.: 941-2246). After visiting the Financial Aid office to search for scholarship opportunities, answer the following questions. 

1. Name three web-based scholarship searches. _____________________________________

 ___________________________________________________________________________

2. What is the website for filing the web-based Free Application for Federal Student Aid (“FAFSA”)? _________________________________________________________________


3. Name the three types of Federal loans. ____________________________________________

_____________________________________________________________________________

4. What does the acronym SAP represent? __________________________________________

BOB – THE FOLLOWING IS A SIDEBAR:

“It's important for incoming freshmen to apply for as many scholarships and student aid as possible.  This will help decrease the need for student loans.  This all adds up, and when you become a senior and you have $20,000 of student loans plus credit cards, it gets to be a little stressful about how long it will take to pay it off.  My advice is to be wise about your decision to incur debt!” (Ashley Whitlock, IUS student, 2006)
EXERCISE #2

In this exercise, you are to familiarize yourself with the Bursar’s Office on campus. Stop at this office, US-100 (941-2335), and ask for a list of employers who participate in tuition reimbursement with IUS.  Working for an employer who participates in a tuition reimbursement program is a good source of income, and the experience which will contribute to your career development. Why not work for an employer who is willing to pay for your tuition while you get career relevant experience? 

1. Name three employers who include tuition reimbursement for IUS. _____________________
____________________________________________________________________________

BOB – THE FOLLOWING ARE TWO SIDEBARS.

Find an employer that has a Tuition Refund Program for its employees and return to school andlet your employer pick up the tab. This method may take a little longer, but you should be relatively debt free when you graduate and you still have a job. In addition your employer may reward you with greater compensation and responsibility after you become a college graduate. (Thuston Britt, IUS student, 2006).
I am 20 years old and pride myself on my money management skills... try to obtain a job that offers tuition reimbursement. Most employers only require a C or higher average in order to obtain tuition reimbursement - this is another example of getting free money from an employer. These are all money-saving habits I participate in, and strongly encourage others to do so as well. (Kara Vaught, IUS student, 2006).
EXERCISE #3

The IUS Office of Career Services and Placement also has key information. This office offers a broad range of career and job services that you should know about already in your first year at IUS.

Among other offerings (part-time jobs, career guidance, and more) Career Services publicizes internship possibilities. You may be able to use your work experiences for college credit as part of the IUS Internship Program if your job or work assignment is a new learning experience related to your major. To qualify for an internship, you must be a second-semester sophomore in an associate's degree program or a junior or senior in a bachelor's degree program and carry at least a 2.5 overall grade point average, but it is wise to begin planning now.

The IUS Internship program offers you the opportunity to:

· Gain career-related experience prior to graduation, 

· Explore your career options ,

· Develop your professional skills to enhance your resume, 

· Make job contacts for future employment opportunities and references, 

· Earn income and/or academic credit.

You can find out more about possible internships and career services at IUS by viewing the IUS Office of Career Services and Placement website off the IUS website, or by contacting the office directly at University Center North (UN)-008, (tel.: 941-2275). 

1.  List three possible internships which might eventually be of interest to you. ______________

______________________________________________________________________________
______________________________________________________________________________

2.  What do you find to be the most desirable features of an internship? ____________________

______________________________________________________________________________

______________________________________________________________________________

13.2 The Budgeting Process

EXERCISE #4 
Being in control of your finances does not require an advanced degree in money management, but it does mean developing good habits. Make your dollars work for you by developing and using a budget. A monthly budget is a simple plan that starts out by spending every dollar on paper. By spending every one of your dollars on paper before the month starts, it makes your money work for you rather than the other way around. In the following exercise, you will develop and execute a budget.  (Your instructor may show a relevant video that he/she may obtain through me, tkeefe@ius.edu.)
In this exercise you will 1) start out by spending every one of your dollars for a month on paper, 2) keep track of your actual spending, and 3) compare your plans with what you actually spent. You will probably be amazed at where your money really went versus where you thought it would go. Living on a budget may seem like a daunting proposition at first, but after a short time it can become a habit that will put you in control of your finances. By being on a budget, you will know what you need to do to make things work financially for you.  

To complete this assignment, do the following three things (forms are provided at the end of the chapter; you may find them helpful):

A) Prepare a budget for a month that reflects your expected income (wages, gifts, and other income), expenses, and savings.  Submit the budget to your instructor.

B) Track your actual income, expenses, and savings for a month.  You may use the forms provided, devise your own, or create a list using a computer.  Submit the list of actual expenses to your instructor.

C) Compare expected income with expected expenses.


1) If expenses exceed income, determine steps to balance your budget.


2) If income exceeds expenses, state how you would use the excess money (new 
goal, savings, etc.).

Here is an overview example of the monthly budgeting process for one person. It shows a budget, actual income and expenses, and a comparison. 
	One Student’s Monthly Budget



	Categories
	Budget*
	Actual
	Difference

	Income
	
	
	

	    Wages
	$1200
	$900
	($300)

	    Financial Aid
	$900
	$900
	$0

	    Withdraw Savings
	$30
	$895
	$865

	Total Income
	$2130
	$2695
	$565

	
	
	
	

	Expenses
	
	
	

	    Room & Board
	$765
	$915
	$150

	    Personal Expenses
	$235
	$400
	$165

	    Transportation
	$250
	$500
	$250

	     Tuition
	$460
	$460
	$0

	     Books
	$420
	$420
	$0

	Total Expenses
	$2130
	$2695
	$565


*Source: IUS Office of Financial Aid
In the above example, the person may have changed jobs with a reduction of wages of $300 per month. At the same time, the room, personal, and transportation expenses were $565 more than expected. Income must equal expenses, so the student is forced to withdraw $865 more from savings than planned in order to meet expenses. Obviously, the student’s spending and income are out of balance - the personal finances are out of control.

Budget categories.  Developing a budget is all about putting you in control. To be in control of your spending, you need to know what is most important to you and spend your money accordingly. Developing a budget as part of your personal financial planning process begins with coming up with budget categories that work for you.

First principle. Budget categories should represent what is most important to you. Notice I did not say urgent or want, I said important. When we are hot to spend money on urgent wants, important needs and values get left behind, and we have money problems. It is fun to “blow” money, but it is very costly to your future.
Second principle. Total expected expenses must equal total expected income. To be in control, start by planning on being in control match your expected expenses with your expected income.  

Third principle. People make up the difference between the cash they have on hand and the cash they need to pay current bills by dipping into saving, or taking on debt. How is it possible the actual income will match actual expenses when earnings don’t match spending? Personal budgets operate on a cash basis. Income categories represent cash going into your pocket, while expense categories are cash coming out of your pocket. Seen in this way, using a credit card, taking out a personal loan, or withdrawing money from savings are all sources of current income because they increase the cash you have to spend. Yes, financial aid is a major income source for students because in increases the cash a student has to spend, but it increases debt. 

13.3 Annual Budgets
We have looked at developing a monthly budget, but sometimes it is helpful to get a larger perspective on one’s income and expenses – especially if there are incomes or expenses that vary considerably from month to month.

The following is an example of a student not living at home with parents. The expenses for a  student living at home are, of course, much less depending upon the particulars of the arrangements with parents. Remember to think of income sources as events that put cash into your pocket, and expenses as events that take cash out. In a budget income must equal expenses. Income sources can include: wages, interest on saving received, withdrawals from savings, receipt of financial aid money, and loans.
	An Annual Budget Example

	Budget Categories
	Income
	Expense
	Budget %’s
	Typical %’s

	
	
	
	
	

	Income Categories
	
	
	
	

	Financial Aid
	$8075
	
	
	

	Savings
	$3670
	
	
	

	Employer Tuition Reimbursement
	$1500
	
	
	

	Parents
	$500
	
	
	

	Wages
	$10925
	
	
	

	Total Income
	$24670
	
	
	

	
	
	
	
	

	Spending Categories
	
	
	
	

	Tuition
	
	$4143
	17 %
	

	Books
	
	$840
	3 %
	

	Savings
	
	$3998
	16 %
	5 - 10 %

	Housing
	
	$5100
	21 %
	25 - 35 %

	Utilities
	
	$1793
	7 %
	5- 10 %

	Food
	
	$3648
	15 %
	1 - 15 %

	Transportation
	
	$2400
	10 %
	10 - 15 %

	Clothing
	
	$480
	2 %
	2 – 7 %

	Medical/Health
	
	$540
	2 %
	5 - 10 %

	Personal
	
	$500
	2 %
	5 - 10%

	Recreation
	
	$800
	3 %
	5 - 10 %

	Money to Blow
	
	$428
	2 %
	

	Debts
	
	0
	0 %
	5 - 10%

	Total Expenses
	
	$24670
	100%
	


In our example, we assumed a $24670 annual income. According to the IUS Office of Financial Aid, this is a typically income level required to sustain a student living along for one year. The cost of tuition and books also came from the IUS Office of Financial Aid. We derived the typical percentages from personal experiences and looking at the U.S. Department of Labor that publishes consumer expenditure reports. To see what other people spend in a variety of categories, go to: http://www.bls.gov/cex/home.htm.
Notice that the student is taking out about $1000 less than the maximum financial aid possible. The student’s savings account deposits and withdrawals are about equal with a few dollars being saved for emergencies. The student’s parents are continuing their support. The student is wise to work for an employer who participates in the IUS Tuition Reimbursement Program, but it must be remembered that the tuition is paid back by the employer at the end of a semester only after the student has earned passing grades.

After paying tuition and books (these are examples of expenses that are far greater in some months than in others – a person has to plan for this), the student has $1277 per month for all other expenses.  Under expenses, notice that savings is listed near the top. This is intentional. It is always a good idea to plan for the unexpected by having money saved. Ideally, you should plan on having 3 to 6 months of income in savings. At a minimum, according to Dave Ramsey, an expert on this topic, every person needs a $1,000 emergency fund. Our student in the example has $328 more per year going into savings than coming out. It is always wise to avoid falling prey to Murphy. You can count on the unexpected to happen; you might as well plan for it. Following the list down, in declining order of importance, our student will need a roof over the head, the lights on, food on the table, transportation to get around, clothing, medical care, personal needs, and recreation. In this example, the student is included on the parents’ health insurance – a considerable savings. The $540 listed for Medical/Health expenses is for health medical expenses other than insurance. 
Notice the category “Money to Blow”; the size of this category depends on your tendency to fall prey to urgent impulses. It is always wise to avoid impulsive and unbudgeted buying – but some might have to be expected and planned for. The student only has $36 per month to “blow.”  If more than this tiny sum is spent or if there is a small emergency such as a sick pet, the only recourse may be unwanted debt.  

In this example, the student is starting out without any debt, so all of the student’s income can go to pay for current spending rather than paying for past purchases. 

I have developed a budget simulator to help you set up your own budget. See how much money you have left after spending, and find out where all of the money goes. You will be surprised. If you have a copyof Excel@ loaded on your computer try accessing the personal financial simulator at:  \\se-cser-nas1\Homepages\ADS\tkeefe\Student_financial_Management\financial simulator-Where does your income go.xls.
Exercise #5

Develop your own annual budget using the model printed above as a guideline.
13.4 Important Lessons to Remember
A recent story published in Business Week on November 14, 2005 describes what it is like to be thirty and broke  a copy of the article can be found on Business Week website or at: \\se-cser-nas1\Homepages\ADS\TKEEFE\Student_financial_Management\thirty_and_broke__business_week_11_14_05.doc  The article reports on some recent college graduates who have found that graduation does not bring new-found wealth. 

Lesson #1.  Beware of the use of credit cards to finance your spending.

In budgeting, the use of a credit card would be counted as income when you buy something and as an expense when the debt is paid back. Unlike income from wages that you own, debt puts money in you pocket that you owe to the finance company plus interest, which is the price they change for using their money. Credit cards are like money in your pocket, bit don’t let them burn a hole though your pocket. 

BOB – HERE ARE SOME ITEMS FOR THE SIDEBARS:
I believe credit cards can be both good and bad.  In one way they teach young adults how to handle and budget their expenses, also teaching the importance of establishing and maintaining good credit.  Good credit goes a long way and is needed to purchase big ticket items. However, young adults also need to realize the importance of managing credit cards.  Some just haven't been educated enough to know how they work, and because of it, they end up falling into the trap of having let their credit card bill reach its max limit.  (Lindsay Hall, IUS student, 2006)
My message to incoming freshmen: stay away from credit cards. I got myself credit trouble my freshmen year and AM still paying for It. It's very hard to work 40+ hours and go to school full-time.

(Aaron Wilder, IUS student, 2006)

Freshmen with credit cards can be a bad mix.  Fortunately, I have lived at home and have not taken any loans out.  I don't even have a credit card.  I do use a debit card and it has helped me learn how to manage my money. Debt is one less thing I have to worry about when I finish school. (Andrea Hamblen, IUS student, 2006)

Remember Grandma’s advice and live on less than you make. Don’t buy things you can not afford and you won’t owe interest on purchases you should not have made. 

Credit cards are a short-term solution with long term implications when the money has to be paid back plus interest (often at a very high rate). Minimum monthly payments are often calculated to cover little more than the interest, and the penalties for late payments can be exceedingly high.  The problem with using borrowed money today is obviously the cost tomorrow. Depending upon the interest rate and the amount of time taken to pay back a loan, the total interest on many loans can be greater than the amount originally borrowed. Borrowing money increases the cash you have to spend today, but reduces the cash you have to spend in the future. 

Lesson #2: Plan on your spending, don’t let your spending control you. 

When expenses exceed income, it requires that a person dip into savings or borrow, and if one reaches the point of not being able to pay current debts, one may have to declare bankruptcy. Bankruptcy frequently happens when a person can no longer borrow more money and has no savings to meet expenses. At a minimum, bankruptcy makes borrowing for things like a home harder and more expensive. Under the new, more stringent bankruptcy laws, individuals who borrow beyond their ability to pay back will find that courts do not forgive all of their debts. Some debts cannot be included in bankruptcy judgments. Taxes (including principle, interest and penalties), and student loans cannot be forgiven in bankruptcy judgments, and now even some credit card debt is excluded from bankruptcy proceeding. Credit card debtors must pay back balances of up to $10,000. 

BOB – HERE ARE TWO SIDEBARS.

“I am 26 years old and have had many credit cards.  As a result of those credit cards, I have recently filed bankruptcy.  Credit cards are bad news.  No young adult should have access to a $10,000 credit limit.  If a person has not been out on their own, there has not been enough life experience in money management to be able to handle credit cards. Had I stayed away from credit cards, I would have probably not gotten into such a disaster.” (Anonymous, IUS student, 2006)
“No credit cards!!! Even if you think you will pay it off at the end of the month, don't do it. It is way too easy to NOT pay it off at the end of the month and continue to use it. Your credit is very important and you should not jeopardize your credit rating. I followed these rules and was able to buy a house at the age of 23 (no debt and perfect credit score).” (Jennifer Buchanan, IUS Business student). 

LESSON #3: Be careful in your Use of financial aid as a source of income.  

Financial aid can be cash in your pocket ready to be spent. The bad news is that a portion of that financial aid may be a loan that you owe to a lender plus interest. When you graduate, the financial aid category will become an expense category as you pay the money back. Your financial aid can be an important income source, but treat it with respect so that it will be there when you need through to graduation and so that any resulting debt will not be burdensome. 

BOB – HERE IS ANOTHER SIDEBAR
“Well, I see it like this.  It's crazy how only some of the money that is borrowed goes to the college.  What I mean is that some of the money also goes to department stores, restaurants, and everyday living expenses.  I see it that the money that buys those kinds of goods should be used with your income money.” (Brigham Callam, IUS student, 2006).

13.5 The Miracle of Compounding
As you save plan your life and save for retirement or future goals, it is important to be aware of just how powerful interest compounding can be for you.

But first I need to tell you about the “Rule of 72.”  This rule says that for an investment, if you divide the average annual rate of return into 72, this tells you how many years it will take for your investment to double.

Thus, if an investment has an average annual rate of return of 8%, it will take 9 years for the original investment to double.  In this example, if at age 22 a person invests $1,000, at age 31 it will be worth $2,000, at 40 it is worth $4,000, at 49 it is worth $8,000, at 58 it is worth $16,000, and at 67 it is worth $32,000.

Notice what happens if the investment is at 12%.  At age 22 it is $1,000, at 28 $2,000, at 34 $4,000, at 40 $8,000, at 46 $16,000, at 52 $32,000, at 58 $64,000, and at 64 $128,000.

These examples only assume that a person leaves these investments alone; clearly, if one adds more along the way, the compounding only makes the results more amazing.

In case you wonder whether these annual rates of return are unrealistic, the answer is that they are not.  Annual rates of 8% are very possible, and annual rates of 12% are very good but by no means unheard of.  Annual rates of 5% are usually quite easy to obtain.  The average annual rate for the Dow Jones Industrial Average for the last 50 years is about 12%.
The lesson here is simply to begin a savings/investment plan as early in life as you can to take advantage of the miracle of compounding.

	Budget Planner

Month ____________________

	Date
	Budget Categories
	Income
	Expense
	Balance

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


	Record of Actual Spending and Income, 
Month _____________


	Date
	Item
	Budget Category
	Spending $
	Income $
	Balance of Cash on Hand
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	Monthly Budget Reconciliation Sheet

Month ____________________

	Date
	Transaction/Budget Item
	Budgeted 

Amount
	Actual

Amount
	Difference

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


