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PREFACE

The typical MBA student attending this University is employed 
full time and usually does not have an undergraduate degree in business. 
Normally, the undergraduate degree is in a technical field such as 
accounting or engineering. As a result, most MBA students have never 
experienced a course in personal finance.

The purpose of this paper is to survey and analyze the financial 

program of the average MBA student then propose a program for finances 
suitable to the student.

The writer wishes to acknowledge the sources of information found in 
the bibliography and especially the advisor, Dr. S. Valentino.
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INTRODUCTION

Each person who heads a household is faced with financial decisions 
on a daily basis. These decisions range in importance from the minor 
decision of whether or not to buy a candy bar to the major decisions involved 
in a new automobile purchases or home ownership commitments.

One of the most important financial decisions involves the preparation 
and completion of the long-range financial program which should be developed 
for the household. Such a program begins with management of family income 
and allocation of that income to the expenditures for necessities through 
budgeting, personal credit and savings.

This paper is not concerned with the accomplishment of these basic 
steps; but rather is concentrated in the area of long-term financial 
security for the family unit. Such a long-range financial program covers 

the various stages of financial conditions from newlyweds to retirees.
The two basic objectives in this financial program are to provide security 
for the family during the working years, and to provide for financial security 
during the retirement years.

iii



t a b l e o f c o n t e n t s

PREFACE • • o 
INTRODUCTION

Page

ii
iii

PART I. PURPOSE OF A FINANCIAL PROGRAM 0 . . . . ±

Chapter
I. FINANCIAL SECURITY FOR THE FAMILY .......................  2
II.PROVISIONS FOR RETIREMENT

III. PART II. BASIC ELEMENTS OF A FINANCIAL PROGRAM» 8
III. LIFE INSURANCE»

Term Insurance. ............... ,
Whole Life Insurance. . . . » ........ .
Endowment Life Insurance» • ♦ . . . . . »

• o • • e

• o • • o

9
1 0 
1 1

IV. SAVINGS........................................... 12

V. HOUSING. . » » 
VI. INVESTMENTS. .

PART III. M B A  STUDENTS FINANCIAL SURVEY. 19
VII. SURVEY ANALYSIS 20

Personal Data. . . . . . . . . . . . . . .
SSalary» . . . . . . . . .  . . . . . . . .
Life Insurance. . . . . . . » » » . . , .
Savings........ . . . . . . . . . . .  .
Mutual Funds, Stocks, Bonds. . . . . . . .
Housing. . . . . . . . .  o „ ............
Disability and Retirement . » . . . . . .
Survey Conclusion........ ...............

• o ♦

o

o

20
21
22
23
24
25
26 
28



Page
PAST IV. ESTABLISHING A FINANCIAL PROGRAM . . . . . 29Chapter

VIII. Determining CASH FLOW. . . . . . . . .  . . . . . . . ........ 30
IX. EVALUATING FINANCIAL STATUS. . . . . . . . . .  ..............  .33

X. ESTABLISHING A SAVINGS PROGRAM......... .. ............. . . . .  37

at. CONCLUSION. ...................................... o . . . . .  .40

APPENDIX . . . . . . . . . . . . .  ....... . . . . .  ....... ... 41
Charts ........ ....... . . . . . . .  ........  42
Survey Summary......................... .............52
Sample Survey Sheets . . . . . . . . . .  ........  . . . . . .  53

BIBLIOGRAPHY o • • o o o 55





CHAPTER I

FINANCIAL SECURITY FOR THE FAMILY

Under normal circumstances a man or woman can expect to survive 
his childhood, raise and support a family and live to retirement»1 

Many times when the head of the house dies before completing his normal 
life cycle a family is left behind which he would have supported financially 

had he livedo
One of the prime responsibilities of the head of a family is to 

provide for the financial security of his family in case of his death or 

disabilityo The security must provide some means of insuring that a 
source of income continues for the family regardless of death of 

disability®
In the case of death of the breadwinner there are three basic

monetary needs for the family» The first requirement is for money to
settle bills outstanding at the time of death» These bills would include

2medical bills, hospital bills, funeral and burial expenses»

1Phillips, Elmo Bryant, and Lane, Sylvia, Personal Finance, 
John Wiley and Sons, Inc., New York, and London, 1963, page 
393 « 2

2Jortion, David F. and Wilett, Edward F», Managing Personal 
Finances, Third Edition, Prentice Hall Inc., Englewood, N.J» 
pages 186-187.
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At the current medical costs such bills accrued at the time 
of death can amount to a substantial amount of money even when the final 

illiness is not lengthy. With the current family practice of '‘living 

from paycheck to paycheck" and little in reserve this event can be a 

severe financial shock to a family.
The second need in case of death of the breadwinner is "transition"

money while the family adjusts to financial circumstances which are a
3radical change.

The third need concerns the necessity to provide enough money
4to keep the family intact until the children are fairly well-grown.

Financial security can be provided on a personal basis through 

Life and Disability Insurance, and also by the government through Social 
Security and Workmen's Compensation. The basic question facing the head of 
a household is the amount of income which is needed to provide for the family. 3 4 *

3Ibid.
4Ibid.
^Phillips and lane, Op.Cite, page 393.
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The amount of life insurance in force in the United States
is counted in the hundreds of billions of dollars (1400 billion dollars
face value in 1970), yet this would provide the average American
household with less than two years of a family's normal income»6
This is a voluntary portion of financial security and over 130 million

individuals hold policies in the United States»
Social Security is a second source of financial security in case

of death of the breadwinner or disability» Social Security provides for a

lump-sum payment at death, and also provides support for the survivors which
¿s based upon the income of the deceased and the number of dependents»

This is an involuntary fora of insurance and over 134 million persons
7were covered by Social Security in 1969»

There are also corporate benefit plans and these are primarily 
found in the fora of group insurance plans» At the end of 1969> group 
life insurance in the United States amounted to over 483 billion dollars 

or 38 per cent of all the life insurance in force.

institute of Life Insurance, 1971 Life Insurance Fact Book,
277 Park Avenue, New York, New York, 10017, page 7» 7

7Ibid, page 35.
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CHAPTER II

PROVISIONS FOR RETIREMENT

The second area of concern in a financial program is the need to

provide for security in the retirement years® Currently those males who

reach age 65 and who retire can expect to live another sixteen years to age
81,8 These can be very happy years if adequate provision for income during

this period of life has been made. There are three principal methods which
can be used to provide this income during the retirement years. These are

(1) Social Security, (2) Corporate Retirement Plans and (3) personal
provisions through paid-up life insurance, annuities, or personal investment.
The provisions of social security and corporate retirement plans although

9beneficial, usually are not adequate for most retiree needs.
In the area of Social Security over 131 million individuals are

10currently covered by the Old Age Survivors and Dependents program.
Insurance payments made to these survivors and dependents range from about 

$100 monthly to over $480 monthly.11 * *

8Ibid, page 90.
^According to 1970 Life Insurance Pact Book, during I960, in 
the United States three-fourths of those people over 65 had 
incomes of less than $2000 per year, and one-half had incomes 
of less than $1000 per year. Need here for a separate source 
of income is very real.
^®01d Age Survivors and Dependents Insurance is currently known 
in this country as the Social Secruity Program.
11United States Department of Health, Education, and Welfare,
If You Become Disabled, U.S. Government Printing Office,
March, 1971, page 19.
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It should be noted however, that the higher payments are not
possible today since these payments are based on the average wage subject
to Social Security tax since 1950, and this time period includes several
years with amounts substantially less than the $9»000 per year scheduled 

12for 1972« The typical benefit today wouUd be substantially smaller than 

$480.
The Corporate Retirement Plan has become a major factor in many

retirement programsc In 1970, 33o7 million persons were covered by major
private pension plans, with another 14.8 million covered by various

13government-administered programs. None of these programs were associated 

with CA.SDI.
On the average Corporate Retirement Plans paid out less than 

one-third of the normal monthly salary upon the retirement of the 
employee.1* It should be noted also that these plans are established to 
pay out a fixed amount of cash monthly, and if the recipient is to expect 

to live an additional fifteen years, inflation will seriously erode this 

paymento
Finally, a person may provide monies for his retirement through 

savings and investments, paid-up life insurance policies or annuities.
This phase of a planned retirement program necessitates self-discipline 
since the first two phases cited (Social Security and Corporate Retirement 
Plans) are involuntary programs whereas the latter is voluntary.

12Ibid.
1 ̂ 1971 Life Insurance Pact Book, page 35. 14
141970 Life Insurance Pact Book, page 37



This final option is the heart of a successful program for 

retirement income and should receive careful attention for many years 

before retirement is reached in order to achieve a measure of successo 
In conclusion, a financial program by an individual is necessary 

and provides a dual role; that of furnishing security for the family 

in case of death or disability, and also in providing for the retirement 
years which may be lived out free from financial worry«.
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CHAPTER III

LIFE INSURANCE

As was cited earlier, there was 1<>4 trillion dollars of life
insurance in effect in the United States in 1970 and policies were held
by over 130 million individuals» At least one member in 86 per cent of

the households in the United States owned some type of life insuranceo
Obviously life insurance is a familiar item in the American household.
This chapter will briefly outline the general types of life insurance,

the expected costs, and the benefits»
As a preface to the study of the types of life insurance it should

be pointed out that most life insurance policies consist of two major elements
(l) term insurance on the individual, and (2) a savings plan subject to the

16erosion of inflation» All life insurance policies are combinations of these

two elements with variation in time span, proportion of term insurance and

savings, or individuals covered» It should be kept in mind that the first
purpose of life insurance is to prevent economic suffering by a family

16due to the loss of the main breadwinner»

TERM INSURANCE

Only about 12 percent of the life insurance policies sold in the
17United States are for term insurance» However term insurance will be 

discussed first, since it is the basic element in any life insurance policy»

i kFreeman, Norman, The Prudent Investor» Norman Freeman 
4012 Cedar Springs Road, Dallas, Teras, 1965, page 42»

^  Neal, Charles, Sense With Dollars» Double Day and Co.
Garden City, New York, 1967, page 209»

1970 Life Insurance Fact Book« page 34»17



Term insurance has two features; namely, relatively low rates 

compared to other types of insurance, and no cash value in the policy 
when the term expires»

In the purchasing of term insurance as one grows older the 
premium becomes larger, or as an alternate to this, the premiums are kept 
constant and the benefits decrease each year as the individual ages»

The premium for a male, age 35» costs about $8 per $1000 of life insurance
18per year, while for a male, age 45, the premium is $14 per $1000 per year» 

The advantage of term insurance is the large amount of insurance 
protection which can be purchased for a minimum amount, thus creating an 

immediate estate to protect the family in case of death»

WHOLE III PE INSUmNOE

Whole life insurance is the most commonly sold form of life
insurance in the United States accounting for over 51 per cent of all

19forms of life insurance.

With this type of policy premiums over and above the cost of term 

insurance are charged» These extra charges are accumulated, and the policy 
acquires a cash value» The annual premium rate and face value is fixed 
depending upon the age of the individual when the policy goes into force»

The cost of this insurance is greater than term insurance, about
20$22 per $1000 coverage for a man age 35 compared to $8 per $1000 for term»

1AJordon, David F., Wilett, Edvard F»,0p.Cit» page 199<>
191970 Life Insurance Fact Book.page 27»
20Jordon, David F., Wilett, Edward F», 0p»Cit» page 199»
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The advantages of this insurance are the constant premium 

(or coverage) and the accumulation of cash valueo The disadvantages are 
the much higher rates for the same coverage compared to term insurance, 
and the potential erosion of value over the years due to inflation,»

ENDOWMENT LIFE INSURANCE

The final major type of life insurance which will be discussed is the

endowment insurance policy« The endowment policy makes up only 5.3 per cent
21of the total policies sold and is one of the most expensive. A combination 

of term insurance and savings, this policy has as its objective the

accumulation of a specific fund of money by a future date. If the insured
22dies before that date, the beneficiary receives the same amount of money.

The cost of a 20-year endowment policy for a man age 35 will be $48 per 

$1000 coverage.
The advantage of the policy is that it provides a method of saving 

money. The disadvantage is the very high cost of the policy versus coverage.
There are various other types of policies sold such as family plan 

policies. However all are various combinations of the four basic types 

of insurance outlined here.

21 1970 Life Insurance Fact Book, page 27.
Jordon, David F. and Wilett, Edward F.,0p. Git. page 193.22
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CHAPTER IV

SAVINGS

When a family reaches a point in budgeting where there are funds 

which are in excess to the daily needs, the decision has to be made as to 

where to put that excess moneyQ This decision, for most families, is a

savings account in a financial institution-- but what types of institutions

are there, and what are the advantages and disadvantages of each? This chapter 
will briefly discuss the major methods of saving by government bond and 
savings accounto

One of the most common ways to save is by purchasing United States
Savings BondSo These bonds may be purchased at any bank, and can also be

purchased through payroll deduction plans at the place of employment=

The advantages of savings bonds are that they are sold in small
denominations, are easily redeemed and their cash value is guaranteed»2^

In addition with the Series E Bond, the taxes on interest can be deferred»
Bonds provide a very easy method for consistant savings»

Savings and loan associations provide a convenient means of
savings through the passbook account» This provides a convenient means of

making additions and withdrawals from the account although the interest
may be forfeited if certain time limits are not met» Most savings and loan
associations are members of the Federal Savings And Loan Insurance Corp.,

24which insures each account up to $15,000»

23Neal, Charles, Op»Cit» page 239» 24
24Ibid» Page 243»



The advantages of a savings and loan association are the 

convenience of depositing and withdrawing funds, and the relatively high 
interest rates provided* The m i n  disadvantages are the somewhat 
restricted withdrawal terms in order to collect interest (although some 
institutions compound interest on a daily basis), and the fact that the 

deposit is a purely voluntary act which can provide for many problems in 

the savings program*
A third and probably the most common place to save is the 

commercial savings bank* Most savings in the commercial bank are in the 

form of time deposits in which the monies must be left for a certain 

period of time (usually quarterly or semi-annually) in order to collect 
interest* Interest rates paid are usually lower than those paid at the 
savings and loan institution* Many banks will provide for automatic 
withdrawal from the checking account and transfer to the savings account 

which does allow a means of establishing a regular savings*
The prime characteristic of these methods of savings is the fact 

that the amount of money deposited will be guaranteed and returned, and that 
the interest rate received for the use of the money is known and fairly stable* 

The prime disadvantage is the fact that inflation will erode the 

buying power of savings over a period of time* This is a significant 

factor when long-term savings such as for retirement are considered*

13



CHAPTER V

HOUSING

One of the biggest questions facing the head of a household is the

type of housing which should be provided for the family. The prime
questions are whether to rent or purchase, and once this decision is made

what proportion of the total income should be spent on housing.

Housing is the most important single purchase the average family

makes and is important for several reasons» First it usually obligates
the household to make a fixed payment over a long period of time, usually

twenty to thirty years. Secondly it sets off a chain reaction of other

expenses connected with the purchase of a house, ranging from the size
of utility bills to the maimer of living selected by the family due to

25the home and neighborhood»
These questions must be answered on an individual basis with each 

deciding his needs» However regardless of choice, there are certain 
advantages to purchasing a home. For instance, the purchase provides a 
means for and encourages savings, the overall cost of purchasing an 
equivalent home is normally lower than renting the same home, there is 

the relative safety of investment and possibility of appreciation of value
26and finally there are savings due to income tax laws in the United States» 25 26

25Brosterman, Robert, The Complete Estate Planning Guide.
McGraw-Hill, New York, Toronto, and London» 1964» Page 18»

26Jordon, David F. and Wilett, Edward F»,Gp»Cit»,page 245»
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The disadvantages are centered about the fact that the family 
loses its mobility with the result that the residence nay have to be sold 

at a loss, and if payments are not made the property and owner's equity 

may be losto These are factors which the head of a household must 

evaluate along with his normal selection criteria of a location and 

price when purchasing a hame0
Rental housing is a very good alternative from a purely economic 

27point of viewo There are distinct advantages in renting rather than 

purchasing» The main advantages are the limitation of financial risks, 
since there is no ownership; more control of housing expenses and when 
they occur, since leases are normally renewed annually; and in many cases 
the coats prove to be less than purchasing due to special circumstances» 

The disadvantages of renting are the absence of a build-up of 

equity and the loss of income tax savings. 27

27Neal, Charles, Op.Cit.,page 59«
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CHAPTER VI

INVESTMENTS

The final element of personal finance to be discussed is the area 
of investment. This is the purchase of bonds, stocks and mutual funds, 
and the discussion will be confined to these securities although it is 

recognized that there are many other types of investments. The reason for 
this restriction is to outline a basic financial program, not to explore 
the finer points of investment and speculation for may-innnn returns.

The first area of discussion concern the bond. Bonds are similar
28to promissory notes and represents debt. There are three types of bonds 

available to the average investor. The first is the United States Government 
Bonds. The main feature of this type of bond is security; so much so, 

in fact that these bonds were discussed earlier in the savings category.
The second type of bond is the municipal bond, which is issued by states, 
counties and cities. These bonds may be a general obligation bond if 

financed by taxes, or a revenue bond used to finance items such as toll 
bridges or sewage plants, with the reeipts earned applied to the 

principal and interest. The advantage of this bond is security of 
principal and an,income tax free status for the interest on these bonds.

The main disadvantage is very low interest yield which usually 

means that only those individuals in a very high tax bracket find the 
bonds of investment interest. 28

28Unger, Maurice A.,and Wolf,Harold A., Personal Finance.
Allyn and Bacon Inc.,Boston, Mass., 1964« Page 267.
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The third type of bond is the corporate bond* These are bonds 
issued by industry and are either secured by property——in which case 
they are called mortgage bonds, or are only the issuer's promise to
pay-- in which case they are called debentures»

In the case of government and municipal bonds the principal 

is fairly safe* In the case of the corporate bond there is a wide range 
of safety of principal, yield on the bonds and liquidity or ability to 

sell the bond» An investor considering the purchase of such corporate 

bonds should consider these three— safety, yield, and liquidity» There are 
several services which rate bonds, such as Moody's»29

Consultation of these sources along with a personal investigation 
of the company, should preceed any purchase of bonds» Bonds can offer a 
fairly high yield, good stability of principal, and if purchased during 

a period of high interest can gain in principal as interests fall to a 
more normal level, and the market value of the bond rises»

The advantage of corporate bonds is higher yields» The disadvantages 
are higher potential for loss of capital*

Common stock is a share in ownership of a corporation^and as such 
carries the potential for high risks and lucrative rewards» Common stocks 

are issued by established corporations for addit^hal funds, and by newly- 
formed corporations for initial outlays» They are purchased through 

brokers located in most populous areas, and these firms provide voluminous 
amount of information on stocks available free of charge.

29Unger and Wolf, Op.Cit» page 268.
30 Ibid. Page 271 17



The common stock is one of the most speculative areas for 
investing funds,and also an afea of great potential for high yields and 
growth of principal. For this reason, and considering the long span of 

inflation in the United States, common stocks have become a popular mode 
of investment,.

The main advantage of common stocks is the potential for large 
gains in value. The main disadvantage is the potential for loss of value 
partially or completely.

This concludes the description of the éléments of the personal 
finance pregram.

18





CHAPTER VII

SURVEY ANALYSIS

As part of this analysis, a survey of the MBA students at 
Creighton University was conducted to determine the typical financial 
profile and to compare this to the national averages»

The quest!onaire which is included in the appendix was 

distributed to the students, and a total of 28 students responded*

A tabulation of the responses also appears in the appendix» The basic 

questions asked were: age, marital status, employment status, salary, 

savings, life insurance, housing, and provisions for disability, death, 
and retirement»

PERSONAL LATA

Out of the total of 28 responses to the questionaire 13 students 
were in the 20 to 25 year age bracket, there were 5 each in the 26 to 30 

and 31 to 35 year age brackets, 4 in the 36 to 40 age range, and one 
person over 40 years of age» Thus almost one half of the students were 
less than 25 years old and have only recently completed undergraduate 
school and are in the first stages of a business career»

Twenty-two of the 28 respondants were married» Chart I is a 
comparison of the number of children of the married students and 
the national non-farm average» This comparison shows that the MBA student 
has more children than the national average in spite of the relatively 

young age of the group* Charts are located in the appendix»
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Again, of the 28 students, 19 were employed in full-time jobs,
4 were not employed, 4 were MBA. interns, and one student was employed 
part-time o All but one of the students who were unemployed or a full
time student in the MBA program are leas than 25 years old»

The profile of the typical MBA student as shown by this survey 

is of a man recently graduated from college, married with dependents 

and who is employed full time. This completes the personal data 
section, and the next area to be discussed will be the financial aspects 
of the student profile«,

SALARY

As a part of the analysis of salary, Chart II shows a comparison 
of the income profile of the MBA student and the national average» This 

comparison Includes all 28 students, but even with the inclusion '-of the 
unemployed students, the salary profile is higher than the national 

average» As can be seen in the chart, 57$ of the students had incomes 
over $10,000 annually compared to 40$ on the- national basis.

A further comparison was made in Chart III to the national 
average where the head of the family had 4 or more years of college»
This reflects the higher unemployment of the students with a greater 

proportion having incomes of $5000 or less, and the younger age of the 
students with less in the $15,000 and over bracket»

The next logical question is how the MBA student compared in 
income with age brackets, and Charts IV and V summarize these results»
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Chart IV compares the salary of the students in the under 25 age 
group with the; national averageo Looking at the chart, it can be seen that the 

percentage of students in the 0-S5000 and $5000-10,000 brackets are somewhat 
under the national average, while the percent oft students in the $10,000- 
$15,000 salary bracket is over twice the, 3iationalaverage.

Chart V compares the salary of the students in the 26 to 35 age 
bracket. Again the MBA. students tend towards the higher brackets, and 
in the $15,000 and over salary bracket the percent of students is three 
times the national average.

When only those students arecconsidered who are employed full time, 
only one would have an annual salary of less than $10,000» In all aspects 
of comparison with national averages, even in the case of those with 4 years 
or more of college (Chart III) the typical MBA student is shown to be a 

relatively affluent member of the society in the United States»

LIFE INSURANCE

It is interesting to note that all of the students carried life 

insurance, that 24 of the 28 students carried over $10,000 in insurance, 
and 5 carried more than $80,000» The breakdown of life insurance ownership 
is* 4 people with less than $10,000, 3 people with $10,000-$20,000, 8 each 

in the $20,000-$40,000 and $40,000 to $80,000 ranges, and as noted before,
5 with life insurance at over $80,000»

The relationaship of the amount of„life insurance to annual salary 
was shown in definite correlation of larger amounts of life insurance 
with the higher income range»
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Chart VI summarizes the number of people owning life insurance 
of stated amounts within salary brackets. This clearly illustrates the 
correlation between income and amount of life insurance in force.

On the average, life insurance values were about two to four 
times this annual income which is higher than the national average 
discussed earlier in preceding chapters, shewing that this group of students 

had in force more life insurance than the average individual in relation 

to income.
An investigation was made to determine if there was a correlation 

between the number of children and the amount of life insurance. This would 

reflect a recognition of increased financial responsibility with am Increase 

in family size. Unfortunately, there was a correlation between family 
size and age, with those in the 20-25 year old bracket have one child, in 
the 25-55 year old bracket having 2 or 5 children, and those with 4 or 
more children were over 36 years old. Income also increased with age, so that 
no positive correlation could be made between the amount of life insurance 

and the number of dependents.
SAVINGS

The next area surveyed was savings provisions. Only two of the 28 
respondents surveyed did not have a savings account in either a bank 
or savings and loan association. There were 21 bank savings accounts and 

9 saving and loan accounts with several respondents having accoulfcis in 
both thus making the number of accounts greater than number of respondants.
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All respondents (2?) with salaries less than $20,000 with the 

exception of 6 had savings of $2000 or leis, and 3 of those 6 had savings 
in the $2000-$4000 range. There was no correlation with age on the 
amount of savings in this group, with several of those having over $2000 

in savings in the 20-35 age bracket.
For comparison purposes, Chart VII shows the percent of families 

with liquid assets (savings accounts) versus thenational average for 
several savings brackets. The comparison shows that the student averages 
do not differ markedly from the national averages with a tendency of the 
percentage of students to be lower on the high and low extremes, and higher 

in the middle ranges. When it is recalled that in a comparison of the 
incomes of students versus national averages the students were quite high, 

savings apparently is not «If great importance.

MUTUAL FUNDS. STOCKS AND BONDS

Another area for savings is in mutual funds, stocks and bonds,

These are normally thought of as the second phase of investing after a 

savings account is established. Twenty individuals reported that they 
owned shares of a mutual fund, with 13 having $1000 or less invested.
Again, there was no correlation with age or income in relation to the 

size of the mutual fund investment. Those that did have more than $1000 
in mutual funds also had over $2000 in savings. This indicated that those 
individuals had embarked upon a sound savings program with the greatest 
amounts of money in a savings account, and also some in mutual funds,

stocks or bonds
24



Twenty-three individuals owned stocks or bonds, with 14 owning 

$1000 or lees, and 19 owning less than $3000« Again, those with larger 
amounts invested in stocks and bonds also had the larger investments in 

mutual funds and savings accountso This points out that although there 
is no apparent correlation in that those with a substantial savings account 
also have substantial monies invested in mutual funds and stocks and bonds® 

Those who have a savings program have a very complete program but the 
majority of individuals have little savings of any form.

HOUSING

Of the 28 individuals responding to the survey, 12 were purchasing 
their homes while 16 were renting,, Eleven of the 16 renters were in the 
20-25 age bracket, with the monthly rentals ranging from $40 to $240.
The individual paying $40 monthly was single.

Eight of the 12 houses being purchased were in the $25,000 to 
$35,000 price range, with 2 over $35,000 and 2 less than $25,000.

As a comparison to the national average, three charts have been 
prepared showing the facts on cost of a home, ownership by age and 
ownership by income®

25



Chart VIII is a comparison of the national averages on cost of a 
house versus the average cost of a house owned by the MBA. students.
Obviously, the typical MBA student owns a house valued at far above the 
national average. Chart IX shows a comparison of percentage of home 
ownership versus age bracket. The percentage of home ownership in the 
25 to 34 bracket is over 50$ higher than the national average, while the 

percentage ownership of the over 35 age bracket is less than the national 
average. Chart X is a comparison of home ownership by income. In this 

comparison, the percentage of students is far lower than the national average 
except in the highest salary bracket. This probably reflects the fact that 
many of the families are recently formed and not yet established,

DISABILITY AND RETIREMENT

This was an area in which the response---or rather ttiae lack of it___
was surprising.

Only three people carried personal coverage for income disability, 
and although thirteen people were covered under the provisions of social 
security, only four knew the approximate amount of benefits in the 

event of disability, Similarly, with those covered by a corporate program 
only five of the eleven were aware of the amount of coverage. Thus the 
problem of disability does not seem to concern the student.
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Only one person had provided for his retirement through an annunity, and 
only five of eighteen who were covered by social security were aware of 
the current amount of benefits. The response of those covered by 
corporate plane was better with eight out of fifteen aware of the amount 
of retirement benefits.

It is apparent that most respondents are dependent upon the 
corporation of the government (through social security) for their 
disability and retirement needs.

A similar situation was observed on retirement provisions.
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SURVEY OONSLUSION

There is a wide age range of individuals enrolled in the 
MBA. program, including students from 20 to over 40 years of age.
All those employed, even in the younger age bracket exhibited a 

higher than average income, which generally reflects success in 

their chosen profession Their enrollment in the MBA program 

reflects a desire for future advancement with higher incomes<>
All this leads to the conclusion that, using income as a measure of 
financial success, almost all the individuals are quite successful 
having relatively high income or great potential for high incomes.

The results of the survey in the areas of savings, life 

insurance, and other means of providing for disability, death or 
retirement, show that the individuals had little tangible savings, 

with no provisions for disability or retirement other than that provided 
for by the government or company. Most were not successful in managing 

their large incomes.
It appears that little business management training has been 

applied on a personal basis for the benefit of the individual.

Thus the groundwork for the following chapter is set.
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CHAPTER Vni

DETERMINING CASK FLOW

Hie first and most important step in setting up any finan
cial program is to know the income and expenses that can be expedited. 

Elis means formulating a budget. Earlier in this text the state
ment was made that this paper was not concerned with the details of 
establishing a family budget, but some general comments are neces
sary in order to fit this phase with the subsequent steps in estab
lishing a financial program.

A good method to use in establishing a budget for the family 
is to treat the family operations as a business, and establish a 
program of cash flows. Hie income from various sources may be list
ed. This can be done for the present year, and projections should 

also be made for future years. Hiis income should, be net - that is, 
the income after taxes and other deductions are taken out. This 

will give the head of the household a concept of the amount of money 
available each year at the present and into the future.

It might be well to note at this point that the concern is 
for annual budgets rather than daily or monthly budgets. Hie reason 
for this is to look beyond the present and pressing needs to the 
larger time span of years in the financial program. Hiis longer- 
term program ties in with the provision for family security and
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The next step is to evaluate the expenses for the family.
At this point, the past budgets will establish good historical data 
for items such as utilities and operating costs for the automobile. 
These expenses can then be projected into the future also in order 
that a program of expenditures is established.

A very important factor in this projection into the future 
will be the timing of major expenditures for items such as automo
biles, appliances, and housing. The estimate for expenditures 
should be kept as realistic as possible. There is a natural ten

dency to under-estimate future expenditures, the rationale being 

that certain past expenditures were "unusual" and would not reoccur 
in the future.

Now that the two elements of cash flow are determined 
(income and expenditures) a program can be set up. This program 
should be established for at least a five-year projection into the 

future. This is a long period of time, and it is recognized that 
the projection of income and expenditures will be filled, with un
certainties. The point of the projection however, is not necessar
ily to arrive at accurate and concise figures which can be used with 
complete confidence. The point is to realize, for exaitple, that in 
three years there will be a need to purchase a new car. This purchase 
will result in a major outlay and change in the expenditure pattern

retirement funding.
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for that year and several years beyond that event. The time to 
plan for such an outlay is now. Thus, with a multiyear plan, the 
longer term financial events in the household may be seen.

The purpose of all this detail is to establish the amount 
of »excess” funds; that is, the amount of money available to save 

and/or invest for the long-range family financial program. This 

financial program is not static, and should be reviewed at least 

twice each year and brought up to date. The program will also be 
revised in view of the long-tern financial goals which shall be 

determined in subsequent chapters. The listing of income and ex
penditures not only provides information on monies available for 
investment, but it also will show areas in which expenditures must 
be reduced in order to meet the long-term financial goals.

The process of determining these long-term financial goals 
will be a cycle of toe ambitious financial plans with too little 

money available; then, the resulting alterations and compromise 
between long-term and short-term financial goals.

This is the first and basic step to establish a financial 
program, and will take considerable time and effort. The rewards, 

however, are well worth the effort, as it will eventually lead to 
a state of financial security.
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CHAPTER IX

EVALUATING FINANCIAL STATUS

The next step in the establishment of a financial program is to 
determine the financial status of the household. By “financial status” it 
is meant that a listing of all potential assets should be made. This would 
include equity in the house, life insurance policies, disability insurance, 
and any other items which have value. The purpose of evaluating these assets 
is to determine the amount of security, which will be provided for the 
family in case of disability, death, and retirement.31*52

Security for the family means income from assets. Certainly an 
automobile is an asset, but it cannot probride income (unless sold) and 

therefore will not be considered in the context of asset used for this 
discussion.

The first financial status area to be discussed is disability.

This was an item that apparently was not considered to be important to the 
MBA student judging from his response to the survey. In all probability, 
as with.the students in the survey, the most important source of income 
for this situation will be through the social security program by the 
United States government. Disability payments are available to almost

31Brosterman, Robert, Op.Cit.,page 21. 32
32A person now 35 years of age can expect 1 chance in 3 

that he will be disabled for a period of three months 
or more at some time in his life. He also has a 3 to 1 
chance of living to age 65» and if he reaches that age, 
can expect to live an additional 15 years. Brosterman,
Op,Cit.,page 132.
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all workers covered by social security with rather modest qualification
requirements. For example if the disabled worker is under 24, only 1̂ -

years of social security credit is needed for eligibility; or, if the
worker is between 24 and 51 years of age, social security credit during

53half the time worked is needed. Detailed information on the amount of 

benefits and the disability requirements is available at any local 
social security office.

The benefits are not overwhelming for a disabled worker and his 
spouse with dependent children, but they can serve as the first basis for 
security in the case of disability. It should be noted that these payments 
do not begin until the seventh month of disability,54so there is a time 
lag for income which should be considered.

A second potential source of income is corporate or personal 
disability insurance. This is a very expensive form of insurance, and 
careful consideration should be given before purchase.

Hospital costs are likely to be linked with disability. Although 
not a specific part of this analysis of a financial program the effect of 

an illness upon the family financial program should be evaluated with the 
purpose of providing adequate medical insurance.

^"Your Social Security”, U.S.Department of Health, Education, and 
Welfare, page 14.

54Ibid. Page 15.
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If these or other potential sources of income such as the spouse 
working or income—producing assets, these too should be considered.
Thus, a determination of income in the case of disability can be made.
This income should then be compared to the basic costs of operating the 
household to see if the income is adequate. If the income is adequate 

no additional action is necessary. If not, either additional provisions must 
be made through disability insurance, or a calculated risk must be taken.

Each individual must weigh all factors in his own situation, then reach a 
decision as to what disability provision should be made. The important thing 

is to recognize the situation while corrective steps can still be taken.

The second area to be discussed is death, life insurance will be 
the most likely source of benefits in this case. The same steps of 

determining income and expenses for the survivors should be made, again 
recognizing the benefits of the United States government through the 

social security program. The individual should evaluate his needs and 
provide for those needs or recognize the risk which is being taken.
As was revealed in the survey of MBA students, life insurance Sas 
considered quite important as the purchases as related to salary were 
well above the national average.

The last area to be discussed is retirment. Again, one of the 
prime benefactors in this area is the government throggh social security» 

Another potential source of retirement benefits which is growing in 

importance every year is the corporate retirement plans. Personal
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provisions through savings, annuities or paid-up life insurance is also 

an important source of retirement funds. An evaluation of retirement 

needs should also be made, although this is most difficult because of the 
distance into the future when retirement will tafr» place.

The evaluation of these three facets of financial status will 

lead to one inesaapable conclusion. A savings program of some nature 
must be initiated and this prepares us for the next chapter.
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CHAPTER X
ESTABLISHING A SAYINGS PROGRAM

The most important part of any savings program is to establish 

a definite set of objectives. The earlier chapters established the cash 
income for the family, the surplus cash and the family needs in case of 
disability, death, or retirement. A savings plan will help fill those 
needs. A definite number for savings cannot be stated since each 

individual situation is different, but basic steps toward a personal 
savings program can be recommended o

The first step is the establishment of a savings account. The 
target amount for this account should be about three to four months of 
take-home pay. This will provide for emergency cash needs in case of the 

lose of a job, disability or other situations in which cash is needed.

The key to building this account is constant savings over a period of time.
Life insurance is another potential area for the accumulation of

assets. A life insurance policy which builds cash value will not pay as
groat a return as a savings account, but life insurance is a form of semi-

35compulsory savings. This should be kept in mind, and if difficulty is 

experienced in establishing a regular savings program, life insurance
will serve a dual purpose-- cash savings and an "instant” estate in the

case of death.

Brosterman, Robert, Op.Cito page 29.35
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Housing is another area for potential savings. The purchase of 
a house means a down payment and subsequent payments each month. This 
builds an equity in real estate. Certainly the value of the real estate 

is not as stable as a savings account or life insurance where a definite 
dollar is set, but based upon past inflationary trends, the ultimate 

value of real estate should be greater than cash savings over a long 

period of time. This is especially true if a judicious choice of 

housing with regard to selling points is made. Again, it is a form 
of semi-compulsory savingso

Once a savings account has been established, housing has been 

provided, and an adequate life insurance program developed, the surplus 
cash can be invested. The word, “invest" should be emphasized at this 
point, because the area that will be discussed is the purchase of stocks.

No other area of investment is as emotionally charged as the 

stock market. Stories of sudden riches are told and retold, and brokers 
sell stock in companies like dealers sell cars-—urging trade-ins of old 
stock on a new one with more potential for quick financial gains.

The building up of stock will be done slowly, perhaps one stock 
at a time, and this should not be an undue speculative risko^^

y Gohen, Jerome B. Zinbarg, Edward Do, Investment Analysis 
and Portfolio Management. Dow Jones Irwin Inc., Homewood, 
Illinois, 1967, Page 565.
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Some guiding principles should be kept in mind when purchasing 
stocks. There are many different strategies employed in the purchasing 
and selling of stock, but generally the stocks which are held for an 

extended period of time are the most profitable to the owner. 37 With this 

in 10111(1» the investor should remember that he is making a semi-permanent 
investment in a stock, and should use appropriate care in the selection.

According to one authority the general guidelines to be used 
in selecting the initial investment quality of a stock are: (l) the economic 

characteristics of the product and its cost, (2) the competitive position of 
the company within the industry and the economy, (3) the capability of the 
management, (4) the soundness of financial policies, and finally (5) the 
potential for growth and earnings and dividends per share. 38

Another authority suggests that the first step is to develop a 
precise idea of investment objectives, develop a hierarchy of these 

objectives, and thus determine the steps necessary to reach the goals sought. 
A survey of such objectives by this authority found that safety of principal 
was the most important, the inflation hedge fourth, and liquidity sixth. 39

37Hayes, Bougies A. Investment: Analysis and Management.
The MacMillen Company, New York. 1966. Page 73.

38Ibid. Page 221.
39Metzger, Bert 1., Investment Practices. Performances
And Management Of Profit Sharing Trust Fund«. Profit 
Sharing Research Foundation. Evanston, Illinois, 1969.
Page 220.
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CHAPTER XI

CONCLUSION

The purpose of this paper, as stated earlier, was to provide 

guidelines for the establishment of a financial program for an MBA. student* 
Many aspects of the financial situation of the student have been discussed 

with evaluation, analysis, and recommendations in several areas0 There has 

emerged, however, certain guiding principles which are worth repeating to 
the student again«

First, the overall purpose of a financial program is to provide 

financial security to the family in case of disability, death, and retirment.
Secondly, that a financial program will be successful only if a 

definite set of goals and guidelines is developed and followedi Developing 
such a program takes time and effort, but the rewards are great.

Thirdly, and this point was not stated directly but implied, 
the amount of money available to the individual is limited; therefore, 
the financial program must be conservative« Only in the final phases of 
the program, when stock investments were considered did the finance of the 
individual go into a speculative area.

Finally, it should be pointed out that this program will cover a 
span of years, and therefore the individual must be patient and consistent 
in the pursuit of his financial goals.

It is hoped that this paper will provide the individual with the 
key to a successful “financial Career."
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M B A  STUDENT

Q U E S T  IO N A I RE

A t t a c h e d  i s  a  q u e s t i o n a i r e  t o  d e t e r m i n e  p e r s o n a l  a n d  f i n a n c i a l  i n f o r m a t i o n  

OF A T Y P I C A L  M B A  S T U D E N T  A T  C R E IG H T O N .  T H E  PURPOSE OF T H E  Q U E S TIO N A IR E  IS T O  DRAW 

UP A F IN A N C IA L  P R O FILE  OF A T Y P I C A L  M B A  S T U D E N T ,  AND T H I S  IN FO R M ATIO N  W I L L  BE USED 

IN A M B A  RESEARCH P AP ER .

P l e a s e  f i l l  o u t  t h e  q u e s t i o n a i r e  b y  c h e c k i n g  t h e  a p p r o p r i a t e  b r a c k e t s , a n d  

DO NOT SIG N . I f  YOU R E C E IV E  T H I S  Q U E S TIO N A IR E  IN MORE TH A N  ONE C LA S S  C O M P L E TE

o n l y  o n e . P l e a s e  r e t u r n  t h i s  q u e s Y i o n a i r e  a t  t h e  n e x t  c l a s s  m e e t i n g .

T h a n k  y o u  f o r  y o u r  c o o p e r a t i o n .
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P e r s o n a l  F i n a n c i a l  P r o gr am

P erso na l  Da t a :

A g e : 20--25 ( ) 26-•30 ( ) 31-35 ( ) :

M a r t ia l  S t a t u s : M ( ) S ( ) Ot h er  ( )

N u m b er  Ch il d r e n : 1 ( ) 2 ( ) 3 ( ) 4 (

E m p l o y m e n t : F u l l  "f lM E ( ) P art  T im e  ( )

F in a n c ia l  Da t a :

A nn ual  S a la r y  $ 0  - 5 ,0 0 0  $ 5 , 0 0 0  - 1 0 ,0 0 0  $ 1 0 ,0 0 0  - 1 5 ,0 0 0  $ 1 5 ,0 0 0  - 2 0 , 0 0 0  Over  $ 2 0 ,0 0 0

( ) ( ) ( ) ) ( )
L if e  Insurance  $ 0  - 1 0 , 0 0 0  $ 1 0 ,0 0 0  - 2 0 ,0 0 0  $ 2 0 ,0 0 0  - 4 0 ,0 0 0  $ 4 0 ,0 0 0  - 8 0 ,0 0 0  Over  $ 8 0 ,0 0 0

( ) ( ) ( ) ( ) ( )
v. S a v in g s : Bank  ( ) S and  L  ( ) $ 0  - 2 ,0 0 0  $ 2 , 0 0 0  - 4 ,0 0 0  $ 4 , 0 0 0  - 6 ,0 0 0  Ov e r  $ 6 , 0 0 0

( )( ) ( ) ( )

M utu a l  F unds - $ 0  - 1 ,0 00 $ 1 ,0 0 0 - 2, 000 $ 2 ,0 0 0  - 3 ,0 0 0 $ 3 ,  000 - 5,,0 0 0 $ 5 , 0 0 0

( ) ( ) ( ) ( ) (

S t o c k s/ B onds $ 0  - 1 ,0 0 0 $ 1 ,0 0 0 - 2 , 000 $ 2 ,0 0 0  - 3 , 000 $ 3 ,0 0 0 - 5, 000 $ 5 , 0 0 0

' ( ) ( ) ( ) ( ) (

H ousing Ow n H ouse V a lu e $0 - 15, 000 $ 1 5 , 000 - 25 , o oo :$25 , 000 - 3 5 ,0 0 0

( ) ( ) ( ) ( )

H ousing R ent A pt H ouse M o n t h ly  R ent

( ) ( ) ( ) ( )

R e t ir e m e n t  Income S o u r c es : 

(C heck  a l l  a p p l ic a b le  so urc es )

D is a b il it y  Insuran c e :

A n n u it y  (

$ / M o  _________

S o c .  S e c . (

$ / M o  __________

C o . P en s io n  ( 

$ / M o  ___________

P er s o n a l  (

$/Mo ___
C o m p an y  P a id  (

$ / M o  ___________
S o c .  S e c . (

$ / M o  ________

0, 000 
)

0,000
)
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