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1.  Purpose.  The subject course provides basic instruction on the different aspects of personal 
financial planning.   
 
2.  Scope.  This course provides a broad foundation for the student to learn the basics of financial 
planning including: developing a spending plan, managing credit, identity theft, saving and 
investing, basic retirement planning, insurance, pay and allowances, and much more.  
 
3.  Applicability.  This course is intended for instructional purposes only and should not be 
considered as advice for investment purposes.  Neither the Marine Corps nor the Marine Corps 
Institute are liable for any loss due to information contained in this course.  In addition, only a 
bar certified attorney is able to give legal advice and draft legal instruments.  Finally, many 
financial issues are dynamic due to changes in applicable laws, regulations, orders, products 
offered, etc.  Conduct additional research on your own as necessary.  This course is designed for 
the Marine, private through major, in any MOS.   
 
4.  Recommendations.  Comments and recommendations on the contents of the course are 
invited and will aid in subsequent course revisions.  Please complete the course evaluation 
questionnaire at the end of the final examination.  Return the questionnaire and the examination 
booklet to your proctor.   
 
 
 
 
 T.M. FRANUS 
 By direction 
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Study Guide 

  
Congratulations Congratulations on your enrollment in a distance education course from the 

Distance Learning and Technologies Department (DLTD) of the Marine 
Corps Institute (MCI).  Since 1920, the Marine Corps Institute has been 
helping tens of thousands of hard-charging Marines, like you, improve their 
technical job performance skills through distance learning.  By enrolling in 
this course, you have shown a desire to improve the skills you have and 
master new skills to enhance your job performance.  The distance learning 
course you have chosen, MCI 3420F, Personal Financial Management, 
provides instruction to all Marines on the basic aspects of financial planning.  
This course contains information on a variety of financial topics including:  
developing a spending plan, managing credit, identity theft, saving and 
investing, basic retirement planning, insurance, pay and allowances, and 
much more.  

  
Your Personal 
Characteristics 

• YOU ARE PROPERLY MOTIVATED.  You have made a positive 
decision to get training on your own.  Self-motivation is perhaps the most 
important force in learning or achieving anything.  Doing whatever is 
necessary to learn is motivation.  You have it! 

 
• YOU SEEK TO IMPROVE YOURSELF.  You are enrolled to improve 

those skills you already possess, and to learn new skills.  When you 
improve yourself, you improve the Corps! 

 
• YOU HAVE THE INITIATIVE TO ACT.  By acting on your own, you 

have shown you are a self-starter, willing to reach out for opportunities to 
learn and grow. 

 
• YOU ACCEPT CHALLENGES.  You have self-confidence and believe 

in your ability to acquire knowledge and skills.  You have the self-
confidence to set goals and the ability to achieve them, enabling you to 
meet every challenge. 

 
• YOU ARE ABLE TO SET AND ACCOMPLISH PRACTICAL 

GOALS.  You are willing to commit time, effort, and the resources 
necessary to set and accomplish your goals.  These professional traits will 
help you successfully complete this distance-learning course. 

 

Continued on next page 
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Study Guide, Continued 

  
Beginning Your 
Course 

Before you actually begin this course of study, read the “Student Information” 
page.  If you find any course materials missing, notify your training officer or 
training NCO.  If you have all the required materials, you are ready to begin. 
 
To begin your course of study, familiarize yourself with the structure of the 
course text by reading the table of contents.  The table of contents covers 
specific areas of study and the order in which they are presented.  You will 
find the text divided into several study units.  Each study unit is comprised of 
two or more lessons and lesson exercises. 

  
Leafing 
Through the 
Text 

Leaf through the text and look at the course.  Read a few lesson exercise 
questions to get an idea of the type of material in the course.  If the course has 
additional study aids, such as a handbook or plotting board, familiarize 
yourself with them. 

  
The First Study 
Unit 

Turn to the first page of study unit 1.  On this page, you will find an 
introduction to the study unit and generally the study unit lessons.  , as well as 
the lessons within the study unit.  The study unit lessons contain learning 
objectives, lesson text, and exercises.  At the end of each lesson, there is a 
section titled, “Actions on the Objective.”  It is a checklist of suggestions to 
help you improve different aspects of your financial life.  Also, there is an 
“Additional Information” section that gives you a variety of sources from 
which to conduct research on a given topic on your own. 

  
Reading the 
Learning 
Objectives 

Learning objectives describe in concise terms what the successful learner, 
you, will be able to do as a result of mastering the content of the lesson text.  
Read the objectives for each lesson and then read the lesson text.  As you read 
the lesson text, make notes on the points you feel are important. 

  
Completing the 
Exercises 

To determine your mastery of the learning objectives and text, complete the 
exercises developed for you.  Exercises are located at the end of each lesson 
and, or at the end of each study unit.  Without referring to the text, complete 
the exercise questions and then check your responses against those provided. 

 

Continued on next page 
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Study Guide, Continued 

  
Continuing to 
March 

Continue on to the next lesson, repeating the above process until you have 
completed all lessons in the study unit.  Follow the same procedures for each 
study unit in the course. 

  
Preparing for 
the Final Exam 

To prepare for your final exam, you must review what you learned in the 
course.  The following suggestions will help make the review interesting and 
challenging. 
 
• CHALLENGE YOURSELF.  Try to recall the entire learning sequence 

without referring to the text.  Can you do it?  Now look back at the text to 
see if you have left anything out.  This review should be interesting.  
Undoubtedly, you’ll find you were not able to recall everything.  But with 
a little effort, you’ll be able to recall a great deal of the information. 

 
• USE UNUSED MINUTES.  Use your spare moments to review.  Read 

your notes or a part of a study unit, rework exercise items, review again; 
you can do many of these things during the unused minutes of every day. 

 
• APPLY WHAT YOU HAVE LEARNED.  It is always best to use the 

skill or knowledge you’ve learned as soon as possible.  If it isn’t possible 
to actually use the skill or knowledge, at least try to imagine a situation in 
which you would apply this learning.  For example make up and solve 
your own problems.  Or, better still, make up and solve problems that use 
most of the elements of a study unit. 

 
• USE THE “SHAKEDOWN CRUISE” TECHNIQUE.  Ask another 

Marine to lend a hand by asking you questions about the course.  Choose 
a particular study unit and let your buddy “fire away.”  This technique can 
be interesting and challenging for both of you! 

 
• MAKE REVIEWS FUN AND BENEFICIAL.  Reviews are good habits 

that enhance learning.  They don’t have to be long and tedious.  In fact, 
some learners find short reviews conducted more often prove more 
beneficial. 

 

Continued on next page 
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Study Guide, Continued 

  
Tackling the 
Final Exam 

When you have completed your study of the course material and are confident 
with the results attained on your study unit exercises, take the sealed envelope 
marked “FINAL EXAM” to your unit training NCO or training officer.  
Your training NCO or officer will administer the final examination and return 
the examination and the answer sheet to MCI for grading.  Before taking your 
final examination, read the directions on the DP-37 answer sheet carefully. 

  
Completing 
Your Course 

The sooner you complete your course, the sooner you can better yourself by 
applying what you’ve learned!  HOWEVER--you do have 2 years from the 
date of enrollment to complete this course.   

  
Graduating! As a graduate of this distance education course and as a dedicated Marine, 

your job performance skills will improve, benefiting you, your unit, and the 
Marine Corps.  

  
Semper Fidelis! 
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STUDY UNIT 1 

MILITARY PAY AND LEGAL ISSUES 

Overview 

  
Scope In this study unit, you will learn some of the basics of financial management.  

One of the first things you need to be aware of is the type of compensations 
you receive for being in the military.  You already have a major portion of 
financial planning taken care of by having a job with a steady income.  In the 
second part of this study unit, you will learn about a variety of legal issues 
that you may have to deal with at some point in your life.  

  
In This Study 
Unit 

This study unit contains the following lessons: 

 
Lessons See Page 

Military Pay Issues 1-3 
Legal Issues 1-37 
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LESSON 1 

MILITARY PAY ISSUES 

Introduction 

  
Scope This lesson will introduce you to the numerous types of compensation that 

you receive as a Marine.  The money you receive every 2 weeks is just the tip 
of the iceberg!  Not only do you receive a steady paycheck from a very 
reliable employer, the U.S. Government, but you also receive medical, dental, 
low-cost life insurance, educational benefits, and more.  Your knowledge of 
these benefits is crucial to make the most of your personal financial plan.  
Remember, knowledge is power, especially when dealing with financial 
matters.  

  
Learning 
Objectives 

After this lesson, you should be able to  
 
• Identify the forms of military compensation. 
 
• Identify the contents of the Leave and Earning Statement. 
 
• Identify the factors that determine a Marine’s pay in the military 

compensation system. 
 
• Determine the allowances for which a Marine is entitled. 
 
• Identify the discretionary types of allotments available. 
 
• Recognize the types of deductions. 
 
• Identify how pay is routed through the Direct Deposit System. 
 
• Analyze the benefits of withholding the correct amount of taxes from your 

pay. 
 
• Recognize common pay problems. 
 
• Identify options to correct common pay problems. 
 
• Determine what survivor benefits are available. 
 
• Determine what other monetary and non-monetary benefits are available. 

Continued on next page 
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Introduction, Continued 

  
In This Lesson This lesson contains the following topics: 
 

Topic See Page 
Introduction 1-3 
Military Compensation 1-5 
Leave and Earning Statement 1-8 
Military Pay and Allowances 1-12 
Allotments 1-18 
Deductions 1-19 
How You Are Paid 1-21 
Military Tax Issues 1-22 
Pay Problems and Solutions 1-24 
Survivor Benefits 1-25 
Other Military Benefits 1-27 
Additional Information 1-28 
Situational Awareness 1-29 
Lesson 1 Exercise 1-30 
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Military Compensation 

  
Overview Often when we think of military compensation, we think of “military pay” or 

what we get in our paycheck.  But the full range of military compensation 
stretches beyond just your monthly salary.  Military compensation is 
comprised of several elements that include not only basic pay and allowances 
for housing and subsistence, but a number of special and incentive pays: 
 
• Flight pay 
• Sea pay 
• Hazardous duty pay 
• Bonuses 

  
Other Forms Other forms of compensation include 

 
• Tax advantage (tax-free status of allowances) 
• Commissary and exchange privileges 
• Medical care for member and dependents 
• Potential receipt of retired pay (after 20 years of service) 
• Death gratuity payments 
• Dependency and indemnity compensation 
• Survivor benefits 
• Life insurance plans 
• Professional education and training 
• Veterans education assistance 
• Clothing allowance 
• Family separation and overseas allowances 
• Travel and transportation allowances 
• Dislocation allowance 
• Housing and subsistence allowances 
 
As you can see, many times your tax-free forms of compensation can add up 
to more than what you simply receive as your base pay!  How much is 
medical care worth?  How about those commissary and exchange privileges?  
Many times all we look at is what is deposited into the bank accounts on 
payday.  We forget to see the forest for the trees when it comes to how much 
we are compensated.   

Continued on next page 
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Military Compensation, Continued 

  
Importance  Why it is important to know and understand the elements of military 

compensation?   
 
• Know what you are currently entitled to. 
• Know what you would be entitled to as your circumstances change. 
• Keep abreast of the changes that occur. 
 
In order to recruit and retain qualified personnel, many laws, instructions, and 
policies change that regulates your pay.  If key information is not known, pay 
may not be what is expected.  Mistakes happen and knowledge of your pay 
will help correct them quickly.   

  
Complacency A steady paycheck is a great thing, but it can be a double-edged sword when 

you become complacent, knowing your earnings will be coming in payday 
after payday.  However, you should find the motivation to manage it better in 
order to move in the direction of financial freedom.  Events will come along 
that necessitate pay changes—deployment, marriage, promotion, 
reenlistment, etc.  Pay fluctuations can catch you off guard and can cause a 
hardship.  Frequently such hardships occur because members are not aware of 
the need to inform their pay office about certain events.   

  
Personal 
Statement of 
Military 
Compensation 

Once a year, each member of the Marine Corps receives a Personal Statement 
of Military Compensation (PSMC).  This PSMC is provided to help you 
better estimate the total value of your military compensation, allowing you to 
see all your compensation in one place.  It includes basic pay, housing 
allowance, incentive pay, and retirement information.  It also has the “worth” 
of other programs and privileges that you have access to.  The PSMC is also 
available through Marine Online Web site:  www.mol.usmc.mil.  If you are 
thinking of leaving the Marine Corps, this is an excellent document to review 
to determine how much money you will have to earn in order to make up for 
the worth of different types of compensation that you currently receive. 

Continued on next page 
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Military Compensation, Continued 

  
Challenge Name four forms of compensation you receive as a Marine. 

 
1. ___________________________________________________________ 

2. ___________________________________________________________ 

3. ___________________________________________________________ 

4. ___________________________________________________________ 

 
Challenge 
Answer 

Refer to page 1-5 for the answer before going ahead with this lesson. 
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Leave and Earning Statement 

  
What Is It? The Leave and Earning Statement (LES) is a monthly statement showing all 

pay changes and information for the month including entitlements (pay and 
allowances), deductions and allotments, and pay related remarks.  The LES is 
produced from information contained on the Master Military Pay Account 
(MMPA).  It is important that you are able to read and interpret your LES, 
and—if applicable—that your spouse knows how to read one too. 

  
Questions Any questions or perceived problems should be directed to your chain of 

command as soon as possible.  You can access and print your LES, change 
federal and state tax withholdings, update direct deposit data, manage 
allotments, buy savings bonds, and enroll in the Thrift Savings Plan (TSP) at 
www.mypay.gov.  If you are not able to access “My Pay,” you should contact 
them for further guidance.  The customer support number is 1-800-390-2348 
or DSN 580-5122. 

  
Responsibility Your pay is your responsibility.  Verify and keep your LES each month.  If 

your pay varies significantly and you do not understand why, inform your 
chain of command.  They will advise you on what you need to do or what 
needs to happen. 

  
DFAS The Defense Finance and Accounting Service-Kansas City (DFAS-KS) has 

an interactive voice response system to help you quickly access your pay 
information.  This is a toll-free, 24-hour service.  The phone number is  
1-800-594-8302.  You can get current pay information by using your Social 
Security number (SSN) and a personal identification number (PIN), which the 
telephone prompting system will help you to obtain.  You can also access 
your pay information online at www.dfas.mil.  You will need to enter your 
Social Security number and PIN to view your account.  Each servicemember 
is provided an initial PIN for his or her first visit that must be changed to a 
private PIN for continued access. 

Continued on next page 
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Leave and Earning Statement, Continued 

  
Illustration The following illustration is an example of a blank LES: 
 

 

Continued on next page 
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Leave and Earning Statement, Continued 

  
Contents The contents of sections A through O are listed in the table below: 
 

Section Content 
A Personal Information.  Specifically identifies your name, last four of 

your SSN, rank, and etc. 
B Forecasted Amounts.  The amount of your earnings received on the 

given dates. 
C Split Pay.  Denotes the split pay option if active and the amount. 
D Direct Deposit Information.  The name and address of the financial 

institution receiving your direct deposit.  
E Leave Information.  Accumulated leave you have earned from the 

beginning of the fiscal year (1 October) and leave you have used, 
cashed in, or lost as a result of exceeding the maximum balance.  
Check the “leave used” block to make sure it is correct and the “ending 
leave balance” block so you do not exceed the maximum allowable 
accrued leave. 

F Aviation Pay Information.  Flight pay information including base date 
and accumulated flight time. 

G Tax Information.  Number of exemptions, amount you are paying in 
state and federal tax and year to date totals. 

H Indebtedness Rights.  Indicates your rights if you owe money to the 
government. 

I Basic Allowance for Housing (BAH) Information.  The zip code for the 
area in which you are drawing housing allowance. 

J Career Sea Pay.  Indicates last date of sea service and total amount of 
sea service in months and years. 

K Education Deduction.  The program you are enrolled in, any money 
being deducted, and total amount deducted.  

L Admin Information.  Identifies pay status, clothing replacement 
allowance information, reserve expiration of current contract, and 
disbursing station symbol number. 

M Reserve Drill Information.  Drills performed this given period, the 
fiscal year, anniversary year, and additional drills performed.  Also, the 
total additional drills performed this fiscal and anniversary year. 

N Reserve Retirement Information.  Contains items pertaining to the 
reserves—drill point received and total retirement points.  Also, the 
TSP amount being deducted each month. 

O Remarks.  Total summary of pay—entitlements (how much you were 
paid) and deductions (what was taken away) and how the remainder 
will be paid to you.  Any leave taken will be indicated here as well as 
the dates.  Includes general other remarks that you should review on 
recruiters assistance, TSP open season dates, tax information, etc. 

Continued on next page 
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Leave and Earning Statement, Continued 

 
Challenge Name the Web site that allows you to access and print a LES, change tax 

withholdings, manage allotments, buy savings bonds, and enroll in the TSP. 
 
______________________________________________________________ 
 
______________________________________________________________ 

  
Challenge 
Answer 

Refer to page 1-8 for the answer before going ahead with this lesson. 
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Military Pay and Allowances 

  
Military Pay Items listed as “pay” are taxable under most circumstances.  There are three 

basic types of pay in your military compensation package: 
 
• Base pay 
• Special and incentive pay 
• Allowances 

  
Base Pay Base pay is taxable and is earned by all personnel according to rank and years 

of service.  This is also the portion of pay on which your military retirement is 
calculated.  Raises are earned upon promotion or advancement for years of 
service. 

  
Special and 
Incentive Pay 

Pay can be based on an annual lump sum bonus, monthly pay, or pay when 
the duty is performed.  These types of pay are identified in the table below: 

  
Type of Pay Example 

Hazardous Duty Monthly cash payments for duty performed 
Career Incentive Retention tools that are paid monthly on a long-term basis 
Skill Incentive A lump sum annual cash bonus that incurs an additional 

service obligation 

 
Allowances Allowances are received to cover living expenses, housing, travel, and 

moving expenses.  These allowances are designed to assist you with some 
living costs.  Allowances are tax-exempt, which means that you do not pay 
income tax on that part of your pay. 
 
If you think you are entitled to an allowance and you are not receiving it, 
inform your chain of command.  If you receive pay or allowances that you are 
not entitled to, again inform your chain of command and put the money into 
savings until the Marine Corps comes to collect it.  They will come to collect 
it at some point. 

Continued on next page 
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Military Pay and Allowances, Continued 

  
Types of 
Allowances 

There are three types of allowances: 
 
• Housing 
• Living expense 
• Moving or travel expense 

  
Housing Basic Allowance for Housing (BAH) is paid to those authorized to live off 

base.  It is based on rental costs by pay grade, location, and dependency 
status.  BAH is designed to reflect comparable civilian housing costs for those 
with similar salary and location.  It is designed to allow a standard quality of 
housing regardless of where you live in the U.S.  You will not receive BAH if 
you are assigned suitable government quarters.  If you are receiving BAH 
solely for child support, you may be entitled to BAH-difference. 

  
Note:   When husband/wife members, without dependents, are at the same or 

adjacent military installations, both members are normally authorized 
BAH at the appropriate rate when quarters are not assigned.  For those 
with dependents, members must choose who will receive the “with 
dependent” BAH. 

 
Cost of Living 
Allowance 

There is also a Cost of Living Allowance (COLA) for overseas and certain 
U.S. locations designed to offset the additional expenses of being assigned to 
a high cost of living area.  The COLA index changes every two weeks and is 
based on both inflation and exchange rates.   

  
Living Expense 
Allowance 

There are three types of living expense allowances: 
 
• Basic Allowance for Subsistence 
• Family Separation Allowance 
• Uniform and Clothing Allowance 

  
Basic 
Allowance for 
Subsistence 

Basic Allowance for Subsistence (BAS) is your allowance for food costs.  It 
is paid to all active duty personnel, except for those in boot camp or initial 
entry training.  Enlisted members are paid a monthly rate, and those required 
to eat in the chow hall will have most of the allowance automatically 
deducted from pay to cover the cost of their meals.  It will appear on your 
LES as a discount meal rate.  Officers collect BAS and then pay cash for 
meals, including those eaten in Government dining facilities. 

Continued on next page 



MCI Course 3420F  Study Unit 1, Lesson 1 1-14

Military Pay and Allowances, Continued 

  
Family 
Separation 
Allowance 

Family Separation Allowance (FSA) is designed to help those whose job 
requires them to keep two households.  It can either be “unaccompanied” or 
“separated.” 

  
Separated FSA Three types of separated FSA are identified in the table below: 
  

FSA Function 
Type “R” Family members do not reside near your duty station and are not 

authorized to move to or near it. 
Type “S” You are assigned to duty aboard ship that has been away from 

homeport for more than 30 consecutive days. 
Type “T” You are on temporary duty orders away from your permanent 

duty station for more than 30 consecutive days, and your family 
members do not live near the temporary duty station. 

 
Uniform and 
Clothing 
Allowance 

Uniform and Clothing Allowance or Clothing Replacement Allowance is paid 
to enlisted members annually and officers once upon entry into the service.  
You receive this allowance once a year during the month in which you 
entered the service.  The amount you receive is based on your years of 
service, your gender, and whether your duties require you to have special or 
extra uniforms. 
 
The maternity allowance is payable only once every 3 years. 

  
Moving and 
Travel 
Allowances 

The Government will pay for certain expenses due to the fact that you are 
moving on official orders.  

Continued on next page 
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Military Pay and Allowances, Continued 

  
Moving 
Expenses 

Under permanent change of station (PCS) orders that require you to move, 
you are entitled to moving allowances to cover expenses such as 
 
• Shipment of personal goods 
• Temporary lodging 
• Vehicle mileage and highway tolls 
• Meals during the move 

  
Shipping 
Personal Items 

You may have your goods shipped by a commercial moving company or 
move your things yourself.  Your Traffic Management Office (TMO) assists 
you with both options to help you decide which is the best option for you.  
The Do-It-Yourself Move is now called the Personally Procured Move 
Program (PPMP) and will pay you directly for up to 95 percent of what it 
would cost the government to move you.  Any money you earn above the 
actual cost is taxable.  Shipments arranged by the transportation office are 
paid directly by the government to the carrier and are not taxable since you do 
not receive any compensation. 

  
Travel 
Allowance 

The Government pays for expenses associated with orders requiring travel, 
usually after the travel is completed.  A Government-issued travel charge card 
is used while traveling and to obtain funds from an automated teller machine 
(ATM). 

  
Types of Travel 
Allowance 

Three types of travel allowance are identified in the table below: 

 
Type Function 

Mileage/Transportation Based upon the distance traveled, where you have 
been ordered to go, and how you were directed to 
travel 

Per Diem Based on the normal costs for meals and other 
incidental expenses during travel and at your 
destination 

Miscellaneous Baggage handling fees, tips, and other authorized 
expenses associated with your travel 

Continued on next page 
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Military Pay and Allowances, Continued 

  
Permanent 
Change of 
Station 
Allowance 

Permanent change of station allowance is provided when you move your 
household.  This includes temporary lodging expenses (TLE), which provides 
temporary cost of housing while in transition.  It is payable for 10 days in the 
continental United States (CONUS) and 5 days when going to a permanent 
duty station outside of CONUS (OCONUS).   
 
Temporary lodging allowance (TLA) is payable up to 60 days OCONUS and 
cannot exceed $180 per day.  You are also authorized certain advance pay 
when moving; however, you must apply for it.  In addition, you have an 
entitlement, dislocation allowance (DLA), which varies by paygrade and 
dependency status.  DLA is not an advance and does not have to be repaid.   

  
Advance Pay You can get up to 1 month of advance pay and you can receive up to 3 

months advance BAH (CONUS) and 12 months overseas housing allowance 
(OHA) (OCONUS) when moving into non-government housing.  With travel 
orders you can get advance payment of per diem and pre-paid transportation 
tickets.  You must fill out a travel claim of your expenses and any advance 
payments that you receive.   

  
Payback Before jumping into all that advance money, you must ask yourself if you can 

afford the payback.  The payback for the advance will be deducted the very 
next month.  You will have the next 12 to 24 months to pay it back, which 
means your paycheck will be less for those months.  If you take the advance, 
use it wisely on actual household needs since you will have less income while 
you pay it back.   

  
Temporary 
Additional 
Duty 

While on temporary additional duty (TAD), you can receive per diem.  Per 
diem meal rates are based on location and the availability of meals at 
authorized dining facilities.  Per diem rates for lodging are based on the 
location.  Refer to www.dtic.mil/perdiem/pdrates.html for current rates.   

Continued on next page 
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Military Pay and Allowances, Continued 

  
Challenge I Identify the different pays listed below: 

 
1. Retention tool that is paid monthly on a long-term basis.  
2. Lump sum annual cash bonus that incurs an additional service obligation. 
3. Monthly cash payment for duty performed.  

 
Challenge I 
Answer 

Refer to page 1-12 for the answer before going ahead with this lesson. 

  
Challenge II While PCSing, Corporal Beltbuckle claimed mileage, hotel rooms, meals and 

tips, toiletries, souvenirs, photo processing, and magazines as travel 
allowances.  Which of the following will be reimbursed? 
 
a. Toiletries 
b. Magazines 
c. Souvenirs 
d. Tips 

  
Challenge II 
Answer 

Refer to page 1-15 for the answer before going ahead with this lesson. 

  
Challenge III You can receive ____ months of advance pay, and will have _____ months to 

pay it back.  What should you spend this money on? 

  
Challenge III 
Answer 

Refer to page 1-16 for the answer before going ahead with this lesson.   
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Allotments 

  
Overview An allotment is one category of money that comes out of pay.  The allotment 

system allows you to have sums of money taken directly out of your pay and 
sent to a person or account you designate.  The allotment system is a 
convenient way to pay bills, make charitable contributions, and manage your 
money in general.  You must start and stop allotments by filling out a form 
with the personnel office.  Allotments are paid on the first of the month.   

  
Types Examples of discretionary allotments allowed in the pay system are  

 
• Dependent 
• Savings 
• Bond 
• Insurance 
• Charity 
• Repay loan 
• Home mortgage 
• Navy Mutual Aid Insurance 
• National Service Life Insurance 
• Repay indebtedness 
• Garnishment/bankruptcy 
• Education 
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Deductions 

  
Overview Deductions are amounts that are deducted, or taken out of your paycheck.  

Most deductions are automatic, but you can control the amounts withdrawn 
by selecting your home of record (for State income tax), changing the number 
of deductions you claim or changing the amount of insurance coverage you 
select.  There are four types of deductions: 
 
• Taxes 
• Insurance 
• Garnishments 
• Other pay withholdings 

  
Taxes Taxes include income tax and Social Security tax.  Most people pay both 

Federal and State income tax.  These deductions only change if you fill out an 
IRS form at your pay office to change the number of deductions you claim.  A 
W-4 form is used to change Federal exemptions.  State exemptions must be 
changed on a separate state form.  Social Security tax withheld is shown as 
Federal Insurance Contributions Act (FICA).   

  
“Exempt” 
Status 

Some military members do not have income tax and some states “exempt” 
residents serving in the Armed Forces.  This is based on your “home of 
record.”  Even though the military assigns you to a different state, you are 
allowed to maintain your original home of record if you choose. 

  
Insurance Insurance withholdings include those for Serviceman’s Group Life Insurance 

(SGLI), Family Serviceman’s Group Life Insurance (FSGLI), and the Dental 
Health Plan. 

  
Garnishments This is an involuntary deduction taken from your pay as a result of legal 

action against you.  When a garnishment such as alimony or a debt collector 
is ordered, the Government is required to withhold money from your check to 
pay your debts.  Law or court orders take out taxes and garnishments 
automatically.  Money received in advance for a PCS move is recouped on a 
monthly basis, which decreases your take home pay, but it is not a 
garnishment. 

Continued on next page 
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Deductions, Continued 

  
Other Pay 
Withholdings 

With other pay withholdings, you choose the amount that you want deducted.  
Other deductions in the Marine Corps pay system are 
 
• Montgomery GI Bill 
• Tricare Dental 
• Advance Pay 
• Advance BAH or OHA 
• Overpayment 
• Thrift Savings Plan  
 
The timeframe for repayment of government debts vary.  Check with your 
command financial specialist (CFS) or local disbursing clerk for options, 
particularly in financial hardship cases.   

  
Challenge An involuntary deduction due to a legal action against you is a 

______________________________________________________________. 

  
Challenge 
Answer 

Refer to page 1-19 for the answer before going ahead with this lesson. 
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How You Are Paid 

  
Military Pay 
Dates 

All Marine Corps members are paid on the 1st and 15th of each month.  If the 
date falls on a holiday or weekend, you will receive your pay on the workday 
prior. 

  
Direct Deposit 
System 

With the Direct Deposit System (DDS), net pay amounts are sent via 
electronic funds transfer from DFAS-KC through the Federal Reserve Bank 
to the financial institution designated by the member.  It is the member’s 
responsibility to ensure that the account selected for DDS payments is open 
and in good standing.  Net pay paid through DDS can only go to one account.  
If you desire additional distribution of pay, you must make those 
arrangements with the financial institution or through the allotment system. 

  
Changes in Pay There are many occasions that will cause changes in pay and therefore 

warrant reporting, by the member, to the unit personnel office.  These 
occasions are listed below: 
 
• Allotment changes, starts, or stops 
• Tax changes in exemptions, state of legal residence, or additional 

withholding 
• Assignment or termination of government quarters for members with 

dependents 
• Marriage, divorce, or other change in dependency status  

  
Split Pay 
Option 

Some ships have a split pay option where you may designate a portion of net 
pay to be deposited to the ATM onboard ship, with the remainder going to the 
designated DDS financial institution.  This is an excellent money 
management tool for deploying members with families. 
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Military Tax Issues 

  
Overview As with any employment, you must pay taxes!  Federal and State taxes will 

be withheld out of every paycheck.  There are ways to legally minimize your 
taxes each month.   

  
Social Security 
Taxes 

Social Security tax or FICA deductions are withheld from all military 
members’ basic pay.  This is separated into Social Security and Medicare 
contributions. 

  
Withholding The goal of paying your Federal taxes should be to pay your fair share and 

break even, so you do not owe or are owed any money when tax time rolls 
around.  Breaking even means you have maintained control over the 
maximum amount of your pay.  However, some people like to over-withhold 
to get a big refund at tax time, which is an option if you do not have the 
discipline to save otherwise.  If you have the discipline, withhold only what 
you must.  Save and invest the rest so you can earn interest on your money. 

  
Federal Income 
Tax  

Federal income tax withholding (FITW) is based on all pays—not just 
allowances and base pay, such as FICA.  Filling out a Federal W-4 Form for 
withholding designates it.  The Federal Income Tax System is a pay-as-you-
go system—meaning as you earn your money, you must pay taxes on it.  
Unfortunately, many servicemembers pay too much in taxes, over-
withholding, basically making an interest free loan to the government.    

  
State Income 
Tax 

Your military compensation may be subject to State income tax withholding 
(SITW) for the state you claim as your legal residence.  Treat state taxes like 
federal taxes—only pay what you must. 

  
Taxes on 
Military Pay 

There are several states that do not tax military pay.  Also, the 
Servicemember’s Civil Relief Act of 2003 provides that a member of the 
Armed Forces who is a legal resident of one state, but who is living in another 
solely by reason of military orders is not liable to the second state for income 
taxes on their military income.  However, if you have non-military income 
from the second state, you are liable for State income taxes on that income. 

Continued on next page 
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Military Tax Issues, Continued 

  
Change in 
Status 

Be aware that there are many circumstances that will affect your taxes:  
marriage, divorce, new family member, gain or loss of income, bonuses, 
moving, home ownership, and starting and, or running a business.  Any time 
your circumstances change, check with your CFS to discuss the tax 
implications and plan for the best use of your money. 

  
W-4 Form Some people do not realize they are over-withholding and they may need the 

money in their daily cash flow.  Again, only pay what you must and use your 
money according to your priorities and goals.   

  
Golden Rule Remember the golden rule of taxes:  Pay them when due, but never more than 

the law requires. 
 

Intaxication:  Euphoria at getting a refund from the IRS, which last until you 
realize it was your money to start with.   
 

--Washington Post word contest 
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Pay Problems and Solutions 

  
In the 
Operating 
Forces  

Many of the common pay problems seen in the Operating Forces include 
 
• Overpayments and underpayments 
• Failure to change income tax withholding status  
• Allotments not stopped or starting on time 
• Changes in dependent status (marriages, children, etc.) 
• Too many allotments going at once 
• Unexpected repays (garnishments, overpayments) 
• Government credit cards 
• PCS moves and deployments 

  
Solution To eliminate many of the above problems 

 
• Monitor your LES. 
• Change your Federal income tax withholding (FITW). 
• Closely monitor allotment start and stop requests.  Keep copies of 

everything. 
• Notify your personnel section immediately when there is a change in 

family status (marriage, birth, death, divorce). 
• Closely monitor spending plan. 
• Do not use Government credit cards for unauthorized expenses. 

  
Waiver of 
Indebtedness 

Recovery of erroneous payments of pay and allowances, except for travel and 
transportation allowances, may be waived through a waiver of indebtedness.  
A waiver will be granted in only those cases when, “collection of the 
erroneous payment would be against equity and good conscience, and not in 
the best interest of the United States.”  Contact your chain of command if you 
think you have received more pay or allowances than you are entitled to, or if 
you think you need a waiver of indebtedness.  
 
Note:   Waivers will not be granted in cases where any significant 

unexplained increases in pay that would require a "reasonable person" 
to inquire about the matter fails to bring the pay increase to the 
attention of the appropriate officials. 
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Survivor Benefits 

  
Overview The Marine Corps has one of the best compensation systems available from 

an employer in this country—if you die on active duty.  It is important for you 
to know the basics of survivor benefits so you can develop a comprehensive 
financial plan, designate the proper beneficiaries, and have peace of mind that 
“things” will be taken care of should something happen.  This section will 
cover 
 
• Serviceman’s Group Life Insurance (SGLI) 
• Survivors benefit package 
• Major survivor benefits  

  
SGLI Your SGLI is one of the most valuable benefits available to servicemembers.  

SGLI is a term insurance policy with coverage up to $250,000 for a present 
cost of $16.25 per month.  You can determine the amount of your coverage 
by checking your LES in the “Deductions” section.  If there is no deduction 
listed for SGLI, then you are not covered.  If you are not covered, you can 
rectify this by visiting your personnel office to adjust or obtain coverage.   
 
SGLI has no loan, cash, paid-up, or extended values.  When you leave the 
service, it goes away after 120 days or it can be converted to another type of 
insurance after service ends.   

  
Family SGLI Family and Spousal Group Life Insurance (FSGLI) is life insurance coverage 

for your whole family.  Provided you are covered by SGLI, your children will 
be automatically covered at $10,000 per child at no cost to you.  Your spouse 
may be covered up to $100,000 or the dollar amount of your coverage, 
whichever is less.  The cost for this coverage varies by age and the amount of 
coverage. 

  
Questions Questions regarding SGLI and FSGLI can be directed to the Office of 

Serviceman’s Group Life Insurance (OSGLI), 213 Washington Street, 
Newark, NJ 07102 or www.insurance.va.gov.  

Continued on next page 
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Survivor Benefits, Continued 

  
Beneficiary Form SGLV 8285 is used to designate a person who will receive your SGLI 

benefits.  Each beneficiary’s name, address, percentage of shares, and option 
of payment must be designated.  Use of the phrase, “by law” to designate 
SGLI beneficiaries is not allowed.  Be certain to keep this form up to date.  
Many servicemembers have passed away and had their insurance go to an ex-
wife, simply because they forgot to change their beneficiary.  This is not 
governed in a will. 

  
Additional 
Insurance 

Throughout your career, you will be met with offers to buy additional 
insurance.  Evaluate these offers carefully and always remember that if you 
have full SGLI, you are already covered for up to $250,000 and may not need 
additional insurance. 

  
Survivor 
Benefit Plan 

The Survivor Benefit Plan (SBP) is a choice you will be faced with as you get 
ready to retire.  You may find it unnecessary to think about this benefit early 
in your career, but knowledge of SBP and knowing that it will be available to 
you upon retirement should have an impact on your ongoing financial 
planning and may affect some of your long-range financial decision-making.   
 
SBP is covered in-depth in study unit 5, lesson 2 in this course. 

  
Other Major 
Survivor 
Benefits 

The other major survivor benefits that your family will receive if you die on 
active duty include 
 
• Death gratuity of $12,000 
• Free burial 
• Round trip travel and free household goods move 
• Six months of BAH or housing 
• Arrears in pay and accumulated leave 
• Social Security ($225 burial and other survivor benefits) 
• Dependency and indemnity compensation (DIC) of $948 monthly for 

spouse and $237 monthly for each child under 18 as of 2003 
• VA education benefits of $680 monthly for 45 academic months (full 

time) for children as of 2003 
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Other Military Benefits 

  
Other Benefits In addition to the survivor benefits, there are other monetary and non-

monetary benefits to which you are entitled.  These other benefits are listed 
below: 
 
• Medical and dental care 
• Education and Veterans Administration (VA) Programs 
• Leave 
• Retirement 

  
Medical and 
Dental Care 

Medical and dental care is provided to active duty members at varying costs 
to family members depending upon the type of coverage selected. 

  
Education and 
VA Programs 

Depending on your date of entry, you may be eligible for the Voluntary 
Education Assistance Plan (VEAP) or the Montgomery GI bill.  These are 
programs where you share in the cost of the benefit.  There are also programs 
funded entirely by the Government, such as the Tuition Assistance Program. 

  
Leave You earn leave every month.  You earn 2.5 days per month for a total of 30 

days per year.  You may accrue leave up to 60 days.  If you are deployed in a 
year, you may accrue more than 60 days in that year.  Leave in excess of 60 
days must be taken or lost by the end of the fiscal year, 30 September.  You 
may also sell back up to 60 days leave at the end of an enlistment or 
separation during your entire military career.  

  
Retirement Normally, you must serve 20 years to become eligible for retirement pay.  

The longer you serve, the more retirement pay you will receive.  The different 
retirement plans will be covered in greater detail in study unit 5, lesson 2. 
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Additional Information 

  
Web Sites The following sites can be used as references or for additional information: 
 

Web Site Description 
www.dfas.mil Defense Finance and Accounting Service handles 

pay for the military.  DFAS is the world’s largest 
finance and accounting operation. 

www.irs.gov Internal Revenue Service can answer many tax 
questions regarding refunds or payments.  Forms 
and publications can also be downloaded. 

www.insurance.va.gov Provides information regarding life insurance 
programs for veterans and servicemembers who 
may not be able to get insurance from private 
companies because of the extra risks involved in 
military service or a service connected disability. 

www.mypay.gov myPay allows you to manage your pay 
information, Leave and Earning Statements,  
W-2s, and more; sponsored by DFAS. 
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Situational Awareness 

  
Actions on the 
Objective 

Upon completing this lesson, you should do the following on your own: 
 
___  Review your LES. 
 
___  Make sure all personal information is up-to-date. 
 
___  Check forecasted amounts for accuracy. 
 
___  Are you having enough or too much taken out in taxes? 
 
___  Are your deductions correct? 
 
___  Check your entitlements as your circumstances change. 
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Lesson 1 Exercise 

  
Directions Complete exercise items 1 through 16 by performing the action required.  

Check your answers against those listed at the end of this unit.   

  
Item 1 Different forms of compensation include survivor benefits, clothing 

allowance, base pay, and  
 
a. receipt of retirement pay after 10 years of service. 
b. free flights overseas every 3 years. 
c. allowances for housing and subsistence. 
d. access to low-cost loans from Government-sponsored credit unions. 

Continued on next page 
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Lesson 1 Exercise, Continued 

  
Directions for 
Item 2  
Through  
Item 6 

For items 2 through 6, review and analyze the following LES and then answer 
the questions. 

 

 

Continued on next page 
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Lesson 1 Exercise, Continued 

  
Item 2 What is the forecasted amount of pay due on 20031031? 

 
a. $1402.00 
b. $1401.00 
c. $1442.10 
d. $2697.00 

  
Item 3 What is Corporal Beltbuckle’s current leave balance? 

 
a. 2.5 days 
b. 32.5 days 
c. 35.0 days 
d. 56.0 days 

  
Item 4 How much has Corporal Beltbuckle paid into the Montgomery GI bill? 

 
a. $0.00 
b. $100.00 
c. $228.45 
d. $1200.00 

  
Item 5 What is the total amount of basic pay coming to Corporal Beltbuckle? 

 
a. $1230.00 
b. $1401.00 
c. $1442.10 
d. $2697.00 

  
Item 6 What is the total amount of pay deducted from Corporal Beltbuckle? 

 
a. $228.45 
b. $242.81 
c. $273.43 
d. $1442.10 

Continued on next page 
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Lesson 1 Exercise, Continued 

  
Item 7 Corporal Beltbuckle receives a base pay every month.  This pay is 

___________ and based on________________________________________ 
 
a. non-taxable; rank and supervisor’s rating of job performance. 
b. non-taxable; rank and years of service. 
c. taxable; time in grade. 
d. taxable; rank and years of service. 

   
Item 8 The three types of allowances to which a Marine is entitled are 

 
a. housing, living expenses, and savings bonds allowances. 
b. moving, traveling, and temporary additional duty allowances. 
c. commissary, exchange, and clothing allowances. 
d. housing, living expenses, and moving or travel expenses. 

  
Item 9 Which of the following is not a form of discretionary allotment available? 

 
a. Education 
b. Insurance 
c. Taxes 
d. Bond 

  
Item 10 Corporal Beltbuckle has had some changes to his LES this month.  His base 

pay increased due to time-in-grade and money is being taken out for his 
Montgomery GI Bill, his mortgage payment, a charitable contribution, and for 
a legal action against him.  Which of the following is considered an 
involuntary deduction? 
 
a. Montgomery GI Bill 
b. Mortgage payment 
c. Charitable contribution 
d. Legal action 

Continued on next page 
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Lesson 1 Exercise, Continued 

  
Item 11 When using the Direct Deposit System, your pay goes electronically from 

DFAS-KC  
 
a. to your account aboard ship, if using the split pay option. 
b. through the Federal Reserve Bank to your designated account. 
c. to the Federal Reserve Bank. 
d. to the pay and disbursing office, which then issues you a hard check. 

  
Item 12 Why would Corporal Beltbuckle wish to legally withhold the correct amount 

of taxes from his pay? 
 
a. To ensure the greatest amount of control over his pay 
b. To get a big refund at tax time 
c. To ensure he will not have to pay any taxes owed to the Federal or State 

Governments 
d. To use it as another way to regularly save money 

  
Item 13 Common pay problems in the Operating Forces include overpayments, too 

many allotments, government credit card usage, and 
 
a. too many deductions. 
b. expected garnishments. 
c. waivers of indebtedness. 
d. changes in dependent status. 

  
Item 14 Corporal Beltbuckle seems to be having some pay problems after reviewing 

his last two LESs.  What can he do to ensure he receives the correct amount 
of pay? 
 
a. Start an allotment into his savings account. 
b. Use his Government credit card for personal expenditures until the pay is 

corrected. 
c. Monitor his budget and spending plan. 
d. Nothing.  DFAS will eventually conduct an audit and, if owed, he will 

receive back pay. 

Continued on next page 
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Lesson 1 Exercise, Continued 

  
Item 15 If you die on active duty, major survivor benefits include 

 
a. low-cost burial in Arlington National Cemetery. 
b. your retirement pay paid to your surviving spouse. 
c. round trip travel and free household goods move. 
d. free education for any surviving children. 

  
Item 16 The four types of monetary and non-monetary benefits to which you are 

entitled are 
 
1. __________________________________________________________ 
 
2. __________________________________________________________ 
 
3. __________________________________________________________ 
 
4. __________________________________________________________ 

Continued on next page 
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Lesson 1 Exercise, Continued 

 
Answers The table below provides the answers to the exercise items.  If you have any 

questions, refer to the reference page listed for each item. 
 

Item Number Answer Reference Page
1 c 1-5 
2 b 1-10 
3 c 1-10 
4 d 1-10 
5 c 1-10 
6 a 1-10 
7 d 1-12  
8 d 1-13 
9 c 1-18 
10 d 1-19 
11 b 1-21 
12 a 1-22 
13 d 1-24 
14 c 1-24 
15 c 1-26 
16 1. Medical and dental care 

2. Education and Veteran 
Administration Programs 

3. Leave 
4. Retirement 

1-27 
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LESSON 2 

LEGAL ISSUES 

Introduction 

  
Scope The topics of this lesson consist of various legal issues that you may face 

throughout your life.  This lesson is intended to inform you of some typical 
issues that may arise in relation to your personal finances and highlight some 
of your legal rights.  It should not be viewed as a substitute for legal advice.  
If you have specific situations that require the advice of an attorney, please 
seek legal council through a qualified legal assistance attorney.   

  
Learning 
Objectives 

After this lesson, you should be able to  
 
• Identify grounds for divorce. 
 
• Identify the Marine Corps’ policy on financial support of dependents. 
 
• Identify how a child’s paternity is established. 
 
• Recognize basic contract clauses. 
 
• Analyze the benefits of a military clause in a lease. 
 
• Identify types of warranties. 
 
• Identify what the Servicemembers’ Civil Relief Act of 2003 covers. 
 
• Identify credit and collection laws. 
 
• Identify the advantages of bankruptcy. 
 
• Identify the disadvantages of bankruptcy. 
 
• Identify the types of identity theft. 

Continued on next page 
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Introduction, Continued 

  
Learning 
Objectives, 
continued 

• Identify ways to protect your identity. 
 
• Identify ways to repair identity theft damage. 

  
In This Lesson This lesson contains the following topics: 
 

Topic See Page 
Introduction 1-37 
Domestic Relations 1-39 
Contracts 1-44 
Landlord and Tenant Transactions 1-47 
Warranties 1-49 
Servicemembers’ Civil Relief Act of 2003 1-51 
Credit, Collections, and Bankruptcy Laws 1-54 
Identity Theft 1-60 
Additional Information 1-65 
Situational Awareness 1-67 
Lesson 2 Exercise 1-68 

  
 



MCI Course 3420F  Study Unit 1, Lesson 2 1-39

Domestic Relations 

  
Overview When talking about domestic relations, there are a wide range of issues, 

concerns, rights, and responsibilities regarding marriage, separation, divorce, 
and children.  Whether you are married or not, you need to know some of this 
information.  This topic discusses several aspects of domestic relations: 
 
• Divorce 
• Division of marital property 
• Spousal and child support  

  
Divorce Divorce is driven by State law.  Traditionally, divorces are based on “fault” 

grounds, such as adultery, desertion, or spousal abuse.  In some states, 
however, fault divorces have been abolished and statutes have been passed 
based on either fault or no-fault grounds.  The time required to obtain a 
divorce and the expense involved will vary greatly, depending upon whether 
you proceed with a fault or no-fault divorce. 

  
Divorce 
Jurisdiction 

State law varies further concerning jurisdiction for purposes of obtaining a 
divorce.  The state of domicile (legal residence) of either party traditionally 
has been the basis for jurisdiction.  Nearly every state imposes a residency 
requirement.  You must meet both the domicile and residency requirements of 
the state in which the divorce is sought in order to meet jurisdiction 
requirements.   
 
Note:   Beware of divorces obtained in foreign countries.  They may not be 

recognized as valid in the United States.   

  
Division of 
Marital 
Property 

Whenever there is a divorce, the parties will mutually agree or obtain—by 
court decree—a division of mutual property.  “Marital property” generally 
means those items acquired by the parties during marriage.  The Uniformed 
Services Former Spouse Protection Act allows State courts to divide Federal 
retirement pay as marital property.  The State courts decide how to divide 
retirement pay in a divorce, not the military.  A former spouse can get some 
portion of retired pay after as little as one year of marriage. 

Continued on next page 
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Domestic Relations, Continued 

  
Marital Debt Marital debts are also subject to division via mutual agreement or court 

decree.  Prior to such an agreement or court decree, both parties are still 
equally responsible for joint debts.  Each party can protect themselves to 
some extent by closing any joint credit or checking accounts and notifying all 
creditors of their wishes regarding future charges.   
 
Creditors are never a party to your divorce.  If both names are on the contract, 
creditors can and will go after either or both parties, regardless of court decree 
or mutual agreement.  

  
Separation 
Agreements 

Separation agreements that provide for the division of marital property and 
debts as well as for spousal and child support are complex and important 
documents and should always be reviewed by an attorney prior to signing.  
These agreements can become part of the divorce decree and are enforceable 
by the court against the party breaching any of the terms. 

  
Guidelines for a 
Separation or 
Divorce 

If you think you are headed for separation or divorce, follow the guidelines 
listed below:  
 
• Organize your documents. 

• Review your credit report for discrepancies and, or unknown accounts.  
Check with all three major credit bureaus both before your divorce and 
6 months afterwards. 

• Re-title property to reflect any changes in ownership. 
• Wills, powers of attorney (POA), and beneficiary declarations should 

be changed when the intentions of the parties change. 
• Close all joint accounts. 
• Create a new financial plan. 
• Seek legal assistance in drafting a separation agreement. 
• Get a court order. 
• Retrieve and revoke any POA.  Notice must be given to any party who 

may have entered into agreements under the POA that the authority has 
been terminated. 

Continued on next page 
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Domestic Relations, Continued 

  
Spousal and 
Child Support 

All states have laws governing spousal and child support.  Generally, an 
action can be brought in court at any time during the marriage if the spouse 
with the greater income fails to support the other spouse.  It is not a 
requirement that a divorce action be pending.  The parties can mutually agree, 
in writing, to the level of support that will be provided by one spouse to the 
other. 
 
Most states provide for specific dollar amounts of child support based on the 
number of children and gross income of both parents.  If parties cannot agree, 
the court will impose the statutory amount. 

  
Non-Support The Marine Corps’ official stance on non-support is found in chapter 15 of 

MCO P5800.16A with change 3.  This reference includes a Support 
Calculation Worksheet.  Generally, the minimum level of financial support 
required by the order for one dependant is the greater of $350 or half of 
BAH/OHA.  For multiple dependants, the rate is discounted per dependant.  
However, at no time would the required support exceed one-third portion of 
the Marine’s gross military pay.  In many states, the failure to support one’s 
legal dependants is a criminal offense.  The military recognizes a 
servicemember’s moral and legal obligations to support family members and 
uses its resources to ensure that this obligation is met.   

  
Garnishment Where support payments are in arrears, you may find that a court order for 

support payments has been turned into a judgment (a legal decision, order or 
decree), which can result in garnishment and, or involuntary allotments.  In a 
garnishment, a debtor’s wages are used to pay a debt by court order.  
Therefore, if your pay is garnished for support payment in arrears, money is 
automatically taken out of the paycheck and used to pay the arrearage.  The 
arrearage must be for 2 months or more for a garnishment to result. 

  
Severe Cases of 
Non-Support 

In particularly severe cases of non-support, the command may take 
disciplinary action ranging from NJP to courts-martial.  Non-support, as well 
as a fraudulent claim or receipt of BAH-Difference, can be the basis for such 
action.  Your best bet is to determine the amount of support owed and set up 
an allotment to pay for it.  If it is not paid by allotment, checks are preferred 
over money orders for the sake of record keeping.  Copies of all documents 
should be retained in case needed in the future. 

Continued on next page 
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Domestic Relations, Continued 

  
Paternity Your child’s paternity is determined as follows: 

 
• Born while you are married 
• Adopted, even after divorce 
• Born out of wedlock with paternity test 
• Does not include stepchildren 
 
If you are not the parent of a child, beware of anything that can be construed 
by the court as evidence of paternity, such as sending money to take care of 
the child.  Do not acknowledge paternity in any manner whatsoever until you 
are sure the child belongs to you.  When in doubt, have a paternity test 
performed. 

  
Child Support 
Guidelines 

Guidelines regarding child support are listed below: 
 
• Pay it and keep a record of all payments made. 
 
• Get a paternity test if you are skeptical.  Refrain from any action that can 

be construed as child support, it can be considered to establish paternity. 
 
• Seek assistance at your local child support enforcement office if your child 

support is not being paid.   
 
• An involuntary allotment for back child support will take priority over all 

other debts save those owed to the government. 

  
Challenge I Why should you not get a divorce in a foreign country? 

 
______________________________________________________________ 

  
Challenge I 
Answer 

Refer to page 1-39 for the answer before going ahead with this lesson. 

Continued on next page 
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Domestic Relations, Continued 

  
Challenge II Name three guidelines to consider if you are headed towards a separation or 

divorce. 
 
1. ___________________________________________________________ 
 
2. ___________________________________________________________ 
 
3. ___________________________________________________________ 

  
Challenge II 
Answer 

Refer to page 1-40 for the answer before going ahead with this lesson. 
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Contracts 

  
Overview Contracts dominate many aspects of our lives.  When you buy a car or a 

house, you are signing a contract.  When you sign up for cellular phone 
service, you sign a service agreement, which is just another name for a 
contract.  Your knowledge of contracts, their clauses, and your rights is 
crucial to ensure you are not taken advantage of. 

  
Credit 
Contracts 

A credit contract or note is a legal document that names the borrower and 
lender and the terms of the loan agreement.  These terms are the amount 
borrowed, interest rate, finance charge, time for making payments, amount of 
each payment, and the effects of missing a payment.  The Federal Truth in 
Lending Act requires that other important credit terms, such as the annual 
percentage rates and the finance charge be included in any consumer contract. 

  
Clauses There are several key clauses to look for in the “fine print” of a consumer 

credit contract that refer to the rights and responsibilities of the creditor and 
debtor if payments are missed.  Remember, the big print giveth, and the fine 
print taketh away.  The fine print consists of the following clauses: 
 
• Security clause 
• Attorney’s fee clause 
• Repossession clause 
• Late fee clause 
• Acceleration clause 

  
Security Clause The security clause itemizes the property that the creditor may claim as 

collateral if you do not pay the loan as agreed.  The item purchased may be 
the collateral, as well as any other items that you may have pledged in order 
to obtain the loan. 

  
Attorney’s Fee 
Clause 

The attorney’s fee clause states that you are responsible for paying the 
creditor’s attorney’s fees if the creditor sues the member for non-payment. 

Continued on next page 
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Contracts, Continued 

  
Repossession 
Clause 

The repossession clause states that if the item purchased is repossessed, you 
are still responsible for paying any outstanding balance on the loan if the 
creditor does not receive enough money when the collateral is sold to pay off 
the loan as well as other charges related to the repossession. 

  
Late Fee Clause The late fee clause states when and how the creditor will charge you late fees 

if payments are not made as agreed. 

  
Acceleration 
Clause 

The acceleration clause states that if you default on the loan, the creditor can 
demand payment of the outstanding balance.  A default can be only one 
payment on a loan. 

  
Cancellation of 
Contracts 

A contract is presumed binding on both parties and cannot be canceled by one 
party without the express permission of the other party.  Some contracts, 
however, contain various “cooling off” provisions that allow the purchaser to 
cancel the contract within a specified period of time.  While negotiating the 
contract, purchaser should inquire as to whether there are any applicable 
cancellation provisions.  Make sure they are in writing in the body of the 
contract itself.  State law may also govern the cancellation of various 
contracts (time-shares, health club, etc.). 

  
Contracts 
Guidelines 

Below are some guidelines if you are going to negotiate and/or sign a 
contract: 
 
• Read the fine print. 
 
• Get everything in writing—no verbal promises. 
 
• Understand all the terms of the contract—ask questions. 
 
• Before signing any contract, especially a vehicle purchase, take a copy of 

the unsigned contract and seek legal counsel through a qualified legal 
assistance attorney. 

 
• Make sure the whole contract is filled in—leave no blanks. 

Continued on next page 
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Contracts, Continued 

  
Contracts 
Guidelines, 
continued 

• If the seller wants to cancel the existing contract, change some of the terms 
(such as the interest rate) and sign a new one, you have the right to stay 
with the original contract if signed by both parties. 

 
• Cancellation of a contract may require the agreement of both parties.  Get 

it in writing and deliver it via certified mail, return receipt requested. 
 
• Be wary of any rights you may waive regarding collection of delinquent 

accounts. 

  
Challenge Corporal Beltbuckle has fallen behind on his car payments and wakes up one 

morning to find his car being towed away.  The bank sells the car and informs 
him that he still owes $1,500.  What contract clause is in effect? 
 
______________________________________________________________ 

  
Challenge 
Answer 

Refer to page 1-45 for the answer before going ahead with this lesson. 
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Landlord and Tenant Transactions 

  
Overview As a Marine, you will no doubt be required to move more frequently than a 

civilian would.  Of course you will have to have a place to stay and you may 
rent either an apartment or a house.  Due to your military status, you have 
certain rights that need to be placed into your lease. 

  
Customary 
Arrangements 

In many states, property may be rented either by written or oral agreement.  
Oral agreements are not advisable because it may be very difficult to establish 
the terms of the agreement and to resolve disputes.   
 
A copy of the recommended lease that favors your interests—as a tenant and 
member of the military—may be obtained from the Housing Referral Office.  
You need to check with the Housing Referral Office prior to signing a lease in 
order to avoid loss of BAH.  It is recommended that a counselor at the 
Housing Referral Office review all leases before signing. 

  
Military 
Clauses 

A statutory military clause has been enacted in some states.  There is no 
Federal statute requiring a general federal military clause in all 
servicemembers’ leases.  A military clause permits you to cancel the lease 
upon receipt of PCS orders, an order to move into government quarters, or 
discharge from military service.  It is in your best interest to make sure that 
your lease has a military clause.   
 
Note:   Some State laws may allow landlords to charge tenants a penalty for 

terminating a lease early using the military clause. 

  
Renters 
Insurance 

Normally the landlord is not responsible for loss of tenant’s personal 
property, unless the landlord’s negligence caused the loss.  You should 
therefore have a form of renters insurance to protect your personal property.  
You should also obtain insurance covering liability to third parties on the 
property.  In most states, the landlord is not responsible for the physical safety 
of the tenant from anything other than structural property.  Criminal acts by 
non-tenants alone are not a basis for the termination of a lease unless personal 
physical protection is specifically provided for in the lease. 

Continued on next page 
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Landlord and Tenant Transactions, Continued 

  
Security 
Deposit 

State law varies regarding the reasons a landlord may retain the deposit.  The 
deposit cannot be retained for normal wear and tear charges, such as replacing 
carpeting and repainting.  The length of time within which the landlord must 
either refund the deposit or advise why any portion is being withheld also 
varies among states.  Triple damages may be awarded for judicial finding of 
failure to comply with statutes regulating the return of the security deposit. 

  
Landlords and 
Tenant 
Guidelines 

Below are some guidelines when dealing with landlords and tenant 
transactions: 
 
• Get a written lease—do not accept oral promises. 
• Make sure there is a military clause in the lease. 
• Get renters insurance to protect your property before moving in and note 

in writing any discrepancies.  Retain list for when you vacate.  Take 
photographs or videotape the premises for your records. 

• Be cautious about withholding rent or violating lease provisions over 
disputes with the landlord; your actions may place you in breach of 
contract.  Strict compliance with the law is required to use rent escrow or 
rent withholding. 

• See a qualified legal assistance attorney with concerns about your lease. 

  
Challenge Why should you get renters insurance if you rent a home or apartment? 

 
______________________________________________________________ 

  
Challenge 
Answer 

Refer to page 1-47 for the answer before going ahead with this lesson. 
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Warranties 

  
Overview Warranties vary in the amount of coverage provided.  Warranties apply to all 

types of property:  cars, appliances, houses, etc.  There are three types of 
warranties that will be discussed further: 
 
• Implied warranties 
• Expressed warranties 
• Service contracts 

  
Implied 
Warranty 

State law gives implied warranties on all products and services whether the 
warranty is written or not.  Look to state law for additional statutes providing 
warranties such as automobile and lemon laws.  There are two categories of 
implied warranty:   
 
• Warranties of merchantability.  The dealer promises the product will do 

what it is supposed to do (e.g., a car will run and a toaster will toast). 
 
• Warranties of fitness for a particularly purpose.  This applies when you 

buy a product on the seller’s advice that it is suitable for a particular 
purpose (e.g., the seller said that a certain sleeping bag is suitable for zero 
degree weather). 

  
Expressed 
Warranty 

Expressed warranties are written or oral warranties supplied by a 
manufacturer or seller.  There are three types of expressed warranties:  
 
• As Is.  No warranty is given as to the condition or workability of the 

product.  The seller has no liability for faulty goods. 
 
• Limited.  The seller or manufacturer will only provide a warranty on 

specific things (e.g., pay for all parts within the first year, but not the cost 
of labor). 

 
• Full.  The seller or manufacturer guarantees completely the condition, 

parts, and labor for the product for a specific period of time. 

Continued on next page 
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Warranties, Continued 

  
Service 
Contracts 

Although often called “extended warranties,” service contracts are not 
warranties.  Warranties are included in the price of goods and services, but 
service contracts will cost extra money.  To decide whether or not to buy a 
service contract in addition to the warranty, consider the following questions: 
 
• Does the service contract cover repairs that you would get for free under 

the warranty? 
• Is the product likely to need repairs and what is the potential cost? 
• How long is the service contract in effect? 
• What is the long-term cost of the extended warranty, especially if you are 

financing it?   
• What about the reputation of the company offering the service contract? 

  
Warranty 
Guidelines 

When dealing with warranties, follow the guidelines listed below: 
 
• Read any warranty and know what is covered. 
 
• Scrutinize any offers of extended warranties (service contracts).   
 

Note:   Service contracts are written like insurance policies and frequently 
have exclusions, limitations, or conditions that reduce or eliminate 
the general coverage and protection stated in the agreement. 

 
• Inspect anything you are going to purchase “As Is.”  What you see is what 

you get and what you do not see is what you get, especially when it comes 
to used cars. 

 
• Take action while the warranty is in effect if something goes wrong with 

an item.  As in all business transactions, elements of proof are very 
important.  Always communicate in writing or follow up on phone calls 
with letters. 
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Servicemembers’ Civil Relief Act of 2003 

  
Overview The Servicemembers Civil Relief Act of 2003 (SCRA) formerly known as the 

Soldiers’ and Sailors’ Civil Relief Act of 1940 is a federal law that gives all 
military members important rights as they enter active duty.  It was designed 
in part to relieve servicemembers from worry over their inability to meet their 
civil obligations.  Under the Act, enforcement of certain liabilities can be 
temporarily suspended if their ability to meet their obligations has been 
impaired by reasons of their military service. 

  
Who Does It 
Cover 

The SCRA protects active duty military members and reservists called to 
active duty—starting on the date active duty orders are received—and, in 
limited situations, dependents of military members. 

  
Receiving 
Protection 

To receive protection under some parts of the SCRA, you must be prepared to 
show that military service has had a “material effect” on the legal or financial 
matter involved.  Protection under the SCRA must be requested during your 
military duty or within 30 to 180 days after service ends, depending on the 
protection being requested.  

  
Obtaining 
Protection 

If you think you have rights under the SCRA that may have been violated or 
that you are entitled to be shielded from a legal proceeding or financial 
obligation by the SCRA protections, you should discuss the matter with a 
qualified legal assistance attorney or a civilian attorney as soon as possible. 

  
Major 
Protections 

Some of the major protections that the SCRA provides are listed below: 
 
• A reduction of interest rates in excess of 6 percent on installment contracts 

entered into prior to joining the Armed Forces under certain 
circumstances. 

 
• Postponement of proceedings in a court or administrative proceeding if 

you are unable to attend due to your military duties for a mandatory 
minimum of 90 days.  The court may grant further delays. 

Continued on next page 
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Servicemembers’ Civil Relief Act of 2003, Continued 

  
Major 
Protections, 
continued 

• Termination of leases if you subsequently receive PCS orders or a 
deployment for a period of 90 days or more, including automobiles.  Also, 
an automobile lease entered into while on active duty may be cancelled if 
you receive PCS orders outside CONUS or deployment orders for a period 
of 180 days or more.   

 
• Some protection against eviction where your pay has been materially 

affected by your military service. 
  
• Right to request stay of default judgments when military service hinders 

appearance in court to properly represent yourself.  You must tell the 
court, or at a minimum the opposing attorney, that you are in the military 
and subject to the SCRA. 

 
• Request deferment of certain commercial life insurance premiums and 

other payments for the period of military service and 2 years after.   
 
• Exemption from paying state income taxes on military pay earned in states 

that are not the legal residences of servicemembers. 
 
• Exemption from paying personal property taxes in any state except state of 

legal residence.  However, the SCRA does not relieve the service 
member’s spouse from paying the tax on their personal property to the 
state where residing.  

 
• The requirement that creditors obtain a court order prior to repossessing 

real or personal property purchased prior to entering the Armed Forces or 
being recalled to active duty as a reservist. 

Continued on next page 
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Servicemembers’ Civil Relief Act of 2003, Continued 

 
What It Does 
Not Cover 

The SCRA will not  
 
• Rescind a rental or purchase agreement entered into after entry onto active 

duty. 
• Exempt you from the payment of local real estate taxes. 
• Assist in avoiding or postponing court action resulting from civilian 

criminal charges—civil only.   
• Cover federal student loans. 

 
Challenge  What must you be prepared to show in order to receive protection under the 

SCRA? 
 
______________________________________________________________ 

  
Challenge 
Answer 

Refer to page 1-51 for the answer before going ahead with this lesson. 
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Credit, Collection, and Bankruptcy Laws 

  
Overview There are many laws that have been enacted by the Federal Government to 

provide consumers with certain rights regarding credit and collections.  Here 
are some of the major laws that you need to be aware of: 
 
• Federal Truth in Lending Act 
• Fair Credit Billing Act 
• Electronic Funds Transfer Act 
• Fair Debt Collections Practices Act 
• Fair Credit Reporting Act 
• Equal Credit Opportunity Act 
 
While learning about these Acts may seem daunting, your knowledge of them 
could prove to be vital to you one day. 

  
Federal Truth 
in Lending Act 

This Act protects consumers by requiring lenders to provide a “meaningful 
disclosure of all credit terms.”  The disclosure of these credit terms enables 
you to comparison shop for the best terms and rates.  The Federal Truth in 
Lending Act does not regulate the amount that lenders may charge for credit.   

  
Fair Credit 
Billing Act 

The Fair Credit Billing Act helps consumers resolve disputes with creditors 
over billing errors—including transactions by unauthorized users—and to 
ensure fair handling of credit accounts.  Billing errors (mistakes) include 
charges made by an unauthorized user, charges for goods or services not 
accepted by the consumer, computation errors, and charges for the wrong 
amount or on the wrong date.  The creditor will investigate the allegation of 
unauthorized use and if they find it valid, the maximum liability is $50. 

Continued on next page 
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Credit, Collection, and Bankruptcy Laws, Continued 

  
Electronic 
Funds Transfer 
Act 

The Electronic Funds Transfer Act (EFTA) was adopted to provide protection 
to electronic funds transfer (EFT) users.  This Act impacts the use of many 
point of sale (POS) transfers, ATM transfers, direct deposit or withdrawal of 
funds, transfers initiated by telephone, debit cards, and credit cards used as 
debit cards.  A major tenet of this Act regards cardholders’ liability for 
unauthorized transfers. 
 
Consumers are liable for the following amounts after discovering the loss or 
theft according to the following table: 

 
Business Days Amount Liable 

2 $50 
3 to 60 $500 

61 or more Unlimited 
 

Note:   Notification can be oral or written. 

  
Fair Debt 
Collection 
Practices Act 

This Act eliminates abusive debt collection practices, ensures that those 
collectors who refrain from using abusive debt collection practices are not 
completely disadvantaged, and promotes consistent state action to protect 
consumers against debt collections abuses.  The Fair Debt Collection 
Practices Act applies to debt collectors—a business for which the principle 
purpose is the collection of any debts or who regularly collect debts owed to 
others.  Debt collectors cannot 
 
• Harass, oppress, or abuse any person by making threats of violence, using 

obscene or profane language, or by repeatedly using the telephone to 
annoy. 

• Call before 0800 or after 2100. 
• Make any false statements when collecting a debt. 
• Engage in unfair practices in attempting to collect a debt by depositing a 

post-dated check before the date on the check or by taking your property 
unless done legally. 

 
You have the right to notify a debt collector in writing to have no further 
contact with you.  The law allows the collector one final contact, usually to 
invoke a specific remedy.  If the collector continues to contact you after a 
written request has been made to cease all contact, you have the right to report 
the violation to the Federal Trade Commission for action.   

Continued on next page 
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Credit, Collection, and Bankruptcy Laws, Continued 

  
Fair Credit 
Reporting Act 

This Act ensures the consumer credit reporting agencies furnish correct and 
complete information to businesses for use in evaluating applications for 
credit, insurance, or employment.  
 
The Fair Credit Reporting Act gives you the right to see your credit bureau 
file and to dispute the completeness or accuracy of the report.  It also requires 
disclosure to you of the name and address of any credit-reporting agency that 
supplied information about you.  Further, it gives you the right to put a 100-
word statement on your credit report. 

  
Equal Credit 
Opportunity 
Act 

The Equal Credit Opportunity Act provides for credit being granted to all 
consumers in a fair and equitable manner.  It prohibits discrimination based 
on sex, marital status, race, national origin, religion, age, or the receipt of 
public assistance.  This Act prohibits women from having to reapply for 
credit due to separation or divorce.  A person can still be denied credit if they 
fall into one of these categories, but a poor credit history is the only allowable 
reason for denial of credit. 

  
Letters of 
Indebtedness 

Often when servicemembers become delinquent on their debts, a creditor will 
correspond with the command requesting assistance in collection of the debt.  
These are referred to as Letters of Indebtedness.  The creditor is hoping that 
the command will apply some official pressure to get the member to pay.  
Many of these letters are not legal and no action is required. 
 
Letters of Indebtedness, legal or not, gives a signal to the command that you 
may be having financial difficulties.  If left “untreated,” these difficulties can 
result in further collection efforts, garnishments, or even bankruptcy. 

Continued on next page 
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Credit, Collection, and Bankruptcy Laws, Continued 

  
Bankruptcy Bankruptcy is a legal proceeding provided by Federal law, in which people 

who cannot pay their bills can get a fresh financial start.  All bankruptcy cases 
are handled in Federal court.  Filing for bankruptcy immediately stops all 
creditors from seeking to collect from you (called an “automatic stay”), at 
least until your debts are sorted out according to the laws.  There are two 
types of bankruptcy: 
 
• Chapter 7—straight liquidation of assets to pay debts. 
• Chapter 13—court ordered plan to pay debts. 
 
There are positive and negative aspects of bankruptcy.   

  
Positive Aspects On the positive side, bankruptcy can 

 
• Eliminate the legal obligation to pay most or all of your debts. 
 
• Stop foreclosure on your house or mobile home and allow you an 

opportunity to catch up on missed payments. 
 
• Prevent repossession of a car or other property or force the creditor to 

return property even after it has been repossessed. 
 
• Stop wage garnishment, debt collection harassment, and similar creditor 

actions. 
 
• Restore or prevent termination of utility services. 
 
• Allow you to challenge the claims of creditors who have committed fraud 

or who are otherwise trying to collect more than you really owe. 

Continued on next page 
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Credit, Collection, and Bankruptcy Laws, Continued 

  
Negative 
Aspects 

On the negative side, bankruptcy cannot 
 
• Eliminate certain rights of ‘secured’ creditors. 
 
• Discharge certain types of debts such as child support, alimony, some 

student loans, criminal fines, and taxes. 
 
• Protect cosigners on your debts. 
 
• Discharge debts that arise after bankruptcy has been filed, and in many 

cases debts incurred just prior to filing bankruptcy. 
 
A bankruptcy can stay on your credit report forever.  It is reported to general 
creditors between 7 and 10 years.  After the 10-year period, it will be reported 
only to creditors with whom you seek a mortgage or loan for $150,000 or 
more, an insurance policy with a value of $150,000 or more, and employment 
with a salary of $75,000 or more. 

  
Final Resort Bankruptcy is a final resort, and should only be pursued after all other options 

have been ruled out.  Work with your command financial specialist, Marine 
Corps Community Services; personal financial management specialist, Navy 
Marine Corps Relief Society; and, or non-profit debt management counseling 
programs available at your local federal credit union or through non-profit 
consumer credit counseling organizations.  For most military members, there 
are alternatives to bankruptcy that allow you to live up to your legal and 
moral debt obligations without filing bankruptcy. 

  
Credit 
Guidelines 

The following guidelines may be useful in dealing with some of the credit 
issues found in this lesson: 
 
• Make sure all finance contracts include the Federal Truth in Lending Act 

information—annual percentage rate (APR), finance charge, amount 
financed, total payments. 

 
• Dispute wrong information on your credit report. 
 
• Report any loss or theft of credit or debit cards as soon as you realize they 

are missing. 

Continued on next page 
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Credit, Collection, and Bankruptcy Laws, Continued 

  
Credit 
Guidelines, 
continued 

• Ask third party collection agents to stop calling if they are harassing you.  
Seek debt management counseling. 

 
• Avoid letters of indebtedness to the command by developing and using a 

personal financial plan and keeping debt payments down to an affordable 
level. 

 
• Get financial counseling before talking to a bankruptcy attorney. 

 
Challenge I What is the amount you are liable for after discovering the loss or theft of a 

credit card?  Place your answer in the space provided under the “Amount 
Liable” column. 

  
Number of Days Amount Liable 

2 ____________________________________________ 
3 to 60 ____________________________________________ 

61 or more ____________________________________________ 

 
Challenge I 
Answer 

Refer to page 1-55 for the answer before going ahead with this lesson. 

  
Challenge II  When are debt collectors allowed to call?   

 
______________________________________________________________ 

  
Challenge II 
Answer 

Refer to page 1-55 for the answer before going ahead with this lesson. 

  
Challenge III If you notify a debt collector not to contact you anymore and the contact 

persists more than once, whom do you report the violation to? 
 
______________________________________________________________ 

  
Challenge III 
Answer 

Refer to page 1-55 for the answer before going ahead with this lesson. 
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Identity Theft 

  
Overview Identity theft is simply the crime of stealing or using someone else’s identity 

to obtain services.  This type of crime can have a wide-ranging impact on 
your life.  A few statistics for identity theft are listed below: 
 
• In 2003 approximately 7 million people were the victim of identity theft. 
 
• Victims spend an average of 600 hours recovering from this crime, often 

over a period of years. 
 
• Victims spend an average of $1,400 in out-of-pocket expenses to “clear” 

their name. 
 
• The emotional impact felt by victims is likened to victims of more violent 

crimes like rape, violent assault and repeated battering.  Some report a 
split with a significant other or spouse. 

  
Types There are two basic types of identity theft: 

 
• Account takeover.  The thief acquires your existing credit account 

information and purchases products and services using either the actual 
credit card or just the account number and expiration date. 

 
• Application fraud.  The thief uses your Social Security number (SSN) and 

other identifying information to open new accounts in your name.  May 
take months for you to realize as the statements go to another address. 

  
How Identity 
Theft Occurs 

In addition to purse snatching and stealing wallets, today’s thieves use other 
means of gaining access to your information.  They are listed below: 
 
• “Dumpster diving” through trash bins for unshredded credit card or loan 

applications 
 
• Stealing mail from unlocked mailboxes 
 
• Accessing your credit report fraudulently by posing as an employee, 

landlord, or someone else who has a legal right to the information 
 
• Completing a “change of address” form to divert your mail 

Continued on next page 
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Identity Theft, Continued 

  
Theft 
Protection 
Guidelines 

Armed with your personal identification or account numbers, the criminals 
proceed to charge goods or open new accounts.  So how do you protect 
yourself and your family?  To increase your protection, follow the guidelines 
listed below: 
 
• Review your credit report at least yearly by contacting the three major 

credit agencies. 
 
• Carry one credit card.  Do not carry your Social Security card, birth 

certificate, and passport in your wallet or purse, except when needed.   
 
• Do not put your signature in the “Customer Signature” block of your credit 

cards.  Instead write, “Ask to see picture ID.” 
 
• Avoid using common passwords and PIN numbers such as your mother’s 

maiden name or your dog’s name.  Mix upper and lower case letters and 
include numbers.  Change them periodically. 

 
• Do not carry credit card receipts.  Keep them safe or destroy them. 
 
• Shred documents with account numbers on them, including credit card 

offers. 
 
• Eliminate having your Social Security number or driver’s license number 

printed on your checks. 
 
• Do not write the complete account number on the “personal note” line 

when writing checks to pay on your credit card accounts.  Instead, just put 
the last four numbers so anyone who might be handling your check will 
not have access to it as it passes through all the check processing channels. 

 
• Drop outgoing bills at the post office rather than in your mailbox. 
 
• Review bills carefully for unexplained charges. 
 
• Make a photocopy of everything in your wallet.  Copy both the front and 

back of your driver’s license, credit cards, calling cards, etc.  If you are 
robbed, you will have quick access to the toll-free numbers you need to 
report the theft. 

 
Additional theft protection ideas are available from the various Web sites 
listed in the “Additional Information” page of this lesson. 

Continued on next page 
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Identity Theft, Continued 

  
Repairing the 
Damage 

If you are the victim of identity theft, you should follow the steps listed 
below: 
 
• Contact the fraud department of the major credit reporting agencies.  

Request a credit report, which is free to identity theft victims.  Ask that 
your file be flagged with a fraud alert, and find out how long that alert will 
remain on your report. 

 
• Contact all creditors.  Get replacement credit cards with new account 

numbers. 
 
• Report the crime to the local police department and the police department 

where the crime occurred if different.  Make sure the police list the 
accounts affected by the fraud.  Make sure there is a police report! 

 
• Keep a log of all conversations, including dates, names, and phone 

numbers.  Make a note of your time and expenses. 
 
• Keep photocopies of all letters and other documents you send to banks, 

financial institutions, creditors, and law enforcement. 
 
• After a few months, request another free copy of your credit report to 

ensure that fraudulent activity has stopped. 
 
• Do not pay a stray credit card bill to put the theft behind you.  Do not pay 

any bill resulting from identity theft.  Do not cover any of the checks.  
Your permanent credit rating will not be permanently affected and no legal 
action will be taken against you.  If any one suggests otherwise, report 
them immediately to the Federal Trade Commission. 

 
• Contact the Social Security Administration to report any fraudulent use of 

your SSN.   
 
Additional information is found on the Web sites listed in the “Additional 
Information” page of this lesson. 

Continued on next page 
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Identity Theft, Continued 

  
Stolen Checks If you have had checks stolen or fraudulent bank account(s) opened, notify 

the institution and put stop payments on any outstanding checks.  Cancel the 
account(s) and open new ones.  Report the theft to a check verification 
company.  Via the telephone, they will speak with you and verify several 
pieces of information.  The following table lists the various check verification 
companies and their phone numbers. 

  
Check Verification Company Telephone Number 

CheckRite 1-800-766-2748 
CrossCheck 1-800-843-0760 
Chexsystems 1-800-262-7771 
TeleCheck 1-800-710-9898 

 
Credit Record It is smart to monitor your credit report at least annually, even if your identity 

has not been stolen and essential if you are a victim.  The three major credit 
bureaus are  
 
• Experian 
• Equifax 
• TransUnion 
 
It is a good idea to order a copy from all three for comparison and to 
determine what is being reported.   

  
Credit 
Monitoring 

There are also a number of companies that will monitor your credit for you 
for a yearly fee.  If something abnormal appears on your report, they will alert 
you.  The fees and services vary according to the company used.  Depending 
on your situation, this may be a good source of additional protection. 

  
Online 
Guidelines 

Another source of personal information for thieves is the Internet.  Shopping 
online is becoming more and more prevalent, which can be tapped into by the 
right computer hacker.  Protect yourself using the guidelines listed below: 
 
• Shop at secure sites only.  Look for the little padlock in the bottom corner 

of your computer screen. 
 
• Use a credit card when shopping online.  Never use a debit card.  It is 

easier to challenge a fraudulent purchase with a credit card.  

Continued on next page 
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Identity Theft, Continued 

 
Opt Out Another method of protecting your identity is by lowering your profile.  

Unopened junk mail or pre-approved credit card offers that are thrown away 
can become a gold mine for the smart thief. 
 
• Request that your name be removed from credit card mailing lists by 

calling 1-800-567-8688 and answer the automated questions.  Your name 
will be removed from the lists provided by the major credit agencies for 2 
years. 

 
• Reduce telemarketing calls and spam e-mail messages by contacting 

consumer assistance at the Direct Marketing Association (DMA).  You 
can have your name, e-mail address, and telephone number removed from 
snail mail and e-mail lists, as well as telemarketing lists. 

  
Discarding 
Documents 
Guidelines 

If you become the victim of identity theft, it will help to have all your 
paperwork is some semblance of order.  Organizing your documents will save 
you time and frustration.  The following are some guidelines for discarding 
documents that contain confidential information: 
 
• Toss paid bills after one year, but keep receipts for big purchases 

indefinitely for insurance and warranty purposes. 
 
• Purge bank statements and cancelled checks every few years. 
 
• Save tax returns indefinitely and supporting documentation for 6 years.   
 
• Throw away monthly and quarterly investment and retirement plan 

statements annually, but keep year-end statements and other records as 
long as you own the securities. 

 
• Keep non-deductible IRA records to prove you already paid income taxes 

on the contributions. 
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Additional Information 

  
Web Sites The following sites can be used as a reference or for additional information: 
 

Web Site Description 
www.consumer.gov/military/ Military Sentinel is a project of the 

Federal Trade Commission and the 
DOD to identify and target consumer 
protection issues that affect members of 
the Armed Forces and their families. 

www.defenselink.mil Supports the overall mission of the 
DOD by providing official, timely, and 
accurate information about defense 
policies, organizations, functions, and 
operations.  DefenseLINK is the single, 
unified starting point for finding 
military information on-line. 

www.militarybenefits.com  A gateway that lists over 200 different 
Web sites devoted to military benefits. 

www.militarymoney.com Addresses the dynamic lifestyle of the 
military family and serves as an 
engaging financial resource for families 
with loved ones serving in America's 
Armed Forces. 

www.nmcrs.org/  Different services and locations of the 
nearest Navy-Marine Corps Relief 
Society. 

www.ihatefinancialplanning.com An informative and fun site devoted to 
those that do not like to do financial 
planning. 

www.junkbusters.com Contains a variety of methods to reduce 
telemarketing calls, junk mail, spam 
and others. 

www.the-dma.org  Lists a link to take your name off of 
telemarketers phone lists. 

www.privacyrights.org  A non-profit consumer education, 
research, and advocacy program. 

www.idtheftcenter.org A non-profit organization to help 
people prevent and recover from 
identity theft. 

Continued on next page 
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Additional Information, Continued 

  
Credit 
Reporting 
Agencies 

Contact information pertaining to the three national credit reporting agencies 
are listed in the table below: 

  
Agency Address Telephone Number 

Equifax P.O. Box 105069 
Atlanta, GA 30348 
www.equifax.com 

Report Fraud: 800-525-6285  
Order Credit Report: 800-685-1111 

Experian 
(Formerly TRW) 

P.O. Box 9532  
Allen, TX 75013 
www.experian.com 

Report Fraud: 888-397-3742  
Order credit report: 888-397-3742 

TransUnion P.O. Box 6790  
Fullerton, CA 92834 
www.transunion.com 
E-mail (fraud only): 
fvad@transunion.com 

Report Fraud: 800-680-7289 
Order credit report: 800-888-4213 
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Situational Awareness 

  
Actions on the 
Objective 

After completing this lesson, you should do the following on your own: 
 
___ Review the guidelines if you  

___ Are headed for separation or divorce. 
___ Pay child support. 
___ Are headed towards bankruptcy. 

 
___ Do you have adequate (or any) renters insurance? 
 
___ Do you have any pre-service debt that might be covered under SCRA? 
 
___ Notify any creditors to quit contacting you. 
 
___ Obtain a copy of your credit reports and review them for accuracy. 
 
___ Photocopy all of the items in your wallet for quick reference in case of 

theft. 
 
___ Contact various agencies listed in “Additional Information” to reduce the 

amount of exposure your identity has through telemarketers, unwanted 
pre-approved credit card applications, and spam. 
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Lesson 2 Exercise 

  
Directions Complete items 1 through 14 by completing the action required.  Check your 

answers against those listed at the end of this lesson.   

  
Item 1 Corporal Beltbuckle and his wife are having marital issues and then she asks 

for a divorce.  They live in a “no-fault” state.  Can she receive a divorce? 
 
a. No, there must be some fault committed. 
b. No, Federal law prohibits “no-fault” divorces. 
c. Yes, since the state is a “no-fault” state. 
d. Yes, Federal law allows “no-fault” divorces. 

  
Item 2 After the divorce proceedings, Corporal Beltbuckle’s wife claims she is 

pregnant and demands child support.  Does he need to pay child support? 
 
a. Yes, the Marine Corps will enforce child support without a paternity test. 
b. Yes, his wife became pregnant while they were married. 
c. No, if he believes she has had an affair. 
d. No, unless substantiated by a paternity test. 

  
Item 3 Children are considered yours  

 
a. Born out of wedlock and without a paternity test. 
b. if adopted after a divorce but before your spouse remarries. 
c. if born while married.  
d. if they are your spouses stepchildren. 

  
Item 4 Corporal Beltbuckle purchased a brand new car.  The contract stipulated that 

if the loan was not paid as agreed the financial institution could repossess the 
car since it was the collateral.  What type of clause is this? 
 
______________________________________________________________ 

Continued on next page 
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Lesson 2 Exercise, Continued 

  
Item 5 Corporal Beltbuckle and his family have just arrived at Camp Lejeune to join 

his new unit.  They find that on-base housing is not immediately available, so 
they rent a house, signing a 1-year lease, which contained a military clause.  
Two months later, they received a phone call informing them that their house 
is available the orders can be picked up at the Housing Office.  Can he break 
his lease? 
 
a. Yes, with orders to move into government housing. 
b. Yes, military personnel can break leases for any reason. 
c. No, only if he had received PCS orders. 
d. No, only if being discharged from the Marine Corps. 

  
Item 6 Corporal Beltbuckle has just purchased a new stove.  The salesperson looks 

around and tells him he needs to purchase the service contract since it is not 
one of the “top of the line” ovens.  If it breaks down tomorrow, there is 
nothing the store will do.  Does Corporal Beltbuckle need to purchase the 
service contract? 
 
a. Yes, the salesperson will know what they are talking about. 
b. Yes, he will spend money on a warranty now or pay for repairs later. 
c. No, the stove comes with a warranty—if it is written or not. 
d. No, most new things run perfectly anyway; he would be wasting money. 

  
Item 7 The Servicemembers’ Civil Relief Act of 2003 covers which of the 

following? 
 
a. Federal student loans 
b. Exemption from paying State income taxes on military pay earned in 

states that are not your legal residence 
c. Exemption from paying your Federal real estate taxes, with the exception 

of your spouse if applicable 
d. A reduction of interest rates in excess of 10 percent on contracts entered 

into after joining the Armed Forces 

  
Item 8 What Act requires lenders to provide a “meaningful disclosure of all credit 

terms” in order for you to comparison shop for the best terms and rates? 
 
______________________________________________________________ 

Continued on next page 
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Lesson 2 Exercise, Continued 

  
Item 9 Which Act gives you the right to notify a debt collector in writing to have no 

further contact with you? 
 
______________________________________________________________ 

  
Item 10 Name two positive aspects of bankruptcy. 

 
a. ___________________________________________________________ 

b. ___________________________________________________________ 

  
Item 11 Corporal Beltbuckle believes he should file for bankruptcy due to mounting 

credit problem.  How long can a bankruptcy stay on his credit report?  
 
______________________________________________________________ 

  
Item 12 The two different types of identity theft are 

 
a. ___________________________________________________________ 
 
b.    ___________________________________________________________ 

  
Item 13 Which of the following should you put in the “customer signature” block of 

your credit cards? 
 
a. Your signature 
b. “Ask to see picture ID” 
c. Leave blank 
d. Mother’s maiden name 

  
Item 14 Corporal Beltbuckle believes he is the victim of identity theft.  What should 

he do next? 
 
a. Pay the bills as they come in and report them. 
b. Photocopy the contents of his wallet.  
c. Contact all creditors. 
d. Alert his command to the theft. 

Continued on next page 
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Lesson 2 Exercise, Continued 

  
Answers The table below provides the answers to the exercise items.  If you have any 

questions, refer to the reference page listed for each item. 
 

Item Number Answer Reference Page 
1 c 1-39 
2 d 1-42 
3 b 1-42 
4 Security clause 1-44 
5 a 1-47 
6 c 1-49 
7 b 1-52 
8 Federal Truth in Lending Act 1-54 
9 Fair Debt Collection Practices Act 1-55 
10 • Eliminate the legal obligation to 

pay most or all of your debts. 
• Stop foreclosure on your house or 

mobile home and allow you an 
opportunity to catch up on missed 
payments. 

• Prevent repossession of a car or 
other property, or force the creditor 
to return property even after it has 
been repossessed. 

• Stop wage garnishment, debt 
collection harassment, and similar 
creditor actions. 

• Restore or prevent termination of 
utility services. 

• Allow you to challenge the claims 
of creditors who have committed 
fraud or who are otherwise trying to 
collect more than you really owe. 

1-57 

11 Forever 1-58 
12 a. Account takeover 

b. Application fraud 
1-60 

13 b 1-61 
14 c 1-62 
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STUDY UNIT 2 

FUNDAMENTALS OF FINANCIAL PLANNING 

Overview 

  
Scope In the last study unit, you learned about some of the various types of pay and 

legal issues that you may have to deal with.  In this study unit, you will take 
your first steps on the road of financial planning.  You have been dealing with 
your finances for most of your adult life, but do you have a financial plan?  
Do not get nervous, it is easier than it sounds.  The following lessons will 
start you on the right path.  You will learn how to select the best financial 
institution for your needs and how to effectively manage your checkbook.  
Then you will learn how to develop a custom made spending plan based on 
your wants and needs.  Finally, you will be introduced to the world of credit 
and how it can help you to achieve your financial goals and to avoid the 
painful lessons of using credit unwisely.    

  
In This Study 
Unit 

This study unit contains the following lessons: 

 
Topic See Page 

Banking and Financial Services 2-3 
Developing a Financial Plan 2-39 
Credit Management 2-63 
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LESSON 1 

BANKING AND FINANCIAL SERVICES 

Introduction 

  
Scope Having either a savings and/or a checking account at a financial institution is 

almost essential in today’s economic climate.  The days of putting your 
money under the mattress are long gone.  Your money belongs in a financial 
institution.  But how do you choose which one will be right for you?  As a 
member of the Marine Corps, you have special needs that your civilian 
counterparts do not.  This lesson will help you understand the variety of 
institutions available and which services you should look for.  It will also 
discuss how to effectively manage a checking account, from writing a check 
correctly to keeping track of what money is coming in and going out.  This is 
important, due to the consequences of “bouncing” a check, whether done 
intentionally or due to mismanagement. 

  
Learning 
Objectives 

After this lesson, you should be able to 
 
• Identify financial institutions available. 
 
• Identify factors to compare when choosing a bank. 
 
• Identify types of checking accounts. 
 
• Analyze factors in choosing a checking account.  
 
• Identify the differences between check cashing and debit cards. 
 
• Identify parts of a check. 
 
• Identify the ramifications of bouncing a check. 
 
• Determine how to switch financial institutions. 
 
• Identify how to handle a dispute with a bank. 

Continued on next page 
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Introduction, Continued 

  
In This Lesson This lesson contains the following topics: 
 

Topic See Page 
Introduction 2-3 
Shopping for a Financial Institution 2-5 
Fundamentals of Banking and Checking 2-8 
Checking Account Considerations 2-10 
Effective Checkbook Management 2-15 
Insufficient Funds 2-27 
Practical Management of Banking and Checking 2-28 
Complaints 2-30 
Additional Information 2-32 
Situational Awareness 2-33 
Lesson 1 Exercise 2-34 

  
 



MCI Course 3420F 2-5 Study Unit 2, Lesson 1 

Shopping for a Financial Institution 

  
Overview This lesson provides suggestions on what to look for when selecting your 

bank.  There are four main types of financial institutions that provide banking 
and checking services:   
 
• Credit Unions 
• Banks 
• Savings and Loan Associations 
• Mutual Savings Banks 

  
Credit Unions A credit union is a non-profit organization that is owned by its members.  

Because of the non-profit status, interest rates on loans tend to be lower and 
interest rates on savings accounts tend to be higher.  Defense credit unions are 
also available to military members.  They generally have branches near 
military installations, including overseas. 

  
Banks A bank is a for-profit organization owned by shareholders.  Because of their 

for-profit status, interest rates on loans tend to be higher and interest rates on 
savings accounts tend to be lower.  They offer many other financial services 
as well. 

  
Savings and 
Loan 
Associations 

Often called thrifts, these institutions provide loans and offer interest-bearing 
checking accounts.  Interest rates may be slightly higher than banks. 

  
Mutual Savings 
Banks 

A mutual savings bank is a State-chartered institution available in certain 
states only.  Depositors are the owners of the institution and share in the 
earnings. 

Continued on next page 
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Shopping for a Financial Institution, Continued 

  
Factors To 
Consider 

Banking services and costs vary widely.  Advertisements do not offer 
information that you can use to comparison shop for banking services.  A 
word to the wise is:  always shop around.  Think of today’s banking 
institutions as “financial supermarkets.”  If the services or financial products 
do not meet your needs, shop elsewhere!  Before selecting your financial 
institution, consider the following factors listed in the table below:  

 
Factor Description 

Availability Are there any restrictions on withdrawal? 
Checking Is the interest rate on checking or share draft accounts 

competitive?  Is there a minimum balance requirement?  
Are there charges for writing checks?  Buying checks?  Can 
you get an automatic line of credit with a checking account?

Continuity Will you be eligible for any preferential treatment if you 
bank there for a long period of time? 

Convenience Does the bank have a branch or automated teller machine 
(ATM) near your home or workplace?  Are late evening 
and weekend services provided?  Is the service friendly and 
personal?  How frequently do you receive statements? 

Credit/Debit 
Card 

Does the institution offer a major credit card (or debit 
card)?  What are the requirements and terms?  Do they offer 
a share check card? 

Electronic 
Services 

Does the bank offer automatic transfer from one account to 
another?  Are automatic bill payer and direct deposit 
services provided?  Are there ATM charges?  Is 
information available via phone or the Internet? 

Federal 
Insurance 

Are your deposits federally or state insured by the Federal 
Deposit Insurance Corporation (FDIC), the National Credit 
Union Administration (NCUA), or the Securities Investor 
Protection Corporation (SIPC)? 

Financial 
Planning 

Are financial planning services available? What life 
insurance or investment products are offered? 

Loans Is it fairly easy to get a line of credit?  Are interest rates and 
loan terms competitive?  Does the bank provide preferential 
rates if you borrow against savings?  Is there a prepayment 
penalty if you pay off your loan early? 

Online 
Banking 

Does this institution offer online banking?  If so, how much 
will it cost and how is it charged?  Flat fee or per 
transaction? 

Continued on next page 
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Shopping for a Financial Institution, Continued 

 
Think About It Take a moment and write down the top five services or things that you want 

your financial institution to have or do. 
 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

3. ____________________________________________________________ 

4. ____________________________________________________________ 

5. ____________________________________________________________ 
 
Now, take another moment and ask yourself if your current financial 
institution has the services or things that you noted above.  If it does not, it 
may be worth the time it takes to find one that does fit your needs. 
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Fundamentals of Banking and Checking 

  
Overview There are a variety of ways to pay for the goods and services you need on a 

daily basis.  Cash is not always the best method.  For larger purchases, and for 
security, a checking account is a smart move.  But a checking account is not 
the only option either.  In today’s fast moving society, check cashing and 
debit card use is becoming more and more frequent. 

  
Checking 
Account 

A check is a promise to pay, a guarantee that there is enough money in your 
account to cover the amount of the check.  Checks are a widely accepted 
method of payment, and are more convenient and safer than cash. 
 
A check is a legal document.  Writing a check without enough money in the 
bank to back it up is illegal.  A cancelled check is also proof of payment if 
there is a dispute with the vendor.  There are two types of checking accounts: 
 
• Individual Accounts 
• Joint Accounts 

  
Individual 
Accounts 

With an individual checking account, only one person is responsible for the 
account. 

  
Joint Accounts With a joint checking account, more than one person is responsible for the 

account.  It is best if one person establishes primary responsibility, but each 
party involved needs to know the status of the account at all times.  Any 
person on the account can sign the check, but no matter who signs, both 
people are responsible for payment. 

Continued on next page 
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Fundamentals of Banking and Checking, Continued 

  
Survivorship With a joint account, you must also decide about the future disposition of the 

account in case of the death of one of the owners.  You can choose joint 
tenancy: 
 
• With right of survivorship.  The funds automatically transfer to the other 

joint owner. 
 
• Without right of survivorship.  The money goes to your estate, not the joint 

owner. 

 
Interest and 
Non-Interest 
Bearing 

Some checking accounts pay interest and some do not.  Interest earning 
accounts usually require that you maintain a specific minimum balance, and 
pay a minimal rate of interest. 

 
Check-Cashing 
Card 

A check-cashing card is tied to your checking account.  All transactions are 
deducted from your checking account at the time you use it.  It may look like 
a credit card, but is used instead of writing a check. 

  
Check-Card/ 
Debit Card 

A debit card is used like a check.  The money is taken from your account at 
the time of the sale and deposited in the retailer’s account.  Some debit cards 
require a personal identification number (PIN); others require a customer’s 
signature.  A PIN based or direct debit card removes the money from your 
checking account immediately. 
 
Some financial institutions offer a check-card/debit card combination.  It will 
have a Visa or MasterCard logo on the front.  With a signature card, you can 
sign the slip and the money will be removed from your account in a few days. 

 
Challenge In a joint account with right of survivorship, who receives the money in the 

account if you die? 
 
______________________________________________________________ 
 

 
Challenge 
Answer 

Refer to page 2-9 for the answer before going ahead with this lesson. 
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Checking Account Considerations 

  
Overview There are a variety of factors to consider when deciding where to open your 

checking account.  Some of these factors may be more important to you than 
others.  Like any other type of financial decision, shop around and find the 
best deal for your particular circumstances.  When choosing a checking 
account, examine the following factors: 
 
• Branch hours and locations 
• Statements 
• Truncating 
• Minimum requirements 
• Services 
• Insured accounts 
• Interest bearing accounts 
• Costs 
• Costs per check 
• Overdraft protection 
• Fees 

  
Branch Hours 
and Locations 

The Marine Corps is rarely a 9-to-5 job.  Find out if the financial institution 
offers extended hours during the week and/or Saturdays.  Also if you travel or 
are transferred overseas, you need to know about locations and ease of 
transferring money. 

  
Statements You should receive statements monthly; however, financial institutions are 

required by law to send at least one a quarter.  Ask how often you should 
expect to receive yours.  Always read your monthly statement.  This is where 
all transactions that have occurred during the month will be summarized.  
Each institution’s statements will differ to some degree, and there is normally 
a legend to assist you in reading your statement.  If you require further 
assistance, seek a customer service representative from the bank. 

  
Truncating You may have the option of receiving your canceled checks with your 

statement or the financial institution may retain them.  If retained, they will be 
stored on microfiche.  A customer can usually receive up to three free copies 
of checks a month, but there may be a fee, so always ask. 

Continued on next page 
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Checking Account Considerations, Continued 

  
Minimum 
Requirements 

Your financial institution may require you to have a minimum amount of 
money to open an account or in the account at all times: 
 
• Opening deposit—a minimum amount is usually required to open an 

account.  It can range from $5 to $250. 
 
• Balance—at some institutions, if your balance drops below a minimum 

amount in your checking and, or savings account, you will be charged a 
fee.  Make sure you ask if this is the policy, what is the minimum balance 
required, and what is the fee if this should occur.  

  
Services Financial institutions now offer a wide range of services beyond the basics of 

checking and savings.  These services include  
 
• Automatic transfers 
• Bill paying options  
• Life insurance 
• Investments  
• Loans  
• Certificates of deposit (CDs)  
• Money orders, travelers checks, cashiers checks, and certified checks 
• Signature guaranties 
• Notary public  
• Safety deposit boxes  
• Wire transfers and foreign currency exchange 

  
Insured 
Accounts 

Make sure the financial institution is federally insured.  Checking and savings 
accounts are covered up to $100,000 per social security number.  Many 
brokerage firms are insured by the SIPC to insure cash in brokerage accounts 
up to $100,000.  Investment accounts are not covered at all.  Be sure to ask 
questions about the coverage.  Credit unions are insured by NCUA.  Banks 
and savings and loans institutions are insured by FDIC, and usually mutual 
savings banks are also insured by FDIC. 

  
Interest 
Bearing 

Ask which accounts pay interest, what are the requirements to have an 
account like that, and what is the interest rate.  Remember—it all adds up! 

Continued on next page 
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Checking Account Considerations, Continued 

  
Costs A variety of services can be charged to your checking account: 

 
• Service charges 
• Check orders 
• Costs per check 

  
Service 
Charges 

By law institutions must tell you about all applicable service charges you will 
be charged.  They can add up in a hurry—so beware! 

  
Check Order 
Costs 

Institutions and vendors prefer you use checks with your name and address 
printed on them.  You should inquire about the different types of checks 
available (e.g. plain, scenic, etc.) and their costs.  You can order checks 
through your financial institutions or it may be less expensive to order them 
from a mail-order company.   
 
WARNING:     Never have your social security number printed on a check.  

Instead of using your first name, use your initials.  Never 
write a credit card number or phone number on your check 
either.  You are not required to do this by law.  Such 
information could lead to identity theft.    

  
Costs Per 
Check 

Some institutions offer free checking and others allow you a limited number 
of free checks per month; thereafter, a charge per check written will be 
assessed.  Some financial institutions charge a flat monthly fee.  There are 
lots of free checking accounts available, why pay for them?  Shop around for 
the best deal. 

  
Overdraft 
Protection  

Overdraft protection helps to ensure that if you write a check or use your 
debit card against insufficient funds, only the bank is aware of it—not the 
business where you wrote the check or used the card.  The interest rate on a 
line of credit is normally high.  Many financial institutions will still charge 
non-sufficient fund fees (NSF) to your account, in addition to any interest 
charges that accrue.  You should inquire about availability, costs, types of 
overdraft protection, and repayment plans as it pertains to overdraft 
protection. 

Continued on next page 
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Checking Account Considerations, Continued 

   
Checking 
Account Fees 

In addition to different types of costs, you must be aware of the types of fees 
associated with checking accounts.  The various checking account fees are 
listed in the table below: 

 
Fee Types Description 

Non-Sufficient 
Funds 

Financial institutions usually charge $25 to $35.  They 
may pay the check or honor the debit and overdraw the 
account.  However, they may not honor it at all, but will 
still charge you the NSF fee. 

Returned Check 
Charges 

The same as non-sufficient funds charges—these fees are 
charged by both the bank and the business to which the 
check was written.  These charges will vary and the 
business must post the charges. 

Minimum 
Balance Fees 

If you go below a certain amount in your checking and/or 
savings, you will be charged.  Be sure and find out what 
the minimum amount is and the charge. 

Fees for 
Research 
Assistance 

If you need help with your account from a customer 
service representative, you may be charged.  The charge 
will usually occur if your account requires extensive 
work.  These charges can be as high as $15 an hour or 
higher. 

ATM Fees Always ask what they are!  Some financial institutions 
are charging to use their own ATMs even if you are a 
customer.  The fees range from $1 to $2, but can be 
more.  You will almost always be charged if you use 
another institution’s ATM. 

Stop Payment 
Fees 

When you change your mind about paying, you have the 
right to stop payment on any check you write.  You must 
request the stop payment before the check reaches the 
bank.  Be sure to allow the bank reasonable time to carry 
out your request.  There is a charge for this service.  You 
should be prepared to defend your actions to the person 
or business to whom you issued the check.  The stop 
order is usually valid for 6 months.  After that, the holder 
may attempt to cash the check again.    

Continued on next page 
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Checking Account Considerations, Continued 

  
Challenge Why is overdraft protection important? 

 
______________________________________________________________ 
 

 
Challenge 
Answer 

The answer to this challenge question is found on page 2-12. 

  
Think About It Take a moment and list some things you want in your checking account. 

 
1. ___________________________________________________________ 

2. ___________________________________________________________ 

3. ___________________________________________________________ 

4. ___________________________________________________________ 

5. ___________________________________________________________ 

Now, does your current checking account (if applicable) have or offer the 
things you listed above?  If not, it may be worth the time spent to find and 
open a new checking account. 
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Effective Checkbook Management 

  
Checks Writing checks may seem like an easy thing, something that is hard to do 

wrong.  Many checks we write are not completed properly.  Mistakes and 
incomplete information can lead to problems.  They may even make it 
possible for someone to take the check and alter the amount.   

 
Completing the 
Check 

Instructional and descriptive information pertaining to the check is given in 
the table below:  

 
Part Description/Instructions 

(1) Check Number  Check number to be recorded in the register. 
(2) Date  Write the date of the day.  A “post-dated” check is one that is dated 

with a future date.  In many states, they can still be used despite the 
later date written.  If you have an agreement to the contrary, make 
sure it is in writing, and signed by the party to whom you issued the 
check.  Best advice—do not post-date a check. 

(3) Pay to the 
Order of  

Write the name of the company or person being paid.  Never leave 
blank (unless the payee uses a stamp).  Some merchants have the 
ability to print their name and the amount of your check for you, 
requiring only your signature.  If you choose this method, be sure to 
check for accuracy before signing. 

(4) Dollar Amount  Write the numerical amount.  Make sure the numbers are correct and 
clearly written. 

(5) Amount Line  Write out the amount of the check, making sure it corresponds with 
the numerical amount in block 4.  Financial institutions pay the check 
according to the written amount.  Line out any space not used. 

(6) Notation Area  For personal use to make a note. 
(7) Signature  Sign your name as it appears on the check. 
(8) Micro Encoded 

Bank Routing 
Number  

The bank uses this number for automated processing. 

(9) Micro Encoded 
Account 
Number  

This is your checking account number. 

Continued on next page 
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Effective Checkbook Management, Continued 

  
Common 
Errors 

Errors that are common when writing checks are listed in the table below:  

 
Error Description 

Illegibility Make sure all parts of the check are legible. 
Empty Spaces Complete the entire check.  It is very easy to forge a check if 

there are empty spaces. 
Only Filling in 
Numbers 

Write out the numerical amount of the check.  Remember the 
written amount is the amount that will be paid. 

Not Signing 
the Check 

If a creditor has to return a check to you for your signature, it 
could result in late charges. 

Not Signing 
Name as it 
Appears 

Sign your name as it appears on the check and on your 
signature card at the financial institution. 

Not Lining 
through after 
the Dollar 
Amount 

Fill in the entire line.  If handwriting is small, this is particularly 
important.  This is one of the most likely places on a check that 
could be forged. 

Initialing 
Errors 

If you make a mistake, it is best to write “VOID” on your check 
and in your check register, then write another check. 

Writing in 
Pencil 

Never write a check in pencil or with an erasable pen—it is 
very easy to forge!  A check is a contract and contracts are null 
and void if written in pencil. 

 
Completed 
Check 

The check shown below is filled out completely and correctly: 

 

Continued on next page 
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Effective Checkbook Management, Continued 

 
Checkbook 
Register 

Recording your check transactions in the register is one of the most important 
functions of checking account management.  It is vital that the register be 
completed in full each time a check is written, a check-cashing card, or a 
debit card is used.  Otherwise, you will have no record of usage, to whom, for 
what amount, nor your remaining balance.   

 
Completing the 
Checkbook 
Register 

Instructional and descriptive information pertaining to the checkbook register 
is given in the table below: 

 

 
 

Register Part Description/Instruction 
(1) Check 

Number  
Write the number of the check. 

(2) Date  Put the date that the check was written. 
(3) Payee  Write the name to whom the check was written. 
(4) Notational 

Area  
Annotate what the check was written for (optional). 

(5) Payment  Write the amount that the check was written for. 
(6) Tax 

Deductible  
Place a check mark here if the amount is for a tax-deductible 
purpose such as a charitable contribution.  This will assist 
you at tax time. 

(7) Fee  Notate any appropriate fees for using an ATM or debit card. 
(8) Deposit/Credit Add deposits or bank credits here. 
(9) Balance  Take the previous balance and subtract any payments and 

fees or add any deposits or credits for a final balance. 
 

Note:   One option to avoid forgetting to subtract check amounts from your 
register is:  order and use duplicate checks.  This way you 
automatically complete your register with each check. 

Continued on next page 
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Effective Checkbook Management, Continued 

 
Completed 
Checkbook 
Register 

A checkbook register that is filled out completely and correctly is shown 
below: 

 

 

Continued on next page 
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Effective Checkbook Management, Continued 

 
Expensive 
Mistakes  

Some of the mistakes made when filling out the register can be costly. Several 
reasons why you may find it difficult to balance your checkbook while others 
are actually illegal and you can be prosecuted are listed in the table below: 

 
Mistake Explanation 

Not Subtracting ATM 
Fees or Service Charges 

Read your monthly statement to make sure they match 
what you have recorded in your transaction register. 

Post-Dating Checks This could cause problems if you ask someone to hold a 
check and they cash it anyway.  Banks will pay the 
check immediately if there are sufficient funds, 
otherwise the check will be returned and result in lots 
of NSF and returned check charges. 

Splitting Check Pads 
Between Joint Account 
Holders 

Make sure both parties involved know the status of the 
account.  Maintain a central transactions\register and 
use duplicate checks for ease in remembering to whom 
the check was written. 

Writing Checks Before 
the Money is in the Bank 

This is also known as “kiting.”  Make sure money is in 
the bank when you write a check.  The check may clear 
sooner than you expect and be returned.  “Kiting” 
occurs when you have two accounts at two separate 
financial institutions and write checks to deposit back 
and forth when you have no funds in either account—
risky business and definitely illegal. 

Not Balancing the 
Monthly Statement 

It is important to do this every month, so you will know 
what charges were incurred during the month, what 
deposits/withdrawals were made, and the month-end 
balance.  The only way to detect errors, either yours or 
the financial institution’s, is to balance your statement.   

Not Recording Checks 
Written or Debits Made 
in the Register 

Accurate record-keeping is vital to maintaining a good 
account.  Financial institutions can give updates over 
the phone if there is a question about a check, but most 
have converted to automated systems and prefer that 
you use them.  You may want to consider duplicate 
checks to avoid this problem. 

Addition/Subtraction 
Errors 

If you have done so manually, follow up by using a 
calculator.  Some checkbook covers even include a 
calculator for this purpose. 

Not Subtracting 
Automatic Deductions 

If you have payments arranged on automatic deduction, 
be sure to know what date the payment is deducted 
from your account and record it in your register.  Tip: 
record these on the same day you record your salary. 

Continued on next page 
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Effective Checkbook Management, Continued 

  
Completing the 
Deposit Ticket  

Instructional and descriptive information pertaining to the deposit ticket is 
given in the table below: 

 

 
 

Part of Ticket Description/Instruction 
(1) Date  Insert the current date. 
(2) Cash  Insert the amount of cash being deposited. 
(3) Checks  In the same column as the “List checks separately,” 

list the check number of each individual check.  Place 
the amount of that check to the right. 

(4) Total from 
Other Side  

Many deposit slips have additional space for checks on 
the opposite side.  Place the total amount of any 
checks in this space. 

(5) Total  Total amount of all checks and cash being deposited. 
(6) Less Cash 

Received  
Insert the amount of cash that you want back. 

(7) Net Deposit  Net amount being deposited in the account.  Subtract 
the amount from block 6 from block 5 to determine net 
deposit. 

 
Deposit Ticket 
Guidelines  

Guidelines for completing the deposit ticket are listed below: 
 
• Complete the entire deposit slip and enter the information on the correct 

lines. 
 
• If checks are listed on the back of the deposit slip, remember to bring that 

total forward to the front of the slip.  
 
• If or when receiving money back (split deposit), you may be asked to sign 

the deposit slip. 

 Continued on next page 
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Effective Checkbook Management, Continued 

 
Check 
Endorsement 

Endorsements transfer ownership of a check over to the bank.  Your signature 
on the back of the check authorizes the check to be turned over to a bank or 
another person.  There are three basic check endorsement types: 

 
Endorsement Type (Example) Description 
Blank 
(Jon Beltbuckle) 

You simply endorse the check on the 
back, cash it, or deposit it.  If the check is 
lost, it can be easily cashed by anyone.  
Sign the check when you are at the 
deposit location. 

Restrictive 
(For Deposit Only- Jon 
Beltbuckle) 

Restricts future use of a check.  “For 
Deposit Only” on the back of a check 
prevents use for any other purpose.  This 
endorsement will protect your check if it 
is lost or stolen because it can only be 
deposited to an account you specify. 

Special 
(Pay to the Order of Jane Smith 
- Jon Beltbuckle) 

When you want to transfer ownership to 
someone else, write “Pay to the order of 
Jane Smith,” and endorse the check.  Jane 
Smith will then endorse the check to 
negotiate it.  The last endorser is always 
responsible for the check. 

 
Note:   If your account reads “Jon Beltbuckle,” but everyone knows you as 

“Jack Beltbuckle,” you may receive checks payable to “Jack 
Beltbuckle.”  When endorsing the check, sign your name both ways, 
first as it appears on the check, then as it really is/should be. 

Continued on the next page 
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Effective Checkbook Management, Continued 

 
Fund 
Availability 

The Expedited Funds Availability Act of 1987 limits the length of time 
financial institutions may delay a customer’s ability to use deposited funds.  
Business days do not include Saturday, Sunday, or federal holidays.  The 
table below lists when money will be available after it is deposited. 

 
If you deposit… Then funds will be available on… 
• Cash 
• Government, cashier, certified, or 

teller checks 

First day 
 

Checks written on local banks Second day 
Out of town checks Fifth day 

 
Clearing 
Procedures 

A local check usually clears within 2 to 3 days; however, it can clear in as 
little as one day because of electronic funds transfer (EFT).  If a check is 
mailed out of the local area, it may take longer to clear depending on which 
Federal Reserve District the receiving business is located within.   
 
Many businesses use a check guarantee system that automatically clears your 
check right at the register at the time of purchase.  They may process your 
check by making an electronic copy and return the canceled check to you 
immediately. 
 
Note:   It is very important to remember that because of EFT, the clearing 

process can happen almost instantly.  Do not take a chance by 
writing checks if funds are not available in your account. 

  
Automated 
Teller 
Machines 

Your automated teller machine (ATM) card provides a convenient method to 
make deposits and withdraw funds from your checking or savings account.  
While you can obtain balance information with your ATM card, it is not 
reliable and should not be used to verify your register balance.   
 
ATMs are very convenient to use overseas.  They are usually less expensive 
than the fee charged to change money at other locations.  Safeguard your PIN.  
Never place it in your wallet with your ATM card.  Your card will not work 
without the PIN; do not make it easy for dishonest people to steal your cash.  
Report loss or theft immediately. 

Continued on next page 
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Effective Checkbook Management, Continued 

  
ATM Cash 
Withdrawals 

To stay within your budget, write down the amount of withdrawal before you 
go to the ATM.  This may deter you from taking out more than you had 
planned and only take out as much money as you need.  Always remember to 
record the transaction in your account register.  Do not throw away the 
receipt.  It contains your account number.  Take it home, record the 
information, and then shred it. 
 
Keep in mind that ATM withdrawals take the money out of your account 
when you withdraw it, but ATM deposits are not credited to your account 
until they are verified and entered by a bank employee.  If you deposit money 
on Friday, it may not be available until Monday.  

  
Debit Cards Debit cards are deducted directly from your checking account.  PIN based 

debit cards can help users from inadvertently writing bad checks or over 
charging credit cards because the transactions will be rejected if there is not 
enough money in the account.   
 
Safeguard your debit card; it is like carrying a signed, blank, plastic check!  If 
someone else uses it, that person could use it until your account is empty.  
Report the loss or theft immediately to limit your liability.  You will be held 
liable for only $50, if you report it within 2 days, otherwise you could be 
liable for up to $500 of the fraudulent usage.   

 
Electronic 
Banking 

Online banking can be convenient for the consumer.  It is fast and easy to use 
from practically any computer, personal digital assistant (PDA), or Internet 
ready mobile phone almost anywhere in the world. 

  
Online Features The following features commonly offered by banks online are 

 
• Electronic bill payment 
• Electronic bill presentation 
• Linking with personal finance software 
• Electronic fund transfer 
• Online account history 
• Online account applications 
• Online check ordering 

Continued on next page 
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Effective Checkbook Management, Continued 

  
Setting Up 
Your Online 
System 

Caution should be taken when setting up your online system: 
 
• Availability—will your creditors accept electronic transfers? 
• Delays—how long will it take for the transfers to occur? 
• Fees—what does your bank and the creditor charge for this service?  Will 

it be cost effective to use this service? 
• Security—who has access to this information?  Will computer hackers 

wreak havoc with your finances? 

  
Challenge I Name three common errors when writing a check. 

 
1. __________________________________________________________ 

2. __________________________________________________________ 

3. __________________________________________________________ 

  
Challenge I 
Answer 

Refer to page 2-16 for the answer before going ahead with this lesson. 

 
Challenge II Why is it important to keep your check register up to date? 

 
______________________________________________________________ 

  
Challenge II 
Answer 

Refer to page 2-17 for the answer before going ahead with this lesson. 

 
Challenge III When will the funds be available if you deposit  

 
Cash?  ________________________________________________________ 
 
Out of town check?  _____________________________________________ 

  
Challenge III 
Answer 

Refer to page 2-22 for the answer before going ahead with this lesson. 

Continued on next page 
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Effective Checkbook Management, Continued 

  
Practical 
Application 

Using the information below, fill in the blank check and check register.  The 
correct answers are on the following page. 
 
Check:  Write a check to Acme Car Repair for $135.17.  The check is for car 

repairs and was written on 5 August 2004. 
 

 
 
Register:  Fill the check information in the register and subtract the amount 

from the current balance. 
 

 
 

Continued on next page 
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Effective Checkbook Management, Continued 

 
Practical 
Application 
Answers 

The following illustration shows how your check should look: 
 

 
The following illustration shows how your check register should look: 
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Insufficient Funds 

  
Overview Writing a check without having sufficient funds in your accounts can have 

long-lasting effects in your life and is not something to take lightly.  In 
addition to hefty fees that could be tacked on to a check that could have been 
written for a small amount, you could face jail time or punishment under the 
Uniform Code of Military Justice (UCMJ).  

  
Check Laws Check laws vary by state and can range from a misdemeanor for small checks 

(less than $200 in some areas) to a felony for large checks.  Generally, these 
laws are for people who repeatedly bounce checks.  Yes, you can be put in jail 
for repeated willful bouncing of checks. 

  
Consequences There are a number of negative results of poor checking account 

management.  These range from personal to professional.  They can and do 
have an impact on your military career.  Some of the consequences are listed 
below: 
 
• Embarrassment—personal evaluations may reflect a lack of responsibility 
 
• Hefty service charges 
 
• Inability to have an account because of unsatisfactory record with 

CheckCorp or other electronic check verifying companies 
 
• Consideration for reenlistment, retention, duty assignments, special 

programs, promotions, security clearances, and discharges 
 
• Punishment under UCMJ Article 123a and 134, with a maximum 

punishment ranging from dishonorable discharge to 5 years confinement at 
hard labor 

 
• Other than honorable (OTH) discharge 

  
Credit Report 
Impact 

Bounced checks may be reported to a credit reporting agency (CRA) and 
included in your credit report.  When potential lenders or creditors look at 
your credit report to decide whether to loan money or advance credit to you, 
they will see the bounced check report and that will have a negative impact on 
their decision.  Future employers also have access to this information.  
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Practical Management of Banking and Checking 

  
Overview Checking accounts are not the only game out there when it comes to 

managing your finances.  It will be useful for you to explore other options 
available.   

  
Alternative to 
Checking 
Accounts 

You can avoid the use of checks if you choose.  The use of check-cashing and 
debit cards is making this easier than ever before.  In order to be paid, you 
must have either a checking or savings account.  You can have direct deposit 
payments go to your checking or savings account and use a check-cashing or 
debit card to withdraw money and make purchases.   
 
You could use money orders to pay bills; however, it would be harder to 
prove you paid a bill and you might rack up lots of ATM fees and money 
order costs.  Record keeping is also very important if you use money orders 
and debit cards. 

  
“Payday” Loan Some service members choose to use a “payday loan” outlet to cash a check 

based on their pay.  This is actually borrowing your own money at a high rate 
of interest.  Payday loan outlets charge you a fee for your own money plus 
you pay interest.  Interest rates often top 400 percent when computed. 
 
Military bases tend to attract these outlets, which is unfortunate.  They prey 
on members of the military, charging their exorbitant rates.  Do not use them.  
Rather, learn to manage your finances and budget accordingly.  

  
Couples and 
Money 
Management 

If you are married, you will need to decide who will have primary control of 
the checkbook.  Both spouses should know how to write and record account 
transactions (checks, check cards, debit cards, deposits, and withdrawals) and 
balance the account.  Again, splitting a pad of checks is not recommended 
due to the problem of recording the checks in a common register—it is a bad 
idea! 
 
Some couples opt for having separate checking accounts, with each person 
having responsibility for different bills.  Other couples have three accounts, 
one for each person and their individual money and bills, and a third that they 
both put money into and from which they pay joint household bills. 
 
The key to successful money management is finding the right system that 
works for both, and that is done through communication.  Talk to your partner 
and decide on the best method to manage your checking account. 

Continued on next page 
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Practical Management of Banking and Checking, Continued 

  
Switching 
Financial 
Institutions 

The time will come when you will transfer and move out of the area and may 
need to change financial institutions.  The most important thing is:  do not 
close your old account until you get your first DDS into your new account.  
Otherwise, where will your DDS go during the time you have no account? 
 
Wait until you get to your new duty station to shop for your new institution 
and open your account.  Check out the federal credit unions on your new base 
for a great deal.  Then, when you have your new account, change your DDS 
to the new account.  Again, do not close your old account until you get your 
first DDS into your new account.  When you switch financial institutions, you 
will want to have those automatic payments coming out of your new account 
as well.  Be sure to arrange that with the new bank once you are sure they are 
receiving your DDS. 
 
An option you may consider is:  open an account with a large military-
affiliated bank or credit union that has branches and ATMs worldwide.  This 
will allow you to use the same checking account throughout your career and 
avoid the potential pitfalls of account switching. 
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Complaints 

  
Overview On a rare occasion, you may encounter a problem with a bank.  Financial 

institutions want your business, so a problem will be the exception—not the 
rule.  When these problems arise, institutions want to hear the problem so that 
they can fix it and continue to offer quality service. 

  
Where to 
Complain 

If you have a dispute with a bank, you should handle it as you would any 
other consumer complaint.  Start with the bank.  The bank has a chain of 
command for handing complaints.  Banks listen to your complaints because if 
you move your money to another bank, they lose money.  Here is the chain 
you should follow: 
 
• Customer service representative 
• Branch manager (if it is a branch) 
• Bank president 

  
Keep Records Keep records of your communication—verbal or written—from each level.  If 

you still have a complaint, look for help at the state level: 
 
• State Office of Consumer Protection 
• Better Business Bureau 
• Local newspaper consumer editor 
• Non-profit consumer groups 
• Federal Reserve Board 
 
As a last resort, you may want to consider taking your case to small claims 
court or an attorney. 

 
Verbal 
Complaints 

When verbally complaining to anyone in the bank’s chain of command, 
remember the guidelines listed below: 
 
• Speak in a calm, firm voice.  Be persistent but polite. 
• If treated rudely, ask for names and report the treatment to the boss or 

higher authority. 
• If complaining verbally does not get results, make a written complaint. 

Continued on next page 



MCI Course 3420F 2-31 Study Unit 2, Lesson 1 

Complaints, Continued 

  
Written 
Complaints 

If the problem persists to the point of a written complaint, use the following 
guidelines: 
 
• Identify the problem.  Most importantly, identify the remedy you seek. 
 
• Ask a few friends if the remedy sounds reasonable in the light of the 

problem. 
 
• Keep a record of any phone conversations with bank employees.  Include 

names, dates, and a brief summary of the conversation. 
 
• Complaint letters should be typed whenever possible and should include 

the following information: 
 

• Type of service 
• Request for action in a specific period of time 
• Date and location of transaction 
• Your address 
• Brief statement of problems 
• Your home and work phone numbers 
• History of the problem and your attempts to resolve it 
• Copies of relevant documents 
• Resolution you desire 

  
Other Sources 
of Help 

There are other sources of help available to you that are not available to 
people who are not in the Marine Corps: 
 
• Your command financial specialist 
• A qualified legal assistance attorney 
• The Armed Forces Disciplinary Control Board 
• The Navy-Marine Corps Relief Society  
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Additional Information 

  
Web Sites The following sites can be used for reference or additional information: 
 

Web Site Description 
www.investopedia.com/search  For beginners as well as the advanced 

investor on investing.  Includes a 
dictionary of investment and banking 
terms 

www.lifelines.navy.mil  The official quality of life service 
delivery network of the Department of 
the Navy, serving sailors, Marines, 
and their families 

www.bankrate.com Deals with all matter of personal 
finance issues and gives average rates 
on mortgages, savings accounts, credit 
cards, etc.—excellent resource 

http://www.themint.org/spending/
writingacheck.php  

Information to increase financial 
literacy; links to a lesson on check 
writing—excellent Web site overall 

http://www.aboutchecking.com/yo
urcheckingacct/yca_train.asp  

Interactive Web site that allows you to 
practice writing checks and managing 
a checkbook; contains a section on 
selecting the best financial institution 
for you 

http://www.dollarbank.com/ 
dollarbankpersonal/LIBRARY/wri
te.html  

Discusses what occurs to a check after 
it has been cashed, and the process of 
taking the money from the payer to the 
payee 
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Situational Awareness 

  
Actions on the 
Objective 

Upon completing this lesson, you should do the following on your own: 
 
___ Take a look at your checking and/or savings account.  Are they meeting 

your needs?  Are you getting the most interest or services currently 
available from your financial institution? 

 
___ Do you have a check-cashing or debit card?  Take a closer look at how 

they might be able to more effectively manage your money, and if 
appropriate, talk to your bank about getting one. 

 
___ Do you currently have overdraft protection of some sort on your checking 

account? 
 
___ Do you effectively manage your checkbook?  Do you forget to notate 

checks written in the register?  If so, think about using duplicate checks. 
 
___ Does your bank offer online banking, and if so, how can you incorporate 

that feature into your bill paying? 
 
___ If you use “payday” loans on a regular basis, seek budget counseling.  

Your command financial specialist, the Navy-Marine Corps Relief 
Society, and others will help design a budget around your needs.   
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Lesson 1 Exercise 

  
Directions Complete exercise items 1 through 11 by performing the action required.  

Check you answers against those listed at the end of the lesson.   

  
Item 1 What are the four main financial institutions available? 

 
1. ___________________________________________________________ 

2. ___________________________________________________________ 

3. ___________________________________________________________ 

4. ___________________________________________________________ 

 
Item 2 Corporal Beltbuckle is planning to open an account at a bank.  Name four 

factors he should consider before making a decision? 
 
1. ___________________________________________________________ 

_ 
2. ___________________________________________________________ 

3. ___________________________________________________________ 

4. ___________________________________________________________ 

  
Item 3 Corporal Beltbuckle decides to open a checking account with his wife as a co-

owner.  What type of account will he be opening? 
 
______________________________________________________________ 
 

 
Item 4 Which of the following may require a PIN to use? 

 
a. Check 
b. Check-cashing card 
c. Debit card 
d. Visa card 

Continued on next page 
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Lesson 1 Exercise, Continued 

  
Item 5 Name five factors to examine when choosing a checking account. 

 
1. ___________________________________________________________ 

2. ___________________________________________________________ 

3. ___________________________________________________________ 

4. ___________________________________________________________ 
_ 

5. ___________________________________________________________ 

  
Directions for 
Items 6 
Through 8 

Use the check shown below to answer items 6 through 8.  
 

 
 

  
Item 6 Which of the following goes in block A? 

 
a. Numeric check amount 
b. A personal note 
c. Signature as it appears on the check 
d. Written check amount 

Continued on next page 
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Lesson 1 Exercise, Continued 

 
Item 7 Which of the following goes in block B? 

 
a. Numeric check amount 
b. A personal note 
c. Signature as it appears on the check 
d. Written check amount 

 
Item 8 Which of the following goes in block C? 

 
a. Numeric check amount 
b. A personal note 
c. Signature as it appears on the check 
d. Written check amount 

 
Item 9 Which Article of the UCMJ can you be charged with if you bounce a check? 

 
a. Article 16 and 32 
b. Article 112 and 134a 
c. Article 82 and 92 
d. Article 123a and 134 

  
Item 10 What is the most important thing to remember when switching financial 

institutions? 
 
______________________________________________________________ 
 

  
Item 11 What is the chain to follow when making a complaint to a bank? 

 
1. ___________________________________________________________ 

2. ___________________________________________________________ 

3. ___________________________________________________________ 
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Lesson 1 Exercise, Continued 

  
Answers The table below provides the answers to the exercise items.  If you have any 

questions, refer to the reference page listed for each item. 
 

Item Number Answer Reference Page 
1 • Credit Union 

• Banks 
• Savings and Loan 
• Mutual Savings Bank 

2-5 

2 • Availability 
• Checking 
• Continuity 
• Convenience 
• Credit/debit card 
• Electronic services 
• Federal insurance 
• Financial planning 
• Loans 
• Online banking 

2-6 

3 Joint 2-8 
4 c 2-9 
5 • Branch hours and locations 

• Statements 
• Truncating 
• Minimum requirements 
• Services 
• Insured accounts 
• Interest bearing accounts 
• Costs 
• Costs per check 
• Overdraft protection 
• Fees 

2-10 

6 d 2-15 
7 a 2-15 
8 b 2-15 
9 d 2-27 

10 Do not close your old account until 
you get your first DDS into your new 
account. 

2-29 

11 • Customer service representative 
• Branch manager 
• Bank president 

2-30 
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LESSON 2 

DEVELOPING A FINANCIAL PLAN 

Introduction 

  
Scope The goal of this lesson is to help you develop an on-going financial plan 

based on individual goals, needs, and desires that can be used as a positive 
tool to support a quality lifestyle in the military.  This lesson is designed to 
challenge you to think before you spend!  There is no “right” way to handle 
your money, but there are ways to get your dollar’s worth.  One of the most 
effective ways is to make sure you have a written financial plan in place.  The 
purpose of a financial plan is to maximize your financial sources and develop 
a savings plan to make it possible to accomplish the things you want 
financially in life.  This plan is simply a tool for the management of your 
household finances.   

  
Learning 
Objectives 

After completing this lesson, you should be able to 
 
• Identify how a financial plan will help manage your finances. 
 
• Identify the critical areas of a financial plan. 
 
• Determine the breakdown for total net income. 
 
• Calculate a debt-to-income ratio. 
 
• Identify ways to increase positive cash flow. 
 
• Define SMART goals. 
 
• Identify money savings strategies. 

Continued on next page 
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Introduction, Continued 

  
In This Lesson This lesson contains the following topics: 
 

Topic See Page 
Introduction 2-39 
Developing a Financial Plan 2-41 
Background and Statement of Net Worth Statement 2-43 
Monthly Income 2-44 
Monthly Savings and Living Expenses 2-46 
Indebtedness 2-49 
Action Plan 2-52 
Monthly Spending Plan 2-55 
Creative Saving Strategies 2-57 
Additional Information 2-58 
Situational Awareness 2-59 
Lesson 2 Exercise 2-60 
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Developing a Financial Plan 

  
Overview How would you like to have your own business?  As a matter of fact, you 

already have your own business—the business of managing your own 
personal finances.  Your assets are those things you own and your liabilities 
are what you owe.  The goal of financial planning, like any business, is to 
have a positive net worth.  This happens when your assets are greater than 
your liabilities.   
 
Do you have a positive net worth right now?  Are you losing money or 
making a profit?    

  
A Good Plan A good financial plan is 

 
• A guide—need not be down to the penny.  It needs to be easy to 

understand and require a minimum of effort and time. 
 
• Personal and unique—a reflection of your needs and wants, your values 

and goals. 
 
• Practical and realistic—current income and expense.  It allows for future 

possibilities and probabilities. 
 
• Flexible—changes when you change and when things around you change. 
 
• Pleasures and necessities—a plan that provides for pleasures as well as 

necessities. 

  
How the Plan 
Helps 

Planning is effective because a planner thinks before spending.  A good 
financial plan will help you in several ways: 
 
• Live within your income. 
• Realize personal goals. 
• Maintain a good credit history. 
• Get more for your money. 
• Reduce financial stress and arguments. 
• Achieve competence and confidence. 

Continued on next page 
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Developing a Financial Plan, Continued 

  
Critical Areas 
of a Financial 
Plan 

The four critical areas of a financial plan are listed in the table below:  

 
Critical Area Description 

Income You provide a service to the Marine Corps and in 
return, you receive an income. 

Family/Personal 
Living Expenses 

Your basic day-to-day expenses needed to maintain 
your standard of living. 

Indebtedness This represents credit you have used to purchase 
items.  Examples of indebtedness includes credit 
card use, car loans, gas card use, etc. 

Savings Where does savings fit in?  How often do you say, “I 
don’t have anything left over at the end of the month 
to save”?  Pay yourself first—it fits in first, not last!  

 
Financial 
Planning 
Worksheet 

The financial planning worksheet will give you a true picture of what your 
financial situation looks like.  This worksheet consist of six distinct pages: 
 
• Net Worth Statement (show your assets and liabilities), page 1 
• Monthly Income, page 2 
• Monthly Savings and Living Expenses, page 3 
• Indebtedness (show all current creditors), page 4 
• Action Plan, page 5 
• Spending Plan, page 6 
 
A full-sized financial planning worksheet is located in the appendix to either 
photocopy or tear out and use.  Fill out as much of the worksheet as possible, 
with the most up-to-date information possible.  Remember, “garbage in, 
garbage out.” 
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Background and Statement of Net Worth 

 
Background 
and Net Worth, 
Page 1 

You may be surprised at what you have accumulated financially.  This page 
shows your net worth, which are your assets minus your liabilities.  A Net 
Worth Statement is a snapshot of your financial picture at a particular 
moment in time.  It will change as your financial situation changes.  Page 1, 
the background and net worth portion of the worksheet is shown below: 
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Monthly Income 

  
Monthly 
Income, Page 2 

Page 2, the monthly income portion of the worksheet is shown below: 
 

 
 

Continued on next page 
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Monthly Income, Continued 

  
Definitions There are some basic income definitions that you will need to know when 

preparing your worksheet: 
 
• Gross pay—total pay, everything you earn 
• Net pay—gross pay less taxes 
• Take home pay—net pay less any other deductions or automatic 

allotments (what ends up in your account each payday) 

  
Section Page 2 consists of three sections: 

 
• Entitlements 
• Deductions 
• Calculate Net Income 

  
Entitlements Copy all pay and allowances that you are entitled to from your Leave and 

Earning Statement (LES) or use a current pay chart to calculate your gross 
pay.  This figure could be different from your taxable pay.  All items taxable 
will have an * next to it in the entitlements section. 

  
Deductions List all allotments, SGLI, FSGLI, TSP, dental, taxes, advance pay, or 

overpayments, and Armed Forces Retirement Home in this section.  Subtract 
your total deductions (B) from your gross pay (A) to calculate your take home 
pay.  Take home pay should be the amount of your direct deposit. 

  
Calculate Net 
Income 

It is important that you know your family’s total net monthly income.  With 
all the automatic deductions that many Marines have, it is difficult to keep 
track of the actual money one has control of.  To calculate your total net 
monthly income, follow the steps listed below: 
 
• Add back all deductions—total pay—except taxes and Armed Forces 

Retirement Home assessment. 
 
• Add any additional income that is coming into the family (part-time jobs, 

spouse’s income, or child support). 
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Monthly Savings and Living Expenses 

  
Monthly 
Savings and 
Living 
Expenses, 
Page 3 

Page 3, the monthly savings and living expenses portion of the worksheet is 
shown below:  
 
 

 

Continued on next page 
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Monthly Savings and Living Expenses, Continued 

  
Savings Most financial advisors suggest one should save a total of 5 to 10 percent of 

their net income.  The average American saves only about 2 to 3 percent; 
however, the average millionaire saves 10 percent.  This is not simply 
because they have more money, but rather a mindset.  Which category would 
you rather be in? 

  
Savings Funds Savings are broken down into three areas:   

 
• Reserve fund.  Money set aside for those items that occur each year and 

are expected expenses such as vacations, holidays, and insurance. 
 
• Emergency fund.  Money set aside for the unexpected such as breakdowns, 

sickness, repairs, and disasters.  Planners suggest that 1 to 3 months of net 
pay should be set aside for this fund. 

 
• Goal-getter fund.  Money set aside for items identified as goals such as a 

diamond ring, new vehicle, or a new home. 
 
The three savings funds will be further explained in study unit 5, lesson 1. 

  
Family/ 
Personal Living 
Expenses 

There are many line items listed on this page to help you look closely at how 
you spend your money.  Living expenses can easily take up the majority of 
your income.  Some expenses are fixed, such as rent and insurance.  Others 
are variable, such as entertainment, personal items, and subscriptions—you 
can control even your utilities!  You can control variable expenses and adjust 
the amounts you spend in these categories in order to have more to use 
somewhere else.    

Continued on next page 
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Monthly Savings and Living Expenses, Continued 

  
Tracking 
Expenses 

How much cash do you spend weekly?  $25, $50, $100?  Do you have a $20 
bill in your pocket on Monday and by Tuesday it is gone? 
 
Where is the majority of your money spent?  Is it usually on impulse items 
like soda, beer, eating out, and entertainment?  If you track these expenses for 
a month, the majority of you will be shocked to find just where your money 
goes and many of you will change your spending habits.  By recording how 
you spend your money on this page, you can decide if you want to continue 
the patterns you have developed or change your spending behavior.  If you 
track expenses through record keeping and curtail spending, up to 10 percent 
of your income may be recovered.  
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Indebtedness 

  
Indebtedness, 
Page 4 

Page 4 allows you to list all of your outstanding debt:  money owed for credit 
card debt, car loan, and other use of financing, along with the minimum 
payment required and the annual percentage rate (APR) charged.  Page 4, the 
indebtedness portion of the worksheet is shown below:  

 

 

Continued on next page 
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Indebtedness, Continued 

  
Net Income 
Breakdown 

The ideal breakdown for your total net income from page 2 is 70/20/10: 
 
• 70 percent for family/personal living expenses 
• 20 percent for indebtedness 
• 10 percent for savings 
 
The above percentages are an excellent guideline.  The percentages may very 
in different households based on different lifestyles.  A single service member 
will have lower living expenses than a married service member with children.  
This is a guide to assist you in balancing your plan.   

  
Debt-to-Income 
Ratio  

Calculate your debt-to-income as a means of measuring whether or not 
additional credit is affordable.  Follow the steps listed below to calculate your 
debt-to-income ratio: 
 
• Determine your total net income monthly. 
• Add up all your debt (excluding rent or mortgage) payments. 
• Total all monthly payments and divide by net monthly income. 
 
The result is your debt-to-income ratio. 

  
Calculation 
Example 

Corporal Beltbuckle earns $2,697 a month with housing allowance.  His total 
monthly debt payments total $575.  Dividing 575 by 2697 equals 21 percent. 

 
What Counts as 
Income? 

Everything you (and your spouse) make in 1 month, minus only what is being 
withheld for taxes counts as income.  Include any regular income from child 
support and alimony if applicable.   

 Continued on next page 
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Indebtedness, Continued 

 
What Counts as 
Debts? 

All of your consumer debt payments should be included: 
 
• Car payments 
• Credit card payments 
• Loan payments 
• Bank/credit union loans 
• Student loans 
• Other installment loans 
 
Do not include mortgage or rent payments, as they would give a different 
debt-to-income ratio. 

 
Debt-to-Income 
Ratio Meaning 

The actual debt-to-income ratio that you calculate will be further discussed in 
Lesson 3, “Credit Management.”  Creditors who examine your current debt 
load prior to credit being granted will look at this ratio. 

 
Credit Today Today credit has evolved from a luxury to a necessity.  It all depends on how 

you use it.  Credit cards are often used for wants rather than emergencies or 
planned needs, which gets many people in the overextended debt range—not 
to mention impulse spending!  Poorly managed credit will lead to serious 
indebtedness.   
 
Credit use will be examined further in lesson 3 of this study unit. 

  
Surplus or 
Deficit 

At the bottom of page 4, you will notice a place for you to determine your end 
of month situation.  Income minus savings minus living expenses determines 
what you have left to pay debts.  This number minus debt payments is what 
you have left at the end of the month.  Is it positive or negative?  If it is 
positive, great!  If it is negative, then you need to make some adjustments.  
The action plan will help. 
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Action Plan 

  
Action Plan, 
Page 5 

Page 5, the action plan portion of the worksheet is shown below: 
 

 
 

Continued on next page 
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Action Plan, Continued 

  
Options There are three ways that you can create a more positive cash flow in your 

financial plan.  However, your options must fit your needs and lifestyles. 
Consider the following options and then do some brainstorming to determine 
ways that might work best: 
 
• Increase income 
• Decrease living expenses 
• Decrease indebtedness 

  
Increase 
Income 

To increase your income, you can  
 
• Get a second job or encourage your spouse to seek employment.  
 
• Review your tax filing status and special credits or exemptions you may be 

entitled to take.   
 
• Increase your exemptions each month, which will add income to your 

monthly take home pay to be used for savings and/or reducing debt.   
 
• Seek pay and budget assistance from your command financial specialist. 

  
Decrease Living 
Expenses 

To decrease your living expenses, review each category of monthly living 
expenses to determine how you can cut back. 

  
Decreasing 
Indebtedness 

Cut credit card usage, shop for the lowest interest rates, and be a savvy 
shopper to decrease indebtedness.  If serious debt exists, see a command 
financial specialist, MCCS personal financial management specialist, or a 
debt management counselor. 

  
Goal Setting 
Section 

Developing a financial plan, and actually putting one together will be in vain 
if you do not have a clear purpose for why you are doing it!  Successful 
people take control of their money and plan its use.  This is why it is so 
important to commit in writing what your financial goals are.  Take a few 
minutes and write down one financial goal that you would like to achieve.   

Continued on next page 
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Action Plan, Continued 

  
SMART Goals Decide what you want to accomplish.  To get where you want to go, take a 

look at where you are now, then make plans for achieving your goals, and 
most importantly, follow your plan.  Follow the idea of setting SMART goals:  
 
• Specific 
• Measurable 
• Action-oriented 
• Realistic 
• Time and cost constrained 
 
Always write down your goals.  To make your goals effective they must be 
specific and measurable as well as having clear start and end dates.  This will 
help make them real to you because you can clearly see when you will get 
there.  Your goals will likely change over the years, which is OK; just adapt 
your plan to meet the changes. 

  
SMART Goals 
Examples 

I want to be rich.  This is a bad goal.  Many people want to be rich, but this 
goal does not have enough information.  How will you accomplish that, by 
what age, and starting when?   
 
I would like to have $1 million in assets by age 65 and will invest $166 per 
month to reach that goal.  This is an excellent goal.  It is specific as to how 
much to save, it has an end point, and it identifies what will be done to make 
it happen. 

  
Short/Long 
Term Goals 

Short-term goals are those that can be reached in 5 years or less.  Long-term 
goals take longer and usually cost more.  These take a more concentrated 
commitment to your entire financial plan.  “Buying a boat in 3 years” is a 
short-term goal.  “Retiring at 60 with the mortgage paid off” is a long-term 
goal.  To reach any goal, you will always need to save something.  Pay 
yourself first; even $50 per paycheck becomes $1,200 a year. 
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Monthly Spending Plan 

  
Monthly 
Spending Plan, 
Page 6 

Page 6, the monthly spending plan portion of the worksheet is shown below: 
 
 

 

Continued on next page 
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Monthly Spending Plan, Continued 

  
Bring It All 
Together 

This is the last page and the most important part of the plan because this is 
where it all comes together.  All of the details you have worked out can be put 
together on one page to provide you with a specific amount to spend in each 
category.  This is a paycheck-by-paycheck plan of how the bills get paid.  
Your take home pay is reflected at the top.  Put only what is deposited into 
your account each pay day and then note all other expenses as indicated.  If 
you have allotments coming out of your salary, do not include them again on 
the spending plan. 

  
Planning vs. 
Actual 

Note the (P) for planning.  This is where you list what you plan on paying 
with each paycheck.  The (A) will be the actual amount you spent or paid for 
the items.  The spending plan allows a forecast of 4 months so you do not 
forget those quarterly payments for insurance, dues, or whatever the expense 
may be.  When preparing this plan, do not forget to include seasonal and 
special expenses—Christmas, birthdays, anniversaries, etc. 

 
Working 
Document 

A good spending plan that is used as a working document forces you to make 
deliberate spending decisions.  Planning is the key.  If you consider buying an 
item not on the plan, then you must make a choice—take on more debt or 
spend money allotted to something else. 

  
Monitoring 
Progress 

This is a great tool for monitoring your progress each month to make sure that 
you are following your plan.  Reward yourself for following your plan when 
you do better than you estimated.  For example, the electric bill was $75 this 
month rather than $100, so take the $25 and put it where you will see the 
money grow to reach the goals you set earlier. 
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Creative Savings Strategies 

  
Savings 
Guidelines 

The following guidelines will help you save more money: 
 
• Pay your savings account first as though it were a regular bill when 

payday comes around.  Direct deposit is probably the easiest way to do 
this.  Remember, the amount you deposit is not as important as depositing 
something on a regular basis. 

 
• Shift a debt payment into your savings account after paying off all your 

debts.  Your savings account will grow quickly this way! 
 
• Put any unexpected sums of money into savings (reenlistment bonuses, tax 

refunds, birthday/anniversary checks, year-end bonuses, lottery jackpots!). 
 
• Scrimp one month out of the year!  Let your imagination go wild on how 

you can save as much as possible for one month.  Knowing that this 
episode of frugality will end in 30 days may help add to your motivation. 

 
• Give up one trip to a fast food restaurant per week and make a sack lunch 

to eat instead.  Put the money you saved into your account. 
 
• Cut back on utilities for a month.  If your next bills are less than what you 

planned for, stick the extra money into savings! 

  
Family Savings 
Guidelines 

If you have a family, get everyone involved: 
 
• Make some family savings goals together (save for a vacation, a dinner 

out, or a trip to an amusement park). 
 
• Show the children your written family spending plan, and add up the 

numbers so they can see where the money is being allocated.  Try to get a 
family consensus on which expenses can be cut back, and task each person 
with a money savings responsibility. 

 
• Make a game out of cutting costs and savings.  Offer special rewards to 

your kids if they meet their own savings goals (saved enough money for a 
toy, a trip to the movies, clothes, bike, or a first car). 

 
• Hugs, smiles, and words of praise are great rewards—unless you have 

promised to match a dollar amount for a special project or item that your 
child is working on. 
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Additional Information 

  
Web Sites The following sites can be used as reference or for additional information: 
 

Web Site Description 
www.dfas.mil  Shows the current pay and BAS charts, 

and other military pay information 
www.mypay.gov  Can obtain a copy of your W-4 or 

check the latest paychart 
www.lifelines.navy.mil  An official source of quality of life 

information for the Department of the 
Navy and LIFELines Partner 
Organizations 

www.cliffsnotes.com Lists books on how to create a budget 
and other aspects of your financial life 

http://www.aarp.org/financial-
creatingplan/  

Takes the user step-by-step on how to 
create a financial plan 

www.fool.com An interesting site for experts and those 
who are just learning about financial 
matters; will educate, enrich, and amuse 
individual investors around the world 

www.intuit.com Shows how Quicken software can help 
if you need personal financial software 
(budget and investing) 

www.microsoft.com Contains information on Microsoft 
Money software, which allows you to 
track your budgeting, checkbook, and 
investments 

www.ihatefinancialplanning.com Interactive articles on budgeting and 
calculating net worth 

www.stretcher.com Contains money saving articles and 
tips. 
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Situational Awareness 

  
Actions on the 
Objective 

Upon completing this lesson, you should do the following on your own: 
 
___ Fill out the full sized version of the Financial Planning Worksheet located 

in appendix A.  Make a photocopy of it and take the time (with your 
spouse if applicable) to fill it out completely. 

 
___ Look for areas in which you can cut your expenses or increase your total 

net monthly income. 
 
___ Review your progress after 6 months. 
 
___ Set SMART goals.  Write them down and keep them where you will look 

at them often. 
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Lesson 2 Exercise 

  
Directions  Complete items 1 through 7 by performing the action required.  Check your 

answers against those listed at the end of this lesson.   

  
Item 1 Name three ways in which a financial plan will help your finances. 

 
1. ___________________________________________________________ 

2. ___________________________________________________________ 

3. ___________________________________________________________ 
 

 
Item 2 Name the four critical areas of a financial plan. 

 
1. ___________________________________________________________ 

2. ___________________________________________________________ 

3. ___________________________________________________________ 

4. ___________________________________________________________ 
 

  
Item 3 Corporal Beltbuckle is trying to determine his total net income.  What are the 

two types of income that will make up his total net income? 
 
1. ___________________________________________________________ 

2. ___________________________________________________________ 
 

 
Item 4 Corporal Beltbuckle has a net monthly income of $2,200 and his total 

monthly debt payment equals $350.  What is his debt-to-income ratio? 
 
a. 14% 
b. 16% 
c. 19% 
d. 23%  

Continued on next page 
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Lesson 2 Exercise, Continued 

   
Item 5 What are the three ways that Corporal Beltbuckle can increase his positive 

cash flow? 
 
1. ___________________________________________________________ 

2. ___________________________________________________________ 

3. ___________________________________________________________ 
 

  
Item 6 A SMART goal is specific, ____________, action-oriented, realistic, and 

time and cost constrained.   
 
a. money-oriented 
b. meaningful 
c. measurable 
d.  mediocre 

  
Item 7 Which of the following is a strategy for saving money? 

 
a. Pay your savings account like it was a regular bill. 
b. Take money out of savings to pay credit card bills. 
c. Put money under your mattress on a regular basis. 
d. Satisfy the need to spend by buying something small when unexpected 

money comes along. 
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Lesson 2 Exercise, Continued 

  
Answers The table below provides the answers to the exercise items.  If you have any 

questions, refer to the reference page listed for each item. 
 

Item Number Answer Reference Page 
1 • Live within your income. 

• Realize personal goals. 
• Maintain a good credit 

history. 
• Get more for your money. 
• Reduce financial stress and 

arguments. 
• Achieve competence and 

confidence. 

2-41 

2 • Income 
• Living expenses 
• Indebtedness 
• Savings 

2-42 

3 • Total pay before 
deductions (except taxes) 

• Any additional income 

2-45 

4 b 2-50 
5 • Increase income. 

• Decrease living expenses. 
• Decrease indebtedness. 

2-53 

6 c 2-54 
7 a 2-57 
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LESSON 3 

CREDIT MANAGEMENT 

Introduction 

  
Scope Managing your ability to obtain and use credit is an important part of your 

financial health.  You need to understand that credit is a double-edged sword.  
Having too much or none at all can be potentially harmful.  While having 
access to credit is beneficial, consider the following statistics: 
 
• In 1990 the average debt carried by Americans on their credit cards was 

$2,985 and since 2003 that debt load had risen to $9,200. 
 
• Nearly half of all credit card holders, 43 percent, make only the minimum 

required monthly payments at least part of the time. 
 
• If you carry a $5,000-balance at 18 percent, and you only make the 2 

percent minimum monthly payment, it will take you 46 years to pay off 
the charge—paying $13,931 in interest.   

 
This lesson will show you how to obtain and use your credit wisely.  If you 
are currently in trouble with your debt load, this lesson will also show you 
how to lower it quickly. 
 

The only man who sticks closer to you in adversity than a friend is a creditor. 
 

--Author unknown 

  
Learning 
Objectives 

After completing this lesson, you should be able to 
 
• Identify appropriate uses of credit. 
 
• Identify inappropriate uses of credit. 
 
• Identify what qualifies a person for credit. 
 
• Identify factors affecting the cost of credit. 
 
• Identify debt-to-income ratio meanings. 

 Continued on next page 
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Introduction, Continued 

  
Learning 
Objectives, 
continued 

• Identify new credit card comparison questions. 
 
• Identify credit card fees. 
 
• Identify warning signs of too much debt. 
 
• Identify critical signs of using too much credit. 
 
• Identify credit-reporting agencies. 
 
• Identify what is on a credit report. 
 
• Identify Consumer Credit Protection Laws. 
 
• Identify steps to take when falling behind in payments. 
 
• Identify what bill collectors cannot do. 
 
• Identify how to set up a power payment plan. 

  
In This Lesson This lesson contains the following topics: 
 

Topic See Page 
Introduction 2-63 
Introduction to Credit 2-65 
Credit History 2-68 
The Cost of Credit 2-71 
Choosing and Using Credit Cards 2-74 
Credit Reporting Agencies 2-80 
Credit Card Protection Laws 2-83 
Warning Signs of Too Much Credit  2-85 
Dealing With Creditors 2-87 
Debt Recovery 2-90 
Additional Information 2-93 
Situational Awareness 2-94 
Lesson 3 Exercise 2-95 
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Introduction to Credit 

  
Overview The economy seems to be moving more towards cashless transactions, where 

instead of using cash or a check to pay for an item, more businesses and 
consumers are using credit.  Your ability to use this privilege is important and 
should not be taken lightly.  

  
Credit  Credit is the ability to buy something today and pay for it later.  It depends on 

the belief that borrowers will pay their debts.  Using credit means taking out a 
loan or using a credit card to make a purchase.  Is it necessary?  Yes.  Many 
would never be able to afford a home if they had to save up all the money to 
pay for it in cash.   

  
Types  While there are several different forms of credit, this lesson will focus on two 

types: 
 
• Installment credit.  The consumer must repay the amount owed in a 

specific number of equal payments, usually monthly.  A car loan is 
installment credit. 

 
• Open-ended credit.  Credit is extended in advance of any transactions, so 

you do not need to reapply each time credit is desired.  Includes 
department store accounts and Visa/MasterCard type accounts. 

 
The Economy 
and Credit 

The entire economic system is largely based on credit.  There is also money 
to be made from it; interest on consumer purchases brings over $100 billion 
into the economy every year. 

  
Wise Uses of 
Credit 

Wise use of credit nearly always falls into one of these two categories: 
 
• Purchase assets—things that will grow or increase in value over time, like 

your own business or buying a home or rental property. 
 
• Convenience—to avoid having to carry large sums of cash or as a 

management tool. 

Continued on next page 
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Introduction to Credit, Continued 

  
Unwise Uses of 
Credit 

Credit becomes more dangerous when used to purchase consumables.  
Furniture, clothing, sporting equipment, dining out, and vacations lose much 
of their value immediately after purchase.  Inappropriate uses of credit 
include 
 
• Impulse buying 
• Spending for status  
• Retaliatory spending 
• Spending to feel good 
• Everyday living expenses 

  
Impulse Buying Easy access to credit often leads to a “buy now, pay later” mentality.  Impulse 

buying can occur when we are bored, nervous, sad, angry, or happy.  During 
these times, consumers will often charge items they would never buy if they 
had to pay in cash.   
 
In addition, consumers buying on impulse tend to pay about 1/3 more than 
they would if they first compared prices at other locations where the same 
item might be on sale.  

  
Spending for 
Status 

Many people feel they need to spend to impress others.  Advertising appeals 
to these emotions.  Ads in the media for credit cards often portray the person 
using the card as having great power or status.  The message they are sending 
is that if you use their card, you will be able to do great things, have more fun, 
attract others, and be more successful. 

  
Retaliatory 
Spending  

In a family where there is not a clear spending plan in place that partners 
agree on, each party has a common tendency to spend on themselves first.  
After all they work hard, so why should they not treat themselves to 
something nice occasionally?  This can spin off into retaliatory spending, 
each partner buying (charging) more for themselves in order to “even the 
score” with the other. 

Continued on next page 
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Introduction to Credit, Continued 

  
Spending to 
Feel Good 

This feeling can become addictive; like other addictive behaviors, the good 
feelings are only temporary.  The debt “hangover” can last a long time.  
Individuals should always decide before charging any purchase if they are 
buying an item because they really need it or because they are under stress 
and want to feel better. 

  
Everyday 
Living 
Expenses 

Meeting everyday living expenses is perhaps the most dangerous use of 
credit.  If you do not have the money to pay for it today, what makes you 
think you will be able to pay for it next month? 

  
Possible 
Negative 
Effects 

If you are unable to keep up with your monthly payments, creditors can take 
legal measures to get the money you owe them and, or take back the items.  
Creditors will start by sending you letters requesting payment.  They can also 
send a “Letter of Indebtedness” to your command notifying them of your 
failure to pay and asking them to get involved.  You will learn more about 
dealing with creditors later in this lesson. 

  
Comparison 
Shopping 

Since most states have no laws regulating the amount you can be charged for 
a loan (e.g. usury law), it is important to shop carefully.  Comparison-
shopping for the money you borrow is every bit as important as comparison-
shopping for your purchase.  Most types of credit are installment loans, in 
which the loan is paid in equal payments, usually on a monthly basis. 

 
Decision 
Making Process 

You should use the standard decision-making promise when preparing to take 
out a loan, just as you would for any other major decision in life: 
 
• Define the need. 
• Search for alternatives. 
• Obtain information. 
• Compare the alternatives. 
• Make the choice. 
• Review and evaluate the decision. 
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Credit History 

  
Overview Now you have some guidelines for using credit wisely, but how do you get a 

loan?  Normally you have to have some kind of established credit history.  
Start building your credit worthiness early, that way when you need credit, 
you will be able to get it.   

  
Establishing a 
Credit History 

To build your credit worthiness and establish credit history, lenders look for 
evidence of financial responsibility and stability.  You can achieve that in 
several steps: 
 
• Establish and maintain a checking and savings account. 
• Have a telephone installed and billed in your name. 
• Pay existing bills (i.e. rent and utilities) on time.  
• Apply for a charge card from a local retailer or gas company (the easiest 

type to get):   
 

• Start with one card.   
• Make small purchases. 
• Pay off in full at the end of each month. 
• Be careful to avoid overspending, as interest rate charges are high. 

 
After establishing a good credit history with other loans, you will eventually 
qualify for a Visa or MasterCard from a major bank or credit union.  There 
are over 6,000 different financial institutions issuing these cards, so be aware 
because the terms and rates will vary considerably.   

  
Qualifying for 
Credit 

Before credit is granted to you, the lender will evaluate the following factors:  
 
• Character 
• Capacity 
• Collateral 
• Capital 
• Condition 

Continued on next page 
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Credit History, Continued 

  
Character Do you have a history of repaying loans on time?  Credit references that 

appear on credit reports are used to determine your character.  These include 
bankcards (the single best reference), travel and entertainment cards, 
department store cards, mortgages, and auto loans.  Job stability (length of 
time on the job and in a location), age, and checking and savings account 
records are also taken into account. 

  
Capacity How likely is it you can repay the loan on time?  Income, how much potential 

credit you hold (number of cards and number of inquiries) and total debt 
levels is considered. 

  
Collateral What, if any, additional security is there to ensure the loan will be repaid?  

Collateral is required for any large loan, such as for a home or car.  This is 
also known as capital. 

  
Capital Capital is the measure of your financial net worth.  Questions about assets and 

liabilities reveal whether your net worth is sufficient for you to be granted 
credit. 

 
Condition General conditions of the economy affect the granting of credit.  Due to 

concerns of inflation when the economy is doing poorly, more credit is 
available to encourage spending.  On the flip side, when the economy is doing 
well, less credit may be available. 

 
Credit 
Worthiness 

Your reputation for financial responsibility determines how much you will 
pay for a loan.  If you are a high credit risk, you may still be granted credit, 
but at a less favorable interest rate.  Also, you may find you have to borrow 
from alternative financial resources, such as finance companies, which charge 
higher rates because they are willing to accept riskier customers. 

Continued on next page 
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Credit History, Continued 

 
Improving 
Your Credit 
History 

If your current credit history is not great, there are ways to improve it: 
 
• Pay your bills on time. 
• Get current if you have missed payments and stay current. 
• Pay off debt rather than moving it around between different credit cards. 
• Do not open new accounts unless you intend to use them. 
• Do not open a number of new accounts too rapidly. 

 
Challenge What are four steps to establish a good credit history? 

 
1. ___________________________________________________________ 
 
2. ___________________________________________________________ 
 
3. ___________________________________________________________ 
 
4. ___________________________________________________________ 
 

  
Challenge 
Answer 

Refer to page 2-68 for the answer before going ahead with this lesson.   
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The Cost of Credit 

  
Factors Your ability to borrow money from a lending institution will cost you money, 

plain and simple.  Charging interest on borrowed money is how companies 
make their money.  But not all institutions charge the same amount—it is in 
your best interest to shop around.  Compare options from different lenders to 
get the best deal.  Depending on the type of loan or account you are looking 
to open can save you hundreds or thousands of dollars over the life of the 
loan.  The cost of credit is determined by a number of factors: 
 
• Where to borrow 
• How much you borrow 
• How long you take to repay 
• How the interest is calculated 
• Your credit worthiness 

  
Where to 
Borrow 

Where you borrow will definitely affect your cost.  The table below lists the 
different places to borrow and a brief description: 

 
Lender Description 

Credit Unions • Owned by members 
• Loan to members only 
• Offer the most attractive rates 

Commercial Banks • Offer a wide variety of products 
• Loan to lower-risk people  
• Average rates 

Savings and Loan 
Associations 

• Focus on mortgages 
• Offer other services 
• Similar to banks 

Consumer Finance 
Companies 

• Accept higher credit risks 
• Rates often high 

Retail Merchants • In-store loans and credit cards 
• Promotional introductory rates rise rapidly after 90 

to 180 days 
• Rates are often unattractive 
 
Note:   The most expensive place to finance any 

purchase is the place you are buying it.  You 
pay for the convenience.    

 Continued on next page 
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The Cost of Credit, Continued 

  
How Much to 
Borrow 

How much you borrow has a big impact on total cost.  A down payment can 
often result in substantial savings. 

 
How Long to 
Pay 

Borrowing for a longer period lowers your monthly payment, but results in 
higher costs.  

  
Loan Interest 
Calculations 

There are two ways to calculate interest for installment loans: 
 
• Simple interest 
• Add-on interest 

  
Simple Interest Simple interest is computed by applying a percentage rate to the balance 

outstanding during each payment period.  This is the most attractive method.  
As you make payments, the interest charged decreases along with the loan 
balance due.  Credit unions always charge simple interest; banks normally do 
also.  Ask for it! 

  
Add-On 
Interest 

Add-on interest is calculated on the amount financed, and then added on to it.  
The total sum has to be repaid.  No matter how many payments you have 
made, the interest charged will always stay the same. 

 
Debt-to-Income 
Ratio 

You can avoid trouble by knowing your safe credit limit.  This can be 
determined by your debt-to-income ratio, which is a number that compares 
the amount of your debt to your monthly take home pay.  Lenders use this 
when determining if they should grant you credit. 

  
Calculated Refer to lesson 2 of this study unit on how to calculate your debt-to-income 

ratio.  

Continued on next page 
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The Cost of Credit, Continued 

  
Think About It Do you know your debt-to-income ratio?  Take the time to calculate it now. 

 
Total net monthly income = __________ 
 
Total debt payments          = __________ 
 
Divide _______ by ___________ to get:  __________________ 

  (Income)             (Payments)                        (Debt-to-income ratio) 
 

 
Debt-to-Income 
Ratio Meaning 

So now that you can determine your debt-to-income ratio, what does the 
resulting number mean?  The table below is a general guideline as to where 
you stand with the current amount of debt you have and if you should or can 
take on more. 

 
Percent Status 

Less than 15% Some additional credit may be used with caution 
15% to 20% Fully extended 
21% to 30% Over extended 
Greater than 30% Seriously over extended—seek help 
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Choosing and Using Credit Cards 

  
Overview There are more than 6,000 institutions that offer credit cards.  Each will vary 

slightly in fees and interest rates.  To find the one right for your 
circumstances, you need to shop around.   

  
Choosing 
Credit Cards 

Before opening a new credit card account, ask questions so you can make 
comparisons: 
 
• Is there an annual fee?  If so, how much?  Can it be waived? 
 
• What is the interest rate on any balances?  If there is a low introductory 

rate, how long is it good for?  What rate will be charged after the 
introductory period? 

 
• What is the grace period on purchases?  The grace period is the time you 

have to pay before any interest is charged.  There are cards with a no grace 
period. 

 
• What are the terms for a cash advance?  Most cards charge a higher 

interest rate for cash advances and the interest starts to accrue 
immediately. 

 
• What additional fees apply, such as: late payments, over credit limits, cash 

advances, and others?   
 
• Are there any hidden charges, such as a rise in the interest rate in the event 

of a late payment? 

  
Credit Card 
Fees 

Knowing how credit cards make their money is important, as some of the 
main differences between what fees lenders charge and when.  The fees of 
most credit card companies are listed below: 
 
• Annual fee  
• Over-the-limit fee 
• Late fee 
• Balance transfer fee 
• Cash advance fee 

Continued on next page 
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Choosing and Using Credit Cards, Continued 

 
Annual Fee Many credit card companies are doing away with their annual fee.  Some card 

companies are now replacing the annual fee with a minimum monthly finance 
fee of $2 to $6, charged to your account regardless of whether you pay your 
balance in full or not.   

 
Over-the-Limit 
Fee 

Over-the-limit fees are added to the cost of each purchase when the card is 
over the limit, which is about $35 for each transaction.  Typically, the 
company will approve the purchase and then charge you the fee. 

 
Late Fee Late fees are assessed when you pay after the due date.  On most credit cards, 

this fee is an additional $15 to $39, depending on the overall balance owed.  
Use the envelope sent with your bill as well as the payment stub to ensure that 
your payment makes it to the card payment center. 

 
Balance 
Transfer Fee 

Unless stated otherwise in a promotional offer, balance transfers are treated as 
a purchase, which means transfers begin racking up charges after the grace 
period.  Some cards also charge up to 3 percent of the balance transferred. 

 
Cash Advance 
Fee 

Getting a cash advance from your credit card is costly.  These fees are 
typically 3 percent of the cash advance, but not less than a set minimum of 
about $5.  You are also charged interest on the advance and a surcharge 
imposed by the ATM owner. 

Continued on next page 
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Choosing and Using Credit Cards, Continued 

 
Money Saving 
Guidelines 

The following guidelines will help you save money when using your credit 
cards: 
 
• Tell your existing credit card company that you plan to switch to a lower 

interest rate card and ask what they can do for you.  In many cases, they 
will lower your interest rate to keep you as a customer, especially if you 
have been a client in good standing for a year or more, carry a balance, 
and your annual percentage rate (APR) is over 14 percent. 

 
• Get an account with a low or no annual fee if you pay off your balance 

each month.  If you carry a balance, look for a low APR and low or no 
fees. 

 
• Avoid high priced add-ons such as:  credit life, credit disability, or credit 

unemployment insurance.  For the most part, this is pure profit for the 
lender and, as a Marine, you will most likely not need to use them. 

 
• Call the company and ask them to waive the late fee if you are late paying 

your bill.  If you are a good customer, they will do so once. 

 
Using Credit 
Cards 

Credit cards can be a double-edged sword.  They can be enormously useful or 
extremely dangerous, depending on how you use them.  

  
Convenience Credit cards can be a big benefit due to their convenience.  Merchants must 

pay a small percentage to the credit card company (often 3%) when you use 
your card, and some merchants will give a slight additional discount on a 
purchase if you offer to pay cash. 

  
Emergencies A credit card can be very valuable in an emergency or unexpected 

circumstance.  You must have one in order to rent a car, for example. 

  
Protection Using a credit card can offer some protection as purchases can be contested 

with the credit card issuer under the Fair Credit Billing Act. 

Continued on next page 
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Choosing and Using Credit Cards, Continued 

 
Problems Credit cards can become a problem.  The worst use of a credit card is for a 

cash advance.  Not only can this be a symptom of bigger problems, but the 
interest rate clock starts the moment the cash comes out of the ATM and the 
rate charged is normally higher.   
 
Also, avoid the use of convenience checks sent to you.  They often carry a 
higher APR.   

  
Missing Cards As soon as you notice a missing credit card, call to report it, and follow up in 

writing.  This will limit your exposure to fraudulent charges.  Many 
companies will even waive any fraudulent charges as long as you report the 
unauthorized charges immediately. 

 
Debit Cards A debit card is like a check.  Some debit cards require a PIN.  Others simply 

require a signature.   
 
• PIN based—removes the item purchase price from your checking account 

almost immediately.  You must know the PIN in order to make a purchase, 
which helps in case of a lost or stolen card. 

 
• Signature based—displays a Visa or MasterCard logo and is accepted 

anywhere Visa or MasterCard is.  You sign a sales slip and the money is 
removed from your account 2 to 3 days later. 

  
Debit Card 
Fees 

Some institutions charge debit card customers monthly fees.  Others charge 
fees on each debit card transaction.  If you are abroad, you should note that 
some banks charge when you use debit cards outside the United States.   

  
Federal 
Safeguards 

You do have some federal protections if a thief gets hold of your debit card.  
Review the table on page 1-55 for liability limits under the “Electronic Funds 
Transfer Act.” 

  Continued on next page 
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Choosing and Using Credit Cards, Continued 

 
Debit Card 
Returns 

Many merchants treat a debit card purchase as they would a personal check or 
cash.  However, you may have trouble getting a refund on merchandise 
purchased—getting stuck with a store credit instead of a refund.  When you 
make a purchase with a credit card, you have the option of withholding 
payment if you are unsatisfied with the quality of an item.  This does not 
apply to a debit card purchase.   

 
Debit Card Use Knowing when to use a debit card is key: 

 

• Use it to pay for everyday items such as gas or groceries. 
• Do not use it to pay for big-ticket items or expensive services. 
• Do not use it to order merchandise from the Internet or a catalog. 
• Do not forget to record the transaction in your check register. 

  
STARCARD The STARCARD is a credit card that can be utilized at all military 

exchanges.  There are two types: 
 

• Regular credit card—allows you to make purchases and defer payment 
over time just like any other credit card.  The application process and 
screening is similar to other credit cards, and finance charges are assessed 
each month if not paid in full. 

 

• Uniform purchase plan—allows you to purchase uniforms and uniform 
related items, pay for them over time and no interest will be charged. 

 
Note:   The STARCARD can be used at all Navy, AAFES, Marine Corps, and 

Coast Guard exchanges. 

  
Government 
Credit Cards 

Government credit cards may be issued to you on an as needed basis, as 
determined by the command.  If you are issued a government card, it is 
important to know that this is not for you to use for your personal expenses, 
only for command approved and authorized expenses. 

  
Travel Cards If you are issued a travel card, you may charge expenses for official trips and 

be reimbursed for approved expenses by your command.  You must then pay 
the bill.  The government is not held liable when servicemembers fail to pay 
overdue debt.  These cards are ultimately your responsibility and failure to 
pay will be reflected on your credit report and cause you problems at the 
command.   

 Continued on next page 
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Choosing and Using Credit Cards, Continued 

 
Challenge Why should you avoid credit card cash advances? 

 
______________________________________________________________ 
 

 
Answer Refer to page 2-75 for the answer before going ahead with this lesson. 
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Credit Reporting Agencies 

  
Overview Credit reporting agencies maintain your credit report history by receiving 

information from your creditors every month.  They put the information in a 
database until a potential creditor has an inquiry on you.  Information can 
come from banks that hold your mortgage to credit card companies, and 
increasingly from non-standard sources like power and telephone companies. 

  
The “Big 
Three” 

The industry is dominated by three credit reporting agencies:   
 
• Equifax 
• Experian 
• TransUnion 
 
These three agencies maintain independent databases and compete with one 
another to sell information to lenders, insurance companies, and employers.  
For the most part, they do not share information with each other and so may 
not have identical information about an individual.  If you have moved a lot, 
your information may be incomplete and you should request a copy from all 
three agencies.   
 
Note:   Contact information is listed on page 1-66. 

  
Credit Report Your credit report is a summary of the following items:  

 
• History of payments 
• Status of accounts (open and closed) 
• Personal and employment information 
• Public records (bankruptcies and judgments) 
• Credit inquires 
 
Every individual has their own credit file, although information on any joint 
accounts will appear on the credit reports of each of the account holders.   

 Continued on next page 
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Credit Reporting Agencies, Continued 

 
Report 
Information 

The standard time that information remains on your credit report is listed in 
the table below: 

 
Information Type Time 

Personal  7 years 
History and Inquires 2 years 
Judgments 10 years 
Chapter 7 and 13 Bankruptcies Forever, but reported for 10 years 

 
Incorrect 
Information  

If you find information that you disagree with, you should contact the credit 
reporting agency.  That particular agency must first request confirmation from 
the business that originally made the entry.  If unable to get confirmation, the 
information will be removed.  At this point, you should contact the other two 
credit reporting agencies and request them to remove the incorrect 
information as well.  If the information is confirmed as correct, it becomes 
impossible to remove.  However, you have the right to enter a consumer 
statement explaining the entry up to 100 words.  
 
Note:   There are no quick fixes available for a bad credit record. 

  
Receiving a 
Credit Report 

Currently, all three credit bureaus charge for a copy of your credit report, 
unless you have been turned down in the last 30 days.  If you have been 
turned down for credit, the company that turned you down will let you know 
which bureau they used and you may also request a free copy from them. 
 
Note:   Due to legislation passed in 2004 and no later than September 2005, 

you may receive a free copy of your credit report from each credit 
bureau every year.   

  
Multiple 
Accounts 

Even though you may have a zero balance on all your credit cards, having too 
many open accounts is a strike against you.  Credit lenders view any open 
account as a potential for debt that will then impact your ability to repay their 
loan.  Be sure to close out all old accounts and cards you no longer use.  
Write the creditor and ask them to close the account and report it to the credit 
bureau.  You must make the request in writing and ask them to indicate it was 
closed upon customer’s request.   

Continued on next page 
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Credit Reporting Agencies, Continued 

  
Credit Score One of the biggest parts of the credit report is your credit score.  Your credit 

score is the determining factor if you get a loan or not.  Creditors take your 
information and credit experience and, using a statistical program, compare 
you to other consumers with similar profiles.  This score is based on four 
items listed in the table below: 

  
Item Explanation 

Credit History Have you ever had any late or missing payment 
in the past? 

Amounts Owed The more you owe the less your score, but is 
also based on how much of your available 
credit you have used. 

Length of Credit History Are your credit accounts relatively new or have 
they been open for some time. 

New Credit Have you opened numerous accounts in a small 
period of time? 

 
Credit Report 
Review 

It is important to review your report annually to verify that the information is 
correct and complete.  Mistakes are not uncommon, and if undetected, could 
ruin your chances of getting a loan.  In fact, one in five has an error that could 
lead to denial.   

  
Challenge I If you disagree with information on your credit report, whom should you 

contact? 
 
______________________________________________________________ 

 
Challenge I 
Answer 

Refer to page 2-81 for the answer before going ahead with this lesson. 

 
Challenge II How can having multiple accounts open with low or no balances count 

against you? 
 
______________________________________________________________ 

 
Challenge II 
Answer 

Refer to page 2-81 for the answer before going ahead with this lesson. 
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Credit Card Protection Laws 

  
Overview There are a number of important laws that have been enacted for your 

protection.  This lesson will only cover a few of the more important areas 
covered by these laws.  If your situation requires it, seek out a qualified legal 
assistance attorney. 

  
Truth In 
Lending Act 

The Truth In Lending Act requires lenders to give you a written disclosure on 
the cost of credit and terms of repayment prior to the transaction.  Lenders 
must disclose the cost of any loan, the APR, and the total finance charge in 
dollars. 

  
Fair Credit 
Billing Act 

The Fair Credit Billing Act protects consumers from billing errors and allows 
you to dispute charges.  The law applies to two types of account:  open end 
credit accounts such as credit cards and revolving charge accounts such as 
department store accounts.  You must make disputes in writing within 60 
days.  This Act applies to credit card purchases made overseas as well.   

  
Fair Credit 
Reporting Act 

The Fair Credit Reporting Act provides for your right to know what is on 
your credit record and provides for the dispute and deletion of inaccurate or 
outdated information. 

  
Fair Debt 
Collection 
Practices Act 

The Fair Debt Collection Practices Act determines the means by which debt 
collectors can contact you.  You are protected from unfair practices from third 
party debt collectors.  They cannot be abusive, harass you, tell anyone else 
about your debt, or threaten you.  You can write to debt collectors and tell 
them to stop contacting you.  You can also sue them for breaking this law. 

  
Equal Credit 
Opportunity 
Act 

The Equal Credit Opportunity Act provides for granting of credit regardless 
of race, gender, marital status, age, religion, color, or national origin. 

  
Fair Credit and 
Charge Card 
Disclosure Act 

The Fair Credit and Charge Card Disclosure Act requires that credit card 
solicitations inform you of their total cost.  This includes APR, grace period, 
annual fee, finance charge, other fees, and the method for calculating the 
balance. 

Continued on next page 
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Credit Card Protection Laws, Continued 

  
State Protection It is important to note that Federal laws do not regulate the amount of interest 

lenders may charge you!  Some states do have usury laws, most of which 
limit interest rates to a 30-percent maximum, but many have no such 
protection. 
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Warning Signs of Too Much Credit 

  
Overview Credit cards make spending easy and may encourage you to spend more than 

you can repay in a timely manner.  Not only will this cost you financially, but 
it will also have a certain psychological cost, as you will continually worry 
about your mounting pile of bills. 

   
General 
Indicators 

General indicators that can cause or lead to credit problems include 
 
• Less than one month’s take home pay in savings 
• Dependent on spouse’s job or a part-time job to make ends meet every 

month.  Many couples depend on two incomes periodically with no 
cushion.  What happens when it is time to move? 

• Debt-to-income ratio over 20 percent 
• At or near credit limits on credit cards most of the time 

 
Warning Signs Serious signs of using too much credit include 

 
• Unable to pay off most credit cards each month 
• Paying only the minimum monthly payments 
• Realizing each month more income is being committed to debt repayment 
• Falling behind on payments and receiving late notices 
• Having no money after paying bills 
• Needing to take a cash advance for other monthly expenses—buying 

groceries 

Continued on next page 
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Warning Signs of Too Much Credit, Continued 

  
Critical Point Signs of critical financial difficulty are listed below:   

 
• Rotating bills—paying some this month and some next month 
• Getting cash advances to make payments; using credit to pay credit 
• Being denied additional credit due to problems on credit reports 
• Hiding bills or being dishonest with family members about debts 
• Relying on a debt consolidation loan to reduce payments enough to meet 

monthly living expenses 
• Receiving notices of repossession or foreclosure 
• Experiencing garnishment 

  
Challenge What debt-to-income ratio percentage indicates a potential credit problem? 

 
______________________________________________________________ 

 
Answer Refer to page 2-85 for the answer before going ahead with this lesson. 
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Dealing With Creditors 

  
Overview Despite all your efforts, you may find yourself in credit trouble.  Act quickly 

to avoid loss of credit, repossessions, and bankruptcy.  Paying your bills is 
your first priority.  The creditor wants you to be able to make payments; so as 
long as you are honest and follow through, there would be no reason to start 
collections. 

  
Collector 
Mentality 

If you owe money to a business and are seriously behind in payments, the 
company may sell your “account” to a third party collector or attempt to 
handle your case in-house.  The collectors’ job is to get the full amount owed 
as soon as they can.  They will use any method within the law to get the 
money or collateral owed.  Knowing their view point and how they may come 
at you will strengthen your position.   

  
Things To Do The following is a list of things you should do when falling behind in 

payments: 
 
• Contact the creditor(s).  Let them know if there is a problem before you 

get behind.  The cost of collecting is high and they will probably be 
willing to work with you, but be honest with them.  

 
• Approach the creditor(s) with a plan.  Be careful of promising more than 

you can deliver.  If you can only pay a certain amount a month, tell them 
what to expect each month and then make good on your promise.  By 
sending in something, you are showing your commitment to make good on 
your debt and will often forestall other remedies available to the collector, 
such as court action. 

 
• Stay in touch with the creditor(s).  Contact the creditor regularly.  This 

will reassure the creditor and shows a responsible attitude towards your 
obligation. 

 
• Change your behavior.  If you find that you have dug yourself into a hole, 

seek help from your command financial specialist.   

Continued on next page 
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Dealing With Creditors, Continued 

  
Contacting 
Creditors Early 

There are certain advantages to contacting your creditor early: 
 
• Eliminates late charges on your account 
• Keeps your delinquent account from being reported to credit report 

agencies 
• Permits you to make interest-only payments for awhile 
• Keeps your account from being turned over to a collection agency 
• Prevents your utilities from being turned off 
 
If your bills are already late and you have not contacted your creditors, then 
your credibility may be damaged, or they may have already turned your 
account over to a collection agency. 

 
Beware  You should steer away from the following as much as possible: 

 
• Credit clinics/repair services—many charge up-front fees promising to 

“clean up your credit report” fast and get you out of debt.  They cannot do 
anything for you that you cannot do for yourself. 

 
• Debt consolidation loans—a temporary fix; debt consolidation loans are 

not always bad.  However, they will not work without changing behavior.  
A recent study indicated that 78 percent of all consumers that take out bill 
consolidation loans have a higher debt-to-income ratio 18 months later 
than when they first took out the loan. 

 
• Bankruptcy—the last resort option for protection from bill collectors, 

lawsuits, and foreclosures but legislation reforms are making it much 
harder to use this option to get a fresh start.  Bankruptcy does not allow 
you to walk away from problems.  It may severely impact on your ability 
to get credit in the future, in addition to potentially negative career 
implications.  For further information on bankruptcy, refer to Study Unit 1, 
Lesson 2. 

  
Tools for 
Contacting 
Creditors 

Dealing with a creditor can be very unpleasant.  Included in the appendix is a 
telephone script, phone log and creditor confirmation letter that can be 
prepared ahead of time to help you stay friendly, courteous, and business-like. 

Continued on next page 
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Dealing With Creditors, Continued 

 
Collector 
Restrictions 

As stated earlier, debt collectors will do anything within the law to collect the 
money that is owed to them.  The following is a list of things that a debt 
collector cannot do: 
 
• Call you at an unusual time—generally between 2100 and 0800. 
• Make continuous or anonymous phone calls to harass you. 
• Contact you at your place of work once informed not to. 
• Use profanity or other abusive language. 
• Threaten to use violence or other criminal means to harm you, your 

reputation or property. 
• Impersonate a police officer or government official. 
• Misrepresent the legal status of a debt. 
• Threaten imprisonment or other action the bill collector could not take. 
• Make other false and misleading statements. 

 
Ceasing 
Communication 

You can write to the bill collector saying that you want them to cease 
communication.  The bill collector must stop contacting you—except to 
advise you of any legal action they intend to take. 
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Debt Recovery 

  
Overview If you find yourself teetering on the brink of financial destruction, all is not 

lost.  There are options for you.  You should take charge of the situation and 
get out of the hole that you dug.  If this proves to be a monumental task, go 
get help.  You are not alone.  Take a look at the following facts: 
 
• Each year, almost nine million consumers seek help from a debt-

counseling service. 
 

• The average client seeking help has more than $15,700 in unsecured 
consumer debt and only makes $30,000 in gross income. 

  
Take Charge 
Yourself 

Develop a workable and realistic spending plan.  Do what is necessary to 
establish a positive monthly cash flow.  Prioritize debts.  Use the table below 
as a guideline for debt prioritization: 

 

Debt Explanation 
Child Support Law enforcement agencies can intercept tax returns, 

garnish wages, put liens on property, and suspend 
licenses if child support is not paid. 

Mortgage  Foreclosure proceedings could start with just two 
missed payments. 

Car Loan Some states allow repossessions with just one missed 
payment. 

Taxes IRS can work with you to establish monthly 
payments for tax debt. 

Court Judgment Despite what the original bill was for, your wages 
could be garnished if you do not pay. 

Utilities Many utility companies will work out modified 
payment schedules or have some type of assistance 
program that you may qualify for. 

Bank Credit Cards Try to make at least the minimum monthly payments. 
Department Store 
Credit Cards 

Most stores will accept lower monthly payments for a 
period of time. 

Student Loans Contact the agency for a deferment before defaulting. 
If you do not pay, wages can be garnished or you 
could lose your tax refund. 

Medical Bills Try to arrange payment schedules before being sent 
to collections. 

Smaller Bills Unless you think you are going to be sent to 
collections, smaller bills would not take priority. 

 Continued on next page 
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Debt Recovery, Continued 

 
Power Payment 
Plan 

A power payment plan is an effective tool that can help you quickly pay off 
your bills.  To set up a personal power payment plan, follow the steps listed 
below: 
 
• After budgeting to get a positive cash flow, ensure minimum payments are 

made on all monthly bills.   
 
• Apply all remaining available funds to whichever debt has the highest 

APR.  
 
• Once that bill is paid off, add the payment left over and apply the money 

to whichever bill has the second highest APR.     
 
This is like getting a mini-bill consolidation loan, without any extra fees.  The 
psychological effect can be very motivating as you see your bills paid off. 

  
Seek Help If these steps prove unsuccessful, seek help from a professional financial 

counselor.  You may want to consider a credit-counseling agency that can 
administer a debt management program.  These agencies aim to help people 
pull themselves out of debt by using an approved debt-repayment plan:  
 
• Personalized to your repayment capabilities 
• Creditor-approved arrangement to repay unsecured debt at reduced interest 

rates 
• An agreement not to take on any new debt 
• One payment a month to the agency, which in turn, is sent to the creditors 

Continued on next page 
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Debt Recovery, Continued 

  
Selecting an 
Agency 

Check with various agencies before selecting an agency to assist you with 
your debt-repayment.  Choose one that is part of the National Foundation for 
Credit Counseling (NFCC).  The NFCC provides free or low-cost credit 
counseling in more than 1,000 locations through its 129-member agencies.  If 
you go with a non-NFCC agency, ask questions regarding their fees or how 
they make their money.  Many times there is a “hidden fee” unknown to the 
consumer.  Find one that is non-profit and receives its funds either from the 
community and/or the creditors.  There may be a small fee associated with 
using their service, so ask ahead of time. 
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Additional Information 

  
Web Sites The following sites can be used as reference or for additional information: 
 

Web Site Description 
www.ihatefinancialplanning.com  An informative and fun site devoted to 

those that do not like to do financial 
planning. 

www.ftc.gov/bcp/conline/pubs/ 
credit/billed.htm 

Part of the Federal Trade Commission 
Web site—contains additional 
information for use if you have errors on 
your credit card bills. 

www.nfcc.org Locate or contact member agencies for 
quality credit counseling, debt reduction 
services, or additional education for 
financial wellness.  If you use a CCCS, 
make sure they are NFCC certified. 

www.debtadvice.org Provided by NFCC agencies—additional 
information on debt and money 
management and more. 

www.cbs.marketwatch.com  Primarily consist of business news stories, 
but also contains many interesting 
financial articles. 

http://Money.howstuffworks.com Leading source for clear, reliable 
explanations of how different aspects of 
the financial world actually works.  
Excellent resource. 

http://national.unitedway.org The United Way of America site that can 
be searched by zip code to locate your 
local chapter and local charities. 

www.fool.com  An interesting site for those who are just 
learning about financial matters or for 
experts.  The company's mission is to 
educate, enrich, and amuse individual 
investors around the world. 

www.bankrate.com  This site deals with all matter of personal 
finance issues.  Gives average rates on 
mortgages, savings accounts, credit cards, 
etc.  Excellent resource. 

www.annualcreditreport.com The only authorized source for consumers 
to access their free annual credit report. 
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Situational Awareness 

  
Actions on the 
Objective 

Upon completion of this lesson, you should do the following on your own: 
 
___ If you do not have an established credit history, follow the steps in this 

lesson. 
 
___ Compare the APR on your current credit cards.  If necessary, pay off the 

highest account and use only the lower accounts. 
 
___ Shop around to get the lowest APR possible.  Contact your current lender 

and let them know you are shopping around.  Ask them to lower your 
APR or you will stop using their card. 

 
___ Calculate your debt-to-income ratio.  Take steps to get your ratio under 

15 percent. 
 
___ If your ratio is above 20 percent, seek help. 
 
___ Pay your bills on time to avoid paying any of the charges or fees listed in 

this lesson. 
 
___ When making large purchases (computer, appliances, etc), take 

advantage of “same as cash” offers.  Pay the balance off in full to avoid 
paying finance charges, and then close the account.   

 
___ Get a copy of your credit report from all three credit reporting agencies. 
 
___ Consider closing out any unused accounts. 
 
___ Take steps to fix any other problems found. 
 
___ Follow the steps in the lesson if falling behind on debt payments. 
 
___ If needed, set up a power payment plan or seek help from a financial 

advisor to set one up for you. 
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Lesson 3 Exercise 

  
Directions Complete items 1 through 15 by performing the action required.  Check your 

answers against those listed at the end of this lesson.   

  
Item 1 Corporal Beltbuckle has just received his first credit card.  Which of the 

following is an appropriate use of it? 
 
a. He can buy that stereo he has been looking at for months. 
b. He can pay for food at the grocery store. 
c. He does not need to carry around large amounts of cash. 
d. He can use it during his upcoming vacation. 

 
Item 2 Name three inappropriate uses of credit. 

 
1. ___________________________________________________________ 

2. ___________________________________________________________ 

3. ___________________________________________________________ 
 

 
Item 3 Corporal Beltbuckle’s history of repaying loans or credit card bills on time 

falls under which of the factors for credit? 
 
a. Character 
b. Capacity 
c. Collateral 
d. Commitment 

Continued on next page 
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Lesson 3 Exercise, Continued 

 
Item 4 Name four factors that affect the cost of credit. 

 
1. ___________________________________________________________ 

2. ___________________________________________________________ 

3. ___________________________________________________________ 

4. ___________________________________________________________ 
 

 
Item 5 Corporal Beltbuckle calculated a debt-to-income ratio of 21 percent.  How 

should he view his credit status? 
 
a. Additional credit may be used 
b. Fully extended 
c. Over extended 
d. Seriously over extended 

 
Item 6 Identify three questions you should ask before opening a new credit card 

account. 
 
1. ___________________________________________________________ 
 
2. ___________________________________________________________ 
 
3. ___________________________________________________________ 
 

Continued on next page 
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Lesson 3 Exercise, Continued 

 
Item 7 Identify three different types of credit card fees. 

 
1. ___________________________________________________________ 
 
2. ___________________________________________________________ 
 
3. ___________________________________________________________ 
 

 
Item 8 Which of the following is a credit reporting agency? 

 
a. TransAmerica 
b. VeriCheck 
c. EquiCredit 
d. Experian 

 
Item 9 Name three items listed on your credit report. 

 
1. ___________________________________________________________ 

2. ___________________________________________________________ 

3. ___________________________________________________________ 
 

 
Item 10 Corporal Beltbuckle believes there is an error on his credit card account.  

Which Federal Act protects him from billing errors and allows him to dispute 
the charges? 
 
a. Equal Credit Opportunity Act 
b. Fair Credit Billing Act 
c. Fair Credit Reporting Act 
d. Truth in Billing Act 

Continued on next page 
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Lesson 3 Exercise, Continued 

 
Item 11 Name two warning signs of using too much credit. 

 
1. ____________________________________________________________ 
 
2.  ____________________________________________________________ 
 

 
Item 12 Corporal Beltbuckle is starting to rotate paying his bills, using cash advances 

to pay bills, and hiding bills from his wife.  Corporal Beltbuckle is showing 
signs of  
 
a. using his credit wisely. 
b. the warning stage and he needs help. 
c. a critical stage of using his credit. 
d. getting ready to declare bankruptcy. 

 
Item 13 Put the steps below in the proper sequence and answer the question below. 

 
I. Change your behavior. 
II. Stay in contact with your creditor. 
III. Approach the creditor with a plan. 
IV. Contact the creditor. 

 
What are the proper steps to take when falling behind in your payments? 
 
a. IV, III, II, and I 
b. II, IV, III, and I 
c. I, III, IV, and II 
d. III, IV, I, and II 

Continued on next page 



MCI Course 3420F  Study Unit 2, Lesson 3 Exercise 2-99

Lesson 3 Exercise, Continued 

 
Item 14 Which of the following actions are bill collectors not allowed to do? 

 
a. Contact the police to arrest you. 
b. Call at midnight regarding your late payment. 
c. Send legal notices on a weekly basis. 
d. Contact others regarding your bills.  

 
Item 15 When setting up a power payment plan and you have paid the minimum 

payments on all of your bills, what should you do with the remaining 
available funds? 
 
a. Open a savings account. 
b. Buy an outfit. 
c. Apply it to the bill with the highest APR. 
d. Apply it to the bill with the highest balance. 
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Lesson 3 Exercise, Continued  

  
Answers The table below provides the answers to the exercise items.  If you have any 

questions, refer to the reference page listed for each item. 
 

Item Number Answer Reference Page 
1 c 2-65 
2 • Impulse buying 

• Spending for status 
• Retaliatory spending 
• Spending to feel good 
• Everyday living expenses 

2-66 

3 a 2-69 
4 • Where to borrow 

• How much you borrow 
• How long you take to repay 
• How the interest is calculated 
• Your credit worthiness 

2-71 

5 c 2-73 
6 • Is there an annual fee? 

• What is the interest rate on any 
balances?   

• What is the grace period on 
purchases?   

• What are the terms for a cash 
advance?   

• What additional fees apply? 
• Are there any hidden charges? 

2-74 

7 • Annual fee 
• Over-the-limit fee 
• Late fee 
• Balance transfer fee 
• Cash advance fee 

2-74 

8 d 2-80 
9 • History of payments 

• Current status of open accounts 
• Personal and employment 

information 
• Public records 
• Credit inquires 

2-80 

Continued on next page 
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Lesson 3 Exercise, ContinuedContinued 

 
Answers, 
continued 

 

 
10 b 2-83 
11 • Unable to pay off most credit 

cards each month 
• Paying only the minimum 

monthly payments 
• Realizing each month more 

income is being committed to 
debt repayment 

• Falling behind on payments 
and receiving late notices 

• Having no money after paying 
bills 

• Needing to take a cash 
advance for other monthly 
expenses 

2-85 

12 c 2-86 
13 a 2-87 
14 b 2-89 
15 c 2-91 
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STUDY UNIT 3 

PLANNING FOR THE CONSUMER 

Introduction 

  
Scope Obtaining and managing your bank accounts and credit is only one step in 

obtaining your financial goals.  Learning to be a smart consumer is another 
important step.  By becoming a smart consumer, you will ensure that you get 
the product that you want, be it a computer, washer/dryer, new/used car, or 
insurance at the best price available. 

  
In This Study 
Unit 

This study unit contains the following lessons: 

 
Topic See Page 

Consumer Awareness 3-3 
Car Buying Strategies 3-31 
Insurance 3-69 
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LESSON 1 

CONSUMER AWARENESS 

Introduction 

  
Scope Caveat emptor is a Latin term for “let the buyer beware.”  The purpose of this 

lesson is to provide you with the necessary information to be a well-informed 
consumer by providing you with information on frauds and other scams and 
the strategies to combat them.  The lesson will identify both consumer laws 
and resources to assist you in dealing with scams.  The clear majority of 
businesses are not out to scam you and get your money, but there are 
unscrupulous individuals and military personnel are sometimes easy targets. 

  
Learning 
Objectives 

At the end of this lesson, you should be able to 
 
• Differentiate between consumer wants and needs. 
 
• Recognize advertising messages. 
 
• Identify consumer misrepresentations. 
 
• Identify consumer scams. 
 
• Identify consumer frauds. 
 
• Identify consumer defensive tactics. 
 
• Identify steps for resolutions of consumer complaints. 
 
• Identify steps to cancel a contract. 
 
• Identify consumer protection laws. 

Continued on next page 
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Introduction, Continued 

  
In This Lesson This lesson contains the following topics: 
 

Topic See Page 
Introduction 3-3 
The Buying Decision 3-5 
Advertising 3-7 
Misrepresentation, Scams, and Frauds 3-9 
Consumer Defense Tactics 3-14 
Making a Complaint 3-17 
Canceling a Contract 3-19 
Consumer Laws and Rights 3-21 
Sources of Help 3-23 
Additional Information 3-24 
Situational Awareness 3-25 
Lesson 1 Exercise 3-26 
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The Buying Decision 

  
Overview Buying is a process of making choices.  There are many choices you have to 

make when buying almost any product: 
 
• Is this a want or a need? 
• Should I buy brand name or generic? 
• Should I save the money? 
 
This lesson is not here to answer these questions.  Only you can truly 
determine if a product is a want or a need, or if you should buy a brand name 
or generic item. 

  
Want or Need A need is something thought to be a necessity, such as clothes, food, shelter, 

fixing the car or an appliance, or replacing it if it no longer works.  Your 
quality of life will be degraded if the purchase is not made. 
 
A want is unnecessary, but desired.  It may feel like a need, but really is not.  
A new car when the old one is still good, the latest fad toy, a new computer or 
new software, a big screen television are examples of wants, not needs. 

  
Brand Name, 
Store Name, or 
Generic 

The product with the store brand or a plain generic label may have been made 
by the same manufacturer.  How much are you willing to pay for status?  The 
brand name will be the most expensive in such items as clothes, food, 
prescription and non-prescription drugs.  The store brand, often the same item 
with the store’s label, will cost less and the plain generic “unbranded” items 
will be the least expensive.   

  
Save or Spend Should you spend the money now or save it and hope for a better deal at a 

later date?  Would you be better off to earn interest on that money and have to 
put towards a future goal or do you really need to buy right now?  You must 
make a conscious choice of what to do with your money. 

  
Which Product 
Fits Your 
Needs 

Think about what features are really important to you.  If you find the right 
product, the one you need, with the right features and price, why would you 
want to get the more expensive one with features you do not need or cannot 
use? 

Continued on next page 
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The Buying Decision, Continued 

  
Military Issues Like many other Americans, young service members tend to be uneducated 

consumers.  Businesses love the military because you have a steady 
paycheck.  They are all aware of the ease of paying by allotment and many 
businesses will actually have the allotment forms there for you to fill out.  
There have even been instances where a business will not take any other 
method of payment.   
 
Servicemembers tend to buy on impulse more than the average consumer.  
After deployments or extensive TAD periods, it is not uncommon to blow all 
the money saved on things you missed for all those months or to purchase 
big-ticket items because now you have money burning a hole in your pocket.  
For example, roughly 40 percent of servicemembers purchase a vehicle after 
returning from a 6-month deployment. 

  
Challenge  Who is the only person that can determine if something is a want or a need? 

 
______________________________________________________________ 

  
Answer Refer to page 3-5 for the answer before going ahead with this lesson. 
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Advertising 

  
Overview The goal of the advertiser is for you to buy their product or service, to buy 

more in terms of quality or quantity than you planned to buy, to spend more 
than you intended to spend, and, if possible, to get you to buy something you 
neither wanted or needed in the first place.  The following are the common 
types of advertising messages: 
 
• Informative 
• Emotional 
• Personalized 
• Association 
• Fear 
• Buzzwords 

  
Informative Just the facts of the product are presented—in an appealing and understated 

way—in the belief that the quality of the product will “sell itself.”  This is a 
tactic used to sell big-ticket items like luxury cars and jewelry, or to come 
shop in a store with a high status appeal. 

  
Emotional The appeal is to obtain an emotional response that may have nothing to do 

with the product itself.  This may imply you may be a social outcast if you do 
not use this product.  It creates the myth of owning the latest “in” thing or 
service.  Often include subtle put-downs of the competition.  Some of these 
ads are even designed to make you cry. 

  
Personalized Designed to make the customer think that the salesman or advertiser wants 

you, and only you for a customer.  They may send you “personalized” junk 
mail or call you on the phone and talk to you like you are a long lost high 
school buddy.  Usually this person tries to tell you that he or she has your best 
interest at heart, as long as you buy the product. 

Continued on next page 
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Advertising, Continued 

  
Association Association uses familiar people from the entertainment and sports industry to 

sell the product.  The idea is that you can associate with that person on a 
personal level if you buy the product they endorse. 

  
Fear Fear is part of the emotional appeal approach.  It plays on your fear of 

rejection or loss if you do not use the favored product.  This often includes the 
idea of personal ruin if this product is not used or purchased.  Some even 
make you believe your children’s future will be ruined if you do not buy their 
product. 

  
Buzzwords Buzzwords are words and phrases created to catch your attention, to make 

you think the product is somehow special or better than the former version or 
the competition’s version.  The idea is to make you want to get rid of the old 
item and buy this one in order to have the newest, latest, or best.  Using these 
types of words is often called “baiting a sale.” 

  
Challenge What is the ultimate goal of the advertiser? 

 
______________________________________________________________ 

  
Answer Refer to page 3-7 for the answer before going ahead with this lesson. 
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Misrepresentation, Scams, and Frauds 

  
Overview Despite all of the warnings and consumer education, there is still an 

abundance of shady, misleading, and illegal business going on in the 
marketplace.  Anyone can be ripped-off if the circumstances are right.  
Because most businesses are honest, we tend to trust people.  An overly 
trusting attitude and a passive approach to financial management is often our 
worst enemy.  In this portion, we will look at 
 
• Misrepresentation 
• Scams 
• Frauds 

   
Mis-
Representation 

Misrepresentations are not necessarily illegal.  They are simply misleading 
by making you think the deal is better than it really is.  A key point to 
remember is that while some business practices may be unethical, they are 
not illegal. 

  
Door-to-Door 
Sales 

High-pressure sales presentations are given with the hope that you will buy a 
product you do not need or which has low value for the price paid, in an effort 
to get rid of the salesman.  The salesman will often offer to perform a 
cleaning service in your home as a demonstration.  These can take hours and 
it may be hard to get them to leave. 

  
Sweepstakes 
Prizes 

These programs commonly promise winnings with “no purchase required.”  
Do not pay for something that is supposed to be free.  If you have really won 
a sweepstakes, you pay taxes directly to the IRS—not the sweepstakes 
company.   

  
Contracts and 
Free Gifts 

This is a way of getting the customer to come to the store or order the product 
even though “purchase is not required.”  The merchant hopes that by giving 
you a free gift, you will feel obligated to spend money.  The cost of the gift is 
in the markup of the product you buy. 

Continued on next page 
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Misrepresentation, Scams, and Frauds, Continued 

  
Unordered 
Merchandise 
Schemes 

Various businesses, charities in particular, send out merchandise to a 
consumer who has not ordered it in the hope that the consumer will feel 
obligated to pay for it or send in a donation.  There is no obligation to send 
money and any unordered merchandise may be considered a gift to keep. 

  
Scams Scams are unfair acts of exploitation, but they are not necessarily illegal.  

Scams take advantage of areas where there are no consumer laws to provide 
protection. 

  
Free Inspection 
Deals 

Offering a free, no obligation inspection of your car or some part of your 
house.  Invariably, something will be found wrong and it will need to be 
fixed.  The repair is often over priced, the cost of the inspection is actually in 
the repair cost. 

  
Get Rich Quick 
Deals 

The advertiser has a secret, which will make you rich very quickly.  They will 
be willing to share with you—for a price!  Send in your money for their book, 
seminar, tape, or video that will tell you everything you need to know. 

  
Photo and 
Buying Clubs 

Often targeted to the military, these “clubs” appear to provide low-cost 
equipment and processing or have a catalog with brand name goods.  You 
sign an expensive contract to join and then are hit with high prices, high 
shipping costs, shipping delays, unavailable products and, or shoddy 
merchandise.  These schemes usually use high-pressure sales tactics and 
temporary locations as a mask, which make them difficult to track down later. 

  
Title Loan 
Companies 

These companies use the title of a car as collateral on a loan, they are, in 
effect a pawnshop for cars.  You do not leave the car but you do leave the title 
as security and may even be asked to leave a set of keys.  The keys will allow 
for easy repossession later.  Some states restrict the annual interest rate, often 
30 percent, but some do not.   

  
Work-at-Home 
Schemes 

The idea is to sell the supplies to the person who wishes to work at home.  
Once the supplies have been purchased, the “contract” is canceled and the 
person is stuck with the supplies, which they cannot return. 

Continued on next page 
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Misrepresentation, Scams, and Frauds, Continued 

  
Payday Loans It is often difficult to avoid taking on additional debt when faced with “too 

much month left at the end of the money.”  In most cases, if money is tight a 
few days before payday, it will be just as tight on payday.  The costs are very 
high.  If you need to borrow $100 from one of these outlets, you simply write 
a check for $100 (post-dated a maximum of 2 weeks).  You will only receive 
$82.50 in cash, in exchange for giving written permission to debit your 
checking account for the full $100 on payday.  The difference is the “service 
fee.”  The service fee may differ between different payday loan stores. 

  
Fraud Fraud is a deliberate deception.  It is usually illegal and there are numerous 

consumer laws to protect you.  Auto repair fraud, Internet scams, ponzi 
schemes, pyramid schemes, bait and switch, slamming/cramming, and 
telemarketing are just a number of frauds that you may see due to your 
military status. 

  
Auto Repair 
Frauds 

Companies may use such tactics as misdiagnosing, doing unnecessary repairs, 
installing used parts, and overcharging.  Most states have an Auto Repair 
Facilities Act, which means that you must be provided a written estimate of 
the repairs and that the actual cost will not exceed this by no more than 10 
percent or you must be contacted, and give permission for the repairs.  If you 
do not give permission and the work is done anyway, then you do not have to 
pay for it. 

  
Internet Scams Policing the Internet is very difficult; so many scams are able to continue 

running for long periods of time.  Before giving out banking or credit card 
information, be sure you are working with a secure site that will encrypt your 
data.  You also want to know who you are working with and to have an 
alternate way to contact them.  That way if there is a problem and the site has 
been shut down, you have some recourse.  A few of the more common 
problem areas are  
 
• Online auctions 
• General merchandise 
• Money offers 
• Internet access service  

Continued on next page 
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Misrepresentation, Scams, and Frauds, Continued 

  
Ponzi Schemes This is a highly complicated stock investment scheme that appears—to the 

victim—to be a foolproof way to make money in the market.  It is actually a 
pyramid stock swindle involving the purchase and sale of non-existent stock, 
over and over, until it ends because the list of prospects has been exhausted or 
a sufficient number of complaints has brought it to the attention of law 
enforcement and the media. 

  
Pyramid 
Schemes 

This is a money-making scheme where the person at the bottom of the 
pyramid buys their way into the program, which promises to make them a lot 
of money.  In order to make money, the person has to go out and find other 
people who will buy their position in the pyramid.  The person has to pay 
money to buy the right to go up to the next level.  A chain letter that says to 
“send a dollar to the person on the list and send out six letters to your friends” 
is a simple pyramid. 
 
Pyramids should not be confused with legitimate multi-level marketing 
(MLM) businesses such as Amway, Mary Kay, and Avon.  While the 
principle appears to be the same, signing up distributors below you in order to 
increase your sales and get a commission, the difference is that MLM’s 
actually have products to sell.  The money is made from the sale of those 
products, not from the sale of positions in the pyramids. 

  
Bait and Switch Advertising a one-of-a-kind or lower priced product, “the loss leader,” in 

order to get the customer in the store where the salesman switches the 
customer to a higher priced product; often the advertised product is “sold 
out.” 

  
Slamming and 
Cramming 

Slamming is the illegal act of switching your long-distance or local telephone 
company without your permission.  You must authorize such a switch for it to 
be legal.  Cramming is the addition of unauthorized charges to your phone bill 
for services you did not agree to. 

Continued on next page 
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Misrepresentation, Scams, and Frauds, Continued 

  
Telemarketing Callers represent themselves as part of a legitimate business whose name you 

probably recognize.  Common examples are  
 
• Offering lower credit card rates but needing your account number to 

confirm  
 
• Offering a guaranteed credit card in exchange for money up front  
 
• Promising to put you on a “no-call” list to telemarketers but needing your 

social security and account or credit card number to complete the process 
 
Be very cautious when dealing with telemarketers that need your social 
security number or a bank account number.  A good basic rule of thumb is 
that if you did not call the company or business, do not give them any 
personal banking information. 
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Consumer Defense Tactics 

  
Overview Remember how the sales world looks at you—military, possibly young, 

probably gullible, inexperienced, first steady income, first time away from 
home, and subject to impulse buying.  This part of the lesson will teach you 
some tactics to defend yourself.  These tactics include 
 
• Be aware of questionable sales tactics 
• Know what you can afford 
• Know your product 
• Know how to purchase 

  
Questionable 
Sales Tactics 

In order to be an aware consumer, you need to be on guard for questionable 
tactics.  Awareness equals avoidance.  Look out for 
 
• Meaningless terms 
• Misleading ads 

  
Meaningless 
Terms 

The table below shows some meaningless terms and questions for you to ask. 

 
Term Question/Meaning 

“Greatly reduced” Reduced from what? 
“Below cost”  How do you stay in business selling things below 

cost? 
“Now or never”  This creates a sense of urgency on your part to buy 

or miss the opportunity.  Wait a couple of months 
and you will see this item again.  This is used in 
high-pressure sales, like timeshare vacations and 
campsites. 

“Special purchase”  Usually an excuse to raise the price with special 
features and looks.   

Continued on next page 
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Consumer Defense Tactics, Continued 

  
Misleading Ads Be leery of some of these following advertisement: 

 
• “We finance E-1 and up.”  This actually means they prefer lower ranking 

enlisted personnel because they think they are more gullible.  Expect high 
interest rates. 

 
• “Specialize in military financing.”  Often this means a good way to start an 

allotment for something that is overpriced and you may not need. 
 
• “Instant financing.”  Not quite.  Often the loan paperwork is “sold” to a 

financial company with high interest rates. 
 
• “Free ride to store!”  If they give you a ride, it does two things:  

• It makes you feel obligated to buy 
• It makes it hard for you to leave 

 
Carefully investigate “free” or “bargain” offers—often they are neither. 

  
Know What 
You Can 
Afford 

Before you go to the store 
 
• Analyze your needs and wants before you buy. 
 
• Ask yourself, “Can I really afford it?”  Putting yourself just a “little” over 

your spending plan is still putting yourself over your spending plan. 

  
Know Your 
Product 

Before you go to the store and pay for that item you just need 
 
• Know the product before you buy it.  You can do this by asking questions, 

obtaining knowledge about the product before you begin shopping. 
 
• Comparison shop.  Always remember the phrase, “Everything is 

negotiable.” 
 
• Check the guarantee or warranty. 

Continued on next page 



MCI Course 3420F  Study Unit 3, Lesson 1 3-16

Consumer Defense Tactics, Continued 

  
Know How to 
Purchase 

Be a smart shopper by remembering these tips: 
 
• Ask questions about the product until you understand it.  A good 

salesperson will be able to answer them and will be glad to do so.  Make 
sure you understand the service agreement. 

 
• Do not rely on verbal promises.  If you do not have it in writing, it is your 

word against the salesperson.   
 
• Do not be rushed into signing anything.  If the deal is not good tomorrow, 

it is not a good deal. 
 
• Wait 24 hours before making a major purchase.  This “cooling off” period 

will save you money once you get away from the salespersons hype.  You 
may want to “sleep on it.” 

 
• Be leery of businesses that have only a P.O. box for an address. 
 
• Take prompt action if the product is not what you want or does not live up 

to its advertising or the salesperson’s claim.  It is easier to do if you keep 
the receipt. 

  
Challenge Why should you ask yourself if you could really afford something before 

purchasing it? 
 
______________________________________________________________ 

  
Answer Refer to page 3-15 for the answer before going ahead with this lesson. 
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Making a Complaint 

  
Overview So, you buy the product of your dreams and something happens.  If you are 

unhappy with a product or purchase, you should act immediately to fix it.   

  
Contact the 
Business 

Contact the business first.  Start with the salesperson.  If that does not solve 
your complaint, go to the manager.  Make sure you have all of your 
documentation, a clear description of the problem, and what you would like to 
have to fix the problem.  Be polite!  Anger never solves anything and only 
makes the store personnel defensive.  Besides, being polite may put them off 
guard and help your cause.  Sometimes company policy prevents the manager 
from giving you the help or remedy you desire.  Be patient.  Save all purchase 
related paperwork, sales receipts, repair orders, contract, and any letters to or 
from the company. 

  
Next Step If the store manager is unable to help you, write a letter to the president of the 

company and, or the manufacturer of the product.  Try to obtain their name 
and address from the store manager.  Fully explain the problem in clear 
language, include all documentation and anything else you need to tell your 
side of the story.   
 
You are starting a paper trail that will clearly show your good faith efforts to 
resolve the problem.  Sending letters by certified mail with a return receipt is 
the best way to verify that it was indeed delivered.   
 
Note:   A sample complaint letter is located in appendix A. 

Continued on next page 
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Making a Complaint, Continued 

  
Consumer 
Advocate 
Resources 

If you are still not satisfied, take your complaint to a consumer advocate 
resource: 
 
• The State Office of Consumer Affairs is able to address consumer 

complaints of all kinds. 
 
• If you believe that the company has taken advantage of you because your 

military status or it is likely to take advantage of other military personnel, 
you can report it to the Armed Forces Disciplinary Control Board. 

 
• The Better Business Bureau has a mediation service, at no charge, which 

will try to resolve your complaint.  You will have to agree to accept their 
decision, in writing, before they will try to help you. 
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Canceling a Contract  

  
Overview You have signed a contract, and now you want out.  Is this legal?  What do 

you do now? 

  
Steps to 
Cancellation 

There are four basic steps to legally cancel a contract: 
 
1. Cancel in writing. 
2. Keep a copy of your cancellation letter. 
3. Send the cancellation by “certified mail with return receipt requested.”  

This will provide you with a record that your cancellation request was 
received in case a dispute arises. 

4. Hold your letter copy and signed return receipt until you get your money 
back. 

 
If you cancel a contract by telephone, be sure to get the name of the person 
you talked to and follow up your call with a letter following the steps above 
and use the name of the person you spoke with on the phone.  Be sure to act 
within 3 business days.  Saturdays are considered business days while 
Sundays and holidays are not.   

  
Cooling off 
Period 

Consumers may be able to cancel a purchase contract within 3 business days.  
Be aware that cooling off periods do not apply to vehicle purchases and leases 
or contracts signed at the merchant’s place of business, unless actually written 
into the contract.  There are several exceptions to the rule, but in many cases 
your contract is binding the moment you sign, so be very sure of yourself 
before signing. 

Continued on next page 
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Canceling a Contract, Continued 

  
Exceptions The table below shows the time allotted as a cooling off period according to 

the type of sale: 
  

Type of Sale Cooling off Period 
Door-to-door sales 3 days 
• Home improvements 
• Loans 
• Second mortgages 
• Loans using your home as 

security 

3 days 

Health club memberships 3 days 
Telephone solicitations 3 days from receipt of the written 

contract 
Campground memberships 7 days 
Time shares 10 days 
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Consumer Laws and Rights 

  
Overview Consumers have legal rights, both at state and federal level.  Knowledge of 

these rights will help you protect yourself.   

  
Federal 
Consumer 
Protection 
Laws 

There are three main federal consumer protection laws: 
 
• Servicemember Civil Relief Act of 2003 
• Consumer Bill of Rights 
• Fair Credit Billing Act (FCBA) 

  
Servicemember 
Civil Relief Act 
of 2003 

This Act provides a number of protections for military members.  One in 
particular provides the opportunity for a servicemember to delay a court date 
when military duties make it impossible to appear.  Review Study Unit 1, 
Lesson 2 for a more in-depth look at the protections available. 

  
Consumer Bill 
of Rights 

The Consumer Bill of Rights consists of the general rights to access product 
and price information and the right to an informal dispute process. 

  
Fair Credit 
Billing Act 

The FCBA applies only to credit purchases and allows you to withhold 
payment on a disputed product or service.  This law allows you to challenge a 
credit card charge when the charge was unauthorized or is an error, you never 
received the product, or the product did not perform as promised. 

  
State Consumer 
Protection 
Laws 

There are two main state consumer protection laws: 
 
• Lemon laws 
• Usury laws 

  
Lemon Laws This is the common name for the Motor Vehicle Warranty Enforcement Act.  

These laws allow you to take back a new vehicle that has safety or repeat 
mechanical problems that are a major defect.  You are entitled to a refund or a 
replacement.  Some states also have laws regarding used vehicles. 

Continued on next page 
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Consumer Laws and Rights, Continued 

  
Usury Laws A usury law sets the cap on interest rates, which is the maximum amount of 

interest you can be charged.  Since there is no federal limit, each state is free 
to determine their own maximum allowable rate.  In many states, there is no 
limit to the interest rate you can be charged.  Be aware when there are no 
federal usury laws. 
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Sources of Help 

  
Overview Remember that you are not alone if there is a problem.  Businesses generally 

want to hear feedback from their customers, so do not be afraid to let them 
know if there is an issue. 

  
Solicitation 
Lists 

People are often upset by the amount of solicitations they receive for products 
or services they do not want.  In the “Additional Information” section of this 
lesson, there are a number of names and addresses to which you can write to 
request your name be removed from solicitation lists.  Save your mail for a 
few months and see all the different versions of your name used and include 
all these in your letters. 
 
Note:   A sample “no solicitation” letter is located in appendix A. 

  
Local 
Resources 

There are a number of local resources you can use to become a better 
consumer, or if you have questions.  Refer to them when you have questions 
as often as you need.  If a business is pulling a scam on you, you may not be 
the first.  These resources include 
 
• Command Financial Specialist 
• Navy-Marine Corps Relief Society 
• Qualified Legal Assistance Attorney 
• Better Business Bureau 
• Armed Forces Disciplinary Control Board 
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Additional Information 

  
Web Sites The following sites can be used for reference or additional information: 
  

Web Site Description 
www.consumer.gov This site is a gateway to other U.S. 

consumer protection sites. 
www.ftc.gov/ftc/consumer.htm This site is the National Consumer 

Protection Bureau homepage. 
www.consumerworld.org This site is another gateway to numerous 

financial and consumer sites. 
www.fraud.org This site is the National Fraud Information 

Center. 
www.bbb.org The Better Business Bureau offers 

consumer resource services, complaints, 
and investigations 

www.nmcrs.org Navy-Marine Corps Relief Society offers 
free financial management guidance, credit 
counseling, and consumer education 
services. 

 
Opt Out Contact the following associations to have your name and address and, or 

phone number removed from their mailing list:  
 

Type of Contact Address 
Junk Mail Preference Service 

The Direct Marketing Association 
P.O. Box 9008 
Farmingdale, NY, 11735-9008 
 

Online at www.the-dma.org  
Telemarketing Telephone Preference Service 

The Direct Marketing Association 
P.O. Box 9014 
Farmingdale, NY, 11735-9014 
 

Online at www.the-dma.org  
E-Mail www.e-mps.org 
Credit Bureaus Ask to be put on their “opt out” lists.  Call 

1-800-5-OPT OUT 
Non-Compliance Federal Trade Commission 

Washington, D.C. 20580 
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Situational Awareness 

  
Actions on the 
Objective 

Upon completing this lesson, you should do the following on your own: 
 
___ When thinking about making a big purchase, take your time.  Take a look 

at advertisements to see when the product you want goes on sale.  If the 
item has just been on sale, wait a few months and—more likely than 
not—it will go on sale again.  Save your money in the meantime for the 
purchase. 

 
___ When telemarketers call, ask them to take your name off of their list. 
 
___ Collect your “junk” mail and send letters to the associations sending you 

the mail. 
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Lesson 1 Exercise 

  
Directions Complete items 1 through 9 by performing the action required.  Check your 

answers against those listed at the end of the lesson.   

  
Item 1 A need is a _____________; a want is something that is _______________. 

  
Item 2 Identify three common types of advertising messages. 

 
1. ___________________________________________________________ 

2. ___________________________________________________________ 

3. ___________________________________________________________ 

  
Item 3 Which of the following is a consumer misrepresentation? 

 
a. Free inspection deal 
b. Payday loan 
c. Sweepstakes prizes 
d. Photo club 

  
Item 4 Which of the following is a consumer scam? 

 
a. Free inspection deal 
b. Auto repair misdiagnosis 
c. Sweepstakes prizes 
d. High pressure door to door sales  

  
Item 5 Which of the following is a consumer fraud? 

 
a. Free inspection deal 
b. Auto repair misdiagnosis 
c. Sweepstakes prizes 
d. Bait and switch 

Continued on next page 
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Lesson 1 Exercise, Continued 

  
Item 6 List three consumer tactics you can use to defend yourself. 

 
1. ___________________________________________________________ 

2. ___________________________________________________________ 

3. ___________________________________________________________ 

  
Item 7 Who is the first person you should contact if you have a complaint with a 

product? 
 
a. Company president 
b. District manager 
c. Store manager 
d. Salesman 

  
Item 8 The four basic steps to legally cancel a contract below are scrambled.  Put 

them in the correct sequence that corresponds to the answers below. 
 

1. Keep a copy of your cancellation letter. 
2. Hold your letter copy and signed return receipt until you get your 

money back. 
3. Cancel in writing. 
4. Send the cancellation by certified mail with return receipt requested. 

 
Which of the following is the correct sequence to cancel a contract? 
 
a. 1, 2, 3, and 4 
b. 2, 4, 3, and 1 
c. 3, 1, 4, and 2 
d. 3, 2, 4, and 1 

Continued on next page 
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Lesson 1 Exercise, Continued 

  
Item 9 The law that allows you to take back a new vehicle that has safety or repeat 

mechanical problems that are a major defect is  
 
a. an usury law. 
b. the Fair Credit Billing Act. 
c. the Soldiers’ and Sailors’ Civil Relief Act. 
d. a lemon law. 
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Lesson 1 Exercise, Continued 

  
Answers The table below provides the answers to the exercise items.  If you have any 

questions, refer to the reference page listed for each item. 
 

Item Number Answer Reference Page 
1 • Necessity 

• Unnecessary 
3-5 

2 • Informative 
• Emotional 
• Personalized 
• Association 
• Fear 
• Buzzword 

3-7 

3 c 3-9 
4 a 3-10 
5 b 3-11 
6 • Be aware of 

questionable sales 
tactics 

• Know what you can 
afford 

• Know your product 
• Know how to 

purchase 

3-14 

7 d 3-17 
8 c 3-19 
9 d 3-21 
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LESSON 2 

CAR BUYING STRATEGIES 

Introduction 

  
Scope Almost every servicemember will purchase a new or used car while on active 

duty.  They will spend more of their disposable income on automobiles than 
on virtually anything else, except food and shelter.  Many will be “driven” 
into debt by needless car costs and repairs.  This lesson will cover the three 
deals of car buying:  The purchase, the financing, and the trade-in. 

  
Learning 
Objectives 

At the end of this lesson, you should be able to 
 
• Identify what you can afford prior to selecting a vehicle. 
 
• Identify the pros or cons of new cars. 
 
• Identify the pros or cons of used cars. 
 
• Identify guidelines on choosing a dealership. 
 
• Identify car-pricing resources. 
 
• Identify leasing considerations. 
 
• Identify different negotiation skills. 
 
• Identify common “high pressure” sales tactics. 
 
• Identify places to finance a vehicle. 
 
• Identify contract parts. 

Continued on next page 
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Introduction, Continued 

 
Learning 
Objectives, 
continued 

• Define negative equity. 
 
• Identify car buyer protection laws. 
 
• Identify complaint resolution guidelines. 

 
In This Lesson This lesson contains the following topics: 
 

Topic See Page 
Introduction 3-31 
Deal #1:  The Purchase 3-33 
How Much Can You Afford? 3-34 
Car Considerations 3-36 
Where Should You Buy? 3-38 
Fair Price 3-40 
Leasing  3-42 
Negotiating  3-46 
Tricks of the Trade 3-49 
Deal #2:  The Financing 3-51 
Contracts 3-53 
Deal #3:  The Trade-In 3-56 
Your Legal Rights 3-57 
Complaint Resolutions 3-59 
Additional Information 3-60 
Situational Awareness 3-62 
Lesson 2 Exercise 3-63 
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Deal #1:  The Purchase 

  
Overview Many begin the car buying process by visiting a dealership-which should be 

one of the last things you do.  Unfortunately, the process often ends the same 
day with the purchase of an inappropriate car at too high a price.  Dealers will 
ask about financing and trade-ins before offering a bottom-line price so they 
can mentally calculate their profits to the buyer’s disadvantage.   

  
Homework You can save yourself hundreds, if not thousand of dollars on your next 

purchase by doing some homework before you step on the lot, so that you are 
always in control of the buying process.   

  
Before the 
Dealership 

There are five things you need to determine before stepping on the lot in order 
to make a successful purchase: 
 
• How much can you afford 
• Type of vehicle you want to buy 
• Where you will buy the vehicle 
• A fair and affordable price for the vehicle 
• If you should lease 

  
At the 
Dealership 

At the dealership, you need to know 
 
• What questions to ask 
• How to negotiate 
• The “tricks of the trade” 
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How Much Can You Afford? 

  
Overview Rather than selecting the car and then figuring out how you can pay for it, you 

can save considerably by determining what you can reasonably pay and then 
selecting a car and options in that range.  You need to know all three of the 
following key amounts to determine what you can reasonably pay: 
 
• How much you can spend in total on the vehicle?  If you only figure out 

how much you can afford to pay each month, and not the total amount you 
want to spend on the vehicle, you will probably get the monthly payment 
you want, but risk paying too much for the vehicle overall. 

 
• How much you can put down on the vehicle?  The more you put down, the 

less you have to finance—the lower your monthly payments. 
 
• How much you can spend per month on a payment?  If you only figure 

how much you want to pay in total, you risk ending up with a monthly 
payment that you cannot afford. 

  
Prepare a 
Spending Plan 

The answers to these questions can be found in your spending plan.  If you 
already use a spending plan at home, review it and determine these three 
amounts.  If you do not have a spending plan, now is a good time to start one.   

  
Affordability What is a reasonable monthly car payment?  Financial advisors usually 

suggest keeping total car expenses to within 20 to 25 percent of your net 
income (what remains after taxes).  It is important for potential buyers to 
understand that total car expenses include paying for the car as well as 
maintenance, insurance, operating expenses, and taxes.  As a general guide, 
you can use 15 percent of net income for the car payment and 10 percent of 
net income for other expenses.  

  
Debt-to-Income 
Ratio 

Determine or review your debt-to-income ratio prior to purchasing a vehicle.  
Compare the ratio, with the new payment added in, against the table on page 
2-75 to determine if your spending plan can take the additional debt load. 

Continued on next page 
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How Much Can You Afford?, Continued 

  
Determine Car 
Payments 

If you need some help to determine how much a payment would be for a 
specific loan amount, there are several Web sites listed in “Additional 
Information” to assist you. 

  
Challenge What amount of your net income should you spend on total car expenses? 

 
______________________________________________________________ 

 
Answer Refer to page 3-34 for the answer before going ahead with this lesson. 
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Car Considerations 

  
Overview The vehicle you purchase must strike the right balance between wants, needs, 

and affordability.  Everyone has different preferences in their vehicles.  There 
are many factors to consider when deciding what to buy: 
 
• Size 
• Manual or automatic transmission 
• 2-, 4-, or all-wheel drive 
• Vehicle use 
• Style 
• Safety 
• Ownership and operating costs 

  
New or Used Once you have made some choices as far as the type and style of the car you 

need, you have another choice that can significantly impact the price of the 
car:  new or used.  Each one has positive as well as negative aspects; there are 
no absolute answers to the question of a new versus a used car.  You must 
consider your needs and resources when making your choice. 

  
New Versus 
Used Car 
Considerations 

New versus used car considerations are listed in the table below: 

  
Type Cost Mechanical 

Problems 
Depreciation Warranties 

New Almost always 
more than a used 
car 

Fewer than a 
used car 

Value rapidly 
diminishes 

Usually 3 
years/36,000 
miles 

Used Less than a new 
car 

More than new 
cars which adds 
to the cost of 
operation 

Less than a 
new car 

May or may 
not have any 
remaining 

 
Image Versus 
Performance 

Too many consumers choose their car by the image it portrays.  Choose the 
best performing car for the price you can afford.  The Consumer Reports 
magazine rates the reliability, safety, performance, and fuel economy of cars 
and is relatively unbiased since it accepts no advertising. 

Continued on next page 
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Car Considerations, Continued 

  
Insurance Once you have narrowed your choices to a few models, compare quotes on 

insurance costs.  Sometimes two similar vehicles can have very different 
insurance costs, and that cost difference will help you make a final decision 
on a model.  Knowing the cost ahead of time enables you to figure this 
significant expense into your spending plan.  You should contact several 
insurance companies for premium quotes or conduct research using Internet 
resources. 

  
Insurance 
Difference 
Examples 

Corporal Beltbuckle is stationed at Camp Lejeune, North Carolina.  He is 21 
years old and has one speeding ticket.  He just purchased a 2004 Ford 
Mustang and is looking for an insurance policy with a $500-deductible.  He 
conducts some research on the Internet and finds that a 6-month policy will 
cost the following: 
 
Insurance company #1:  $2,406  
Insurance company #2:  $2,670 to $2,960 
Insurance company #3:  $1,168 to $1,450 
Insurance company #4:  $1,685 
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Where Should You Buy? 

  
Overview Car buyers should research a minimum of three potential sellers.  There are 

no absolute guidelines in selecting a dealer, a salesperson, or an individual 
from whom to buy a car.  Do your homework and you should get a good deal 
no matter whom you buy it from.  If you are looking for a new car, you will 
have to go to a dealer eventually because that is where new cars are sold.  The 
following are some guidelines to use when choosing a dealership: 
 
• Years in business 
• Complaints 
• Sales staff and mechanics 
• References 
• Professional membership 

  
Years in 
Business 

Although being in business for a long time does not necessarily mean that the 
dealer is straightforward, the worst of the dealers (in terms of how buyers are 
treated) seem to go out of business fairly quickly.   

  
Complaints Check with the Armed Forces Disciplinary Control Board, Office of 

Consumer Affairs of the Attorney General, Better Business Bureau (BBB), 
and any professional associations to which the dealer belongs for any 
complaints filed against them. 

  
Sales Staff and 
Mechanics 

How long have the sales staff and mechanics been with the company?  Again, 
not a foolproof factor, but anything that suggests company stability is 
frequently a good sign.   

  
References References are sometimes used to impress the buyer, but unless you can get a 

complete list of everyone who has ever bought a car from them, assume they 
are giving you the names of persons who will only say positive things. 

  
Professional 
Memberships 

Membership in the BBB, National Automobile Dealers Association (NADA), 
or National Independent Automobile Dealers Association (NAIDA) does not 
automatically mean a good deal for you.  It does, however, give you some 
reassurance that there are avenues for you to address concerns if they occur. 

Continued on next page 
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Where Should You Buy?, Continued 

  
Dealers Versus 
Private Sellers 

Frequently, you can save money by purchasing from a private seller.  The 
downside is that there is little or no consumer protection after the sale and no 
repair plan.  If you are truly knowledgeable about cars or can bring someone 
who has that knowledge, this may be an excellent source to consider.  If you 
are not comfortable assessing the car yourself, tell the seller you wish to have 
the vehicle examined by a mechanic of your choice. 

  
Internet Many people are conducting successful searches for new vehicles over the 

Internet.  At a minimum, there is a wealth of research materials available to 
help you make wise consumer choices.  Online car buying services are 
 
• Direct services:  Will sell you the car and deliver it to your house. 
• Referral:  Your quote is given to a “preferred” dealer who contacts you. 
• Auctions:  You name your price and dealers bid for your business. 
• Online dealerships:  You browse cyberspace car lots and buy online. 

  
More Buying 
Options 

Many organizations offer their members buying services in which the 
consumer indicates the make, model, year, and exact options they want and 
the organization does the shopping for them.  They will present the buyer 
with several dealers offering the car and the price the dealer offers.  The buyer 
has the option of following up on that offer or declining.  Usually, this service 
is offered at no cost to the buyer.   
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Fair Price 

  
Overview Auto dealers and private individuals have a right to make a reasonable profit 

on the sale of a car.  What constitutes a reasonable profit?  To know this, you 
must know what a fair price is. 

  
Pricing 
Information 

All of the components of pricing, including base and option costs at invoice 
and manufacturer suggested retail price (MSRP), as well as things like the 
destination charges are available through a variety of resources.  When 
working with a dealer who provides you with pricing information, make sure 
you know the source as it could be biased.  Your best bet will be to do price 
research on your own from sources you know are reliable.  Check out Internet 
sites, www.edmunds.com and www.nada.com.  These sites will price a new 
or used car and also have information on buying and selling, financing, and 
insurance.   

  
Additional 
Resources 

Additional pricing resources are listed in the table below: 

  
Resource Information 

Public Library One of the very best for car pricing—where 
most resource items listed in this table can be 
found.  

Kelly Bluebook Lists suggested retail and loan values for 
specific makes and models of used cars.  This 
is a guideline, not a law.  Factors such as 
mileage, options, and physical condition of the 
car affect its value.  This will give a good 
ballpark figure. 

IntelliChoice Car Cost Guide Besides the dealer cost and sticker prices, lists 
items such as resale value, economic value, 
maintenance costs, etc.   

Consumer Reports/Consumers 
Union Price Service 

Each April edition is devoted to cars and 
pricing, and they offer a low-cost service to 
provide the dealer cost for particular makes, 
models, and options. 

Edmund’s Car Prices Buyer’s 
Guide 

Available in hard copy and at their Internet 
site.  Similar to the IntelliChoice guide. 

 
Price Goal Price your vehicle at invoice, subtract any dealer holdback or incentives, add 

a 3- to 5-percent profit, and you will have a good price goal for your vehicle. 

Continued on next page 
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Fair Price, Continued 

  
Fair Pricing 
Terminology 

Terms to be aware of when pricing vehicles are listed below: 
 
• Invoice price.  The price that the automaker charges the dealer.  Dealer’s 

cost may actually be less due to rebates and incentives. 
 
• Base price.  The cost of the car with the standard equipment and basic 

warranty. 
 
• Monroney sticker price.  Price listed on the sticker on the car, which 

includes base price, installed options, destination charges, and fuel 
economy information. 

 
• Dealer sticker price.  Monroney sticker price plus MSRP on any options 

installed by the dealer. 

  
Challenge Name three different pricing resources available. 

 
1. ___________________________________________________________ 
 
2. ___________________________________________________________ 
 
3. ___________________________________________________________ 

 
Answer Refer to page 3-40 for the answer before going ahead with this lesson. 
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Leasing 

  
Overview Leasing appears very attractive in the advertisements with its low monthly 

payments and short term.  Rather than building up ownership (equity) in a 
vehicle, you are compensating the dealer for the depreciation the car suffers 
while the dealer lets you drive it (basically “rents” it to you).  Although it is 
becoming more and more common, it is not for everyone. 

  
Considerations Leasing considerations are listed in the table below:   
 

Consideration Explanation 
Annual Mileage Limited mileage that range from 10,000 to 

15,000 miles per year.  If you exceed the 
limit, you will face high per-mile fees at the 
end of the lease. 

Car Care and Customization At the end of the lease, you can be charged 
for any “wear and tear” considered 
excessive.  You need to know what exactly 
is considered reasonable “wear and tear.”  
The car must also be in original condition so 
the dealer can resell it—customizing is out 
of the question! 

New Car If you like a shiny new car every few years, 
you are going to have continuous car 
payments.  Though the lower payments of 
leasing can be attractive, you will never own 
the car—unless you choose to buy it at the 
end of the lease.  However, it is often more 
economical to buy a car and keep it as long 
as possible.   

Relocation Most leases will not allow you to take the 
car out of the country, and many will not 
even allow you to move out of state.  Be 
sure of your future plans if you decide to 
lease. 

 Continued on next page 
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Leasing, Continued 

 
“Lease-Speak” When negotiating a lease and reading the contract, you need to speak the 

language.  Calculating the actual lease payment is very complicated, 
especially if it is subsidized by the automaker.  However, a basic 
understanding of the terms will enable you to compare leases.  
 
• Capitalized cost.  The selling price of the car on which the rest of the lease 

calculations will be based. 
 
• Capitalized cost reduction.  The down payment you make, which lowers 

the amount on which the lease is based. 
 
• Residual value.  The predicted value of the car at lease end after 

depreciation.  The difference between the capitalized cost (after any 
reduction) and the residual value is the amount the dealer predicts the car 
will depreciate over the lease term.  Put simply, this is the amount you will 
pay for the privilege of driving the car over the lease term, plus a finance 
charge. 

 
• Money factor.  The finance charge (interest) charged on the lease, amount, 

expressed as a decimal used to figure part of the monthly lease payment.  
For comparison, it can be converted to an interest rate by multiplying by 
2,400 (regardless of the term of the lease).  To convert an interest rate to a 
money factor, divide the rate expressed as a decimal by 24. 

  
Negotiating a 
Lease 

A lease should be negotiated just as thoroughly as a purchase, but there are 
additional considerations: 
 
• Bargain down to the best purchase price possible before discussing a 

lease.  This establishes the “capitalized cost” on which the rest of the 
calculation of the lease payment will be based. 

 
• Everything is still negotiable in a lease, just as in a purchase.  You can 

always request changes in terms like mileage limits, money factor, 
processing fees, etc. 

 
• Pay any fees up front to avoid paying finance charges on them.  It will be 

to your long-term financial advantage if possible, including security 
deposits, taxes, destination charges, etc. 

Continued on next page 
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Leasing, Continued 

 
Negotiating a 
Lease, 
continued 

• Be wary of the “cap cost” reduction.  This is a large, one-time payment 
made at the start of the lease designed to lower your future monthly 
payments.  Remember, you do not own this car, so do you really want to 
make a down payment on it?   

 
• Be sure you understand all the provisions of the lease.  What are the 

mileage limits and the cost if you go over them?  What is considered 
reasonable “wear and tear?”  Who will pay for maintenance?  What are the 
restrictions on relocating the vehicle?  Can you transport a vehicle 
overseas?  

 
• Consider only “closed-end” leases, where all lease-end charges and 

residual values are established in advance at the beginning of the lease.  
This way you cannot be hit with unexpected fees on the day the car is 
returned to the leasing agent. 

  
Lease-End 
Options 

At the end of the lease, you have four options: 
 
• Return the car to the dealer and walk away.  You will pay any applicable 

fees and may be charged for many minor damages if the dealer has no 
incentive to work with you (because you are not buying another vehicle 
from the same dealer). 

 
• Buy the car from the dealer.  You will pay the residual value established 

at the beginning of the lease.  If you have taken good care of the car, it 
may be a bargain for a used car at that point; if you have trashed it or 
gone over the mileage limit, you may be better off buying it than paying 
those fees on a car you are giving back. 

 
• Use the car’s equity to negotiate a better deal on a new car from the 

same dealer.  The dealer hopes to sell you another car when you return.  
If your leased vehicle is in good condition and has low mileage, the 
dealer will have an easier time reselling it and may give you a discount 
on your next purchase or lease in exchange. 

 
• Sell the car yourself.  You must pay off the residual value but if the car is 

in good condition, you may get more and pocket the difference. 

Continued on next page 
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Leasing, Continued 

  
Challenge I Why should you bargain down the best purchase price possible in a lease? 

 
______________________________________________________________ 

  
Challenge I 
Answer 

Refer to page 3-43 for the answer before going ahead with this lesson. 

  
Challenge II Name three of the four options available to you at the end of a lease. 

 
1. ___________________________________________________________ 

2. ___________________________________________________________ 

3. ___________________________________________________________ 

 
Challenge II 
Answer 

Refer to page 3-44 for the answer before going ahead with this lesson. 
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Negotiating  

  
Overview Salespeople are trained in the art of selling.  For the majority, their pay 

includes a commission based on the sale price of the vehicle, so they have a 
vested interest in getting as high a price as possible for the car.  Your goal is 
to get as much car as you can for as little as you can.  Treat the sales force and 
anyone else at the dealership with the dignity you would expect for yourself, 
but learn how to negotiate—and do it effectively!  The following part of the 
lesson will arm you with different types of negotiating skills. 

  
Information The salesperson’s goal is to get as much information about you as possible.  

With your name, military status, and particularly your social security number, 
a car dealer can determine what you might pay for a car and, at the least, 
institute a credit history check—even without your knowledge or permission!  

  
Trade Do not forget there are three elements to the car deal:  the purchase price, the 

financing, and the trade-in.  The dealer will try to combine them, and you 
need to keep them apart.  Practice saying, “That’s not important right now.” 

  
Money 
Down/Deposit 

Do not advertise how you will pay for the car.  If they ask for a deposit, do 
not pay it (unless you are absolutely certain you will buy the car).  Research 
clearly shows that people who have put down a deposit are much more likely 
to buy the item, even if they prefer something else. 

  
Discounts If the salesperson offers a discount, ask if it will apply a week from now (in 

many cases, it will).  If they do not bring up the subject, ask for one.  Even the 
“one price/no haggle” dealers might discount options, etc.  You will never 
know unless you ask. 

  
“Like the Car” One of the goals of the salesperson is to get you to say, “I like the car.”  The 

sooner they can establish an emotional connection between you and the car, 
the more likely you are to buy it.  Stay detached! 

Continued on next page 
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Negotiating, Continued 

  
Paying by Cash Stating up front that you intend to pay by cash could work against you.  The 

dealership and the salesman make more money when they find the financing 
for you, and lose this profit if you pay cash.  If you tell the salesman that you 
will use 100 percent financing, they may give you a better deal on the sale 
because they plan to make up the profit on the back end of the deal.  This 
gives them more of an incentive to offer a discount.  The best route, however, 
is to refuse to address financing at all until you have negotiated a fair price.   

  
Options Dealer-installed options are frequently available at other sources and much 

cheaper than buying through the dealer.  Often, they are unnecessary (like rust 
proofing), cheaper if done yourself (like fabric and paint protectant) and 
sometimes even void your warranty (like undercoating).  If there are options 
already on a car that you do not need, tell them to remove the options.  Many 
times, they will just leave them on and not charge you. 

  
Road Test This is one of the most overlooked steps in buying a car.  When you road test 

a car, really test it!  Drive it as closely as you can to your actual driving 
conditions:  stop and go traffic, long trips, highway acceleration, rough roads, 
etc.  Turn the radio off and listen carefully.  Try every knob and switch.  
Leave the salesperson behind if possible; if not, ask them to be quiet and even 
sit in the back seat.  If you are considering buying a used car, be sure to have 
a trusted, independent mechanic check it out before you make the purchase. 

  
Extended 
Warranty 

Extended warranties or service contracts are more dealer profit than value to 
the purchaser.  They are meant to take over when the manufacturer’s warranty 
runs out.  New cars have excellent reliability, often making an extended 
warranty completely unnecessary.  If you do decide to purchase an extended 
warranty, shop around.  You can usually buy something very familiar from a 
third party company for much less. 

 
Best Time to 
Buy 

There is absolutely no consensus among experts as to when is the best time to 
buy.  Therefore, buy only when you need a new vehicle and have done all 
your homework. 

Continued on next page 
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Negotiating, Continued 

  
Purchase Never buy the first thing you see.  Sleep on such a major decision overnight.  

There will always be others to choose from if “your car” is sold. 

  
180-Degree 
Turn 

If you do not like what you hear, do not be shy about turning around and 
leaving.  Remember:  it is your money and your decision. 

  
Challenge I Why does the salesperson want you to say that you “like the car?” 

 
______________________________________________________________ 

  
Challenge I 
Answer 

Refer to page 3-46 for the answer before going ahead with this lesson. 

  
Challenge II Why would telling the salesperson that you intend to pay for the vehicle in 

cash work against you? 
 
______________________________________________________________ 

 
Challenge II 
Answer 

Refer to page 3-46 for the answer before going ahead with this lesson. 
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Tricks of the Trade 

  
Overview Most salespeople are reasonable, honest individuals.  Some, however, are not 

above trying some techniques designed to pressure you into making a 
commitment you may not be ready to make.  Be aware of these tactics.  
Should you encounter them, you might choose to tell the salesperson you are 
aware of their tactics and prefer they not try them, to ask to see a different 
salesperson, or simply leave.  These tactics include the following: 
 
• Put-to-ride 
• Bait and switch 
• Low- and high-balling 
• Mutt and Jeff routine 
• Padding 
• “Your car” 

  
Put-to-Ride Put-to-ride is when a salesperson cannot convince you to buy today, they 

insist that you leave your trade-in at the dealership, keep the new car 
overnight, and drive it home.  This way no other dealership can see your 
trade-in, your neighbors and relatives see the car, you fall in love with it, and 
have a hard time saying no to purchasing the car when you have to bring it 
back the next day.  Refuse to take the new car home overnight and take your 
trade-in off the dealer’s lot. 

  
Bait and Switch Bait and switch is when a dealership runs an ad with a picture of a well-

equipped car with a price of a stripped down model to entice you to come in.  
You are then shown the stripped down model and quickly switched to the 
well-equipped one with a higher price tag.  If this occurs, demand to see the 
manager to express your dissatisfaction.  Ask for a large discount.  If they are 
not willing to deal, leave.  

  
Low- and High-
Balling 

Low-balling occurs when the salesperson quotes you a price on a car that is 
lower than the current market price.  This is done to assure that you will 
return to them before signing with anyone else just to see if his offer still 
stands.  At this point, the salesperson will tell you that he cannot sell the car 
for that low a price because the sales manager will not allow it.  High-balling 
is the same as low-balling, except that a high trade-in allowance figure is 
offered.  Again, you come in later and the manager will not allow it.  When 
faced with low- or high-balling, leave and start working with another dealer. 

Continued on next page 
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Tricks of the Trade, Continued 

  
Mutt and Jeff 
Routine 

The Mutt and Jeff routine is used when the salesperson plays the role of the 
“good guy” and the manager plays the “bad guy” to enhance the image of the 
salesperson.  The salesperson and manager may even stage an argument in 
front of you, with the salesperson trying to persuade the manager to give you 
a lower price.  Once you believe that the salesperson is on your side, you drop 
your guard and become an easy mark.  Simply leave the scene and think 
about the offer overnight before purchasing the car.  Comparison shop in the 
meantime. 

  
Padding Adding charges that increase the dealers’ profit at the time you sign the 

contract; i.e. undercoating, protection packages, dealer installed options, 
credit life insurance, disability insurance, extended warranties, etc.  Read the 
contract very carefully on your own time.  Refuse to sign if it is not what you 
originally agreed on. 

  
“Your Car” When the salesperson keeps referring to the car as “your car” to get you 

subconsciously to accept ownership of the car.  Once accomplished, it is 
easier to get you to sign the contract.  Keep reminding the salesperson that 
you have not yet decided to purchase the car and make it “your car.” 

  



MCI Course 3420F  Study Unit 3, Lesson 2  3-51

Deal #2:  The Financing 

  
Overview Remember to negotiate three separate deals:  the new car purchase price, the 

financing, and the deal on the trade-in.  As mentioned earlier, this alone will 
save you hundreds, if not thousands of dollars.  Things to consider in the 
financing deal include 
 
• Places to finance 
• Finance charges 

  
Places to 
Finance 

There are several places where you can finance your vehicle: 
 
• Credit unions.  A good place to look because of their non-profit status and 

competitive terms.  By law federal credit unions can only calculate interest 
using the “simple” method.  Also, your credit union may have an in-house 
buying service available.  You must be a member and have fairly good 
credit. 

 
• Banks.  Like credit unions, only for-profit institutions.  Usually next best 

and still require good credit. 
 
• Auto dealerships.  Dealerships usually do not have the amount of cash on 

hand needed to finance a purchase, and they customarily have a 
relationship with a finance company.  Consumers who agree to finance a 
car “through the dealer” frequently find themselves making payments to a 
finance company instead.   

 
• Finance companies.  Vary widely in interest rates and often cater to credit 

risks by charging very high rates.  Some are affiliated with a particular 
manufacturer and can have special rates as incentives for certain models. 

 
• Internet.  Many Internet sites that deal with car buying also deal in 

financing or have links to financing alternatives. 

  
Finance 
Charges 

So that you can talk knowledgeably about your financing terms, you will 
learn about the different types of interest.  Interest is expressed as annual 
percentage rate (APR), but is computed in several different ways. 

Continued on next page 
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Deal #2:  The Financing, Continued 

  
Add-On 
Interest 

Interest for the total amount of the loan is computed for the length of the loan 
and added to the principal.  This is an expensive option since you pay interest 
on the entire loaned amount for the entire year, even though you are reducing 
the balance you owe each month.   

  
Simple Interest This is paid on the outstanding balance only.  By far the most reasonable to 

the consumer.  Credit unions are required by federal law to charge simple 
interest only. 

  
Usury Laws In some states there are no usury laws or laws that limit the amount of interest 

that can be charged on a loan.  Know what the limits are in your state and 
read contracts thoroughly before signing.  The Federal Truth-In-Lending Act 
requires that the APR be disclosed in the financing documents.  Read the fine 
print and have contracts checked by an attorney before signing. 
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Contracts 

  
Overview Dealers make a profit from the sale of the car, as well as from extra fees, 

options, and services they add to the contract.  Carefully considering which 
options or services you need ahead of time will help avoid unnecessary 
expense.  If you are not prepared, the first you will hear of some of the extra 
profit-makers will be when negotiating the contract.  Parts of the contract 
include 
 
• Fine print 
• Disclosures 
• Physical damage insurance 
• Mechanical repair coverage 
• Car protection packages 
• Credit life/disability insurance 
• Gap insurance 
• Additional fees 

  
Fine Print Be sure you understand every word on the contract.  If you do not bring it to 

your command financial specialist, MCCS personal financial management 
specialist or a qualified legal assistance attorney for an explanation before you 
sign.  If the dealer refuses to let you take it with you before signing, walk 
away; this is a sure sign something is wrong. 

  
Disclosures Federal law requires the disclosures to have a certain appearance and to 

include the APR, total finance charge, total amount financed, total of 
payments, and the sales price disclosed. 

  
Physical 
Damage 
Insurance 

Physical damage insurance is required, but can almost always be obtained 
elsewhere more cheaply.  The property liability insurance offered by some 
dealers is only for their protection, not yours; in the event the car is totaled, it 
will compensate them for their loss and do nothing for you. 

Continued on next page 



MCI Course 3420F  Study Unit 3, Lesson 2  3-54

Contracts, Continued 

  
Mechanical 
Repair 
Coverage 

If you purchase an extended warranty or service contract, be sure you 
understand the term or mileage coverage (whichever occurs first and the 
deductible you are responsible for paying) as well as what is covered or 
excluded.  Often these are pure profit for the dealer and are overpriced.  To 
receive the covered repairs, you may be required to bring the car to the same 
dealership; this is not only inconvenient if you have moved far away, but can 
also lead to markups in repair costs so that your cost share is much higher 
than anticipated. 

  
Third Party 
Warranties 

Third party warranties are available for all types of cars.  The cost depends on 
the make, model, year, condition of the car, etc.  These warranties are a cost 
effective solution to purchasing a warranty through the car dealership and 
should be looked into. 

 
Car Protection 
Packages 

Examine these aftermarket items (like underbody rust-proofing or scotch 
guarding) and make sure that if you really need it, it cannot be obtained more 
cheaply elsewhere (they usually can). 

  
Credit 
Life/Disability 
Insurance 

If you are already covered by other life (such as SGLI) or disability insurance, 
is credit life or disability really necessary?  Often it is very high priced for the 
amount of coverage involved and protects the dealer or finance company.  If 
you are so disabled that you cannot work, are you likely to need a car? 

  
Gap Insurance A gap car insurance policy insures you for the difference between what you 

owe on your car and what your insurance company says it is worth.  The 
moment you drive a car off the dealership lot, the car is worth less than what 
you paid for it.  Until you pay down your loan, you have a “gap.” 

 
Gap Insurance 
Example 

Corporal Beltbuckle has just purchased a new car for $20,000.  On the way 
home, he is involved in a car collision that totals his car.  The insurance 
company assigns a fair market value to his totaled car of $18,000.  He still 
owes $2,000 to the bank for the car.  Gap insurance would cover this $2,000 
gap. 

Continued on next page 



MCI Course 3420F  Study Unit 3, Lesson 2  3-55

Contracts, Continued 

 
Additional Fees Try to pay taxes, license, registration, title, and processing fees up front if 

possible, to avoid having to pay interest on them if they are included in the 
financing.  Be sure they are itemized so that you know which fees are truly 
the government fees and which are processing fees (pure profit for the dealer).  
Charges in this category may include 
 
• Sales and use taxes 
• Title fee 
• Registration fee 
• Property taxes 

  
Power of the 
Pen 

If you do not understand or approve of something in the contract, line it out 
and initial it.  This legally removes the item.  Better yet, demand a new 
contract with the offending items removed. 

  
Blanks Everything should be filled in and items left off should read “0.00,” “N/A,” 

be lined out, or otherwise denoted.  Something simply left blank could be 
filled in later to your detriment. 

  
Legal 
Assistance 

If you are not 100 percent sure of every word in the contract, bring it to a 
qualified legal assistance attorney for an explanation before you sign.  Again, 
if the dealer refuses to let you take it with you before signing, walk away—
this is a sure sign something is wrong. 

  
Challenge When you buy a new or used car, is the dealership the only place you can buy 

a warranty? 
 
______________________________________________________________ 

 
Answer Refer to page 3-54 for the answer before going ahead with this lesson. 
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Deal #3: The Trade-In 

  
Overview Only after all homework has been done, and the purchase price and financing 

are negotiated should you address the issue of your trade-in with a dealer.  
With a trade-in, you are basically selling the car to the dealership, which will 
in turn, attempt to sell it later for a profit.  This means that the dealer will 
want to give you as little for your car as possible. 

  
Trading Versus 
Selling 

In many instances, you can get more for your trade-in if you sell it yourself.  
The dealer cannot give you full retail value in most cases because they must 
resell the vehicle and make a profit.   

  
Fair Price Use the same methods used in determining what to pay for the car you are 

purchasing to get a fair price for your trade.  Price your used car using 
resources like the NADA book, the Kelly Bluebook, or Edmunds Used Car 
Guide.  These resources will provide you with a price range (not a specific 
price) for your vehicle from trade-in value to loan value to resale value. 

  
Dealer Trade-
In 

Many people choose to trade in their vehicle to avoid the hassle and delay of 
selling themselves and accept some loss in the price of the exchange.  The 
pricing guides list “trade-in” values for each model that are reliable guidelines 
to determine if the dealer is offering a fair price.  Note, however, that the 
condition of the vehicle will affect the pricing. 

  
Negative Equity Negative equity often occurs in the first few years of paying for a new car 

because so much depreciation occurs in the early period of ownership.  If you 
really want to trade in such a vehicle, the deficit amount will be added to the 
price of the car you are purchasing because you are upside down with your 
trade-in.  This will probably leave you with even greater negative equity in 
the new vehicle.  You can see the importance of ensuring the affordability of 
a new car as a first step in the process, to make sure the last step is not 
repossession. 

  
Negative Equity 
Example 

Corporal Beltbuckle buys a car for $20,000.  He is still paying on his old car 
and currently owes $1,500 on it.  As part of the trade-in, the dealer will “pay 
off his loan,” but simply adds that negative equity to the price of the car.  
Now, Corporal Beltbuckle owes $21,500 for his new car. 
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Your Legal Rights 

  
Overview Consumers have some standard rights under federal laws, but their state rights 

vary from state to state.  Once again, the best legal preparation is to research 
the car purchase and know what you are agreeing to before signing any 
contracts. 

  
Lemon Laws Most states have a Lemon Law that enables consumers to get either a new 

vehicle or get their money back when the vehicle cannot be repaired to 
conform to the standards of the warranty.  This is for new cars only. 

  
Odometer 
Reading 

It is illegal to turn back or reset an odometer, even if a new engine is installed 
on the car.  A statement of the odometer miles is required with every 
purchase.  Average mileage per year in America is 15,000 miles and the 
attorney general estimates that one-third of all vehicles has had its odometer 
spun.  The Department of Motor Vehicles (DMV) can provide you with the 
number of owners your vehicle has had, and this information, plus the age 
and condition of the car can help you estimate whether the mileage is 
suspiciously low. 

  
Used Car 
Buyer’s Guide 

“As Is” versus “Implied/Expressed Warranty” sticker is required by federal 
law to be placed in the window of all used cars sold by dealers.  For your own 
protection, an outside mechanic should inspect any used car before you buy 
and any promises made by a dealer should be put in writing.  Very few 
assurances are provided by “implied” warranties and you want everything to 
be “expressed.”  The Buyer’s Guide sticker states: 
 
• If there is a warranty, what protection does the dealer provides. 
 
• If there is no warranty, that the car is bought “As Is” and the dealer will 

not be responsible for any subsequent problems.   
 
• Any car can be subject to major problems, and lists them. 

Continued on next page 
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Your Legal Rights, Continued 

  
Magnuson-
Moss Warranty 
Act 

The Magnuson-Moss Warranty Act is a federal law that protects the buyer of 
any product that costs more than $25.00 and comes with an express written 
warranty.  This law applies to any product that you buy that does not perform 
as it should, including cars.  This law guarantees a car buyer that certain 
minimum requirements of warranties must be met, and provides for 
disclosure of warranties before purchase.  A consumer may pursue legal 
action in any court of general jurisdiction in the United States to enforce 
rights under this law.  
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Complaint Resolutions 

  
Overview As with other big-ticket items that you purchase—if a problem occurs, the 

company that sold you the item needs to know about it.  Cars are obviously 
very expensive, and a good dealer should want to make sure you are satisfied.  

  
Guidelines If you experience a problem with a dealership, you should follow these 

guidelines: 
 
• Speak to the dealer first.  In many cases, they have a reputation to protect 

and may be willing to quickly resolve problems at their level. 
 
• If the dealer is part of a chain, speak next to the company regional 

representative since they also have an interest in preserving the reputation 
of their good name. 

 
• If the dealer is a member of a professional association like the BBB, 

NADA, NIADA, local area ADA, etc., they have dispute resolution 
processes to assist you. 

 
• If these steps fail, contact the Office of Consumer Affairs of your state 

attorney general and the Armed Forces Disciplinary Control Board for 
investigation and possible prosecution. 
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Additional Information 

  
Web Sites The following sites can be used as a reference or for additional information: 
 

Web Site Description 
www.lifelines2000.org The official quality of life service delivery network 

of the Department of the Navy, serving sailors, 
Marines, and their families. 

www.consumerworld.org Consumer world is a public service, non-commercial 
guide with over 2,000 of the most useful consumer 
resources. 

www.nada.com The NADA represents America’s franchised new car 
and truck dealers.  This site contains numerous 
resources on car pricing, invoices, and dealer 
locators. 

www.kbb.com User can look up current new and used car values. 
www.edmunds.com Excellent starting point prior to buying a car.  

Provides review, quotes, tips, and special reports. 
www.intellichoice.com Another good site to research new and used cars. 
www.autobytel.com Another good starting point to begin research on 

buying a new or used car. 
www.autoweb.com Yet again, a site to begin researching new and used 

cars. 
www.autopedia.com The automotive encyclopedia is the comprehensive 

Internet source for automotive related information, 
where consumers can find information related to 
autos, boats, trucks, minivans, motorcycles, RVs, 
SUVs, and the lemon law.   

www.carfax.com Excellent site to use when buying a used car.  You 
can order vehicle reports on specific cars to 
determine past history, including title checks, 
accidents, and odometer checks.   

www.carlemon.com Lists the lemon law summaries and statutes per state.
www.highwaysafety.org The insurance institute for highway safety is an 

independent, nonprofit, scientific, and educational 
organization dedicated to reducing the losses—
deaths, injuries, and property damage—from crashes 
on the nation’s highways. 

www.carbuyingtips.com An excellent site devoted to assisting the public in 
purchasing new and used cars.  Has detailed chapters 
in pricing and tactics used by car salespersons.    

Continued on next page 
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Additional Information, Continued 

  
Agencies The following agencies can also assist you: 

 
• Command financial specialist 
• MCCS financial management specialists 
• Armed Forces Disciplinary Control Board 
• Better Business Bureau 
• State Attorney General or Consumer Protection Agency 
• Credit unions car buying assistance programs 
• National and local automobile dealers associations 

  
Books and 
Magazines 

The following books and magazines may also have information that will be 
useful to you: 
 
• Consumer magazines 
• Kelley Bluebook and NADA Official Used Car Book 
• New Car Pricing Guides (Edmunds, IntelliChoice) 
• Your local library 
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Situational Awareness 

  
Actions on the 
Objective 

Upon completion of this lesson, you should do the following on your own: 
 
___ Prior to purchasing a new or used car, do a complete review of your 

finances. 
 
___ Conduct extensive research on the car(s) that you are interested in 

buying.  Find the balance between your needs and wants and your 
budget. 

 
___ Shop more than one dealer when you find the type of car(s) you want.   
 
___ Contact your insurance company and get quotes on the car(s) you are 

looking at. 
 
___ Disregard sales staff trying to tie the three deals into one.  Negotiate each 

separately. 
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Lesson 2 Exercise 

  
Directions Complete items 1 through 13 b performing the action required.  Check your 

answers against those listed at the end of the lesson.   

  
Item 1 What are two of the key amounts you need to determine prior to selecting a 

vehicle? 
 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

 
Item 2 Which of the following is a new car buying pro? 

 
a. No warranty remaining 
b. Lower total cost 
c. Fewer problems 
d. Rapid depreciation 

 
Item 3 Which of the following is a used car buying pro? 

 
a. No warranty remaining 
b. Lower total cost 
c. Fewer problems 
d. Rapid depreciation 

 
Item 4 Guidelines to use when choosing where to buy a car include:  years in 

business, complaints, sales staff and mechanics, and _______________ 
 
a. costs of other options. 
b. car selection. 
c. location of business. 
d. references. 

Continued on next page 
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Lesson 2 Exercise, Continued 

 
Item 5 Where should Corporal Beltbuckle go first in order to price the vehicle he is 

looking for? 
 
a. Multiple dealerships 
b. Public library  
c. Car and driver magazine 
d. Better Business Bureau 

 
Item 6 Name two leasing considerations. 

 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

 
Item 7 Name five different types of negotiations. 

 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

3. ____________________________________________________________ 

4. ____________________________________________________________ 

5. ____________________________________________________________ 

 
Item 8 Name two high-pressure sales tactics. 

 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

Continued on next page 
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Lesson 2 Exercise, Continued 

 
Item 9 A good place to finance your vehicle because of their non-profit status and 

competitive terms is the ___________________. 
 
a. Internet 
b. bank 
c. credit union 
d. auto dealership 

 
Item 10 Parts of the contract include _____________________. 

 
a. exclusions 
b. references 
c. additional print 
d. disclosures 

 
Item 11 Negative equity occurs because so much _____ occurs in the _____ period of 

ownership. 
 
a. depreciation; late 
b. depreciation; early 
c. appreciation; late 
d. appreciation; early 

 
Item 12 Lemon laws enable consumers to get a new vehicle or their money back when 

 
a. the vehicle cannot be repaired. 
b. the dealership breaks the contract. 
c. the seller has rolled back the odometer. 
d. a warranty is not implied or expressed. 

Continued on next page 
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Lesson 2 Exercise, Continued 

 
Item 13 When experiencing a problem with a dealership, whom should you speak to 

first? 
 
a. The Office of Consumer Affairs 
b. The Better Business Bureau 
c. The company’s regional representative 
d. The dealer 

Continued on next page 
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Lesson 2 Exercise, Continued 

 
Answers The table below provides the answers to the exercise items.  If you have any 

questions, refer to the reference page listed for each item. 
 

Item Number Answer Reference Page 
1 • Amount you can 

spend in total 
• Vehicle down 

payment 
• Amount you can 

spend per month on 
the vehicle 

3-34 

2 c 3-36 
3 b 3-36 
4 d 3-38 
5 b 3-40 
6 • Annual mileage 

• Car care 
• New car 
• Relocation 

3-42 

7 See Reference Page 3-46 through 3-48 
8 • Put-to-ride 

• Bait and switch 
• Low- and high-balling
• Mutt and Jeff routine 
• Padding 
• “Your car” 

3-49 

9 c 3-51 
10 d 3-53 
11 b 3-56 
12 a 3-57 
13 d 3-59 
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LESSON 3  

INSURANCE 

Introduction 

  
Scope Insurance is basically a bet.  As the insured, you are betting that something 

may happen to you in the future.  The insurance company is betting that the 
odds of something happening to you are slim, and that they will make money 
from your premiums before something happens to you.  But everyone needs 
insurance.  No matter how much or how little you have, you need different 
types of insurance to protect not only your belongings, but the ones you love 
as well.  The world of insurance can seem daunting at first, but relax; it is 
easier than you think.  This lesson will help you determine what types of 
insurance you need and do not need and at what level.  

  
Learning 
Objectives 

After completing this lesson, you should be able to 
 
• Identify types of property insurance. 
 
• Identify basic areas of auto insurance. 
 
• Identify ways to save on auto insurance. 
 
• Identify different types of health care insurance. 
 
• Identify different family life insurance needs. 
 
• Identify factors that affect life insurance costs. 
 
• Identify the advantages or disadvantages of term insurance. 
 
• Identify the advantages or disadvantages of cash value insurance. 
 
• Identify life insurance features to consider when choosing a policy. 
 
• Identify common mistakes made when buying life insurance. 
 
• Identify different major life insurance needs. 

Continued on next page 
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Introduction, Continued 

  
In This Lesson This lesson contains the following topics: 
 

Topic See Page 
Introduction 3-69 
Property Insurance 3-71 
Auto Insurance 3-74 
Health Insurance 3-77 
Life Insurance Basics 3-78 
Comparing Life Insurance Policies 3-85 
Choosing an Agent 3-87 
Life Cycle Approach 3-89 
Additional Information 3-91 
Situational Awareness 3-92 
Lesson 3 Exercise 3-93 
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Property Insurance 

  
Overview Property insurance provides protection both for loss of your own property and 

any liability you might have for another’s loss.  Real property covers the 
actual structures (your house and other buildings), personal property covers 
your belongings and liability insurance covers you when you are responsible 
for the losses of others.  Property insurance includes the following: 
 
• Renters insurance 
• Replacement cost coverage 
• Homeowners insurance 
• Separate policies 
• Rider policies 

  
Renters 
Insurance 

Renters insurance is used to replace personal property if it is destroyed or 
stolen while occupying a residence other than one you own.  Those who fail 
to purchase renters insurance can face a double problem.  Not only do they 
lose their possessions, but also the creditors will expect the payments to keep 
coming in, if applicable.  Renters insurance is relatively cheap, approximately 
$10 to $15 per month. 

  
Government 
Quarters 

For those living in government quarters, you may need renters insurance.  The 
government insures the building, but may not always cover your losses fully.  
Check with the Housing Office to find out what is covered.   

  
Replacement 
Cost Coverage 

Replace cost coverage will pay fully to replace lost items.  Actual cash value 
will only pay the depreciated value of the items.   

  
Standard 
Homeowners 
Policy 

Most homeowners purchase standard homeowners “all risks” policy.  This 
covers property damage to the home, damage to contents, liability against 
damages to others while on your property, and expenses if you are displaced 
for some time.  Standard policies provide the same coverage regardless of 
which company issues it, the only real difference is the cost.  Like renters, 
homeowners should buy replacement cost coverage. 

Continued on next page 
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Property Insurance, Continued 

  
Other Coverage Homeowners insurance does not cover certain types of damage, including 

 
• earth movement  
• water damage  
• power failure  
• neglect  
• war  
• nuclear accident  
• intentional damage 

  
Separate Policy Most of the above perils can be covered by a separate policy specific to that 

issue, such as earthquake insurance.  Water damage or flooding is the most 
common of these other damages.  Insurance against damage due to flooding is 
required (and expensive) in high-risk areas.  However, it is generally 
inexpensive elsewhere and often a wise purchase.   

 
Rider Policy Some personal property, particularly high cost items like jewelry, guns, 

collectables, sporting gear, or computer equipment is usually not fully 
covered under a standard policy; you may need a special rider or a separate 
policy.  If your personal property is not adequately covered, purchase a rider 
to an existing policy or a separate personal property policy.  A rider is like a 
mini policy added to a bigger policy to cover specific items.  Make sure you 
know what is and what is not covered and what the policy limits are.   

  
Record 
Keeping 

Once you have your property insured, take an inventory and keep a copy of 
the list somewhere safe (not at home).  Photographs of your property may 
help in getting a full value settlement or use a video camera to take a 
videotape of your property to show the insurance adjuster in the event of a 
loss.  For those who do own a home and consider renting it out, be certain to 
check with your insurer to see what affect it would have on your coverage and 
be certain that you are adequately covered for your house and personal 
property.  If you move overseas, you face particular issues and want to check 
with your insurance company. 

Continued on next page 
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Property Insurance, Continued 

  
Challenge Why would Corporal Beltbuckle face a double problem if he rented an 

apartment, but failed to get renters insurance? 
 
______________________________________________________________ 

 
Answer Refer to page 3-71 before going ahead with this lesson. 

 



MCI Course 3420F  Study Unit 3, Lesson 3 3-74

Auto Insurance 

  
Overview Most states require drivers to purchase automobile liability insurance.  There 

are four basic areas of auto insurance coverage: 
 
• Liability.  Refers to your responsibility for other people’s losses both 

property damage and bodily injury. 
 
• Uninsured/underinsured motorist coverage.  Required by many states to 

protect you and your auto in an accident with an uninsured/underinsured 
driver who is at fault. 

 
• Physical damage.  Collision and comprehensive portion of your policy 

that covers only your vehicle and its contents. 
 
• Medical payments.  Covers you and your passengers for injuries no matter 

who is at fault. 

  
Minimum for 
Young Drivers 

Most young military drivers purchase only the minimum coverage required 
by their state.  However, those with assets to protect should seriously consider 
increasing their level of protection.  Coverage for $50,000 is insufficient to 
cover medical and other bills in the event of a serious accident.   

  
Minimum for 
Mid-Career 

Recommended minimums for mid-career personnel are $100,000 per person, 
$300,000 per accident, and $50,000 property damage.  Active duty military 
can leave medical coverage at the minimum required since they and their 
families are covered by TRICARE.  The higher liability limits may be 
important; even if a driver has few assets, there is always the possibility that 
his or her future wages could be attached to settle a lawsuit.   

Continued on next page 
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Auto Insurance, Continued 

  
Saving on Auto 
Insurance 

Ways to save on auto insurance are listed below: 
 
• Consider selecting a higher deductible.  This is your out-of-pocket expense 

that you will pay for repairs.  Many consumers find a deductible of $250 
or $500 to be the most cost effective.  Call and find out what savings will 
be at varying levels. 

 
• If you have a second car and could afford to replace or to do without it for 

awhile, you may wish to drop collision coverage on that car entirely, 
particularly if the car is over 5 years old.  Verify that you can afford to 
cover the loss first.  Prepare a financial plan to check your status.   

 
• A safe driving record helps to minimize insurance costs.  For very small 

claims (or only slightly higher than your deductible) that involve no 
injuries to anyone, consider not filing for reimbursement; the increase in 
premium for having the accident may cost more than the amount you 
receive to cover the repairs! 

 
• Keep your limits for “medical payments” at the state minimums; they only 

cover you and your family, and you already have your medical care paid 
for by the government. 

 
• Be certain to maintain coverage while on deployment.  Most companies 

will allow continued coverage at a reduced rate while deployed.  Contact 
them and let them know your car will be in an “off the road” status.  If you 
drop coverage, your rates will likely go up when you reinstate it.  If you 
still owe money on the vehicle, the creditor will require you to maintain 
coverage. 

 
• Coordinate coverage with multiple policies.  Many companies give 

discounts to customers who buy multiple policies.  Call your auto 
insurance company and your homeowners insurance company, and see 
what kind of discount each will give you if you buy all your insurance 
through them.    

Continued on the next page  
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Auto Insurance, Continued 

  
Challenge Why can active duty military personnel leave medical coverage at the 

minimum on their car insurance? 
 
______________________________________________________________ 

  
Answer Refer to page 3-74 for this answer before going ahead with this lesson. 
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Health Insurance 

  
Overview Health care insurance may be of minor importance to you now since you and 

your family are covered while you remain on active duty.  But you will not be 
on active duty forever.  Eventually you will transition out and you will need 
health and, or long-term care insurance to carry you into your “golden” years.  
There are three different types of health insurance: 
 
• Health insurance (CHAMPUS/TRICARE) 
• TRICARE supplemental policy 
• Long-term care insurance 

  
Health 
Insurance 

While on active duty all of your health care and most of your family 
members’ care is covered at no cost to you by CHAMPUS/TRICARE.  In 
order to be covered, your dependent family members must be enrolled in the 
Defense Eligibility Enrollment Reporting System (DEERS) by you and then 
be enrolled in the CHAMPUS/TRICARE program.   

  
Supplemental 
Policy 

It is a good idea to consider a TRICARE supplemental policy, particularly 
when approaching retirement.  This is especially true if you will be retiring to 
an area that is not near a military treatment facility or plan to use TRICARE 
Standard, or expect particularly high medical expenses out-of-pocket.  The 
“Marine Corps Times” has a special TRICARE issue each year that includes 
information on the many supplemental policies available.  When shopping for 
a supplemental policy, one question that must be asked is:  whether or not the 
policy is automatically convertible to a medical supplemental policy in later 
years.  Most are, but a few—including some that appear inexpensive at first—
are not. 

  
Long-Term 
Care Insurance 

Long-term care insurance is available to servicemembers, retirees, spouses, 
and certain other family members.  The Federal Government sponsors the 
Long-Term Care Partners Program, but it does not pay for the program.  
Participants choose the time period for which they will receive benefits as 
well as the daily benefit amount.  There are a variety of options available in 
this program and premiums will vary based on the options chosen.  For most 
people, Medicare and medical insurance does not pay for long-term care.  
This program needs to be thoroughly researched and understood in order to 
make a decision on participation.  Industry experts recommend considering 
this coverage as you near 60 years of age.   
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Life Insurance Basics 

  
Overview The primary purpose of life insurance is to protect those who are dependent 

on you from the financial consequences of your death.  You cannot insure 
against an emotional loss.  If no one is financially dependent on you, there is 
no real need for life insurance.    

  
Needs The amount of life insurance you will need varies during your life.  Some 

needs will be short-term and some long, such as covering a 30-year mortgage.  
Usually there is little or no requirement in your 20s and 30s when you are 
single, unless you have dependents.  When you marry and, particularly, when 
you start raising a family, the need for life insurance greatly increases.  After 
your children have grown up and leave home and you presumably have 
acquired other assets, the need for life insurance declines.  This is also the 
time that the cost of life insurance becomes more expensive.  The table below 
lists different family circumstances and the need for life insurance: 

 
Circumstance Need 

Single/No dependents Nobody suffers any real financial consequences; 
therefore, the need is not present (beyond covering 
one time expenses such as burial costs). 

Children Unless your child provides significant income to 
the home, the financial consequence of their death 
would be medical and burial expenses.  The need 
for insurance is minimal. 

Married/One Income/ 
No Children 

One spouse is financially dependent on the other.  
Insurance would be needed to provide for the non-
working spouse during his or her adjustment 
period following the death of their loved one. 

Married/Dual Income/ 
No Children 

Since both spouses are working, the major 
considerations will be providing money to pay off 
debts that are shared and final expenses such as 
medical and funeral costs.  Dual income couples 
often have more debts as well as more money. 

 Continued on next page 
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Life Insurance Basics, Continued 

  
Needs, 
continued 

 

  
Circumstance Need 

Married/Children This is the highest need time for life insurance.  
Regardless of employment status, the surviving 
spouse is generally going to have a significant 
need for additional income to offset the loss of the 
other spouse’s income while the children are living 
at home or are in college.  Serious insurance 
planning is needed for both spouses, even if one is 
not currently employed.  Consider costs of 
childcare if an active duty military member is the 
surviving spouse.  When government benefits are 
taken into account, there is often a greater need for 
a commercial life insurance policy for the non-
military spouse than for the active duty 
servicemember. 

Single Parent Single parents will want to consider who will take 
care of the children, if they (the parent) die.  A 
significant consideration when designating a 
guardian should be the guardian’s financial ability 
to provide for the children’s needs.  Adequate 
insurance should be in place to compensate the 
guardian for the additional expenses of raising the 
children.   

 
Determine 
Your Needs 

Determining your exact life insurance needs will require some planning.  You 
can reach an accurate determination of your needs on your own by comparing 
the anticipated immediate and long-range financial needs of your survivors 
with the assets available to satisfy those needs.  You need to cover the cost of 
a funeral, the readjustment phase for your family as well as their on going 
living expenses and any major debts.  You may also want to cover the cost of 
college and retirement.    

Continued on next page 
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Life Insurance Basics, Continued 

  
Survivor 
Benefits 

Include existing government benefits in any consideration of insurance needs:  
 
• Death gratuity 
• Servicemember Group Life Insurance 
• SGLI Family Coverage (FSGLI) 
• Dependency and Indemnity Compensation (DIC) 
• Social Security 
• Supplemental VA education benefits 
• Other benefits 

  
Death Gratuity With the death gratuity (upon death), your family will be paid $6,000 within 

36 hours. 

  
Servicemember
Group Life 
Insurance 

The current standard for Servicemember Group Life Insurance (SGLI) is 
$250,000.  This coverage can be decreased or even declined.  Realize that it 
may be difficult to find a better deal elsewhere.  Many military occupations 
are considered “high-risk,” which means that a traditional policy may not 
cover you for work related accidents.  Remember that the beneficiary—the 
one who will get the money of the policy—is determined by you.  Many 
people forget to change this when their lives change.  This is separate from 
your will. 

  
Family 
Servicemember
Group Life 
Insurance 

Family Servicemember Group Life Insurance (FSGLI) is available for the 
spouses and children of active duty servicemembers.  Any dependent child 
under age 18 is automatically covered under family insurance.  In addition, 
children between the ages of 18 and 23 who are full-time students are 
covered.  And any child who before the age of 18 has been declared legally 
incompetent will be eligible for family coverage.  To insure your spouse, 
proof of their good health will be required in the future; however, your 
dependent children are covered for free, regardless of their health.   

  
FSGLI 
Amounts 

You may purchase up to $100,000 of SGLI coverage for your spouse in 
increments of $10,000.  However, you cannot purchase more SGLI coverage 
for your spouse than you have for yourself.  Each dependent child of every 
active duty servicemember or reservist who is insured under SGLI is 
automatically insured for $10,000. 

Continued on next page 
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Life Insurance Basics, Continued 

  
FSGLI Costs The monthly premiums for coverage for your spouse are based on their age 

and amount of coverage.  Check with your command to get current rates.  
This is not the least expensive term insurance available, but it is the easiest 
for you.  SGLI coverage for children is free.  The premium for your spouse 
will automatically be deducted from your pay until you separate from service.  
Coverage will continue, at no extra cost to you, for 120 days following your 
separation from service.   

  
Termination Coverage for your spouse will end 120 days after any of the following events: 

 
• Date you elect in writing to terminate your spouse’s coverage 
• Date you elect in writing to terminate your own coverage 
• Date of your death 
• Date coverage terminates 
• Date of your divorce 
 
Coverage for your children ends 120 days after any of the following events: 
 
• Date you elect in writing to terminate your coverage 
• Date you separate from service 
• Date of your death 
• Date your child is no longer a dependent 

  
Beneficiary The beneficiary of the spouse and child coverage will be the servicemember.  

If the servicemember were to die before payment could be made, the proceeds 
of a spouse or child claim would be paid to the member’s beneficiary.   

  
Dependency 
and Indemnity 
Compensation 

With the Dependency and Indemnity Compensation (DIC) package, your 
surviving spouse is paid $948 per month until remarriage, plus $237 per 
month for each child (2003 figures).  Provided by the Veterans 
Administration, DIC is tax-free and is adjusted annually.   

  
Social Security If the surviving spouse has children 18 or under, the family will be eligible 

for one or more monthly checks in the amount of $225 from social security.  
The amount depends on the worker’s earnings history.  Individuals receive an 
estimate of social security benefits yearly.   

Continued on next page 
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Life Insurance Basics, Continued 

  
Supplemental 
VA Education 
Benefits 

Supplemental VA education benefits are available to the surviving spouse and 
children in the current amount of $680 per month for 45 academic months of 
full-time study. 

  
Other Benefits The military will pay the cost of a basic funeral, including transportation for 

family members to the funeral services.  The family will be provided a no-
cost final move and receive BAH or permission to live in housing for 6 
months.  The deceased servicemember’s accumulated leave or arrears in pay 
is paid to the family. 

  
Benefits 
Overall 

All of the above taken together provide the foundation of a sizable estate for 
the average servicemember.  In fact, the U.S. Government is often said to be 
the best benefit-paying corporation in the world, if a member dies on active 
duty. 

  
Cost Factors There are a number of factors that affect life insurance costs: 

 
• Age 
• Gender 
• Occupation 
• Health 
• Lifestyle 

  
Age The possibility of death increases each year as you grow older; therefore, the 

“risk” being assumed by the insurance company is greater.  The cost of the 
“insurance” portion of any policy will increase with age. 

  
Gender For any age, women have a longer life expectancy than men; therefore, their 

insurance costs are less. 

  
Occupation The cost of life insurance can increase dramatically for those in “high risk” 

jobs, such as aircraft crewmembers, demolition specialists, or scuba divers.  
People with dangerous hobbies can also be affected the same way. 

Continued on next page 
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Life Insurance Basics, Continued 

  
Health Your state of health determines not only your costs, but in some instances will 

determine if you are even insurable!  Those with chronic health problems will 
face higher insurance premiums. 

  
Lifestyle Certain lifestyle choices can affect insurance premiums.  For example, 

smokers will pay almost twice as much for life insurance as a non-smoker of 
the same age.  Most insurance companies consider you to be a smoker if you 
have used tobacco in any form at any time in the previous 12 months. Once a 
smoker quits, normally the insurance rate will be reduced after 12 months to 
the non-smoker’s rates. 

  
Types of 
Policies 

All life insurance policies fall into one of two categories: 
 
• Term  
• Cash value  

  
Term  Term life insurance provides protection for a specific period of time (the term 

of the policy) after which it expires.  Thus, it is referred to as “term” 
insurance.  Depending on the conditions stated in the policy, it may or may 
not be renewable for an additional term.  Term insurance is “pure” insurance; 
you pay only for the death benefit you need.  SGLI and FSGLI are both term 
insurance.  If you die during the term, benefits will be paid to your chosen 
beneficiary. 

  
Cash Value Cash value insurance combines insurance protection with some form of tax 

deferred savings program with the insurance company.  Once in place, cash 
value policies are normally in effect for the life of the insured.  Your 
premiums combine the insurance cost with an amount to be deposited to your 
savings—the portion that builds “cash value.”  This type of insurance has 
many names:  Cash Value, Whole-Life, Universal-Life, Straight-Life, etc.  
These policies insure you for an indefinite amount of time and remain in 
effect as long as you pay the premiums.  They accumulate cash value over 
time and can be cashed in before your death. 

Continued on next page 
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Life Insurance Basics, Continued 

  
Term 
Insurance 
Advantages and 
Disadvantages 

The table below lists the various advantages and disadvantages of term life 
insurance: 

  
Advantage Disadvantage 

• Far less costly when you are 
young.  This is the time when the 
need for the insurance is 
normally greatest. 

 

• Simple and straightforward.  
Policies are relatively easy to 
compare since the only difference 
is cost. 

• Cost increases steadily with age, 
very steeply after a certain point. 

 

• There is no cash value build up. 

 
Cash Value 
Advantages and 
Disadvantages 

The table below lists the various advantages and disadvantages of cash value 
insurance: 

 

Advantage Disadvantage 
• Premiums remain level. 
 

• Coverage is guaranteed for life. 
 

• Policy builds cash value that can 
be used later. 

 

• A loan can be taken against the 
cash value at a low interest. 

 

• Additional insurance may be 
purchased without evidence of 
insurability, depending on the 
policy and company. 

• Difficult to accurately compare 
prices and identify fees.  

 

• Far more expensive when you are 
young.   

 

• Return on money invested can be 
very low 

 

• Difficult to accurately estimate 
future cash values 

 

• Other than a low guaranteed 
minimum, there are no assurances 
of any dollar amount available in 
the future. 

 

• Initial expenses mean no cash 
buildup in the early years. 

 

• Some surrender charges are in 
effect for the first 10 to 20 years. 
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Comparing Life Insurance Policies 

  
Overview Like any other major purchase, you should shop around for which life 

insurance policy best suits both your needs and your budget.  Not all 
insurance policies are created equal, so make sure you get what you are 
paying for. 

  
Features to 
Consider 

When shopping for new insurance or when considering replacing an existing 
policy, you must compare the various features and costs involved to 
determine which policy best meets your needs at the cost you can afford.  The 
table below lists life insurance features and their descriptions:  

 
Feature Description 

Face Amount The amount of coverage needed.  If, for example, your 
needs are for $250,000 of coverage, you cannot 
compromise on that amount.  To do so would be to put 
your family’s financial future at risk.   

Renewability Any insurance policy worthy of consideration must 
have a guarantee of renewability through the entire 
period when the protection will be needed.  If, for 
example, you reasonably foresee a need for insurance 
until you are 65 years old—should consider only those 
policies that guarantee protection through that age. 

War Clause You should ensure any policy you purchase contains no 
war clause (excluding coverage due to combat or 
combat related activity).  Check for other possible 
limitations on coverage that may apply to you. 

Company 
Financial Strength 

Check the financial strength of the company.  Past 
failures of some large insurers make it essential to 
check the financial stability of the company from which 
you plan to purchase a policy.   

Cost Cost comparisons between cash value are often 
difficult.  If you are considering a cash value policy, use 
caution when you analyze illustrations.  Be sure to 
compare the return on the policy with a similar 
investment type you could purchase outside of the 
policy.   

Continued on next page 
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Comparing Life Insurance Policies, Continued 

  
Comparing 
Insurance 

An excellent way to compare policies and research costs—particularly for 
term insurance—is to use the Internet price comparison resources.  Double-
check your findings.  Consumer or financial publications can often provide 
valuable insurance information.  Several quote services are available that 
provide low cost insurance, particularly term insurance.  The Internet offers 
numerous opportunities for comparing life insurance quotes.   

  
Replacing an 
Old Policy 

When should you consider replacing your old policy?  Replace an old policy 
only if 
 
• You are healthy (insurable). 
 
• You can significantly lower your cost per $1,000 of coverage. 
 
• You currently hold several policies. 
 
• Your current policies are based on old mortality tables.  Life expectancy is 

increasing; therefore the cost per $1,000 of insurance protection for any 
age group is going down.  Depending on how old your policies are, the 
difference between the older rates and the current rates can be significant. 

 
Note:   Do not cancel an old policy until you thoroughly review your personal 

situation. 

 
When Not to 
Replace a 
Policy 

Do not replace an existing policy if 
 
• Your health has declined to the point where it would adversely affect the 

cost of the premiums. 
 
• Your costs per $1,000 of coverage will not decrease. 
 
• You do not plan on saving the difference between the old and new 

premiums. 
 
• You do not think you can handle the pressure that your old agent might put 

on you to keep the existing policy. 
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Choosing an Agent 

  
Overview Sometimes choosing an agent can be tricky.  While they are there to help you, 

they sometimes have a conflict of interest.  The more insurance they sell you, 
the larger their commission.  Like any other salesperson, some are good and 
some are not.  Always remember that they work for you and do not feel 
pressured to buy more insurance than you need. 

  
Questions to 
Ask 

You may wish to check with your local Better Business Bureau and with the 
agency that regulates the life insurance industry in your state.  Always check 
with at least two or three agents from different companies or independent 
agencies.  Ask the following questions: 
 
• Is the agent licensed in the state? 
• How long have they been in business, and what if any professional 

designations do they have? 
• Will they use term insurance as a comparison? 
• How are they compensated? 

Continued on next page 
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Choosing an Agent, Continued 

  
Common 
Mistakes 

The following are common mistakes consumers make when buying life 
insurance: 
 
• Not understanding the true purpose of insurance.  Buy life insurance to 

protect your loved ones from a catastrophe (the loss of your income). 
 
• Using life insurance as a saving investment vehicle.  These policies offer 

protection with cash value that adds to the cost and reduces returns.  There 
are better options available.  

 
• Not understanding what you are buying.  Ask questions until you do. 
 
• Putting too much trust in an agent.  Do your homework and do not rely on 

your agent exclusively to tell you what is best.  Remember, they usually 
work on commission. 

 
• Holding onto a policy forever.  Your needs change when your life 

changes, stay up to date and change your insurance too. 
 
• Buying unnecessary insurance.  Do not carry more insurance than you 

truly need. 
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Life Cycle Approach 

  
Overview As the circumstances in your life changes, your insurance needs change.  As 

you encounter major life events, reconsider your insurance needs. 

  
Major Life 
Events and 
Insurance 
Needs 

The table below lists major life events, and the different changes you should 
consider in your insurance needs: 

 
Major Life Event Insurance Need 

Single in Quarters • Renters policy – To cover your possessions.   
• Life insurance – Only if someone depends on 

your income, otherwise consider a small 
amount to cover final expenses.  SGLI is 
enough. 

Moving off Base • Renters policy – See above. 
Buying a Car • Auto insurance – Required by state law at set 

minimums and for on-base driving. 
Getting Married • Life insurance – Family members that depend 

on your income, so review your plan and 
determine your needs for income and your 
expenses.  Consider spousal coverage. 

• Health – Use the TRICARE system at low or 
no cost. 

• Dental – Sign your new family member up for 
the Dental Health Program. 

• Auto – See above. 
• Renters policy – See above. 

Having Children • Life insurance – Needs now increase due to 
the long-term financial responsibility of 
raising a child.  In addition, insure the other 
parent. 

• Health – See above. 
• Dental – Wait until the child has teeth and, or 

needs to begin care, first visit around age 2 to 
3 years. 

• Renters policy – See above. 

 Continued on next page 
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Life Cycle Approach, Continued 

  
Major Life 
Events and 
Insurance 
Needs, 
continued 

 

  
Major Life Event Insurance Need 

Buying a Home/Condo/
Mobile Home 

• Homeowners – Required by your lender, 
needed to cover both the real property and 
personal possessions. 

• Life insurance – Increase coverage at this time 
due to the mortgage you are carrying. 

Increasing Assets • Umbrella policy – Wide coverage for minimal 
costs. 

• Homeowners – See above. 
• Auto – See above. 
• Life – See above. 
• Long-term care. 

Divorce • Make sure you have your own policies in your 
own name for all the above areas. 

• Reconsider your life insurance needs and 
whom you list as your beneficiary. 

Retirement/Separation • Life – Increase your policy to cover the loss of 
SGLI or consider Veterans Group Life 
Insurance (VGLI). 

• Health/Dental – Shop for a policy, if not 
provided by your next employer. 

• Disability – If you are continuing to work, 
your employer may provide you coverage, 
otherwise look for a policy. 

• Auto – See above. 
• Homeowners/Renters – See above. 
• Long-term care. 
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Additional Information 

  
Web Sites The following sites can be used for reference or additional information: 
  

Web Site Description 
www.lifelines.navy.mil The official quality of life service delivery 

network of the Department of the Navy, 
serving sailors, Marines, and their families. 

www.consumerworld.org This site is another gateway to numerous 
financial and consumer sites.  Includes 
numerous resources on insurance topics. 

www.insurancefraud.org A site for the Coalition Against Insurance 
Fraud—the nation's only anti-fraud watchdog 
that speaks for consumers, insurance 
companies, legislators, regulators, and others.  
Works to enact tough new anti-fraud laws and 
regulations, educate the public how to fight 
back, and serves as a national clearinghouse 
of fraud information. 

www.iii.org The mission of the Insurance Information 
Institute (I.I.I.) is to improve public 
understanding of insurance—what it does and 
how it works. 

www.insurance.va.gov Provides information regarding life insurance 
programs for veterans and servicemembers 
who may not be able to get insurance from 
private companies because of the extra risks 
involved in military service or a service 
connected disability. 

www.ltcfeds.com Extensive site dealing with the federal long-
term health care insurance program.  Includes 
a calculator and other resources.  
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Situational Awareness 

  
Actions on the 
Objective 

After completing this lesson, you should do the following on your own: 
 
___ Check your deductible and determine how much money you would save 

by raising it. 
 
___ Take an inventory of your high-value items (TV, computer, etc.) and 

make a list, indicating serial numbers, cost, etc.  Keep in a safe place. 
 
___ Look into any type of insurance listed above (renters, rider policy, flood, 

etc.) that you may need at this point in your life. 
 
___ Make sure the same company is meeting your different insurance needs.  

By using the same company for home, car, etc. needs, you should be able 
to save money. 

 
___ Review your SGLI or other life insurance that you currently have.  Is it 

enough to meet your needs?  Take steps to raise or lower it as necessary. 
 
___ Review your personal situation to determine if you need life insurance for 

other members of your family, especially if you have children. 
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Lesson 3 Exercise 

  
Directions Complete items 1 through 17 by performing the action required.  Check your 

answers against those listed at the end of this lesson.   

  
Item 1  
Through  
Item 3 

Matching:  For items 1 through 3, place the letter of the description from 
column 2 that fits the type of insurance in column 1.  The answers in column 
2 may only be used once. 

 
Column 1 
 
Type of Insurance 
 
___ 1.  Renters 
___ 2.  Homeowners 
___ 3.  Rider 

Column 2 
 
Description 
 
a. Covers high cost items like guns, 

collectables, or computer 
equipment 

b. Specific coverage for certain types 
of damage 

c. Covers home, contents, liability to 
other and displacement expenses 

d. Replaces personal property if 
destroyed or stolen 

 
Item 4 Name two of the basic areas of auto insurance coverage. 

 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

 
Item 5 Which of the following is a way to lower your auto insurance? 

 
a. Drive one car without insurance. 
b. Coordinate coverage with multiple policies. 
c. Raise your deductible. 
d. Purchase another vehicle for a multiple vehicle discount. 

Continued on next page 
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Lesson 3 Exercise, Continued 

 
Item 6 What type of health insurance do you have while you are an active duty 

member of the military? 
 
a. DEERS 
b. Long-term care 
c. CHAMPUS/TRICARE 
d. TRICARE + 

 
Item 7  
Through  
Item 9 

Matching:  For items 7 through 9, place the letter of the description from 
column 2 that fits the type of family circumstances in column 1.  The answers 
in column 2 may only be used once. 

 
Column 1 
 
Circumstances 
 
___ 7.  Single, no dependents 
___ 8.  Married with children 
___ 9.  Single parent 

Column 2 
 
Description 
 
a. Highest need time for insurance. 
b. Need is not present as no one suffers 

real financial consequences. 
c. Guardian selection is necessary.  

Insurance needed to compensate the 
additional expense of raising the 
children. 

d. Spouse is financially dependent, 
insurance needed for adjustment 
period. 

 
Item 10 Which of the following is a factor that affects life insurance costs? 

 
a. Race 
b. Religion 
c. Lifestyle 
d. Driving ability 

Continued on next page 
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Lesson 3 Exercise, Continued 

 
Item 11 
Through  
Item 14 

Matching:  For items 11 through 14, place the letter of the description from 
column 2 that fits the question in column 1.  The answers in column 2 may 
only be used once. 

 
Column 1 
 
Insurance 
 
___ 11.  Advantage – Term  
___ 12.  Disadvantage – Term  
___ 13.  Advantage – Cash value 
___ 14.  Disadvantage – Cash value 

Column 2 
 
Description 
 
a. Premiums remain level 
b. Far less costly 
c. Difficult to accurately compare 

policies and fees 
d. Cost increase with age 
e. Easily obtainable 

 
Item 15 Name three features to consider when choosing a life insurance policy. 

 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

3. ____________________________________________________________ 

 
Item 16 Name two common mistakes made when buying life insurance. 

 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

Continued on next page 
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Lesson 3 Exercise, Continued 

 
Item 17 Corporal Beltbuckle has just gotten married!  Besides life insurance, what 

new types of insurance does he need? 
 
a. Rider policy, dental, auto, and umbrella 
b. Disability, credit, umbrella, and rider policy 
c. Auto, umbrella, and homeowners/renters 
d. Health, dental, auto, and homeowners/renters 
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Lesson 3 Exercise, Continued 

 
Answers The table below provides the answers to the exercise items.  If you have any 

questions, refer to the reference page listed for each item. 
 

Item Number Answers Reference Page 
1 d 3-71 
2 c 3-71 
3 a 3-72 
4 • Liability 

• Uninsured/ 
underinsured motorist 

• Physical damage 
• Medical payments 

3-74 

5 b 3-75 
6 c 3-77 
7 b 3-78 
8 a 3-79 
9 c 3-79 
10 c 3-82 
11 b 3-84 
12 d 3-84 
13 a 3-84 
14 c 3-84 
15 • Face amount 

• Renewability 
• War clause 
• Company financial strength 
• Cost 

3-85 

16 • Not understanding the true 
purpose of insurance.   

• Using life insurance as a 
saving vehicle.   

• Not understanding what you 
are buying.   

• Putting too much trust in an 
agent.   

• Holding onto a policy forever. 
• Buying unnecessary insurance. 

3-88 

17 d 3-89 
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STUDY UNIT 4 

MILITARY IMPACT ON FINANCES 

Overview 

  
Scope The military will present you with many financial challenges throughout your 

career.  While civilian counterparts may move occasionally, you are almost 
guaranteed to move and, or deploy frequently.  Inherent with multiple moves 
means your residence will change often.  This study unit will help lessen the 
shock on your financial plan from moving or deploying. 

  
In This Study 
Unit 

This study unit contains the following lessons: 

 
Topic See Page 

Financial Planning for Deployment 4-3 
Money and the Move 4-29 
Housing 4-55 
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LESSON 1 

FINANCIAL PLANNING FOR DEPLOYMENT 

Introduction 

  
Scope Deployment can be a stressful time during your career, whether single or 

married.  While you are deployed, certain aspects of your life will continue 
regardless of your location—like paying bills.  Deployment can be less 
stressful on your finances if you and your spouse, if applicable, plan ahead.  
By planning early, you can test your plan and make sure it works correctly 
and seamlessly.  

  
Learning 
Objective 

After this lesson, you should be able to 
 
• Identify reasons to have a financial plan for deployment. 
 
• Identify important legal documents while deployed. 
 
• Identify realistic and infrequent deployment expenses. 
 
• Identify banking options for deployed families. 
 
• Identify bill paying techniques for deployed Marines. 
 
• Identify credit tips while on deployment.  
 
• Identify rental issues while on deployment. 
 
• Identify homeowner issues while on deployment. 
 
• Identify vehicle issues while on deployment. 
 
• Identify tax issues while on deployment. 
 
• Identify advance preparations for unexpected occurrences while on 

deployment. 

Continued on next page 
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Introduction, Continued 

  
In This Lesson This lesson contains the following topics: 
 

Topic See Page 
Introduction 4-3 
Why Plan for Deployment 4-5 
Legal Considerations 4-6 
Financial Planning 4-8 
Banking Issues 4-10 
Paying Bills 4-12 
Credit Issues 4-14 
Housing Concerns 4-16 
Vehicles 4-18 
Tax Issues 4-19 
Financial Emergencies 4-20 
Additional Information 4-22 
Situational Awareness 4-23 
Lesson 1 Exercise 4-25 
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Why Plan for Deployment 

  
Overview Why should you even bother having a financial plan for deployment?  Here 

are three simple reasons: 
 
• Increase spending power. 
• Eliminate stress. 
• Prepare for the future. 

  
Increase 
Spending 
Power 

How would you like to have a 10-percent raise right now?  You can give 
yourself one.  By having a financial plan that is both realistic and flexible 
enough to follow during and after deployment, you should be able to increase 
your spending power by at least 10 percent. 

  
Eliminate 
Stress 

It is very difficult and stressful to handle financial situations from a long 
distance.  If you have a solid financial plan prior to your departure, much of 
this stress can be eliminated. 

  
Prepare for the 
Future 

If the financial plan works well during deployment, then why change a good 
thing?  It will be easy to stick with it long after you return, and the next 
deployment will probably go much smoother financially. 
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Legal Considerations 

  
Overview Part of your financial plan should include an update of all your important 

documents.  Each personal situation is different and you may have a variety 
of different documents to review.  Important legal documents include 
 
• Wills 
• Power of attorney (POA) 

  
Wills Every Marine should have a will, whether single or married.  A will allows 

you to determine how your assets are to be distributed.  If you are married, all 
assets normally go to your spouse, but you may want to divide your estate 
differently or even set up a trust for your children.  If you have children, you 
want to be able to choose a guardian for your children should you die 
unexpectedly. 

  
Power of 
Attorney 

A POA allows someone that you designate to handle your affairs on your 
behalf.  There are three different types of a POA: 
 
• General  
• Specific  
• Medical  

  
General POA A general POA gives someone else the authority to act on your behalf for the 

entire period of time indicated.  It is recommended that you make the period 
for the length of the deployment or no longer than 1 year.  Since the 
appointed person has the power to do anything on behalf of the person giving 
the power, it is very easy to take advantage of these documents. 

  
Specific POA Specific or special POA gives someone the authority to act in your behalf in 

one specific area (selling or buying a car or home, signing tax returns, etc.).  
It is limited to the specific act noted on the document.  Businesses prefer this 
type of POA since it is less likely to be used abusively or fraudulently. 

Continued on next page 



MCI Course 3420F 4-7 Study Unit 4, Lesson 1 

Legal Considerations, Continued 

  
Medical POA Single parents may want to sign a special medical POA to your childcare 

provider to handle any medical emergencies that may arise while you are 
deployed. 

  
Trust Make sure you absolutely trust the person to whom you give any POA.  Many 

Marines have had their financial lives destroyed by people who abused the 
POA privilege.  A general POA gives complete control in your personal 
decisions, so be careful about trusting someone who does not have deep ties 
to you. 

  
Challenge  Why does every Marine need a will? 

 
______________________________________________________________ 

 
Answer Refer to page 4-6 for the answer before going ahead with this lesson. 
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Financial Planning 

  
Overview Planning for your finances during deployment is tricky.  Sometimes there are 

multiple pay issues that you may have to deal with like family separation pay 
or hazardous duty pay.  Some Marines may spend money to make them feel 
better or for gifts to show their family that they love them.  These things are 
all possible if you make a realistic spending plan ahead of time and stick to it. 

  
Planning 
Worksheet 

A workable and flexible spending plan is the single most important tool you 
will need to make your deployment a financial success.  Once you have 
completed the worksheet, review the numbers and ask yourself if you can live 
with this plan.   

  
Adjust for Pay 
Changes 

Make budget adjustments for any possible pay changes—such as sea pay, 
family separation allowance, pay increases from promotion, etc.  You may 
also need to make adjustments if you work a second job.   

  
Realistic 
Expenses 

Plan as realistically as possible for expenses that you will have on 
deployment.  Be sure to include money for  
 
• Port visits 
• Phone calls 
• Souvenirs 
• Meals off ship 
 
Married couples need to plan realistically for both partners.  Allowances must 
be made for some recreation to allow everyone to take a break. 

  
Infrequent 
Expenses 

Plan for infrequent expenses: 
 
• Insurance premiums 
• Car maintenance  
• Home maintenance 
• Tax payments 

Continued on next page 
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Financial Planning, Continued 

  
Contribute to 
Savings 

Contribute regularly to a savings account if you are not already doing so.  It 
does not matter what you put in, it is the fact that you contribute to it 
regularly that counts.   

  
Overspending 
Suggestions 

If you have not deployed before, you should consider the following 
suggestions while afloat: 
 
• Comparison shop.  Often times you may be able to get an item cheaper 

elsewhere.  Beware of overpricing near fleet landing locations.   
 
• Watch your spending if you are depressed or lonely.  It is easy to 

overspend without knowing it.  Try not to buy expensive gifts for every 
member of your family. 

 
• Watch the number of long distance phone calls you make.  A good 

guideline is to use phone calls to exchange emotions and not information.  
Use other means for information (letters, e-mail, etc.).  One way to avoid 
making excessive phone calls is to purchase prepaid phone cards. 
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Banking Issues 

  
Overview Banking can often become a problem for single and married Marines alike.  

Single Marines must come up with a useable system to make sure money 
arrives at their account both at home and aboard ship if necessary.  Married 
Marines cannot simply turn over everything to their spouse.  Open 
communication and a solid agreed upon plan are necessary. 

  
Single 
Servicemembers 

Split pay is not just for married Marines.  Consider estimating how much you 
will need each month during the deployment and then arrange to be paid that 
aboard ship.  The rest will stay in your account back home, lowering the 
temptation to spend it.   

  
Direct Deposit Make sure your direct deposit is operating smoothly.  Balancing your 

checkbook properly becomes even more important on deployment, where 
mail service is delayed.   

  
Married 
Servicemembers 

How you handle your family finances is a family decision, and there are 
several ways to handle things smoothly: 
 
• Separate checking accounts 
• Split pay 
• “D” allotment  

  
Separate 
Checking 
Accounts 

If you decide to have dual checking accounts, ensure they are with the same 
financial institution.  Direct deposit is ideal in this situation because you can 
arrange with the institution to have a set amount deposited into either 
checking account.  This will prevent confusion; you will each be responsible 
for keeping accurate records of your own account and there will not be any 
questions on who wrote which check for what amount! 

  
Split Pay If either spouse is unfamiliar with handling a separate account or the couple 

wishes to avoid the hassle of more than one checking account, split pay may 
be the answer.  Most of the money would go into the checking account back 
home while the Marine has an amount available on ship each pay day during 
the deployment.   

Continued on next page 
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Banking Issues, Continued 

  
“D” Allotment The last option is the “D” allotment.  The majority of the paycheck can be 

sent to the spouse as an allotment, with the Marine receiving the remainder in 
their account. The allotment is sent to the spouse’s checking account.  This is 
useful if you have different accounts at different financial institutions.   

  
Things to Avoid While there are several good ways to handle finances on deployment, there 

are also some ways that do not work well: 
 
• Deploying spouse keeps the checkbook and sends money orders to the 

family bank at home.  Mail service is frequently delayed and often 
unreliable.  There is also a chance of loss, which would further delay 
money getting back home. 

 
• Splitting check pads between account holders is another bad method.  This 

can lead to confusion and eventually bounced checks.  
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Paying Bills 

  
Overview As stated in the beginning of this lesson, your bills must continue to be paid 

on time, regardless of whether you are stateside, the Far East, or in the middle 
of the Mediterranean Sea.  The creditors simply care about getting their 
money on time, and it is your obligation to do so. 

  
Paying on Time Even though you will be away from home, the bills still need to be paid!  

Single Marines may need to continue payments on loans, insurance, and 
credit cards while married Marines may have these and other family 
expenses.  Paying bills in a timely manner so as not to adversely affect your 
credit rating can be a challenge while on deployment.  The following are 
some techniques to use: 
 
• Allotments 
• Notify creditors 
• Money orders 
• Trusting others 
• Web pay 

  
Allotments Use allotments or automatic drafts from your checking account whenever 

possible to make payments.  See if you bank or credit union has any other 
automatic bill paying services you can use.  Most companies and lenders have 
a direct payment option.   

  
Notify 
Creditors 

If you intend to pay your bills yourself, notify your creditors well in advance, 
so that your bills will reach you aboard ship.  Pay bills immediately when 
they arrive.  Above all, keep your creditors informed. 

  
Money Orders Money orders are time consuming and require more record keeping.  If using 

money orders, record the order number, date, amount, who it is going to, and 
the date mailed.  Keep all receipts. 

  
Trusting 
Others 

If you have someone else paying your bills, make sure you have complete 
trust, both in the person and that person’s ability to manage money in a 
responsible manner.  

Continued on next page 
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Paying Bills, Continued 

  
Web Pay Another possible option to pay your bills on time is to do so electronically.  

Most banks offer this service for a fee.  Additionally, many creditors can 
debit the money straight from your checking or savings account on a pre-
determined date for free.  Ask your creditors if this is possible and if there are 
any fees associated with this. 

 



MCI Course 3420F 4-14 Study Unit 4, Lesson 1 

Credit Issues 

  
Overview You may find that you will be using credit more frequently when on a 

deployment, either intentionally or unintentionally.  As part of your financial 
plan for deployment, consider the following suggestions on how to handle 
your use of credit: 
 
• Establish a credit record. 
• Plan card usage. 
• Keep a running balance. 
• Hold on to receipts. 
• Exchange rate differences. 
• Use phone cards. 

  
Establish a 
Credit Record 

If you currently do not have much of a credit history, you may want to use the 
deployment as an opportunity to establish credit with an allotment, followed 
by a share-secured loan for a small amount.  If you have a good credit rating, 
the best way to keep it is to make sure the bills are paid on time. 

  
Plan Card 
Usage 

Visa is the most widely accepted credit card in most foreign ports, 
particularly in Europe.  You may want to have access to several forms of 
payment (travelers checks, some cash, Visa/MasterCard).  If you are married, 
decide who will be using which credit cards while you are deployed and stick 
to that plan!  Why?  If both of you use the same card, the possibility exists 
that you may go over your credit limit.  If you only have one card, set 
maximum amount that you can put on the card.   

  
Keep a 
Running 
Balance 

Keep a running tally of your credit card balance.  Remember that bills may be 
delayed in the mail.  Make sure not to run up a bigger balance than you can 
afford to repay or exceed your credit limit.   

  
Hold on to 
Receipts 

Keep the copies of any credit card transaction you make in order to minimize 
credit card fraud.  Keep a close eye on your card; use all the normal 
precautions and look over your statements to make sure you recognize all the 
charges listed. 

Continued on next page 
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Credit Issues, Continued 

  
Exchange Rate 
Differences 

Using a credit card for a purchase will probably give you a better exchange 
rate than most places in town and may even beat the money exchange vendor 
on ship.  Be aware, however, that the rate may be different (better or worse) 
when the credit card company bills you than when you made the purchase. 

  
Phone Cards Understand the billing terms of long distance phone companies and their 

calling cards.  When you get your calling card, the terms and rules will be on 
your account statement.  Be certain to get a listing of country codes so that 
you know how to get through to places you want to call.  A good choice is to 
purchase the onboard-prepaid phone card that allows you to use the phone 
onboard at a cost of $1 per minute. 

  
Challenge Why should you hold on to any credit card receipts used overseas? 

 
______________________________________________________________ 

 
Answer Refer to page 4-14 for the answer before going ahead with this lesson. 
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Housing Concerns 

  
Overview For those Marines living in the barracks, this topic will have little impact.  For 

those living out in town, this topic will have much more impact. 

  
Rental Issues If you are renting an apartment or home prior to deployment, there are several 

issues that you must deal with: 
 
• Leases 
• Paying rent 
• Insurance 

  
Leases The military clause does not give you the right to terminate a lease just 

because you are deployed.  It only works if you have PCS orders for more 
than 50 miles from your present duty station or if you are discharged.  Check 
your lease and talk to your landlord or apartment manager prior to 
deployment.  If you have any questions about your lease, speak with a 
qualified legal assistance attorney. 

  
Paying Rent Make arrangements in advance with your landlord about how you will pay 

rent and what type of security is available for your home and its contents.  Do 
not write nor date checks in advance for each month.  Leave self-addressed, 
stamped envelopes that the landlord can use to contact you in case of 
emergency.  Make plans for keeping utility payments up to date.   

  
Insurance Make sure you have renter’s insurance for the contents of your apartment.  

Contact the company to let them know you will be out of town for an 
extended period to make certain you remain covered.  Inquire as to your car 
insurance as well.  Some states require a certain amount of insurance on your 
vehicle even if it is off the road. 

Continued on next page 
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Housing Concerns, Continued 

  
Homeowner 
Issues 

There are certain issues that homeowners will have to deal with that are 
different than renters: 
 
• Maintenance 
• Payments 
• Renting 

  
Maintenance If you will be leaving a spouse, make certain they know the maintenance 

schedules for home items like the furnace, air conditioning, etc., and are 
comfortable making repairs.  Leave a list of repairman phone numbers, if 
possible.  If necessary, schedule in advance with repair service companies for 
regular maintenance issues. 

   
Payments You need to ensure that you have some kind of system set up to continue 

making your payments while deployed.  This may be as simple as having 
your spouse make the payments or inquire at your financial institution in 
regards to making automatic payments.  At a minimum, you can set up an 
allotment to cover the mortgage.  By whatever means, set your system up 
prior to deploying to ensure that it runs smoothly without any problems. 

  
Renting You may consider renting out your home or allow someone to live there free 

while you are away.  There are some benefits to this since your home is not 
empty.  Be certain to thoroughly check out any potential candidates.  It is a 
good idea to work through a rental agent when you are away so that they can 
be responsible for maintenance issues.   

  
Challenge If you are deployed, are you able to terminate a rental lease?  Why? 

 
______________________________________________________________ 

 
Answer Refer to page 4-16 for the answer before going ahead with this lesson. 
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Vehicles 

  
Overview Your car may be one of the most expensive things you have.  What happens 

with it while you are deployed should be of major concern to you.  You 
simply cannot just park it somewhere for an extended period of time without 
proper planning.  Some of the items you will have to decide and plan include 
 
• Storage 
• Maintenance 

  
Storage  Decide where you want to keep your vehicle and who will take care of it.  

Leave them the name of a trusted mechanic or auto repair shop.  One option 
to consider is long-term storage.  If available, vehicle storage on base may be 
your safest bet.   

  
Friends If you decide to leave your car with friends, be sure to notify your insurance 

company of alternate drivers.  Determine who will be responsible for regular 
maintenance and for accidents should one occur while they are driving. 

  
Maintenance Have as much regular maintenance done as possible before you deploy.  

Make sure the car will be ready for you when you get home.  Make sure your 
spouse has a list of any maintenance that will need to be done on the car, as 
well as the names and numbers of where you want it taken to have repair 
work done.   
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Tax Issues 

  
Overview Even on deployment, eventually you will have to deal with Uncle Sam and 

taxes.  As with anything else on deployment, take the time to plan how you 
will handle your taxes if you think you will still be deployed on 15 April.   

  
Free Services If income tax season will take place during your deployment, decide how you 

want to take care of having your tax return completed.  Tax assistance may be 
available, particularly on larger ships.  At home, on-base tax centers offer free 
tax preparation, including electronic filing. 

  
Form 2848 If your spouse wants to file the joint return, you need to complete and sign 

form 2848, and leave it with the spouse preparing the return.   

  
Electronic 
Filing 

Electronic filing allows for a much faster refund.  Remember, if you filed a 
joint return and had the refund check mailed to you, both parties must endorse 
the check.  This can be avoided by having it directly deposited into a joint 
account—checking or savings. 

  
Extensions If you want to wait until you return from deployment to do your taxes, you 

have an automatic 60-day extension until 15 June to file your return and pay 
any federal income tax due.  Write “US Marine Corps-Deployed outside 
CONUS” on top of the tax form when you file.  If you need more time, you 
can file for a 4-month extension using form 4868.  If you are in a combat 
zone, the deadline for filing your return, paying any tax due, and filing a 
claim for refund is extended for 180 days. 
 
Note:   An extension to file is not an extension to pay.  If you expect to owe 

money, you will have to pay by 15 April or owe interest and penalties. 

  
State Taxes Do not forget about your state income tax return if your home state requires 

one.  If your spouse is employed or if you had a part-time job during the year 
before leaving on deployment, you may each have to file a State income tax 
return. 
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Financial Emergencies 

  
Prior to 
Departure 

Prior to deploying, you can prepare in advance for unexpected occurrences by 
doing the following: 
 
• Establish an emergency fund. 
• Fill out a Navy-Marine Corps Relief Society (NMCRS) Pre-authorization 

form. 
• Set up a record keeping system. 
• Avoid “E-Z” credit. 
• Leave contact information. 
• Take care of paperwork.  

  
Emergency 
Fund 

Establish an emergency fund for unexpected expenses.  Have at least one 
month’s worth of pay saved as an emergency fund to cover the possibility of 
car or home appliance repairs or for an emergency.   

  
NMCRS Pre-
Authorization 

Go to the Navy-Marine Corps Relief Society and fill out a pre-authorization 
form.  This will allow your spouse to get limited financial assistance (up to 
$2,500) in an emergency from Navy Relief without having to wait for your 
approval via message traffic.  

  
Record 
Keeping 

Set up a record keeping system with names and phone numbers of repair 
people, warranty information, account numbers, etc., so this information will 
be readily available to your spouse or whoever may be handling your affairs. 

  
“E-Z” Credit If you have no alternate plan for a financial emergency, you or your family 

might be forced to depend on so called “E-Z” credit sources.  In many states, 
there is no law limiting the amount of interest that a merchant may charge.   

  
Contact 
Information 

Make sure your parents or other close relatives have your complete, official 
mailing address and know your social security number.  Also, make sure they 
know how to contact you through the Red Cross if there is an emergency. 

Continued on next page 
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Financial Emergencies, Continued 

  
Paperwork For married personnel, make sure your family is properly enrolled in DEERS 

and TRICARE, and check your family’s ID cards to ensure they will not 
expire during the deployment.  If your spouse or children will be traveling 
during your deployment, make sure your spouse knows how to get a care 
authorization from TRICARE in case they need medical attention outside the 
area. 
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Additional Information 

  
Web Sites The following sites can be used as reference or for additional information: 
  

Web Site Description 
www.militaryinfo.com Generally for locating former military friends, 

this site also has a number of pages on military 
benefits and resources. 

www.irs.gov Internal Revenue Service can answer many tax 
questions regarding refunds or payments due to 
the government.  Forms and publications can 
also be downloaded. 

www.dfas.mil Defense Finance and Accounting Service is the 
world’s largest finance and accounting 
operation and handles pay for the military. 

www.militarymoney.com MILITARY MONEY™ explores the dynamic 
lifestyle of military families and serves as an 
authoritative financial resource for those serving 
in America's Armed Forces. 
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Situational Awareness 

  
Actions on the 
Objective 

Upon completing this lesson, you should do the following on your own: 
 
___ If you do not already have a will, make an appointment with a qualified 

legal assistance attorney.  If married, ensure that your spouse has a will 
as well, and that your wishes match, especially if a child is involved. 

 
___ If you have not already done so, get with your unit command financial 

specialist or other knowledgeable organization and put together a 
customized financial plan. 

 
___ Sit down with your spouse, if applicable, and go over the family finances.  

Develop a plan that each of you can live with and that allows the 
deploying member to have money available. 

 
___ If you own your home, make a maintenance schedule and include the 

phone numbers of repairmen, if possible. 
 
___ After you have determined who will watch your car, make sure you leave 

the name of a mechanic or auto repair shop with them. 
 
___ Contact your insurance company and let them know that you will be 

deployed and the car will not be driven (or that someone will be taking 
care of it for you).  If the car will be in long-term storage, ask about 
lowering your coverage for your deployment. 

 
___ If married, make a list of any maintenance that will need to be done on 

the car while deployed, as well as the name of mechanics and, or repair 
shops they should use. 

 
___ When filing your tax return, if you expect a refund, set it up to be 

deposited directly into your savings or checking account. 
 
___ Establish an emergency fund with at least one month’s pay saved.  Use it 

for emergencies only. 
 
___ Go to the Navy-Marine Corps Relief Society and fill out the pre-

authorization form. 

Continued on next page 
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Situational Awareness, Continued 

  
Actions on the 
Objective, 
continued 

___ Start a notebook with all of the appropriate names and phone numbers of 
repairmen, warranty information, and account numbers. 

 
___ Give your parents or other close relatives your complete, official mailing 

address and your social security number.  Make sure they know how to 
contact the Red Cross in case of emergencies. 

 
___ If married, make sure your family is enrolled in DEERS and TRICARE.  

Ensure their ID cards will not expire while you are away.   
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Lesson 1 Exercise 

  
Directions Complete items 1 through 11 by performing the action required.  Check your 

answers against those listed at the end of the lesson.   

  
Item 1 Which of the following is a reason to plan financially for deployment? 

 
a. Decrease spending power 
b. Eliminate stress 
c. Increase savings 
d. Develop good habits 

 
Item 2 Name the two types of important legal documents. 

 
1. ___________________________________________________________ 

2. ___________________________________________________________ 

 
Item 3 What are two realistic expenses to plan for? 

 
a. Phone calls and souvenirs 
b. Port visits and currency exchange 
c. MWR trips and souvenirs 
d. Meals off ship and photos 

 
Item 4 Which of the following is a banking option for deployed families? 

 
a. One checking account 
b. “F” allotment 
c. Half pay 
d. Split pay 

Continued on next page 
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Lesson 1 Exercise, Continued 

 
Item 5 Name three bill paying techniques while on deployment. 

 
1. ___________________________________________________________ 

2. ___________________________________________________________ 

3. ___________________________________________________________ 

 
Item 6 Which of the following is a deployment credit tip? 

 
a. Destroy all receipts. 
b. Keep a running balance. 
c. Avoid credit use overseas. 
d. Use multiple credit cards overseas. 

 
Item 7 Name two issues to deal with if you rent an apartment or house while 

deployed. 
 
1. ___________________________________________________________ 

2. ___________________________________________________________ 

 
Item 8 Name three issues to deal with if you are a homeowner on deployment. 

 
1. ___________________________________________________________ 

2. ___________________________________________________________ 
 
3. ___________________________________________________________ 

Continued on next page 
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Lesson 1 Exercise, Continued 

 
Item 9 Determining who will watch your car is a ______________ issue. 

 
a. maintenance 
b. trust 
c. storage 
d. monetary 

 
Item 10 If you wait to file your taxes after deployment, how many days do you have 

as an automatic extension? 
 
a. 15 
b. 30 
c. 60 
d. 90 

 
Item 11 Name three things you can do in advance to prepare for unexpected 

circumstances? 
 
1. ___________________________________________________________ 

2. ___________________________________________________________ 

3. ___________________________________________________________ 

Continued on next page 
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Lesson 1 Exercise, Continued 

  
Answers The table below provides the answers to the exercise items.  If you have any 

questions, refer to the page listed for each item. 
  

Item Number Answer Reference Page 
1 b 4-5 
2 • Will 

• Power of attorney 
4-6 

3 a 4-8 
4 d 4-10 
5 • Allotments 

• Notify creditor 
• Money orders 
• Trusting others 
• Web pay 

4-12 

6 b 4-14 
7 • Leases 

• Paying rent 
• Insurance 

4-16 

8 • Maintenance 
• Payments 
• Renting 

4-17 

9 c 4-18 
10 c 4-19 
11 • Establish an emergency 

fund. 
• Fill out a Navy-Marine 

Corps Relief Society 
(NMCRS) Pre-
authorization form. 

• Set up a record keeping 
system. 

• Avoid “E-Z” credit. 
• Leave contact 

information. 
• Take care of paperwork.

4-20 
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LESSON 2 

MONEY AND THE MOVE 

Introduction 

  
Scope Moving has been listed as one of the most stressful events in a person’s life.  

At some time or another, you and your family will have to pick up and travel 
thousands of miles away, perhaps to another country.  You will leave many 
things behind:  friends, other family members, spouses’ job, or even a certain 
sense of stability.  The money involved in a permanent change of station 
(PCS) move can sometimes be staggering.  Who pays for the move?  Of 
course, the U.S. Government pays for your PCS move.  This lesson will cover 
which expenses the government will reimburse you or actually pay for, and 
whether that money will come up front or at the end of your trip.  This is 
important since you do not want to pay more out of your pocket than the 
government is willing to reimburse you for.   

  
Learning 
Objectives 

After this lesson, you should be able to 
 
• Identify areas of interest to ensure a smooth move. 
 
• Identify permanent change of station entitlements. 
 
• Identify the components of overseas housing allowance. 
 
• Identify potential before move expenses. 
 
• Identify potential during move expenses. 
 
• Identify potential after move expenses. 
 
• Determine travel costs. 

Continued on next page 
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Introduction, Continued 

  
In This Lesson This lesson contains the following topics: 
 

Topic See Page 
Introduction 4-29 
Importance of Financial Planning for Transfers 4-31 
Entitlements 4-32 
Overseas Allowance 4-35 
PCS Expenses 4-37 
Developing a PCS Financial Plan 4-42 
Moving Tips 4-45 
Additional Information 4-47 
Situational Awareness 4-48 
Lesson 2 Exercise 4-49 
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Importance of Financial Planning for Transfers 

  
Planning is Key Planning is the key to a financially successful relocation.  There are many 

areas of your finances that may need a check-up and perhaps some changes to 
ensure a smooth move: 
 
• What financial obligations must you clear before departing this duty 

station and community? 
 
• What financial obligations will you incur during transition from this duty 

station to the next?  Which costs are reimbursed?  Which are not? 
 
• What financial obligations will be incurred at the new duty station? 
 
• Have you set aside money to pay for any expenses you will incur prior to 

reimbursement or that will not be reimbursed? 
 
• How will you handle the transfer of bank accounts and changes in cash 

flow? 
 
• What are the considerations surrounding spouse employment?  Will there 

be a loss of income? 
 
• Do you have enough money to cover the move?  Where can you get help 

before, during, and after the move? 
 
• Are you and your family prepared for the stress associated with 

relocation?  Have you talked about it? 

  
Transfer 
Planning 
Worksheets 

As you can see, there are some major considerations that you and your family 
need to think about, talk about, and determine how to deal with.  To help you 
plan your move, this lesson contains two worksheets to help organize your 
thoughts and finances. 
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Entitlements 

  
Overview To help in having a successful move, there are certain entitlements that are 

available to you.  Remember to maintain records and keep receipts during the 
move in order to file a claim for reimbursement.  Check with the personnel 
office to determine your specific entitlements in conjunction with your PCS 
move.  A few of those entitlements include 
 
• Advance pay 
• Advance housing allowance 
• Per diem allowance 
• Monetary allowance in lieu of transportation 
• Dislocation allowance 
• Temporary lodging expense allowance 

  
Advance Pay Advance basic pay can be drawn up to 30 days prior to a move or 60 days 

after arrival.  Normally up to 1 month worth of basic pay can be withdrawn in 
advance with PCS orders.  Repayment is in equal installments over 12 
months.  If you are going to take advance pay, be sure to plan for the 
repayment.  Have your spending plan reviewed by your CFS and consider the 
impact of the repayment over the next 12 months. 

  
Advance 
Housing 
Allowance 

Advance basic housing allowance (BHA) may be issued to cover the 
expenses of renting a new home or apartment.  It must be requested for actual 
expenses, not to exceed an amount equal to 3 months BHA.  Repayment is 
normally over 12 months.  If you are going to take advance housing 
allowance, be sure to plan for the repayment.    

Continued on next page 
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Entitlements, Continued 

  
Per Diem 
Allowance 

Food and lodging costs are reimbursed when making a PCS move.  Per diem 
is paid at a daily rate for you and your family members:  
 
• Member 
• Dependents 12 years or older 
• Dependents 12 years or younger 
 
Auto travel at a rate of 350 miles per day is used to determine how many days 
per diem will be paid.  Per diem may be drawn up to 10 days in advance of 
the move or upon arrival.   

  
Monetary 
Allowance in 
Lieu of 
Transportation 

Members receive monetary allowance in lieu of transportation (MALT) when 
they drive to a new assignment.  Using federal tables, the mileage is 
computed between the old and new duty stations.  MALT is also paid to those 
going overseas if they drive from their stateside location to the port of 
embarkation for transcontinental plane or ship, or from the port of 
debarkation to the new duty station.  MALT may be paid up to 10 days in 
advance. 

  
Dislocation 
Allowance 

Members with dependents are entitled to dislocation allowance (DLA) to 
offset some of the hidden costs of closing one home and setting up another.  
These costs can include rent deposits, utility hookups, etc.  The amount varies 
by pay grade and can be drawn up to 10 days in advance of the transfer date 
or upon arrival at the new duty station. 

  
Temporary 
Lodging 
Expense 
Allowance 

Temporary lodging expense (TLE) is paid for PCS transfers in the United 
States.  TLE provides members up to $180 per day for 10 days to partially 
offset lodging and meal expenses when a member and, or dependents need to 
occupy temporary lodging in CONUS in connection with a PCS.  Personnel 
going overseas are entitled to TLE for 5 days prior to departure to the 
overseas duty station. 

Continued on next page 
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Entitlements, Continued 

  
Challenge If you take advance pay, over how many months will you be repaying the 

money? 
 
______________________________________________________________ 

 
Answer Refer to page 4-32 for this answer before going ahead with this lesson. 
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Overseas Allowance 

  
Overview Moving overseas can be an exciting part of your career, but getting there can 

be an enormous amount of stress.  Depending on where you are stationed, you 
may find that the cost of living is drastically different from your previous 
duty station.  The Marine Corps has a number of allowances to help offset 
these costs: 
 
• Overseas housing allowance 
• Temporary lodging allowance 
• Cost of living allowance 

  
Overseas 
Housing 
Allowance 

The overseas housing allowance (OHA) is paid to servicemembers who live 
in private housing at their overseas duty station.  OHA helps offset housing 
costs and is made up of three components: 
 
• Rent 
• Utility and recurring maintenance expenses 
• Move in housing allowance (MIHA) includes the following components: 

• Miscellaneous—up front, lump sum payment covering average move 
in costs 

• Rent—acquisitions fees, dollar for dollar reimbursement 
• Security—high crime/threat areas only (areas that have been 

determined by the Department of State) 

   
Temporary 
Lodging 
Allowance 

Temporary lodging allowance (TLA) is used to help offset the costs of 
temporary housing and meals for new arrivals overseas.  The amount varies.  
TLA is paid in 10-day increments, and usually has a 60-day limit for those 
arriving and a 10-day limit for those departing.  

  
Cost of Living 
Allowance 

Cost of living allowance (COLA) is paid to member stationed in high-cost 
areas overseas and certain CONUS locations. 

  
Change All of the above allowances are subject to change.  They are directly 

deposited into your bank accounts; therefore, you must make a determination 
on whether the funds will be readily accessible to meet your needs.   

Continued on next page 
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Overseas Allowance, Continued 

  
Challenge MIHA is made up of what three components? 

 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

3. ____________________________________________________________ 

 
Answer Refer to page 4-35 for the answer before going ahead with this lesson. 
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PCS Expenses 

  
Overview Thus far the lesson has covered most of the pay and reimbursements you may 

be entitled to, which will assist you in filling out the income portion of the 
Financial Planning Worksheet.  Now the focus will shift on the expense 
section, looking at some of the common expenses you may encounter before, 
during, and after your PCS move. 

  
Prior to 
Transferring 

Potential expenses you may encounter prior to moving include 
 
• House hunting expenses 
• Moving out expenses 
• Storage costs 
• Household weight limitations 
• Insurance 
• Lodging and food 
• Credit report 
• Miscellaneous expenses 
• Loss of spouse’s income 
• Car preparation  
• Overseas concerns 

  
House Hunting 
Expenses 

The Marine Corps can grant you up to 10 days for house hunting leave, but 
does not pay for the travel and lodging costs. 

  
Moving Out 
Expenses 

Moving out expenses include selling costs, dismantling major appliances, 
cleaning, lawn maintenance, etc.  These are not reimbursable.   

  
Storage Costs Storage costs includes expenses associated with storing items that will not be 

shipped. 

  
Household 
Weight 
Limitations 

The Marine Corps will only ship limited pounds of household goods.  
Anything in excess will be charged to the member.  Check with your local 
Traffic Management Office (TMO) for the current rates. 

Continued on next page 
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PCS Expenses, Continued 

  
Insurance When shipping your household goods, you may want to get additional 

insurance on your household goods to cover potential losses beyond what the 
Marine Corps will reimburse you.  Again, check with TMO for the current 
insurance costs. 

  
Lodging and 
Food 

This expense details the costs at the old location once household goods are 
shipped. 

   
Credit Report Get a copy of your credit report at least 3 months out from conducting a PCS 

move.  This will give you enough time to look for, investigate, and correct 
any errors or problems that may be found.  You do not want to apply for a 
mortgage or apartment with bad marks on your credit report as you may be 
turned down. 

  
Miscellaneous 
Expenses 

Miscellaneous expenses include money spent on trips, souvenirs, eating out 
with friends, and, or parties prior to leaving. 

  
Loss of 
Spouse’s 
Income 

Will there be a loss of spouse’s income until employment is found at the new 
location?  This can often be the biggest negative impact to a move.  Start 
planning for it as soon as you know you will be moving.  Try to live on one 
income.  Work may be difficult to find at first or at a lower wage.  If 
transferring overseas, your spouse may not be able to work at all. 

  
Car 
Preparation 

If you will be driving your car long distances, you may need to do some 
maintenance.  It is cheaper to have major work done before you leave to avoid 
being stranded on the side of the road.   

  
Overseas 
Concerns 

There may be some costs associated with moving your household overseas: 
 
• Medical—will you have to pay a deductible for check-ups and shots? 
• Dental—will you have to pay any of the costs for check-ups, wisdom teeth 

extraction, braces, etc.? 
• Shipping pets overseas. 
• Passports and visas. 

Continued on next page 
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PCS Expenses, Continued 

  
In Transit Try to make some estimate of your in transit expenses—mileage and tolls, 

lodging, food, and other items—you may encounter during your travel.  Most 
of these are on the “Estimated Travel Costs and Reimbursement” worksheet: 

 

 
 

Note:   A full sized copy of the worksheet is available in appendix A. 

Continued on next page 
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PCS Expenses, Continued 

  
In Transit, 
continued 

 

 

 

Continued on next page 
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PCS Expenses, Continued 

 
After Reporting Some of the after move expenses you may encounter at this stage of the 

relocation include 
 
• Temporary lodging, food, and laundromat costs 
• Utility and telephone deposits 
• Rental deposits and home closing costs 
• Long distance calls 
• Cleaning supplies and restocking food supplies 
• Possible increased insurance costs 
• Car registration and licenses 
• Possible increased commuting distance and child care costs 
• New clothes to adapt to possible climate change 
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Developing a PCS Financial Plan 

  
Financial 
Planning 
Worksheet 

Now that you have looked at the income needed, possible expenses, and the 
entitlements and allowances, you need to put it all together into a plan that 
you can use as a guide, using a checklist as shown below: 

 

 
 

Note:   A full sized copy of this checklist is available in appendix A. 

Continued on next page 
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Developing a PCS Financial Plan, Continued 

  
Financial 
Planning 
Worksheet, 
continued 

 
 

 

 

Continued on next page 
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Developing a PCS Financial Plan, Continued 

  
Date and 
Amount 
Payable 

Write down the estimated date payable and the amount in the appropriate 
column.  This exercise will give you a broad overview of how much money 
you will receive and when, as well as how much your expenses will be and 
when you will have to pay them.  If you determine a shortfall in between an 
income and an expense, be sure to save enough to cover it.   

  
Tracking 
Income and 
Expenses  

In preparation for your move, keep track of your income and expenses for at 
least 2 months prior to the move and 2 months after.  People who do not keep 
track of their expenses with a written spending plan often cannot account for 
10 percent of their income.   

  
Analyzing 
Spending 
Habits 

Decrease your living expenses as much as possible, if you are 
 
• Experiencing a shortfall 
• Building an emergency fund 
• Trying to reach other financial goals 
 
By building up a cash reserve now, you will be able to handle any period of 
difficult cash flow due to extra expenses, loss of spouse income, moving to an 
expensive area, etc.   
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Moving Tips 

  
Overview As stated earlier, moving can be an extremely stressful time of your life.  

There are ways to make the transition and move smoother. 

  
Cutting 
Relocation 
Costs 

Why pay more money out during your move than you have to?  The table 
below lists some relocation cost cutting tips: 

 
Expense Explanation 

Advance Pay Do not take advance pay unless absolutely necessary.  
You are essentially spending money that you have not 
earned yet and lowering your income before you know 
what your expenses are. 

Military Facilities Use military temporary lodging when available.  Always 
ask for a military discount when using civilian lodging 
facilities. 

Change of Address Notify all creditors, insurance companies, credit card 
companies, etc.  Arrange to have your mail forwarded. 

National Providers Choose national providers whenever possible–long 
distance phone, ISP, etc., so you will not need to find 
new services when you move. 

Wills Visit your qualified legal assistance attorney at your new 
location and have your will reviewed to conform to the 
new state’s laws. 

Insurance Notify your insurance company when you arrive at your 
destination.  Check with several other companies to 
ensure you are getting the best rate. 

Letters of Reference Obtain letters of reference from current 
utility/cable/telephone companies to reduce deposit costs 
at your new location. 

Pre-Qualifications If you are going to be buying a home at your new duty 
station, pre-qualify at your bank or credit union for a 
home loan.  Do not take on any additional debt. 

Financial Accounts Do not close your financial accounts until you have a 
new one at your new location.  Better yet, choose a bank 
or credit union that has locations on or near military 
bases. 

Taxes Save all documentation and receipts relating to the move 
in case you have some non-reimbursable moving 
expenses–they may be deductible on your income tax 
forms.   

Dependent Healthcare Contact TRICARE in your new location to transfer 
enrollment.   

Continued on next page 
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Moving Tips, Continued 

 
Prior to 
Moving 

The table below lists some additional tips to do prior to leaving your current 
duty station: 

 
Tip Explanation 

Know What You Can Ship Know what can and cannot be shipped at 
government expense.  Do not purchase these 
items in quantity before the move. 

Yard Sales Have a yard sale to get rid of items you no 
longer want or need.  If it has not been used in 
a year, get rid of it. 

Inventory Take an inventory of all of your household 
goods.  For high dollar items be sure to list 
model number, serial number, and any other 
important identification information.  Take a 
video inventory if possible.  Be sure to carry 
your inventory that you make with you. 

Sponsor Use your sponsor at your next duty station.  
Many times they can answer questions you 
have about your new location. 

Relocation Program Download SITES booklets from the Internet 
located in “Additional Information.”  It will 
provide a wide range of information on 
education, employment, housing, and base 
facilities for your new duty station. 
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Additional Information 

  
Web Sites The following sites can be used for reference or additional information: 
  

Web Site Description 
www.dmdc.osd.mil/sites  The site to download the SITES booklets. 
www.dtic.mil/perdiem/ This site lists the most up to date per diem 

rates. 
www.lifelines.navy.mil The official quality of life service delivery 

network of the Department of the Navy, 
serving sailors, Marines, and their families.

www.militaryacclimate.com Excellent site that allows you to input 
different variables to help determine your 
total moving expenses and what will be 
reimbursed.  Use this site to help you plan! 

www.housing.navy.mil Site lists housing information for Navy and 
Marine Corps installations worldwide.  
Excellent resource to use. 
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Situational Awareness 

  
Actions on the 
Objective 

Upon completion of this lesson, you should do the following on your own: 
 
___ Fill out a copy of the “Estimated Travel Costs and Reimbursement” 

worksheet.  Use it to help plan your PCS move. 
 
___ Ensure you have your car(s) checked out and any necessary maintenance 

performed prior to conducting a move. 
 
___ Review and fill out the “Financial Planning Worksheet.”  Use it to help 

plan your PCS move. 
 
___ Track your income and expenses for at least 2 months prior to your 

move.    
 
___ Make a list of all magazines, creditors, etc. prior to leaving your old 

home.  Send them a change of address letter, letting them know your new 
address.  If you do not have a new address yet, give them a stable address 
such as a parent’s address or a P.O. box that will be forwarded. 

 
___ Review the tips listed on page 4-45 and 4-46.  If a tip fits into your 

circumstances, then consider doing it. 
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Lesson 2 Exercise 

  
Directions Complete items 1 through 7 by performing the action required.  Check your 

answers against those listed at the end of this lesson.   

  
Item 1 Look at the following options, read, and answer the question below. 

 
I. Have you and your family talked about moving? 
II. How will you handle the transfer of bank accounts and changes in 

cash flow? 
III. How many pets will you be allowed to move? 
IV. What financial obligations will be incurred at the new duty 

station? 
V. Which part of the country or overseas are you moving to? 

 
Which of the following are areas of interest to ensure a smooth move? 
 
a. I, II, and III 
b. I, III, and IV 
c. II, IV, and V 
d. I, II, and IV 

 
Item 2 Name three PCS entitlements. 

 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

3. ____________________________________________________________ 

Continued on next page 
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Lesson 2 Exercise, Continued 

 
Item 3 Overseas housing allowance consists of the following: 

 
a. Rent, MALT, and COLA. 
b. Rent, Utility and MIHA. 
c. DLA, Per Diem, and TLE. 
d. BHA, MIHA, and TLA.  

 
Item 4 Corporal Beltbuckle has just received orders to another duty station.  Name 

four potential expenses prior to his move. 
 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

3. ____________________________________________________________ 

4. ____________________________________________________________ 

 
Item 5 Which of the following is potential in transit expenses that Corporal 

Beltbuckle should prepare for? 
 
a. Lodging 
b. Souvenirs 
c. Security deposit 
d. Pet lodging 

Continued on next page 
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Lesson 2 Exercise, Continued 

 
Directions for 
Item 6 

Read the following scenario, using the worksheet below, and then answer the 
question. 

  
Item 6 Scenario:  Corporal Beltbuckle has determined that he will be traveling 2,000 

miles to his next duty station, avoiding toll roads.  The trip will take 6 days, 
and he will be traveling alone.  What is his estimated trip costs? 
 
a. $458 
b. $578 
c. $658 
d. $938 

 

 

Continued on next page 
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Lesson 2 Exercise, Continued 

  
Item 7 Name four after move expenses that Corporal Beltbuckle needs to prepare for. 

 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

3. ____________________________________________________________ 

4. ____________________________________________________________ 

Continued on next page 
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Lesson 2 Exercise, Continued 

  
Answers The table below provides the answers to the exercise items.  If you have any 

questions, refer to the reference page listed for each item. 
  

Item Number Answer Reference Page 
1 d 4-31 
2 • Advance pay 

• Advance housing allowance 
• Per diem allowance 
• Monetary allowance in lieu of 

transportation 
• Dislocation allowance 
• Temporary lodging expense 

allowance 

4-32 

3 b 4-35 
4 • House hunting expenses 

• Moving out expenses 
• Storage costs 
• Household weight limitations 
• Insurance 
• Lodging and food 
• Credit report 
• Miscellaneous expenses 
• Loss of spouse’s income 
• Car preparation  
• Transportation and storage of 

vehicles 
• Overseas concerns 

4-37 

5 a 4-39 
6 c 4-39 

Continued on next page 
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Lesson 2 Exercise, Continued 

   
Answers, 
continued 

 

 
Item Number Answer Reference Page 

7 • Temporary lodging, food, and 
laundromat costs 

• Utility and telephone deposits 
• Rental deposits and home closing 

costs 
• Long distance calls 
• Cleaning supplies and restocking 

food supplies 
• Possible increased insurance costs 
• Car registration and licenses 
• Possible increased commuting 

distance and child care costs 
• New clothes to adapt to possible 

climate change 

4-39 
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LESSON 3 

HOUSING 

Introduction 

  
Scope Housing is one of the fundamental things every person needs.  You may be 

currently living in the barracks or renting an apartment or home.  While this 
may suit your needs now, owning a home may be in your future.  A home is 
not only a place to live; it can also be a great investment.  While buying a 
home may seem to some like an impossible dream, the Government has made 
it easier for those serving in the military to buy.   

  
Learning 
Objectives 

After this lesson, you should be able to 
 
• Identify reasons to rent housing. 
 
• Identify reasons to purchase housing. 
 
• Identify considerations prior to contacting a real estate agent. 
 
• Identify typical down payments. 
 
• Identify items to look for in a neighborhood. 
 
• Identify help that a real estate agent can provide.  
 
• Identify real estate professionals. 
 
• Identify sources of home buying. 
 
• Identify the purchase contract steps. 
 
• Identify points of lender comparison. 
 
• Identify different types of home loans. 
 
• Identify the stages of the mortgage application process.  

Continued on next page 
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Introduction, Continued 

  
Learning 
Objectives, 
continued 

• Identify closing costs. 
 
• Identify pre-paid costs. 
 
• Identify ways to reduce mortgage payback.  
 
• Identify minimum homeowners insurance coverage. 
 
• Identify common itemized deductions. 
 
• Identify financial mistakes made by homebuyers. 
 
• Identify emotional mistakes made by homebuyers. 

 
In This Lesson This lesson contains the following topics: 
 

Topic See Page 
Introduction 4-55 
Rent or Buy 4-57 
Buying a Home 4-59 
Real Estate Agents 4-62 
Tips for Finding the Right Home 4-64 
Negotiating the Deal 4-66 
Finding a Lender 4-68 
Choosing a Mortgage Loan 4-69 
Closing 4-73 
Reducing the Payback Time 4-76 
Insurance 4-77 
Tax Break 4-79 
Tips 4-80 
Additional Information 4-82 
Situational Awareness 4-83 
Lesson 3 Exercise 4-84 
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Rent or Buy 

  
Overview At some point in your life, you will make a choice between renting and 

buying a home.  To evaluate whether renting or buying is best for your 
family, consider some of the pros and cons of each choice. 

  
Renting The table below lists reasons why renting may be better for you: 
  

Reason Explanation 
Move a lot You will probably lose money unless you live in 

a house for three or more years, depending on the 
housing market.  If you cannot sell, you may 
become a landlord by renting your home. 

Unfamiliar with area You may want to rent to determine the ultimate 
long-term desirability of a given neighborhood. 

Low on cash The down payment and initial costs involved 
with purchasing a home can be extensive. 

No time to maintain a 
home 

You do not care to commit the time, effort, and 
expense of maintaining a home. 

Separation or retirement 
from the military 

If you plan on your service ending, it may be 
better for you to wait to buy a home. 

 
Buying The table below lists reasons why buying may be better for you: 
 

Reason Explanation 
High appreciation You are moving to an area enjoying high 

appreciation in the value of residential property. 
Tax deduction You can afford to buy a home that will allow you 

to itemize on your tax return. 
Pets You own pets that may be frowned upon by 

landlords. 
Stability You are ready for stability and a sense of 

community. 

 Continued on next page 
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Rent or Buy, Continued 

 
Military 
Housing 

If you have the option, living in military housing may be the best choice for 
the mobile lifestyle military members live.  While in military housing, you 
will not receive basic allowance for housing.  However, many of your costs 
are covered and you have no monthly housing payments.   

  
Housing Reality For most servicemembers, the reality is that military housing is unavailable or 

the waiting list is so long that you must find other housing.  If you must rent, 
always complete a thorough checklist upon move in, keep a copy signed by 
you and the landlord, and provide one to the landlord.  This will protect you 
from being charged for repairs on preexisting conditions when you move out.  
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Buying a Home 

  
Prior to 
Contacting an 
Agent 

When purchasing a home, there are several things you must decide prior to 
contacting an agent: 
 
• What kind of home you want 
• What can you afford 
• Where to actually live 

  
Defining What 
You Want 

Defining what you want in a home is the most important step.  Your goals 
might seem obvious, but do not let what seems obvious set your limits.  Sit 
down with the family and talk about your future home.  Make a list.   

  
Needs And 
Wants 

Try to balance your needs and wants.  Start by thinking about your present 
home and identify which features you really like.  Then envision your new 
home, and try to build it in your mind.   
 
Take that list and divide it into “needs” and “wants.”  The “needs” list will 
narrow your search by eliminating those houses that are hopelessly wrong for 
you.  Your “wants” list will help you choose among the remaining 
possibilities. 

  
Affordability Set your price range first.  Know what you can afford.  Looking at homes that 

are beyond a comfortable price limit will only result in frustration and wasted 
energy.  The upper limit of your price range is the mortgage loan amount for 
which you qualify.  Keep one thing in mind—you may not want to purchase a 
home whose price is at your upper limit. 

  
Down Payment A down payment is money you agree to pay, usually in a cashiers check, at 

the time of purchase.  Your down payment will probably affect your price 
range because the loan amount is based on the purchase price, minus the 
down payment. 

Continued on next page 
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Buying a Home, Continued 

  
Down Payment  The typical down payment for various loans are listed in the table below: 
  

Loan Type Down Payment 
Conventional 20 percent of loan amount, with a 

minimum requirement of 5 to 10 percent 
Federal Housing 
Administration (FHA) 

3 to 10 percent, depending on loan amount 

Veterans Administration (VA) No requirement 

 
Debt-to-Income 
Ratio 

When determining how much you can afford, you need to look at the 
following: 
 
• Mortgage payments should not exceed 28 percent of your gross monthly 

income. 
 
• All monthly debt obligations, including your mortgage payment, should 

not exceed 36 percent of your combined gross monthly income. 
 
• If applying for a VA loan, they will allow a total monthly debt ratio of 41 

percent. 

Continued on next page 
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Buying a Home, Continued 

  
Targeting 
Neighborhoods 

Finding the right neighborhood is crucial.  You do not want to pay your 
mortgage month after month to live in a less than desirable neighborhood.  
Take the time to find the right home in a neighborhood that is right for you.  
Not only will you be more comfortable, but you will find that it is easier to 
resell your home.  There are five things to look for when looking for the right 
neighborhood: 
 
1. The golden rule of real estate.  The three most important considerations 

about real estate are “location, location, location.” 
 
2. Take a tour.  Find a good city map and the classified section of the local 

newspaper.  Survey prospective neighborhoods.  Make a day of visiting 
several.  You are not trying to find “the” house at this point, but to locate 
a desirable neighborhood.  It is easier to fix up a house, than it is to fix a 
neighborhood.  Remember to drive your final selections at night as well. 

 
3. Family’s needs.  Consider driving time to work, shopping, recreation, 

medical care, church, and public transportation. 
 
4. Crime.  Talk to potential neighbors in various parts of town and in 

specific neighborhoods in which you might be interested.  Talk to the 
police about crime rates in different areas. 

 
5. School districts.  This will be easier if you have crystallized your 

definition of a “good” district and understand your children’s needs.  If 
you do not have school-aged children, still look to the school districts, as 
this may figure prominently in the resale value of your home.   
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Real Estate Agents 

  
Overview Real estate agents are the means that most people use to buy and sell their 

homes.  While trying to buy a home, you will probably be spending a great 
deal of time with this person.  During the process, make sure the agent 
explains everything in detail to you, so that you are not confused by any of 
the costs.  Remember that this person ultimately works for you, and is paid on 
commission.  Sometimes this can lead to a conflict of interest, as they may 
want you to purchase a home that does not meet your needs. 

  
What They Can 
Do 

A real estate agent can help in several ways: 
 
• Target suitable neighborhoods. 
• Convey which homes are available. 
• Identify their costs. 
• Compare the cost per square foot of nearby homes that have recently sold. 
• Assess your financial situation. 
• Manage the various details of your purchase. 

  
Principal 
Players 

The various professionals associated with a real estate purchase are listed in 
the table below: 

 
Professional What They Do 
Principal 
Broker 

A self-employed individual who is licensed to operate a real estate 
office.  May work independently or hire other agents.  All real 
estate professionals must work under a principal broker’s license. 

Realtor Accesses the multiple listing system (MLS), a local computerized 
database of for-sale homes that is unavailable to most non-realtors.  
A realtor is usually a member of the National Association of 
Realtors, a state realtor’s association and a local board of realtors.  

Listing  
Agent 

Signs up the home seller with a broker and lists the home with the 
MLS.  As a buyer, you may never meet the listing agent.  When the 
house sells, both the listing agent and the selling agent split part of 
their commission with their respective brokers. 

Selling  
Agent 

Learns about the for-sale house through the MLS, and then finds 
the buyer.  Though this is the agent that works with the buyer, they 
legally represent the seller to get the best possible deal. 

Buyer’s 
Agent 

Helps to find the house, terms, and conditions most favorable to the 
buyer.  The relationship is defined in a contract.  Buyer’s agents 
usually split part of their commissions with their broker or may 
charge a fee for services. 

Continued on next page 
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Real Estate Agents, Continued 

  
Questions to 
Ask 

Take the time to find the agent that is best suited for you: 
 
• Look for the agents and companies that have the most signs in the 

neighborhoods you like. 
 
• Ask the managing broker to pair you with an agent that likes working with 

buyers. 
 
• Ask friends and co-workers for a personal recommendation.  It is still the 

best way to find a good agent. 
 
• Look for solid credentials.  You want someone who listens well and can 

translate your wishes into homes and neighborhoods you like. 
 
• Do not be pressured to choose a neighborhood that does not suit you or a 

house after visiting only four or so prospective properties. 
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Tips for Finding the Right Home 

  
Overview Finding the “right” home can be exhaustive.  You will probably have a 

picture in your mind as to what you would like.  This picture may be very 
different from the properties that are available.  You may eventually look at 
dozens of properties to find the one that is right for you and your family.   

  
Using an Agent When using a real estate agent to assist you, consider the following 

guidelines: 
 
• Arrange a meeting with your family to discuss house-hunting goals.  The 

more the agent knows about your family, the more effective they can be. 
 
• Discuss your “needs” and “wants” lists and ask for suggestions.  Review 

positive features of your previous homes. 
 
• Discuss areas you have visited and ask for recommended neighborhoods 

you have not seen yet. 
 
• Have the agent recheck your loan qualifications.  Armed with this 

information, the agent will arrange appointments for you to see homes in 
your price range. 

  
Looking at 
Homes 

When you are looking at homes, consider the following guidelines: 
 
• Remember the ancient Latin principle of commerce, Caveat emptor—Let 

the buyer beware. 
 
• Research the reputations of a home builder through the Better Business 

Bureau. 
 
• Look for signs indicating built-in quality. 

Continued on next page 
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Tips for Finding the Right Home, Continued 

  
Home 
Improvements 

Look at a home’s potential for improvement: 
 
• Are there title restrictions, zoning, homeowners’ association ordinances, or 

other regulations that prohibit you from making intended improvements? 
 
• What about structural and physical limitations?  Could the structure 

accommodate a second story?  Is there room to add a detached garage?  If 
the home is on the water, are there any environmental restrictions? 

  
Utility Bills Examine the previous owner’s utility bills.  Be sure to factor in amounts for 

electricity, water, sewage, garbage, etc. 

  
Purchasing 
Resources 

There are several sources from which one can purchase a home: 

 
Resource Explanation 

Multiple Listing Service 
(MLS) 

Features homes listed with real estate 
companies. 

For Sale by Owner (FSBO) An excellent buy, yet more difficult to find 
since they are not listed in the MLS and are 
not shown by agents.  They are usually 
advertised in the newspaper.   

Foreclosures Can be a downright bargain.  Look in the 
newspaper for houses for sale by the VA, 
Federal Housing Administration (FHA), 
Resolution Trust Corporation (RTC), 
Federal Deposit Insurance Corporation 
(FDIC), and other governmental 
organizations.   
 
Note:   Many foreclosures need repairs 

ranging from cosmetic to structural.   
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Negotiating the Deal 

  
Overview You might think it is time to relax once you find your home because the 

hardest part is over.  That can be an expensive mistake.  Negotiating the deal 
and financing the purchase are just as important. 

  
Offer to 
Purchase 

When you find the home you want, the next step is presenting an offer to 
purchase the contract.  The normal process goes as follows: 
 
1. After you make an offer, the seller may accept, reject, or make a counter 

offer.   
 
2. If a counter offer is made, which is common, you may accept, reject, or 

make another counter offer. 
 
This process continues until both parties agree or until one of you refuses to 
negotiate further. 

  
Everything in 
Writing 

Be certain to put everything in writing: 
 
• Set price 
• Type of mortgage acceptable to you 
• Personal property you want included—refrigerator, washer/dryer, curtains, 

dining room chandelier, etc. 
• Repairs needed—peeling paint, cracked windowpanes, etc. 
• Carpet or clean carpet 
• Home inspection—make sure there is a contingency clause in the contract 

to allow the inspection and to give you an escape in case the inspection 
reveals problems which the buyer refuses to fix. 

Continued on next page 
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Negotiating the Deal, Continued 

  
Factors to 
Consider 

There are other factors that you may wish to consider: 
 
• An earnest money deposit, though not required, shows your “good faith” 

while negotiating. 
 
• Your offer to purchase should be contingent on qualifying for financing 

within a specific time. 
 
• Your offer to purchase should be contingent on selling your present home, 

if applicable.  Can you afford to make monthly mortgage payments on 
both your new home and your present one?  Make sure a clause is inserted 
with this contingency in your new home offer.   

 
• The offer of purchase should include any contingency clauses that you 

deem necessary. 

  
Closing Date Closing is the final step in transferring home ownership from the seller to the 

buyer.  It occurs when all the promises in the purchase contract are fulfilled, 
the loan documents are prepared and the loan is finalized.   
 
Note:   Set your closing date as close to the end of the month as possible.  It 

will minimize the amount of pro-rated interest charges you have to 
pay and you can skip a month before your first house payment is due. 

  
Closing Costs Usually, both the seller and buyer have closing costs.  These are one-time 

charges unique to the transactions, such as an appraisal, cost of a credit report, 
and lawyer’s fees.  In a buyer’s market, the buyer can ask the seller to pay all 
or part of the closing costs.  VA loans require the seller to pay all closing 
costs. 

  
Pre-Paid Costs Pre-paid costs are recurring charges such as real estate taxes, pre-paid interest, 

homeowners insurance, private mortgage insurance (PMI).  Once you and the 
seller sign the offer, it becomes a contract.  This contract spells out the 
requirements for both parties to fulfill in order to close the sale.  A contract 
can be changed after it is signed, through an addendum that both parties must 
initial and date. 
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Finding a Lender 

  
Overview Finding the home and negotiating the deal are major portions of buying a 

home, but are not the only ones.  Where you get your home mortgage, the 
type you get, and how much it will ultimately cost you to buy your home is an 
extremely important part of the home buying process.   

  
Compare 
Lenders 

Finding a reputable lender with a variety of mortgages and attractive loan 
rates is important.  Do not assume your realtor’s recommendation is the best 
or only option for you.  Points of comparison are listed in the table below: 

  
Issue Comparison 

Discount Points A discount point is 1 percent of the loan amount.  
The lower the interest rates, the higher the number 
of points.  Go for the lowest APR possible.  A low 
APR is an attractive feature when it comes time 
for you to sell.  Ask the seller to pay most of the 
points. 

Loan Origination Fee A loan origination fee is generally about 1 percent 
of the loan amount, is applied towards the lender’s 
cost of making the loan and is usually paid by the 
buyer.  You may negotiate the payment of points 
and the loan origination fees with the lender.   

Lock-In The lock-in is of current interest rates and points.  
Lenders usually honor guaranteed lock-in rates for 
a specific period of time, normally from 45 to 60 
days.  If you close the transaction within that 
period, the lender guarantees to provide the 
interest rate you locked in, regardless of whether 
the rates rise or fall during the interim.  Be sure to 
get a written lock-in agreement. 

Rate Protection Option This option enables you to lock-in at the current 
rate (or slightly higher), but for a fee; lower your 
interest if rates fall during the processing period. 

 
Referrals Friends and co-workers can be an excellent source for finding a lender that 

you are comfortable with. 
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Choosing a Mortgage Loan 

  
Overview Unless you have the cash to pay in full for your home, you will need to apply 

for a mortgage loan.  There are many types from which to choose.  There are 
a number of Web sites that will assist you in determining the best type of loan 
for you.  They can help you determine how much loan you can afford, what 
your monthly payments will be, and evaluate the different types of loans 
available.  The following are examples of home mortgage loans: 
 
• Assumption loans 
• Buy down loans 
• Fixed-rate loans 
• Adjustable rate loans 
• Step loans 
• Balloon loans 
• FHA loans 
• VA loans 
• Seller financing loans 
 
Note:   Check with your lender for the types of loans they offer and the 

differences.  They may offer a loan that is not listed here. 

  
Assumption 
Loans 

Consider assuming the seller’s existing loan and interest rate, if the rate on the 
assumable loan is lower than the prevailing rate for a new loan.  By assuming 
a loan, you take responsibility for paying the mortgage owed by the seller. 

  
Buy Down 
Loans 

If you cannot afford the prevailing interest rate, consider a buy down 
mortgage.  The seller or even a family member can pay extra points to buy 
down the mortgage for the first few years.   

  
Fixed-Rate 
Loans 

These are the most popular loans in the market because they offer stable, 
consistent payments throughout the life of the loan.  The most common is the 
30-year fixed rate.  Other options are the 15-year, the 20-year, and the 
relatively new 40-year.  By lowering the time period the loan, you increase 
the amount of your monthly payments, but lower the amount you will pay in 
interest over the life of the loan. 

Continued on next page 
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Choosing a Mortgage Loan, Continued 

  
Adjustable 
Rate Loans 

Adjustable rate mortgage (ARM) loans have a variable interest rate that 
fluctuates according to the financial index they are tied to and the type of 
ARM obtained.  Some features that make them attractive even when the fixed 
interest rate is low are 
 
• First-year rate usually one or two points below the market rate. 
 
• Interest rate is capped.  It can rise only five or six points over the life of 

the loan. 
 
• Rises of interest rate is limited to one or two points a year, depending on 

the type of loan. 
 
• Research indicates that less interest is paid with ARM than with a 30-year 

fixed rate mortgage. 
 
• Most useful to homebuyers who stay in a home no more than 5-7 years.  

  
Step Loans Step loans combine the stability of a fixed-rate loan with the lower rates of an 

ARM.  There are two options:  5/25 and 7/23.  Interest rate is fixed for the 
first 5 to7 years, and then the loan adjusts once into a 1-year ARM or a fixed-
rate loan.   

  
Balloon Loans With a balloon loan, the interest is paid during the term of the loan, but does 

not fully pay off the mortgage.  At the end of the loan term, you must pay off 
the remaining principal in one lump sum.  With balloon loans: 
 
• Terms are short in length, usually 5 to 7 years, but amortized over 30 

years. 
 
• Usually have lower interest rates than fixed-rate loans. 
 
• Most useful to homebuyers who stay in their homes no more than the term 

of the loan.  

Continued on next page 



MCI Course 3420F 4-71 Study Unit 4, Lesson 3 

Choosing a Mortgage Loan, Continued 

  
FHA Loans Federal Housing Authority (FHA) loans are designed for first-time or lower-

income homebuyers.  With FHA loans: 
 
• Interest rates are usually less than conventional loans. 
• Available in both fixed and adjustable-rate mortgage. 
• Require a down payment of only 3 to 4 percent of the loan amount. 
• The maximum amount of the loan is only $133,000. 

  
VA Loans Loans are available to veterans of the United States Armed Forces and backed 

by the Department of Veterans Affairs.  They have several benefits: 
 
• Zero down payment 
• Interest rates are usually less than conventional loans. 
• The seller must pay the points.  If the seller is reluctant to pay, the buyer 

can increase the offering price to include the price of points. 
• Available in fixed-rate mortgages. 
• Maximum loan amount is dependent on the area in which you live. 

  
Seller 
Financing 
Loans 

The seller takes on the role of lender and gives the buyer a loan to purchase 
their property.  Generally, the seller owns the property outright and can 
finance the entire purchase or has significant equity and can “carry back” a 
second mortgage, which then can be used to finance the buyer’s down 
payment.  With seller financing loans: 
 
• Best bet for seller financing.  The elderly homeowners who do not need 

cash from the sale of their home to finance their next home. 
 
• Advantages for buyers.  Buyers get the prevailing or better interest rate 

without paying points or other junk fees. 
 
• Advantages for seller.  The seller get a higher return on their money from 

the sale and receive a monthly stream of income. 

Continued on next page 
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Choosing a Mortgage Loan, Continued 

  
Mortgage 
Application 
Process 

The mortgage application process generally consist of  three steps: 
 
• Pre-Qualification 
• Formal Application 
• Processing 
 
Note:   Try to narrow the lender you intend to use prior to the formal 

application portion of the process.  Many times, lenders will charge a 
fee for applying, which is refundable if you ultimately get your loan 
through them.   

  
Pre-
Qualification 

During the pre-qualification visit to a mortgage lender you will determine 
which mortgage loan option is best for you and decide the maximum amount 
you can borrow.  This usually takes 1 to 2 hours depending on the complexity 
of your finances. 

  
Formal 
Application 

When an offer to purchase is accepted by the seller, the buyer is expected to 
formally apply for financing within 3 to 5 days.  If you have already pre-
qualified, application time is minimal. 

  
Processing The processing time for conventional loans takes 4 to 6 weeks; for VA and 

FHA loans, 6 weeks to 2 months. 
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Closing 

  
Overview Closing usually takes place at a lender’s office, escrow company, title 

company, or attorney’s office.  When you close on a house, you are actually 
transferring the title from the seller to the buyer. 

  
When You want to set the date for as close to the end of the month as possible.  This 

will save you money on pre-paid costs as described earlier. 

  
Closing Date  The closing date is the date you take possession of the property.  However, 

there are a couple of things you need from the seller on this date: 
 
• Ask for all keys—consider changing the locks. 
• Collect pertinent information—for exmaple: 

1. All appliance and system operating instructions and warranties 
2. Names of contractors who have worked on the house 
3. Paint colors 
4. Location of utility turn-offs 
5. Security system combinations, if applicable 

  
Closing Costs Closing costs are fees that are paid in order to “close” or complete the 

mortgage loan: 
 
• Totals approximately 2 to 4 percent of the loan amount 
• Traditionally paid by the buyer 
• Negotiable, some may be eliminated, reduced, or paid by the seller 

Continued on next page 
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Closing, Continued 

 
Closing Cost 
Examples 

The following table contains some examples of closing costs: 

 
Closing Costs Explanation 

Appraisal Estimate of current value of a home ($300) 
Attorney’s or Title 
Company’s Fee 

Whoever chooses usually pays the fees ($350 
for an attorney, $250 for a title company) 

Credit Report Furnishes lenders information about buyer’s 
current indebtedness and payment history ($60) 

Escrow Company • Acts as a third party to both buyer and seller 
• Handles the paperwork 
• Collects and distributes the various money 

transactions ($300) 
Home Inspection An independent, professional inspection of the 

property and all its electrical, plumbing, heating, 
cooling, and kitchen systems ($200) 

Home Warranty Program Offers first-year protection from a breakdown of 
many household systems ($500 to $800). 

Loan Origination Fee A fee charged by the lender for making the loan 
that varies from 0 to 2 percent. 

Pest Inspection • Separate from the home inspection, which is 
optional 

• Mortgage companies, particularly for VA 
loans, require a pest and water damage 
inspection ($100) 

Recording Fee Records your deed and your mortgage with the 
city/county in which the home is located ($75) 

Survey Measurements of the property performed by 
licensed engineers or surveyors in order to 
determine its area and attest to its boundaries 
($175) 

Title Search and 
Insurance 

Researches the records and insures the 
property’s title is free from any encumbrances 
so that the property will transfer with a clear 
title.  The insurance protects the mortgage 
company and the buyer against any claims on 
the property not found during the title search. 

 Continued on next page 
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Closing, Continued 

 
Pre-Paid Costs At closing, the buyer will pay a number of recurring costs up-front with the 

money placed in escrow with the mortgage company and drawn when needed.  
Various pre-paid costs are listed in the table below: 

  
Pre-Paid Costs Explanation 

Private Mortgage 
Insurance 

Protects the lender against default on the loan 
• For conventional loans 
• Required when down payment is at least 5 

percent, but less than 20 percent 
Mortgage Insurance 
Premium 

Protects the lender against default on the loan 
• For FHA loans 
• Down payments of 3 to 4 percent 

Homeowners 
Insurance 

Twelve months of collected premiums used to pay 
the first year’s policy premium 

Property Taxes • Prorate buyer’s first month’s share of taxes 
• An additional 3 months of payment placed in 

escrow from which future tax payments are made
Interest Buyer pays a prorated share of first month’s interest 

due on loan amount depending on the closing date 
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Reducing the Payback Time 

  
Overview There are generally two ways a buyer can reduce the payback time on a loan: 

 
• Apply for a shorter loan term. 
• Prepay the principal. 

  
Loan Term Simply put, the shorter the term of your loan, the less you will pay in interest.  

You will save thousands of dollars over the life of the loan by shortening your 
loan term. 

  
Prepaying 
Principal 

By prepaying the principal, you can again save thousands of dollars over the 
life of the loan.  If you are a disciplined money manager, and if your loan has 
no prepayment penalty, you may consider paying off a 30-year mortgage in 
15 years and 1 month by doubling the principal payment each month.  Or you 
can take a 30-year loan and pay it back in 20 years in one of the three 
following ways: 
 
1. Make an extra lump sum payment each year. 
2. Increase monthly payment by 1/12th. 
3. Pay bi-weekly—making one-half mortgage payment every other week.  

A total of 26 payments a year. 

  
Counter-
Argument 

There is a counterargument to paying your house off before the loan says you 
should.  Three reasons not to pay off your mortgage early are listed below: 
 
• Tax deduction.  Allows you to lower your taxes, which is normally an 

individual’s largest deduction. 
 
• Put extra money elsewhere.  Take that money and place it in an 

investment. 
 
• Payments get cheaper over time.  Payments are fixed while your income 

grows with inflation. 
 
Note:   Consult a financial advisor before deciding which strategy is best for 

your personal circumstances. 
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Insurance 

  
Overview Since your home usually represents your largest purchase, it only makes sense 

to protect your investment from possible hazards.  Many homeowners are 
underinsured, so be sure to assess your needs and purchase adequate 
coverage.   

  
Minimal 
Homeowners 
Coverage 

At a minimum, you want to make sure you have the following coverage: 
 
• The house itself—insure enough to rebuild, not the amount you paid for 

the dwelling. 
 
• Other structures—like a porch, garage, or outbuilding. 
 
• Personal property and the main contents of the main dwelling—usually up 

to 50 percent of the coverage of the main dwelling. 
 
• Living costs incurred because the homeowner is unable to stay in the home 

while repairs are underway—usually up to 20 percent of the coverage on 
the main dwelling. 

 
• Personal liability up to a maximum for each occurrence—usually up to 

$100,000. 
 
• Medical payments for injuries that occur on the premises—up to a 

maximum per occurrence, usually set at $1,000 per person. 
 
• Damages to trees, shrubs, and plants—up to 5 percent of the coverage on 

the main structure. 
 
• Damage to property of others—usually up to $250, a good neighbor 

clause. 

  
Replacement 
Cost Coverage 

Replacement cost coverage allows for rebuilding the home with exactly the 
same materials with which it is currently constructed.  Replacement cost 
coverage also allows you to replace your contents at current market prices 
rather than depreciated amounts. 

Continued on next page 
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Insurance, Continued 

  
Umbrella 
Policy 

An umbrella policy should be considered if the homeowner has a lot of assets, 
high earning potential, or an attractive hazard (i.e. a swimming pool) in order 
to protect property and future earnings from lawsuits. 

  
Riders Riders are additional coverage policies that can be added for valuable 

personal property such as gun collections, antiques, and valuable jewelry.  
The insurance company may require appraisals. 

  
Reducing 
Premium Costs 

You can reduce your premium costs in several ways: 
 
• Shop around for the best rates.  Be sure the company is financially sound 

and reliable. 
• Raise the deductible to $500 or $1,000. 
• Inquire about non-smokers’ discount. 
• Install fire and burglary detection systems. 
• Use the same insurance company for homeowners, auto, and life 

insurance. 

  
Exclusions and 
Limitations 

All policies have standard exclusions and limitations.  These could vary from 
state to state.  Be sure to inquire about them in any policy you consider:   
 
• Flood insurance will be mandated at extra cost if the survey indicates your 

new home is located in a flood zone.   
• Earthquake insurance works similarly to flood insurance.   
• War and nuclear damage are never covered. 
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Tax Break 

  
Overview The U.S. Government wants you to own a home, and their incentive for you 

to buy is through the use of homeowner tax breaks.  You can receive 
thousands of dollars back in your taxes buy owning a home. 

  
Itemized 
Deductions 

In order to itemize on your tax return, your total deductions should exceed the 
standard deduction.  The standard deduction amount changes every year so 
you may need to check to see if you are better off to use it or to itemize.  The 
most common itemized deductions are as follows: 
 
• Real estate tax 
• Personal property tax 
• Mortgage interest 
• Points 

  
Home 
Itemization 

In order to itemize the year of purchase, buy your home as early in the year as 
possible.  If you wait until summer, there may be a chance you will not pay 
enough interest and property taxes that year to itemize on your taxes.  
“Points” must be deducted in the year of purchase; otherwise you will lose 
that deduction forever.  You cannot carryover “points” to another year.  

  
Mortgage 
Interest 

The interest you have paid on your mortgage is normally your largest tax 
break, depending on how much money you have paid throughout the year.   

 
Capital Gains Capital gains occur when you sell your home and make a profit on the sale.  

A profit occurs if you have a net gain after subtracting the amount you paid 
for it, improvements, and the costs of selling it from the sales price.  You can 
exclude the tax on the capital gain if the home was your primary residence 
and you lived in it for 2 of the last 5 years.   
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Tips 

  
Financial 
Mistakes 

The top five financial mistakes made by homebuyers are listed below: 
 
1. Blowing your budget.  If you are living beyond your means with the 

assistance of credit cards, you may find it difficult to qualify for a home 
loan.  The second part to blowing your budget involves spending too 
much money on new home furnishings and improvements once you have 
your new home. 

 
2. Not saving enough for your down payment and closing costs.  Even 

though you may be planning to use your VA, there are still some costs 
that you will incur, such as the appraisal, home inspection, pest 
inspection, and your pre-paid taxes, and insurance.  Probably count on 
having at least 2 to 3 percent of the sales price available to meet any 
closing costs that you may have to pay. 

 
3. Underestimating the costs of owning and maintaining a home.  Renting is 

easy!  You write one check a month to the landlord, who takes care of 
maintaining the property.  Owning is more complicated since you are 
now responsible.  If you are on a tight budget and you do not factor in the 
costs of replacing and repairing major mechanical or structural items, you 
could find yourself caught with an empty wallet. 

 
4. Mistaken mortgage assumptions.  It can be a costly mistake not knowing 

about the various mortgage products on the market before applying for a 
loan. 

 
5. Not knowing when to seek professional help.  The path to home 

ownership is complex, filled with jargon that is confusing at best.  If you 
are a first-time homeowner, rely on the real estate and mortgage 
professionals that demonstrate they have your best interests foremost.   

 Continued on next page 
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Tips, Continued 

 
Emotional 
Mistakes 

The top five emotional mistakes often made by homebuyers are listed below: 
 
1. Falling in love with a home.  Buying a home is an incredibly emotional 

experience for many people—this particular investment you will call 
home.  It should be safe and secure, and in some way touch our 
emotional core.  We identify with our homes.  Falling in love is okay, but 
remember love fades and all the flaws you did not notice at first will 
become all too apparent.  Remember to be objective. 

 
2. Losing control of your purchase.  First time homebuyers can lose control 

of the home buying process.  Sometimes an assertive real estate agent 
will put you where they think you should be, rather than where you want 
to be.  They may encourage you to buy a home that you can qualify for, 
but may be more expensive than you should buy considering your other 
lifestyle activities.  Remain focused. 

 
3. Being indecisive.  Buying a home means making plenty of tough 

decisions about budgets, neighborhoods, and even when you want in a 
house.  Then you have to reconcile those choices with your spouse.  If 
you are indecisive about what you want and where you want it, you may 
not be ready to buy. 

 
4. Underestimating the responsibilities of homeownership.  Owning a home 

is complicated and the responsibilities can weigh heavily.  You must pay 
the mortgage, assessments, and taxes; but you also should be a good 
neighbor and work to improve the neighborhood. 

 
5. Buying a home before you are really ready.  Owning a home is not for 

everyone.  Savvy homebuyers recognize when they are not really ready 
for the commitment.  Do your homework to give yourself a base of 
knowledge and comfort.  Do your budget so you know that you can 
comfortably afford a new home without compromising your other 
interests. 
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Additional Information 

  
Web Sites The following sites can be used for reference or additional information: 
  

Web Site Description 
www.fanniemaefoundation.org  The Fannie Mae Foundation creates 

affordable homeownership and housing 
opportunities through innovative 
partnerships and initiatives that build 
healthy, vibrant communities. 

www.homebuyingguide.com  This site has multiple free books 
available for either download or delivery 
by mail.  Excellent resource. 

http://homebuying.about.com  This site contains various resources and 
articles on buying or selling a home. 

www.realtor.com  Official site of the National Association 
of Realtors.  It contains information on 
finding a home, apartment, realtor, 
financing, and moving. 

www.homebuyingrealestate.com  Another resource that has links to other 
sites on home buying or selling. 

www.bankrate.com This site deals with all matters of 
personal finance.  It gives average rates 
on mortgages, savings accounts, credit 
cards, etc.  Excellent resource. 
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Situational Awareness 

  
Actions on the 
Objective 

Upon completing this lesson, you should do the following on your own: 
 
___ Evaluate your savings and how much you will need to save in order to 

put a down payment on a house.  Set aside enough for closing costs as 
well. 

 
___ Sit down with your spouse and write down what your wants and needs 

are in a home. 
 
___ Set your price range and stick to it.  A realtor may try to sell you 

something that is out of your price range.  If it continues, find another 
realtor. 

 
___ When looking at homes, make sure you look at the property at various 

times of the day, as well as on the weekend. 
 
___ Find a police officer and ask them about which parts of the town/city are 

good and which are undesirable. 
 
___ Take the time to compare lenders and the various loan options that they 

have.   
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Lesson 3 Exercise 

  
Directions Complete items 1 through 25 by performing the action required.  Check your 

answers against those listed at the end of this lesson. 

  
Items 1 
Through 5 

Matching:  For items 1 through 5, match the housing issues in column 1 with 
whether it is a rental issue or a buying issue in column 2. 

 
Column 1 
 
Housing Issue 
 
___ 1.  Tax deduction 
___ 2.  Low on cash 
___ 3.  Unfamiliar with area 
___ 4.  High appreciation 
___ 5.  Separating from military 

Column 2 
 
Rent or Buy 
 
a. Rent 
b. Buy 

 
Item 6 Look at the options below and then answer the following question. 

 
I. What kind of home you want 
II. What type of loan is right for you 
III. What you can afford 
IV. Where to actually live 
V. When is the best time to buy 

 
Which of the above are things to consider prior to contacting a real estate 
agent? 
 
a. I, II, and III 
b. II, IV, and V 
c. I, III, and IV 
d. I, II, and IV 

Continued on next page 
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Lesson 3 Exercise, Continued 

 
Item 7 What is the typical down payment for a Veterans Administration home loan? 

 
a. No requirement 
b. 3 to 5 percent 
c. 5 to 10 percent 
d. 20 percent 

 
Item 8 Name three things to look for when looking for the right neighborhood. 

 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

3. ____________________________________________________________ 

 
Item 9 Look at the options below and then answer the following question. 

 
I. Target suitable neighborhoods. 
II. Interview potential sellers and buyers. 
III. Convey which homes are available. 
IV. Counsel you financially. 
V. Manage the various details of your purchase. 

 
Which of the above can a real estate agent help you with? 
 
a. I, III, and V 
b. I, II, and V 
c. I, III, and IV 
d. I, IV, and V 

Continued on next page 
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Lesson 3 Exercise, Continued 

 
Item 10 A self-employed individual who is licensed to operate a real estate office is 

known as a 
 
a. Realtor 
b. Selling agent 
c. Listing agent 
d. Principal broker 

 
Item 11 Which of the following resources features homes with real estate companies? 

 
a. Foreclosure listing 
b. Newspaper  
c. Multiple listing service 
d. Available local listings 

 
Item 12 Corporal Beltbuckle has just made an offer on the house of his dreams.  What 

is the next step in the process? 
 
a. Enters the closing phase 
b. Filing for a home mortgage  
c. Seller accepts, rejects, or counters the offer 
d. Sellers surveys land for tax assessment  

 
Item 13 Which of the following is a point of lender comparison? 

 
a. Fee percentage 
b. Discount points 
c. Loans available 
d. Discount lock-in protection 

Continued on next page 
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Lesson 3 Exercise, Continued 

 
Item 14 
Through  
Item 17 

Matching: For items 14 through 17, match the mortgage loan description in 
column 1 with the loan type in column 2.  The answers in column 2 may only 
be used once. 

 
Column 1 
 
Loan Description 
 
___ 14.  Most popular loan 
___ 15.  Interest rate fluctuates 
___ 16.  Must pay off remaining 

principal in one lump sum 
___ 17.  Zero down payment 

Column 2 
 
Loan Type 
 
a. VA loan 
b. Buy down loan 
c. Fixed-rate loan 
d. FHA loan 
e. Balloon loan 
f. ARM loan 

 
Item 18 What are the three steps of the mortgage process? 

 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

3. ____________________________________________________________ 

 
Item 19 Which of the following traditionally pays for the closing costs? 

 
a. Real estate agent 
b. Real estate broker 
c. Seller 
d. Buyer 

Continued on next page 
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Lesson 3 Exercise, Continued 

 
Item 20 Which of the following is a pre-paid cost? 

 
a. Pest inspection 
b. Private mortgage insurance 
c. Survey 
d. Title search 

 
Item 21 What are the two ways to reduce mortgage payback time? 

 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

 
Item 22 Look at the options below and then answer the following question. 

 
I. Rebuilding house 
II. War damage 
III. Other structures 
IV. Living costs 
V. Road repair 

 
Which of the above types of insurance should you carry on your house? 
 
a. I, II, and III 
b. I, III, and IV 
c. I, III, and V 
d. I, IV, and V 

Continued on next page 
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Lesson 3 Exercise, Continued 

 
Item 23 Name two types of common itemized deductions. 

 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

 
Item 24 Which of the following is a common financial mistake made by homebuyers? 

 
a. Mistaken mortgage assumptions 
b. Underestimating the responsibilities of homeownership 
c. Losing control of your purchase 
d. Falling in love with a home 

 
Item 25 Which of the following is a common emotional mistake made by 

homebuyers? 
 
a. Mistaken mortgage assumptions 
b. Blowing your budget 
c. Being indecisive 
d. Not knowing when to seek professional help 

Continued on next page 
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Lesson 3 Exercise, Continued 

 
Answers The table below provides the answers to the exercise items.  If you have any 

questions, refer to the reference page listed for each item. 
  

Item Number Answer Reference Page 
1 b 4-57 
2 a 4-57 
3 a 4-57 
4 b 4-57 
5 a 4-57 
6 c 4-59 
7 a 4-60 
8 • The golden rule of 

real estate 
• Take a tour 
• Family’s needs 
• Crime 
• School districts 

4-61 

9 a 4-62 
10 d 4-62 
11 c 4-65 
12 c 4-66 
13 b 4-68 
14 c 4-69 
15 f 4-70 
16 e 4-70 
17 a 4-71 
18 • Pre-qualification 

• Formal application 
• Processing 

4-72 

19 d 4-73 
20 b 4-75 
21 • Shorter loan term 

• Prepay principal 
4-76 

22 b 4-77 

Continued on next page 
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Lesson 3 Exercise, Continued 

 
Answers, 
continued 

 

 
Item Number Answer Reference Page 

23 • Real estate tax 
• Personal property tax 
• Mortgage interest 
• Points 

4-79 

24 a 4-80 
25 c 4-81 
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STUDY UNIT 5 

INVESTING FOR THE FUTURE 

Overview 

 
Scope Managing your finances does not just mean balancing your checkbook and 

paying your bills on time.  In order to properly manage your money, you also 
need to look to the future.  How much money would you like to save over the 
next year, or the next 5 years?  What about retirement?  For most people, 
retirement seems such a long time away that there will be plenty of time to 
plan for it.  That type of thinking is dead wrong.  The time to plan is now.  
This next study unit will cover where you should put your money in both the 
short and long term.  It will also cover your retirement, and begin to teach you 
how to plan for an event that is on the horizon and demands your attention.  

 
In This Study 
Unit 

This study unit contains the following lessons: 

 
Topic See Page 

Saving and Investing 5-3 
Retirement 5-39 
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LESSON 1 

SAVING AND INVESTING 

Introduction 

 
Scope This lesson will start you on the road to properly saving and investing your 

hard earned money.  One of the wisdom’s of Benjamin Franklin is:  A penny 
saved is a penny earned.  Truer words were never spoken.  You may earn a 
great deal of money, but if you spend it all, have you “earned” anything?  
This lesson will help you decide where to put your savings and which 
investments might be good for you and your circumstances.   
 

In the old days a man who saved money was a miser; nowadays he’s a wonder. 
 

--Author unknown 

 
Learning 
Objectives 

After this lesson, you should be able to 
 
• Identify blocks from the management tier. 
 
• Identify blocks from the savings tier. 
 
• Identify blocks from the investment tier. 
 
• Identify net income percentages. 
 
• Identify differences between savings and investing. 
 
• Identify types of risk. 
 
• Identify tools to use as savings vehicles. 
 
• Identify factors used to evaluate savings tools. 
 
• Compare savings tools. 
 
• Identify ways to invest. 
 
• Identify asset classes. 
 
• Identify stock and bond facts. 

Continued on next page 
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Introduction, Continued 

 
Learning 
Objectives, 
continued 

• Identify different investment philosophies. 
 
• Identify different financial “markets.” 
 
• Identify how mutual funds make money. 
 
• Identify mutual funds advantages. 
 
• Identify mutual funds disadvantages. 
 
• Identify how to choose a mutual fund. 
 
• Identify how to purchase investments. 
 
• Identify saving and investing techniques. 

 
In This Lesson This lesson contains the following topics: 
 

Topic See Page 
Introduction 5-3 
The Financial Planning Pyramid 5-5 
Money Flow 5-9 
Saving Versus Investing 5-11 
Savings Tools 5-14 
Investment Tools 5-17 
Mutual Funds 5-22 
Purchasing Investments 5-25 
Techniques of Saving and Investing 5-26 
Additional Information 5-28 
Situational Awareness 5-31 
Lesson 1 Exercise 5-32 
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The Financial Planning Pyramid 

 
Pyramid  Just as the pyramid derives its strength from a wide solid base, so should your 

financial plan.  The base level needs to be established before moving up to 
savings and investing levels as illustrated below:  

 

 

 
Pyramid Tiers The financial planning pyramid gives you a visual picture of the steps 

involved in successful management of personal finances.  The pyramid helps 
to explain the relationship among the three tiers: 
 
• Management level 
• Savings level 
• Investment events  

Continued on next page 
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The Financial Planning Pyramid, Continued 

 
Management 
Level 

The table below lists and describes the three components of the management 
level: 

 
Component Description 

Adequate Income To develop a successful saving and investment plan, 
you need to have enough money to cover your basic 
needs, which includes savings.   

Controlled Spending Have some method of keeping track of the money 
that comes in and goes out.  A great tool is the 
Financial Planning Worksheet. 

Adequate Insurance There is no need to start accumulating assets only 
for a catastrophe to occur wiping you out 
financially.  Having adequate insurance will help 
prevent this.  Review study unit 3, lesson 3 to meet 
this block.   

 
Savings Level Once you have satisfied the management level of the pyramid, you are ready 

to proceed onto the savings level.  A sound savings plan consists of three 
components:   
 
• Reserve fund  
• Emergency fund 
• Goal-getter fund (short-term goal) 
 
Note:   These do not need to be in three separate bank accounts, but should be 

designated as three separate “accountings.”   

 
Reserve Fund Money should be available in savings to cover those expenses that are 

predictable, but which do not occur on a monthly basis such as regular car 
maintenance, taxes, birthdays, anniversaries, and holiday spending.  
Developing a spending plan will help you know approximately what these 
annual costs would be, so it is easy to determine the monthly amount that 
should be put aside in advance.   

Continued on next page 
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The Financial Planning Pyramid, Continued 

 
Emergency 
Fund 

The emergency funds are cash reserves set up in a safe, easy-to-access 
savings account to provide money for unexpected financial emergencies like 
emergency leave to visit a sick parent, car problems, etc.  The amount in the 
emergency fund is an individual decision, but a commonly used guideline is 
to have 3 to 6 months of expenses set aside.  The amount may be larger or 
smaller depending on the size of your family, upcoming transitions, or 
retirements, etc., but the guideline provides a good starting point. 

 
Civilian Versus 
Military 
Emergency 
Funds 

Oftentimes you will hear other guidelines for an emergency fund.  Many 
civilian financial planners like to see 6 months of expenses or more put away.  
This can sometimes be an enormous amount of money to save and normally, 
a very daunting task.  Civilians should put more away because they can lose 
their jobs unexpectedly.  The money would then be used to keep the person or 
family afloat until another job is found.  Remember that while you are in the 
military, you will always have a job and a paycheck coming in until the end 
of your active service date.  This simply means that you can have a little less 
put away in an emergency fund than your civilian counterparts.   

 
Goal-Getter 
Fund 

The goal-getter fund is used to provide savings for short-term (money needed 
in less than 5 years) goals such as buying a car or stereo, a down payment on 
a house, or financing a special vacation. 

 
Investment 
Events 

This lesson will cover certain components in the investment events tier, 
namely stocks, bonds, and mutual funds.  The remaining components are for 
advanced investors and are beyond the scope of this course.  If you need 
further information regarding these types of speculative investments, talk to 
an investment advisor or conduct research on your own through the Internet 
or other means. 

Continued on next page 
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The Financial Planning Pyramid, Continued 

 
Challenge In the blanks below, name an item that money should be set aside for in each 

of the savings funds. 
 
Reserve:  ______________________________________________________ 
 
Emergency:  ____________________________________________________ 
 
Goal-Getter:  ___________________________________________________ 

 
Answer Refer to pages 5-6 and 5-7 for the answer before going ahead with this lesson. 
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Money Flow 

 
Overview As the financial planning pyramid points out, you need to have adequate 

income.  Looking at the table below, there are three buckets—each with a 
specific percentage of where your money should go: 

 
Bucket Percentage of Net Income 

Living Expenses 70% 
Monthly Debt Payments 20% 
Savings 10% 

 
Illustration The illustration below shows how your money should flow from bucket to 

bucket: 
 

 
 

Note:   A full sized copy of this worksheet is located in appendix A. 

Continued on next page 
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Money Flow, Continued 

 
Savings Bucket After you have filled in the various buckets, the goal is to have at least 10 

percent of your net income to “spill” over into the savings bucket.  As you 
can see, this bucket has three different categories that correspond with the 
blocks in the pyramid.   

 
Savings 
Placement 

Now that you have money to place in the savings bucket, you need to put this 
money somewhere to ensure it continues to be safe and liquid.  This subject 
will be covered later in the “Savings Tools” portion of this lesson. 

 
Investment 
Bucket 

Once your various savings vehicles are taken care of, your money should spill 
over into various investments.  There are quite a few investments in which 
you place your money.  The pros and cons of these investments will be 
covered later in the “Asset Classes” portion of this lesson.  
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Saving Versus Investing 

  
Financial 
Security 

Saving is the primary step toward financial security.  You do not want to start 
an investment plan until you have a solid emergency fund for a safety net.  
For long-range goals (such as children’s college or retirement), it is important 
to get a better rate of return than is available in a savings account.  For this 
you need to invest your money. 

  
Savings and 
Investing 
Difference 

What is the difference between saving and investing?  On the surface they 
may seem to be the same, but they actually have some large differences:   
 
• Time frame 
• Risk  
• Inflation  
• Taxes 

  
Time Frame If you think you will need your money in 5 years or less, it is best kept in a 

savings vehicle.  But if you do not need the money within 5 years, it is best 
put into an investment vehicle where the possibility of a higher rate of return 
exists. 

Continued on next page 
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Saving Versus Investing, Continued 

 
Risk Another large difference between saving and investing is the “safety” of the 

investment, which is referred to as “risk.”  There is risk involved in every type 
of investment tool.  These risks differ, depending on where you place your 
money.  The table below lists the most common types of risk:  

 
Risk Explanation 

Physical  Theft or loss of principle. 
Market  The ups and downs of the stock market.  This is what most 

people think of when they consider the risks of investing.  
If an investment goes down in price, you lose money at 
this point (assuming you have sold).  However, market 
risk is often reduced when money is in a sound investment 
over longer periods of time. 

Interest Rate  The price of some investments fluctuates with changes in 
interest rates. 

Inflation  This is probably the greatest risk to your money over the 
long term.  In order to keep ahead of inflation in your 
long-term savings/investments, you will need to accept a 
greater degree of the other risk.  An annual inflation rate 
of only 3.5 percent will cut the value of your money in 
half over a 20-year period. 

 
Fear of 
Investing 

Many people never invest their money because they are afraid of losing any 
of it.  They do not want to take on any risk whatsoever, so they keep all their 
money in the bank.  Unfortunately, doing that can mean you will never 
achieve your financial goals because you never take advantage of the bigger 
earnings.   
 
Some risk can be minimized through diversification, which will be addressed 
later.  For now, keep in mind that the riskiest thing you can do with your 
money is to do nothing at all.  Risk is not something to be feared, but to be 
managed.  Knowledge of investing will help you manage it.  

Continued on next page 
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Saving Versus Investing, Continued 

  
Risk Versus 
Reward 

Risk versus reward is the concept in which an investment that carries greater 
risk should reward the investor with greater reward.  A parallel of this is that 
the greater the risk, the greater possibility of losing some or all of your initial 
investment. 
 
Each investor will have a different risk tolerance level depending on their 
individual circumstances.   

  
Inflation Inflation is an increase in the cost of goods and services.  Inflation means that 

what costs a dollar today will cost more than a dollar in the future.  
Historically,  inflation has averaged 3.1 percent over the last 75 years.   

  
Taxes on 
Savings 

Earnings on your savings are taxed each year.  If you earn interest or 
dividends on your savings and, or checking account, you will receive a 
statement from the bank or credit union at tax time indicating how much you 
earned.  You must include it as unearned income and you will be taxed on it.   

  
Taxes on 
Investments 

Earnings on your investments come in a couple of forms—dividends and 
capital gains.  At the end of the year, you will get a statement noting the 
earnings on your investments and the dividends.  You will need to include 
this income on your tax refunds as well.  Capital gains are taxed in the 
following manner: 
 
• Short-term gains—investment held 12 months or less—are taxed at your 

marginal income tax bracket (MITB), which is usually 15 to 27 percent. 
 
• Long-term gains—investment held more than 12 months—are taxed at 8 

to 15 percent depending on your MITB and how long you held the 
investment, over 1 to 5 years.   

 
Note:   In a taxable amount, the longer you hold an investment; the less the 

government taxes it. 
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Savings Tools 

  
Overview There are four vehicles that you can use to save your money: 

 
• Savings accounts 
• Certificates of deposit 
• Money market accounts 
• U.S. savings bonds 
 
Before putting money into any of these vehicles, you must carefully evaluate 
them.   

  
Savings 
Evaluations 

Before you learn about the different types of savings vehicles available, you 
need to know the three main (SLY) factors used to evaluate savings products: 
 
• Safety.  Is the account insured?  How safe is the principle (your initial 

starting money)? 
 
• Liquidity.  How quickly and easily can you get to your money? 
 
• Yield (rate of return).  How much money does your money earn?  Is it a 

“good” return? 

  
Factor  
Trade-Offs 

When considering the “SLY” factors, remember that there are trade-offs.  
You can have, at most, two out of three of these factors in any one saving 
vehicle.   
 
For instance in your emergency fund, safety and liquidity are the most 
important, so you sacrifice some yield to make sure your money is there when 
you need it.   

Continued on next page 
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Savings Tools, Continued 

  
Comparison The table below shows the four different products available to you and how 

they compare side-by-side with the SLY factors: 
 

Product Safety Liquidity Yield 
Savings 
Account 

Guaranteed up to 
$100,000 if 
federally insured 

No restrictions on 
withdrawals 

Carries the lowest  
rates of interest 

Certificates 
of Deposit  

Guaranteed up to 
$100,000 if 
federally insured 

• Funds are 
invested for a 
fixed period. 

 

• May be 
liquidated at any 
time, but some 
interest will be 
forfeited. 

• Higher than 
savings accounts 

 

• The longer the 
term, the higher 
the yield 

 

• Minimum deposits 
required 

Money 
Market 
Accounts  

Safe, but may  
not be federally 
insured 

• Generally no 
restrictions on 
withdrawals 

 

• Large minimum 
deposit may be 
required 

 

• May be a fee for 
withdrawals 

• Low, but higher 
than regular 
savings accounts 

 

• Varies with 
changes in interest 
rates 

 

• Attractive if 
interest rates are 
rising rapidly 

Savings 
Bonds 

Guaranteed by 
U.S. Treasury 

Can be redeemed 
after 6 months, but 
receive a 3-month 
interest penalty if 
held for less than 5 
years 

• EE Bonds - Rates 
equal to 90% of 
the average yield 
on a 5-year 
treasury security 
from last 6 months

 

• I Bonds - Indexed 
for inflation with a 
fixed rate of return 
and a variable 
semi-annual 
inflation rate 

Continued on next page 
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Savings Tools, Continued 

  
EE Bonds 
Versus I Bonds 

Where EE bonds are purchased for half their face value, I bonds are 
purchased at full face value, and the face value is adjusted for inflation.  

  
Additional 
Information  

EE bonds are purchased directly from the U.S. Treasury Department or by 
payroll deduction (or allotment), for one-half face value ($100 bond for $50).  
Time to maturity or when the bond is worth the face value will vary with the 
interest rate.  Interest is tax deferred, it does not have to be paid until the bond 
is redeemed, and is always exempt from any state or local income tax.  

  
Think About It Consider for a moment where the money that you plan on saving for short 

term should go.  Which factors should you look for—high yield, a liquid 
account, etc.? 
 
Reserve fund:  _________________________________________________ 
 
Emergency fund:  _______________________________________________ 
 
Goal-Getter fund:  _______________________________________________ 
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Investment Tools 

  
Overview While there are multiple vehicles for savings, there are really only two ways 

to invest:   
 
• Equity—becoming an owner of a company through stocks 
• Debt—becoming a lender, loaning money to a government or 

corporations. 

  
Asset Classes There are four types of asset classes: 

 
As an owner, you can buy 
 
• Growing assets—normally of stocks of publicly traded companies 
• Hard assets—such as gold, real estate, or collectibles 
 
As a lender, you can loan money via 
 
• Bonds 
• Cash—such as short-term savings deposits 
 
Each of these four asset classes can play a part in a diversified investment 
portfolio. 

  
Stocks (Equity) Common stocks are the classic equity investment; in fact, “equities” is 

another name for stocks.  You can buy stocks in U.S. companies, foreign 
companies, as well as large and small companies.   

  
Stock Facts Here are a few facts about stocks: 

 
• Common stock represents ownership in a company. 
 
• Returns come from dividends and, or an increase in stock prices; dividends 

represent profits passed on to shareholders. 
 
• Stocks normally are the best long-term way to beat inflation and represent 

the best opportunity for long-term growth of your money. 

Continued on next page 
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Investment Tools, Continued 

  
Stock Facts, 
continued 

• Stocks have returned 10 to 12 percent annually for the past 75 years.  
What does this mean to you?  First it should indicate that you could earn 
more with your money in the stock market than with your money in the 
bank. 

 
• You lose some degree safety and liquidity.  You should always be 

prepared to lose money, but you should also expect a decent rate of return 
if you have done your homework.  With greater risk comes the potential 
for greater reward. 

 
• Growth stocks are excellent for retirement accounts and other long-term 

goals.  The longer you have to invest, the better it is to use equities 
because the market has historically grown.   

  
Bonds (Debt) Bonds are a way of loaning money.  You can buy bonds issued by a 

corporation, the U.S. Government, or municipalities (cities or counties).  A 
company will sell a bond, but what they are really doing is asking you for a 
loan.  If you buy the bond, they give you an IOU and a promise to repay the 
loan within a certain period of time and will pay you interest, usually twice a 
year.   

  
Bond Facts Here are a few facts about bonds: 

 
• Represent an IOU 
• Companies and governments (cities, states, and federal government) issue 

bonds 
• A fixed interest payment that provides reliable income 
• A low or high degree of risk depending on the rating and duration 
• Returns averaged 4 to 7 percent over the past 75 years 
• Moderately liquid 

Continued on next page 
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Investment Tools, Continued 

  
An Individual 
Decision 

So which is better, stocks or bonds?  Both can be either a good or bad 
investment.  If you are young and just starting to invest, it is usually better to 
be an owner rather than a lender.  Stocks generally have a higher return over 
extended periods of time than bonds.   
 
If you are late in starting or have recently received a large sum of money, you 
may need to have both stocks and bonds to be properly diversified.  Seek the 
assistance of a financial planning professional. 

  
Investment 
Philosophy 

When looking at an investment—be it a stock or a bond, you should first have 
developed an investment philosophy or a strategy that anticipates specific 
returns and risks and contains tactics for accomplishing your investment 
goals.  Successful investors match investment philosophy with investment 
goals.  There are three general investment philosophies: 
 
• Conservative 
• Moderate 
• Aggressive 

 
Conservative  If you have a conservative investment philosophy, you will accept very little 

risk and should expect to see little return on your investment.  The major goal 
of this philosophy is to preserve capital.  Many approaching retirement in the 
near future adopt this philosophy. 

 
Moderate  Those with a moderate philosophy seek capital gains through slow and steady 

growth.  Risk is fair, but returns are greater than those with a conservative 
philosophy.  Many have no immediate need for the funds and are instead 
laying a foundation for later years. 

 
Aggressive  If you have an aggressive philosophy, you expect to see a very high return 

and are prepared to except a greater amount of risk, seeking capital gains.  
Those adopting such a philosophy must be financially and emotionally 
prepared to accept the ups and downs of the market. 

Continued on next page 
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Investment Tools, Continued 

 
The “Market” A term that is used frequently, but may not be completely understood is, the 

“market.”  The market can be viewed in two ways: 
 
• Brick and mortar buildings where stocks are bought and sold 
 
• Index, which is a tool for comparing your investment’s performance 

against similar investments.  It is a measurement of the combined average 
performance of groups of similar securities. 

 
Note:   Indexes can be a valuable way of determining how your investments 

are doing.  You can compare your investments against a given index 
to determine if you are doing better or worse than a given market.   

  
The Dow “Dow” is short for the Dow Jones Industrial Average, which was created and, 

sometimes, revised by the editors of the Wall Street Journal.  It tracks the 
daily gains and losses of 30 stocks from the New York Stock Exchange that 
the editors consider to be key players in the market and the economy.  The 
Dow is an index. 

  
The NASDAQ The North American Securities Dealers Automated Quotation (NASDAQ) 

system.  The NASDAQ is a computerized trading system on which stocks are 
bought and sold.  The NASDAQ does not exist anywhere; it is not a brick and 
mortar building.  Every day an average of all the stocks traded on the 
NASDAQ is computed, the change in that index, and the NASDAQ 
Composite Index are reported daily.   

  
S&P 500 The Standard and Poor’s (S&P) 500 is an index that tracks the large stock 

population.  S&P is a financial research and publishing company.  The index 
tracks about 500 large American stocks.  S&P 500 is similar to DOW; it 
includes more companies.  In fact, the components of S&P 500 comprise 
from 70 to 75 percent of the economic base in this country. 

  
The Wilshire 
4500 

The Wilshire 4500 is an index of about 4,500 smaller companies located in 
the United States. 

Continued on next page 
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Investment Tools, Continued 

  
The NYSE The New York Stock Exchange (NYSE) is a brick and mortar building in 

New York City where stocks are bought and sold.  Also, every day an index 
for all the stocks traded on the exchange is reported. 

  
The AMEX The American Stock Exchange (AMEX) is another brick and mortar building 

where stocks are bought and sold, and there is also an index computed on it. 

  
The Nikkei This is a brick and mortar place in Japan where stocks are bought and sold, 

and there is also an index computed on it. 
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Mutual Funds 

  
Overview Mutual funds can provide you an alternative to selecting individual stocks.  

Mutual funds are investment companies that pool money from many investors 
with similar goals.  They invest in different stocks and, or bonds giving you 
the value of diversification, as well as the benefits of having your money 
professionally managed.   

  
Mutual Fund 
Profits 

Mutual funds make money for shareholders in several ways: 
 
• Pay dividends (stocks) or interest (bonds) to the investments that the fund 

owns. 
 
• There will be a capital gain when the manager sells an investment for a 

profit. 
 
• There will be an increase in share price or net asset value (NAV) when the 

fund performs well. 

  
Dividends and 
Capital Gains 

Dividends and capital gains must be paid out regularly to the fund’s 
shareholders.  Many people choose to reinvest this money right back into 
their account, increasing their holdings.  Whether you take the money out or 
reinvest it, income tax must still be paid on the profits at the end of the year. 

Continued on next page 
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Mutual Funds, Continued 

  
Mutual Fund 
Advantages 

Mutual funds offer a number of advantages: 
 
• Diversification.  Mutual funds can offer automatic and immediate 

diversification or a mixture of different individual securities that reduce 
overall risk.   

 
• Liquidity.  Funds are relatively liquid and can be redeemed in 2 weeks or 

less. 
 
• Convenience.  Some offer check-writing privileges, but sometimes carry 

hefty fees for the service. 
 
• Professional management.  This is a major benefit.  You are actually 

hiring a professional money manager to manage your money.  It allows a 
small investor to benefit from the knowledge and experience of a pro. 

 
• Flexibility.  Funds are a flexible way for a small investor to own securities.  

Minimum amounts vary; some can be started for as little as $50.  Many 
funds will help arrange automatic withdrawals or accept allotments. 

  
Mutual Fund 
Disadvantages 

There are also some disadvantages to mutual funds: 
 
• Not insured.  Mutual funds are not federally insured, as your deposits in a 

bank or credit union. 
 
• Risk.  There are high-risk funds and low-risk funds. 
 
• No guarantee.  There is never a guarantee as to what you will earn. 
 
• Fluctuation.  You must be willing to take the “ups” and “downs” of the 

market. 

Continued on next page 
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Mutual Funds, Continued 

   
Choosing a 
Mutual Fund 

There are over 10,000 mutual funds available, so how do you choose one?  
You can narrow the field when choosing a mutual fund by looking at the 
following: 
 
• Goals and objectives.  The objective of the fund should match your 

objective.  These are clearly stated in the fund prospectus. 
 
• The fund’s performance history.  Although “past performance is not an 

indicator of future performance,” sometimes it is all you have to go on.  
Look for a fund with good 1-, 3-, 5-, and 10-year returns.  The returns 
should be at least as good as other funds in its category and its benchmark 
index. 

 
• Management.  The manager’s performance history and their length of time 

with the fund may help in your decision.  The longer the manager has been 
with the fund, the more you can rely on getting the same returns the fund 
has gotten in the past. 

 
• Costs.  You do not get something for nothing, so there are costs to buying 

mutual funds.  These costs may be expressed as “loads”, which is a sales 
commission you will pay to the person who sold you the fund.  Loads can 
be as high as 8.5 percent and can be assessed when the fund is purchased 
(front-load) or redeemed (back-load).  If you buy a mutual fund with a 
load, make sure you are satisfied with the services of the person selling 
you the fund.  You can also buy funds that are “no-load”, where no 
commission is charged.  All funds will have annual expenses.  All loads, 
expenses, and fees are disclosed in the fund prospectus. 

 
• Services.  Many mutual funds are part of a larger organization, called a 

“family” of funds, which will offer many funds with different investment 
objectives.  Investors may be permitted to transfer money to a different 
fund at little or no charge.  Some allow withdrawals by check writing.   
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Purchasing Investments 

  
Overview There are a variety of ways to purchase your chosen investment tools.  In the 

past, a small investor would have to go to a stockbroker to get stocks or 
bonds, but competition, new laws, and the Internet have created a financial 
supermarket conveniently accessible to everyone. 

 
Stocks and 
Bonds 

The table below lists several ways to purchase stocks and bonds: 

 
Means Description 

Full-Service 
Brokerage 

Brokers charge a commission and, or a fee for you to 
access their research and get advice. 

Discount Brokerage Brokers charge a much smaller fee for the transaction 
and for little, if any, advice.   

Financial Planner Individual that reviews every aspect of your finances, 
including your investment portfolio, spending plan, 
taxes, etc. 

Internet Multiple sites where you can purchase stocks and 
bonds for a small fee.   

Mutual Funds Purchased through a full-service broker, discount 
broker, financial planner, a bank or credit union 
investment advisor, or directly and easily from a fund 
family via the phone, mail, or Internet.  A wide-range 
of information is easily available, and most of the 
information you need can be found by consulting 
rating services such as Morningstar or Lipper.   

Dividend 
Reinvestment Plan 
(DRIP) 

DRIP provides an opportunity to buy stock direct 
from over 1,000 companies.  Investors can choose to 
have dividends reinvested in additional shares or 
partial shares to compound their earnings.  There are 
some fees associated with buying stocks through 
DRIP, but they are typically smaller than what you 
would pay at a full-service brokerage. 
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Techniques of Saving and Investing 

  
Overview There are many techniques that can help you save and invest your money: 

 
• Pay yourself first. 
• Maximize tax-deferred investments. 
• Capitalize on dollar cost averaging. 
• Diversify your investments. 

  
Pay Yourself 
First 

Start with the basics by establishing a realistic spending plan that includes 
paying down debt and building a positive cash flow.  Make sure you have 
adequate income to pursue a savings and investment plan, and that you are 
adequately insured.   
 
Save from the top of your spending plan vice the bottom.  Make your savings 
and investments a regular expense in your budget.   
 
Set up a savings allotment or join TSP.  By setting up deposits automatically, 
you will never “see” this money and the temptation to spend it will be less.  

  
Maximize  
Tax-Deferred 
Investments 

There are multiple ways in maximize your tax-deferred investments: 
 
• Put the largest amount possible into any tax-deferred opportunities such as 

the TSP, a 401(k), and a Roth IRA. 
 
• Tax-deferred accounts are generally used for retirement purposes and are 

long-term investments.  The government is willing to wait for payments of 
the taxes in order to encourage you to invest for your retirement years.  
Typically, taxes are not due until money is withdrawn and in return for the 
tax-deferral, the money generally cannot be withdrawn until the investor is 
at least 59½ years old.  Any withdrawal prior to that will include a penalty 
(usually 10 percent) and payment of taxes.   

 
Note:   Do not put all of your available investment dollars into tax-deferred 

vehicles.  Some of the investment dollars should go into a regular, 
taxable account for use prior to retirement. 

Continued on next page 
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Techniques of Saving and Investing, Continued 

  
Capitalize on 
Dollar Cost 
Averaging 

Dollar cost averaging is a method of growing your money by investing a 
fixed amount of dollars at set intervals, usually monthly.  Investing in this 
manner not only ensures that you will save, but it also allows you to take 
advantage of market swings. 
 
Some people prefer to hold onto their money and make their investments 
when the market appears more favorable to them.  This is called market 
timing.  There is no way of predicting when the market will go up or down, so 
people who wait stand a good chance of missing out on some great 
opportunities. 
 
By purchasing on a monthly and regular basis, your investments will be 
purchased both on the peaks and the valleys of the market, providing an 
average value. 

  
Diversify Your 
Investments 

Diversification is the practice of selecting a number of investments that have 
dissimilar risk and return characteristics.  Diversification represents an 
effective long-term investment strategy as it offsets the riskiness of individual 
investments and evens out ups and downs of individual investment returns. 
 
Basically, this means do not put all your eggs in one basket.  If all of your 
money is in one stock, you are not diversifying.  Instead, have smaller stakes 
in several stocks and, or bonds. 

 
Learn More Even if you plan to work with a broker, financial planner, or other investment 

advisor, it will still help if you improve your knowledge about what you plan 
to invest in.  Remember, no one is as interested in your financial future as 
you are!  There are plenty of opportunities available for you to look into from 
college courses, free seminars, adult education centers, and the Internet. 
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Additional Information 

  
Web Sites The following sites can be used for reference or additional information: 
 

Web Site Description 
www.mypay.gov Allows you to manage your pay information, 

Leave and Earning Statements, W-2s, and 
more—sponsored by DFAS. 

www.savingsbond.gov Allows you to purchase bonds directly from the 
U.S. Treasury, obtain information on bonds you 
already own, or manage your account. 

www.tsp.gov Allows you to view and manage your TSP 
account, apply for a loan, make interfund 
transfers, and distribute your contributions 
between the funds.  

www.choosetosave.org  Helps a consumer plan all aspects of their 
financial security, which includes the award-
winning Ballpark Estimate Retirement Planning 
Worksheet to estimate how much they need to 
save for retirement. 

www.ihatefinancialplann
ing.com 

An informative and fun site devoted to those that 
do not like to do financial planning. 

www.aaii.com The American Association of Individual 
Investors is an independent, nonprofit 
organization formed in 1978 to assist individuals 
in becoming effective managers of their own 
assets through programs of education, 
information, and research. 

www.businessweek.com Business Week magazine.  Non-subscribers can 
use the site for research and obtaining articles on 
potential investments. 

www.fool.com An interesting site for experts and those who are 
just learning about financial matters; will 
educate, enrich, and amuse individual investors 
around the world. 

Continued on next page 
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Additional Information, Continued 

 
Web Sites, 
continued 

 

 
Web Site Description 

www.moneycentral.msn.com This portion of the MicroSoft is devoted to 
business and personal finance matters.  

www.morningstar.com Morningstar, Inc. is a leading provider of 
independent investment research.  The 
company offers an extensive line of 
Internet, software, and print-based products 
for individual investors, financial advisors, 
and institutional clients.  Some information 
requires membership. 

www.valueline.com Our mission is to help investors get the 
most accurate and independently created 
research information available, in any 
format they choose, and teach them how to 
use it to meet their financial objectives.  
Some information requires membership. 

www.sharebuilder.com ShareBuilder is a simple, flexible, and 
affordable way to build wealth through 
long-term investing.  You can make regular 
automatic investments in stocks, index 
funds, and closed-end bond funds.  

www.smartmoney.com SmartMoney magazine’s site includes 
valuable research resources and articles. 

www.irs.gov Internal Revenue Service can answer many 
tax questions regarding refunds or 
payments.  Forms and publications can also 
be downloaded. 

Continued on next page 
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Additional Information, Continued 

 
Books  The following books are recommended for additional reading on saving and 

investing: 
 
• The Wealthy Barber, David Chilton 
• The Millionaire Next Door, Thomas J. Stanley, Ph.D. and William D. 

Danko, Ph.D. 
• The Truth About Money and Ordinary People, Extraordinary Wealth, Ric 

Edelman 
• Personal Finance, E. Thomas Garman and Raymond E. Forgue 
• Everybody’s Money Book, Jordan E. Goodman 
• The ABC’s of Managing Your Money, Jonathan D. Pond, CPA 
• Investing Basics, Marc Robinson 
• Pay Yourself First, Timothy W. Cunningham and Clay Mansfield 
• Kiplinger’s Practical Guide to Investing, Ted Miller 
• New Guide to Financial Independence, Charles Schwab 
• A Random Walk Down Wall Street, Burton G. Malkiel 
• Fooled by Randomness, Nassim Taleb 
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Situational Awareness 

 
Actions on the 
Objective 

Upon completion of this lesson, you should do the following on your own: 
 
___ Fill in the Money Flow Worksheet.  If your finances are not fitting within 

the buckets (paying more than 20 percent to reduce debt), review study 
unit 2, lesson 2 on developing a spending plan. 

 
___ Set financial goals and deadlines in which to obtain them. 
 
___ Do research prior to opening a new brokerage account or when buying an 

investment. 
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Lesson 1 Exercise 

 
Directions Complete exercise items 1 through 20 by performing the action required.  

Check your answers against those listed at the end of this unit. 

 
Item 1 Name one component from the financial planning pyramid tier, management 

level. 
 
______________________________________________________________ 

 
Item 2 Name one component from the financial planning pyramid tier, savings level. 

 
______________________________________________________________ 

 
Item 3 Name one component from the financial planning pyramid tier, investment 

events. 
 
______________________________________________________________ 

 
Item 4 Fill in the blanks for where the appropriate percentage amount of your income 

should go. 
 
Savings: _________________________________________________ 
 
Living Expenses: __________________________________________ 
 
Monthly Debt Payments: ____________________________________ 

 
Item 5 Name two differences between saving and investing: 

 
1. _______________________________________________________ 
 
2. _______________________________________________________ 

Continued on next page 
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Lesson 1 Exercise, Continued 

 
Item 6 Which type of risk is deemed, “the greatest risk to your money over the long 

term?” 
 
a. Physical  
b. Market  
c. Interest rate 
d. Inflation 

 
Item 7 Name two vehicles used for savings. 

 
1. ________________________________________________________ 

2. ________________________________________________________ 

 
Item 8 The factor used in savings vehicles evaluation that determines how much 

money your money will earn is 
 
a. safety. 
b. liquidity. 
c. yield. 
d. earning.  

 
Item 9 Which of the following savings vehicles is guaranteed up to $100,000, has no 

restrictions on withdrawals, and generally has the lowest rates of interest? 
 
a. Savings account 
b. Certificate of deposit 
c. Money market account 
d. Savings bond 

 
Item 10 Name two ways to invest. 

 
1. ________________________________________________________ 

2. ________________________________________________________ 

Continued on next page 
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Lesson 1 Exercise, Continued 

 
Item 11 Which of the following is not considered an asset class? 

 
a. New car 
b. Coin collection 
c. Treasury bond 
d. 100 shares of a publicly traded stock 

 
Item 12 Look at the items below and then answer the question that follows. 

 
I. Represents ownership in a company 
II. Companies and governments may issue 
III. Loss of some safety and liquidity 
IV. Excellent for retirement accounts 
V. Have averaged 4 to 7 percent annually over the past 75 years 

 
Which of the following answers represent facts about stocks? 
 
a. I, II, and V 
b. I, III, and IV 
c. II, III, and IV 
d. II, IV, and V 

 
Item 13 Look at the items below and then answer the question that follows. 

 
I. Income comes from dividend 
II. Moderately liquid 
III. Have averaged 10 to 12 percent annually over the past 75 years 
IV. Fixed interest payment 
V. Can have a high degree of risk 

 
Which of the following answers represent facts about bonds? 
 
a. I, II, and V 
b. I, III, and IV 
c. II, III, and IV 
d. II, IV, and V  

Continued on next page 
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Lesson 1 Exercise, Continued 

 
Item 14 The investment philosophy that accepts greater risk for potentially greater 

reward in the pursuit of capital gains is 
 
a. conservative. 
b. moderate. 
c. aggressive. 
d. ultra-aggressive. 

 
Item 15 Which of the following financial markets tracks the daily gains and losses of 

30 stocks from the New York Stock Exchange? 
 
a. The Dow 
b. NASDAQ 
c. AMEX 
d. Nikkei 

 
Item 16 Identify two ways in which mutual funds make money for their shareholders. 

 
1. ________________________________________________________ 

2. ________________________________________________________ 

 
Item 17 Which of the following is a mutual fund advantage? 

 
a. Fluctuation 
b. Diversification 
c. Simplicity 
d. High-profit margin 

 
Item 18 Which of the following is a mutual fund disadvantage? 

 
a. Illiquid 
b. Inflexible 
c. Fluctuation 
d. Expensive 

Continued on next page 



MCI Course 3420F 5-36 Study Unit 5, Lesson 1 Exercise 

Lesson 1 Exercise, Continued 

 
Item 19 Name three things to consider when choosing a mutual fund. 

 
1. ________________________________________________________ 

2. ________________________________________________________ 

3. ________________________________________________________ 

 
Item 20 Name three ways to purchase stocks and bonds. 

 
1. ________________________________________________________ 

2. ________________________________________________________ 

3. ________________________________________________________ 

 
Item 21 Which of the following is not a technique of saving and investing? 

 
a. Utilize low-cost stockbrokers. 
b. Capitalize on dollar cost averaging. 
c. Pay yourself first. 
d. Maximize tax-deferred investments. 

Continued on next page 
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Lesson 1 Exercise, Continued 

 
Answers The table below provides the answers to the exercise items.  If you have any 

questions, refer to the reference page listed for each item. 
 

Item Number Answer Reference Page 
1 • Adequate income 

• Controlled spending 
• Adequate insurance 

5-6 

2 • Reserve 
• Emergency 
• Goal-getter 

5-6 

3 • Stocks 
• Bonds 
• Mutual funds 
• Real estate 
• Hard assets 
• Options 

5-7 

4 • 10% 
• 70% 
• 20% 

5-9 

5 • Time frame 
• Risk  
• Inflation  
• Taxes 

5-11 

6 d 5-12 
7 • Savings accounts 

• Certificates of deposit 
• Money market account 
• U.S. Savings Bonds 

5-14 

8 c 5-14 
9 a 5-15 
10 • Equity 

• Debt 
5-17 

11 a 5-17 
12 b 5-17 
13 d 5-18 
14 c 5-19 

Continued on next page 
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Lesson 1 Exercise, Continued 

 
Answers, 
continued 

 

 
Item Number Answer Reference Page 

15 a 5-20 
16 • Pay dividends or interest 

• Capital gains 
• Increase in NAV 

5-22 

17 b 5-23 
18 c 5-23 
19 • Goals and objectives 

• Funds performance history 
• Management 
• Costs 
• Services 

5-24 

20 • Full-service brokerage 
• Discount brokerage 
• Financial planner 
• Internet 
• Mutual funds 
• Dividend reinvestment plan 

(DRIP) 

5-25 

21 a 5-26 
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LESSON 2 

RETIREMENT 

Introduction 

 
Scope Retirement is something that cannot be planned too early.  Life expectancies 

are longer and expectations are higher than those of earlier generations.  
Many excuses are given for not setting aside money for retirement.  Early in 
one’s career, the excuse starts out as not enough money; later it becomes too 
many expenses, bills, or college tuition.  There is an excuse for every stage in 
your life.  You need to overcome these excuses and begin putting money 
away now.  Every year that you wait costs you due to the magic of compound 
interest.  Having financial security during your retirement years will not be a 
matter of luck; it takes planning.  Simply put, if you do not save money, you 
will never retire! 

 
Learning 
Objective 

After this lesson, you should be able to 
 
• Identify elements of retirement planning. 

• Identify categories of retirement pensions. 

• Identify factors in a defined benefits plan. 

• Identify different military retirement plans. 

• Identify the purpose of the survivor benefit plan. 

• Identify the military’s defined contribution plan. 

• Identify different Thrift Savings Plan investment options. 

• Identify benefits of the Thrift Savings Plan. 

• Identify the age for receiving full Social Security benefits. 

• Identify types of retirement Individual Retirement Accounts. 

• Identify retirement planning resources. 

Continued on next page 
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Introduction, Continued 

 
In This Lesson This lesson contains the following topics: 
 

Topic See Page 
Introduction 5-39 
The Road to Retirement 5-41 
Funding Your Retirement 5-43 
Defined Benefit Plan 5-44 
Military Retirement Plans 5-45 
Survivor Benefit Plan 5-51 
Defined Contribution Plan 5-53 
Social Security 5-59 
Personal Savings 5-60 
Retirement Planning Resources 5-62 
Additional Information 5-64 
Situational Awareness 5-65 
Lesson 2 Exercise 5-66 

 



MCI Course 3420F 5-41 Study Unit 5, Lesson 2 

The Road to Retirement 

  
Overview What is rich?  How much money is enough?  A few years ago the head of the 

Social Security Administration suggested that the average middle-aged person 
would need at least a half a million dollars of their own money to retire 
comfortably, in addition to social security benefits and any employer-
provided pensions.  Are you on track to reach half a million dollars by the 
time you retire?  Three things will help: 
 
• Invest for the long-term. 
• Start as early as possible. 
• Use the effects of compound interest and time to your advantage 

  
Invest for the 
Long-Term 

You need to think of investing as a marathon rather than a sprint.  Initially, 
the road to retirement seems long and you will never get there.  Have patience 
and do not try to “time the market.”  It rarely works.  Find good investments 
and stick with them. 

  
Start as Early 
as Possible 

The sooner you begin to put money aside, the longer your money will be 
working for you.  This is so important that it is almost impossible to 
overemphasize.  How much will you need to save each month to have a half a 
million at 65?   

  
Example The table below shows how much you need to save, assuming a 10-percent 

long-term rate of return with taxes deferred, to have half a million dollars by 
age 65: 

 
If you start to invest at age… The amount needed per month is… 

25 $79 
35 $221 
45 $658 

 
What does this show you?  The younger you start, the less you have to invest.  
This is the “magic” of compound interest and time.   

Continued on next page 
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The Road to Retirement, Continued 

 
Compound 
Interest 

Compound interest is the process of earning interest on reinvested interest, as 
well as on the original amount invested.  It is similar to a snowball rolling 
downhill.  When you put money into your investment and it earns interest 
throughout the year, that investment becomes larger.  At the start of the next 
year—having even more money to grow on, your investment will earn more 
money on the reinvested interest.   
 
In regards to compound interest, Albert Einstein said it best:  It is the second 
greatest force in the universe, and mankind’s greatest invention. 
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Funding Your Retirement 

  
Sources of 
Retirement 
Funding 

Retirement planning for anyone—military or civilian—in our modern era is 
based on three elements, also called the three-legged stool of retirement:  
 
• Retirement pensions  
• Social security benefits  
• Personal savings  
 
Just as a stool needs three legs to be stable, all three elements are needed to 
properly fund and enjoy your retirement.   

  
Retirement 
Pensions and 
Benefits 

Retirement pensions and benefits come from your employer, either the 
Marine Corps or other civilian corporations and businesses.  This is generally 
the most important leg of the stool for most people—particularly, for Marines 
that make the military their career.  There are two types of retirement 
pensions: 
 
• Defined benefit plan 
• Defined contribution plan 
 
The military provides both plans, which will be explained further.  
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Defined Benefit Plan 

  
Overview After an individual has worked for a company, usually for a long period of 

time, they become entitled to a monthly pension check upon retirement, 
which is called a defined benefit plan.  The advantages of this plan are listed 
below: 
 
• Set up, funded, and contributed by the employer 
 
• Based on the individual’s salary and total years of experience 
 
• A fixed monthly amount guaranteed for life normally, and possibly 

periodic or regular cost of living increases normally 
 
Most older, traditional corporate and government pensions fall into this 
category.  In 2004, only about 20 percent of Americans had a job that 
provided this type of plan, down from 40 percent in 1975. 

  
Military 
Pensions 

The cornerstone of any career servicemember’s retirement has always been a 
military pension from the government, a form of defined benefit retirement 
plan.  There are actually three different retirement plans currently in effect, 
depending on your pay entry base date (PEBD), the date of your initial entry 
into the military.  The three plans and the time period covered for each plan is 
listed in the table below. 

 
Retirement Plan PEBD 

Final Pay Prior to 8 September 1980 
High-Three From 8 September 1980 to 31 July 1986 
CSB/REDUX After 1 August 1986 

 
Each of these plans will be further explained below. 

 
Pay Entry Base 
Date 

A member’s PEBD is based on the date the individual initially obligated 
himself or herself to come on active duty—the day they first signed on the 
dotted line.  If you had a delayed entry, it is the first day you originally signed 
up.  If you have broken service or other unusual circumstances, check with 
the Defense Finance and Accounting Service (DFAS) or through your chain 
of command. 
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Military Retirement Plans 

  
Final Pay Plan The Final Pay plan was the original retirement plan, and applies to anyone 

initially entering military service prior to 8 September 1980.  Individuals 
receive a “multiplier” of their monthly base pay: 
 
• 50 percent if they retire at 20 years of service 
• 2.5 percent per year for each year over 20 that an individual remains on 

active duty 
 
A retiree would get 75 percent of base pay after 30 years of service under this 
plan.  All military retirees receive an automatic annual cost of living increase 
each year equal to the Consumer Price Index (CPI). 

  
Final Pay 
Coverage 

Most civilians believe that everyone in the military can “retire on half pay 
after 20 years,” without recognizing retirement pay does not reflect bonuses, 
housing allowance, and many other parts of military compensation.  On 
average, military retirees can expect to receive between 35 percent and 40 
percent of their final total entitlement (equivalent to a civilian salary) if they 
retire at the 20-year mark, and probably about 2/3 if they serve 30 years. 

  
High-Three 
Plan 

The High-Three plan uses the same multiplier as the Final Pay plan, but 
instead of being based on a final pay, takes an average of the member’s base 
pay on the highest paid 3 years of service—normally the final 3 years of 
active duty.   

  
High-Three 
Plan 
Application 

The High-Three plan applies only to those entering military service between  
8 September 1980 and 31 July 1986.  These members are covered solely by 
this plan and do not have the option of choosing the Career Service Bonus 
(CSB) as explained on the following page.     

Continued on next page 
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CSB/REDUX 
Plan 

The CSB/REDUX plan is more of a new calculation.  It applies to anyone 
entering active duty on or after 1 August 1986.  There were some significant 
and very negative changes.  First, the multiplier is reduced for anyone retiring 
with less than 30 years of service:   
 
• 40 percent for those retiring at 20 years 
• 3.5 percent for each additional year of service 
 
Second, all annual cost of living raises are based on the CPI minus 1 percent 
each year, instead of the full cost of living allowance. 

  
Retirement 
Plan Choice 

Under provisions of the FY00 National Defense Authorization Act, all 
servicemembers who came on active duty on or after 1 August 1986 are now 
back under the High-Three plan.  However, when you reach 15 years of 
service, you have two options: 
 
• Remain under the High-Three plan 
• Elect to have your retirement pay calculated under the CSB/REDUX plan 

and also receive a $30,000-CSB to be paid in full at the 15-year point or 
taken in installment payments 

  
CSB/REDUX 
Package Deal 

The CSB/REDUX plan is a package deal.  If you elect this option, you must 
remain on active duty for 20 years or pay back a portion of the bonus— 
20 percent for each year that you fail to complete.  This bonus is fully taxable; 
for members in the 15 percent tax bracket, you will net $25,500 if you take 
the bonus in cash.  Those military members that are above E-6 and, or have a 
working spouse will fall in the 28 percent tax bracket, leaving a net of 
$21,900. 

Continued on next page 
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CSB/REDUX 
Window 

This choice is a one-time, irrevocable decision to be made between the 14½- 
and 15-year point.  If you entered the service after 1 August 1986, you will 
receive a notification on this matter at approximately your 14½-year point.  
You will have the opportunity to make the CSB/REDUX election.  You can 
make this election at any time within those 6 months after being notified or up 
to the day you hit 15 years—whichever is later.  If you change your mind, 
you can withdraw the request.  However, on the day you hit 15 years, the 
decision becomes irrevocable, and you are locked in for life.  If you choose 
the REDUX, you will be paid the $30,000 CSB “no later than the first month 
that begins on or after the day that is 60 days after the date the election is 
effective.”  

  
Department of 
Defense 
Position 

The official position on the Department of Defense (DOD) Web site is as 
follows: “Both options have their own merits.  Neither is universally better 
than the other.  Which option is more advantageous can only be determined 
by each individual for his or her own unique circumstances and preferences.”  
For more guidance, affected servicemembers should see their command 
financial specialist or the MCCS personal financial management specialist to 
make an informed decision. 

  
CSB Advantage The advantage in taking the CSB is access to cash immediately to use in any 

manner you choose.  This could be used for an investment (best potential 
use), start a business, education, to repay debts, or to purchase a new car 
(worst possible use).  Each of these has limitations. 

  
CSB Investment The best potential use would be to invest the CSB, particularly in the TSP.  

However, the bonus money would have to be invested aggressively to even 
come close to providing the difference in retirement pay.  Most reputable 
financial planners will use between 10 to 11 percent as the maximum long-
term growth rate that can be expected from a diversified all-stock portfolio 
for even an experienced investor.  Higher returns can be achieved only by 
taking on a level of risk that is well above average.  Even at 11 percent, 
retirees with less than 25 years on active duty will come up short under the 
CSB/REDUX plan. 

Continued on next page 
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Debt 
Repayment 

You may have a large amount of consumer debt at an unattractive interest 
rate.  Using the CSB for debt repayment is not a wise use for the bonus as 
there are usually better options for repayment, ones that do not involve 
mortgaging the family’s long-term future. 

 
Bonus 
Spending 

Despite your best intentions, there will always be a strong temptation to spend 
at least part of the bonus.  This would probably represent the worst use of the 
bonus money. 

  
CSB 
Disadvantages 

There are also substantial disadvantages to taking the CSB.  The main 
disadvantage is a permanent reduction in retired pay, unless you stay in for 30 
years.  This also means a reduction in survivor benefits for a surviving 
spouse.  Perhaps the greatest risk is that an individual may spend some, most, 
or even the entire bonus, leaving very little to show for it.  The best way to 
look at the CSB is as a loan, a relatively high interest loan against your future 
military retirement, to be repaid out of each and every retired check for the 
remainder of your and your spouse’s lifetime. 

  
Disability Pay If you retire from the Marine Corps on disability, previous selection of 

CSB/REDUX would result in permanent reduction of tax-free disability 
retirement pay, just as it would for non-disability retired pay. 

  
Divorce Cases Implications of CSB/REDUX in cases of divorce are still unclear.  

Presumably if you were to divorce after receiving the bonus, any division of 
retired pay with your former spouse would be based on the reduced REDUX 
computation.  However, if you divorce prior to the 15-year mark under a 
decree that stated an eventual division of retired pay, that division could 
obviously be affected by the decision to elect CSB/REDUX and would have 
to be taken into account.   

  
Additional 
Information 

DOD has provided a Web site with important information on retirement 
plans.  It includes the details of each plan, sample case studies, and even a 
personalized calculator to assist you in making your decision.  The address is 
located in the “Additional Information” part of this lesson. 

Continued on next page 
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CSB/REDUX 
Retirement 
Plan Option 

For review, here are a few points to consider: 
 
• A one-time, irrevocable choice. 
 
• The bonus, if chosen, will be taxed. 
 
• The biggest difference in retiring under the “REDUX” formula is not that 

you start out with less money at 20 years; it is, rather, the 1 percent less 
cost of living raise you receive each year. 

 
• You get the worst deal if you take the bonus and retire at 20 years.  The 

longer you remain on active duty, the better deal (relatively) the bonus 
becomes. 

  
Challenge I Give the time periods that the various retirement plans cover. 

 
• CSB/REDUX     ______________________________________________ 

• Final Pay            ______________________________________________ 

• High-Three         ______________________________________________ 
 
Which plan will you fall under if you retire?  __________________________ 

 
Challenge I 
Answer 

Refer to page 5-44 for the answer before going ahead with this lesson. 

 
Challenge II If your PEBD falls after 1 August 1986, name the two options you have to 

choose from after 15 years of service: 
 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

 
Challenge II 
Answer 

Refer to page 5-46 for the answer before going ahead with this lesson. 

Continued on next page 
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Challenge III What is the best potential use of the CSB? 

 
______________________________________________________________ 

 
Challenge III 
Answer 

Refer to page 5-47 for the answer before going ahead with this lesson. 

 
Challenge IV What is the worst potential use of the CSB? 

 
______________________________________________________________ 

 
Challenge IV 
Answer 

Refer to page 5-48 for the answer before going ahead with this lesson. 
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Overview It would not be appropriate to continue the discussion about retirement 

planning without talking about the Survivor Benefit Plan (SBP).  The SBP is 
a program that allows a spouse to continue receiving a portion of retired pay 
after the retiree dies.  You must enroll prior to retirement, and you pay a 
premium in return for guaranteed continuation of a portion of retired pay to 
an eligible beneficiary.  Active duty members who are eligible for retirement 
and any active duty member killed in the line of duty are automatically 
enrolled in SBP. 

  
Purpose The purpose of the SBP is to provide an inflation-protected portion of retired 

pay to eligible designated beneficiaries of military retirees at a reasonable 
cost.  SBP participation is voluntary; however, the decision made by the 
member and spouse will have a profound effect on the family in the years 
ahead. 

  
Participation 
Decision 

The decision concerning participation must be made 45 to 60 days prior to 
retirement. 

  
Payment The SBP annuity is an annuity paid monthly to eligible beneficiaries after the 

member’s death, provided they remain eligible and the member enrolled in 
the plan prior to retirement. 
 
Payment to eligible beneficiaries and monthly premiums depend on the base 
amount chosen by the member.   

  
Advantages The SBP has three major benefits for protection against the following: 

 
• Early death 
• Outlasting benefits 
• Inflation 

Continued on next page 
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Early Death The SBP protects against an early death because it will pay your survivor a 

portion of your retirement income until your spouse turns 62.   

 
Outlasting 
Benefits 

Your survivor outlasting benefits is another protection.  Payments will 
continue until your spouse passes away.  With normal insurance policies, 
there is usually a maximum amount or time to receive benefits—not so with 
SBP. 

 
Inflation The last protection is from inflation.  As opposed to a fixed-income 

investment, the SBP will keep pace with inflation through a regular cost of 
living allowance adjustment. 
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Overview Increasing over the last 20 years or so, defined benefit plans have been 

replaced by defined contribution plans.  This plan consists of the following: 
 
• Employees may contribute up to a certain amount from their salary each 

month, before tax, into a fund that they control with some restrictions.   
 
• There are no guarantees.  The amount an employee receives depends on 

how much an employee invests and how much that investment earns. 
 
These plans are most commonly referred to as 401(k) plans, named after the 
paragraph in the Federal Income Tax code that regulates them.  The military 
defined contribution plan is called the Thrift Savings Plan. 

  
Thrift Savings 
Plan 

The Thrift Savings Plan (TSP) is a retirement savings and investment plan 
sponsored by the Federal Government.  It has been available to civilian 
Federal employees for a number of years.  It is a defined contribution plan; 
therefore, it has the same type of savings and tax benefits as a 401(k)-type of 
plan.  Participation is optional; you must sign up to participate.  You will 
make contributions directly out of your paycheck and will choose your own 
investment options.   

  
Eligibility The TSP is open to all active duty and Ready Reserve members of the 

uniformed services. 

  
Enrolling in 
TSP 

During open season (15 April through 30 June), you may enroll in TSP; 
however, starting 1 July 2005, open season will be discontinued and you will 
be able to enroll at any time.   

Continued on next page 
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Contribution 
Amounts 

During 2005, you can contribute from 1 to 10 percent of your base pay each 
month to TSP.  This will rise to 100 percent of IRS allowable in 2006. 

   
Incentive and 
Special Pay 

Members can also contribute the total amount of any incentive and special 
pay (including bonuses).  This limit is called the elective deferral limit.  The 
elective deferral limit for 2005 is $14,000 and $15,000 for 2006. 

 
It may be increased in later years by cost-of-living adjustments.  The TSP 
cannot accept contributions that exceed the elective deferral limit.   

  
Combat  
Zone Pay 

If a member receives tax-exempt “combat zone pay,” you can contribute up to 
the lesser of $40,000 (2003) each year or up to 100 percent of pay.  You must 
be currently enrolled in TSP in order to contribute any “combat zone pay.” 

  
Bonus Pay Bonus pay can be contributed at any time.  A government match may be 

available in the future, but there are currently no plans for a match.  In the 
TSP, all money belongs to the member—the contributions the member makes 
and any growth of the contributions.   

Continued on next page 
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TSP Investment 
Options 

The table below lists the various TSP investment options: 

 
Fund Description 

G Government Securities Investment Fund invests in special, 
non-traded U.S. Treasury securities guaranteed against any 
loss. 

F Fixed-Income Investment Fund invests in government and 
corporate bonds and is designed to track the Lehman Brothers 
U.S. Aggregate (LBA) bond index. 

C Common Stock Index Investment Fund invests in stocks in the 
S&P 500 Index. 

S Smaller Company Stock Index Fund invests in small and 
medium size companies in the U.S., which is designed to track 
the Wilshire 4500 index. 

I International Stock Index Fund invests entirely in non-U.S. 
companies, which is designed to track the EAFE index. 

  
Participant 
Directed 

The TSP is participant directed; you will be able to choose which and to what 
percentage you wish your monthly contributions to go to.  You are also able 
to transfer money from one fund to another via the Web site.  You can invest 
in one fund or a combination of all five depending on your investment 
strategy. 

 
TSP Investment 
Decisions 

How much you should invest in the TSP and which fund(s) to invest in 
depends on several factors: 
 
• How much are you investing now? 
• How much of your investable dollars can you commit to retirement 

investment? 
• Do you have a Roth IRA? 
• How long will you keep the money invested? 
• How old are you? 

Continued on next page 
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How Much Are 
You Investing 
Now? 

If you already have an investment plan in place, the TSP may or may not fit 
into it.  If you are new to investing, the TSP may offer an excellent way to get 
started on an automatic investment plan. 

  
Commitment to 
Retirement 

It may not be wise to commit all of the available dollars to the TSP since you 
need to consider this money “tied up” until age 59½.  Review your spending 
plan to determine how much money you are able to comfortably invest. 

  
Roth IRA If contributing to the TSP means you have to decrease the amount going to 

your Roth IRA, it may not be a good alternative. 

  
Investment 
Timeline 

The TSP is designed to help achieve long-term retirement planning goals.  If 
you are going to use the money that you put into the TSP for anything other 
than retirement, it may not be the best alternative. 

  
Your Age The younger you are, the more likely the TSP should be part of your 

retirement plan.  This will allow the “magic” of compound interest to work 
for you.  

  
Withdrawals When you separate from the service, you have several withdrawal options: 

 
• Receive a single lump-sum payment.  
• Request a series of monthly payments.  
• Request a TSP annuity.  
• Choose to leave the money in the TSP to continue growing (you will not 

be able to contribute any longer).  
• Transfer the money to a rollover or conduit IRA or to your new 

employer’s plan (if the plan accepts the money). 

Continued on next page 
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Borrowing There are some options for borrowing against the plan while still on active 

duty; however, there are substantial penalties for any withdrawal prior to age 
59½, and there is a mandatory 20 percent tax withholding on certain 
withdrawals.  The TSP is meant to be a retirement saving and investment 
program.  If you need a loan, look to other resources rather than tapping into 
your retirement fund.  Any loan must be repaid or it will be counted as 
taxable income. 

 
TSP Benefits The table below lists some of the benefits of participating in the TSP: 
 

Benefit Explanation 
Automatic 
Contributions 

Contributions can be set up to occur automatically, 
which presents the opportunity for dollar cost 
averaging. 

Pre-Tax  
Contribution 

Contributions are before tax.  This means that the 
contribution amount is deducted from gross pay 
BEFORE federal income taxes are calculated, 
thereby reducing your taxable pay, and your annual 
tax bill. 

Tax-Deferred 
Earnings 

You are not taxed on the earnings in the plan until 
you make withdrawals. 

Low Administrative 
Costs and Expenses 

High costs and expenses can reduce your rate of 
return. 

Easy to Start and 
Allocate Money 

Most of the transactions can take place over the 
phone or at the TSP Web site. 

Portability You can take the TSP with you; the money belongs 
to you.  Even if you leave prior to 20 years of 
service, the money is still yours.  With the defined 
benefit plan, you have to stay in the Marine Corps 
for 20 years.   

Simple Transactions The TSP has an automated telephone service and a 
Web site that makes it simple to transact business. 

 Continued on next page 
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Challenge  What is the maximum amount of your base pay you can contribute to your 

TSP account? 
 
______________________________________________________________ 

 
Answer Refer to page 5-54 for the answer before going ahead with this lesson. 
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Second Leg The second leg of retirement is Social Security.  Social Security focuses on 

providing Americans with minimum, but not necessarily adequate, protection 
against loss of income from retirement, disability, or death of a family wage 
earner.  Although some may worry about Social Security, it will remain an 
important part of retirement planning.   

  
Eligibility You contribute to Social Security, and are eligible for benefits as early as age 

62.  The age for receiving full benefits is gradually being increased from 65 to 
67 years old, and at least some Social Security benefits will be taxable for 
most military retirees. 

 
Benefits As of 2004, the average annual Social Security retirement benefit was 

approximately $11,000.  This means that you cannot live on Social Security 
alone.  The system will experience a greater strain as more Americans retire 
in the future, so by the time you are eligible, the benefits may be less.  

 
Earnings 
Benefits 
Statement 

You should obtain a copy of your personal Social Security Benefits Statement 
as part of your long-range retirement planning.  The Social Security 
Administration is in the process of mailing this statement out to all Americans 
over the next few years.  You may request one by logging on to 
www.ssa.gov/retire.  You can also get a rough estimate of your future benefits 
from this Web site, as well as general information about Social Security. 
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Third Leg Personal savings and investments represent the critical third leg to a 

financially successful retirement.  You have many options, including both 
taxable and tax-deferred opportunities.  Let’s focus on the most popular form 
of personal retirement savings, the Individual Retirement Account (IRA).  
The three basic IRAs are listed below: 
 
• Traditional deductible/non-deductible IRA 
• Rollover IRA 
• Roth IRA 

  
Traditional 
IRA 

A traditional IRA can either be deductible or non-deductible, depending on 
your income level.  Accounts are individual; there are no “joint” IRAs.  You 
can have one for you and one for your spouse.  IRAs are “self-directed,” 
meaning you choose which investments to put your money into. 

  
Contributions Contribution amounts change periodically.  The table below shows the 

maximum contribution allowed per year: 
 

Tax Year Maximum Contribution 
2005 through 2007 $4,000/year 
2008 and beyond $5,000/year 

 
Earnings Earnings grow tax-deferred, and the gains are taxed upon withdrawal.  If the 

earnings are withdrawn prior to age 59½, there is a tax penalty assessed and 
taxes are due. 

  
Rollover IRA A rollover IRA is a special type of IRA that holds money transferred from 

other retirement plans.  Money from any type of tax-deferred pension plan 
(401(k), 403(b), TSP, etc.) can be rolled over into this type of IRA.  
Typically, the money will stay in the account, separate from other retirement 
funds.  You cannot make regular contributions, but you can continue to add 
funds from other qualified tax-deferred funds.  A rollover IRA is self-
directed, so you choose the investments. 

Continued on next page 
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Roth IRA You and your spouse (if applicable) should consider opening a Roth IRA.  

Although you receive no tax deduction when you contribute, the money 
grows tax-exempt, meaning taxes are never due on the growth of Roth funds.  
At retirement, all money can be withdrawn tax-free forever.  Although 
designed for retirement, some money can be taken out of a Roth IRA, after as 
few as 5 years, with no taxes or penalties due.  Traditional IRAs can be 
converted to Roth IRAs, but all taxes are due and payable in the year of 
conversion as ordinary income. 

  
Why Use an 
IRA? 

You and your spouse (if applicable) should strongly consider making an IRA 
a part of your retirement plan.  An IRA is a tax-sheltered vehicle that is used 
to save for retirement.  The funds contributed to an IRA grow tax-deferred or 
tax-free.  Sometimes the amount can be deducted from income taxes, if you 
are below certain income levels—as in a traditional deductible IRA.  If you 
are above certain income levels, the contribution cannot be deducted, but the 
growth is still tax-deferred.  You are not taxed until the funds are withdrawn.  
In a Roth IRA, you can never deduct the contribution, but you are also never 
taxed on the growth upon withdrawal.   
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Overview Retirement planning has definitely become more complicated.  It can be long 

and detailed.  However, it is easy to get started, and there are many resources 
available to help those that want to get started: 
 
• American Savings Educational Council 
• Government and Non-Profit Agencies 
• Professional Assistance 
• Internet Resources 

  
American 
Savings 
Educational 
Council 

The American Savings Educational Council (ASEC) is a non-profit 
organization dedicated to promoting saving and investing among Americans.  
At their Web site, www.asec.org, they have a two-page interactive version of 
the “Ballpark Estimate” form, a highly simplified, but surprisingly accurate 
way to get an initial estimate of whether you are saving enough for 
retirement. 
 
This ASEC form is only a rough estimate for initial planning to get you 
started.  Later on, particularly as you approach transition, you may want to 
begin detailed planning.  Try to complete the form and schedule time with 
your command financial specialist if you need assistance.   

  
Government 
and Non-Profit 
Agencies 

There is a wide range of resources available to help.  Your command financial 
specialist should be your first stop.  The Navy Mutual Aid Association often 
provides assistance with some aspects of estate planning.  Commercial 
financial professionals in the civilian world, including those at DOD affiliated 
credit unions, may offer comprehensive financial services. 

 
Professional 
Assistance 

If you are seeking professional assistance, you should use caution.  There are 
many good financial planners, stockbrokers, insurance agents, and 
independent financial planners, but all are not fully knowledgeable about 
retirement planning.  Most should provide a free initial consultation, beyond 
that some work on a fee basis while others are paid through commissions on 
products they sell.  Find out how they are paid; remember that you do not get 
something for nothing.   

Continued on next page 
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Professional 
Credentials 

Always ask what education, training, or special credentials your planner 
might have.  For example, a licensed certified financial planner (CFP) has 
been through a detailed advanced program (generally lasting 2 years), passed 
a rigorous examination, and agreed to abide by a comprehensive set of 
planning standards and code of ethics.  It might be worth seeking out a CFP 
when it comes time to do your retirement planning. 
 
In any event, always check at least two and compare their recommendations.  
Give yourself time to make the best decision.  Remember, it is your money; 
do not be pressured into anything.  

  
Internet 
Resources 

Many financial Internet sites have retirement calculators.  Some basic and 
advanced calculators are listed in the “Additional Information” of this lesson.  
Most are free, but you may have to pay a small fee to access some sites.   
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Web Sites The following sites can be used as reference or additional information: 
 

Web Site Description 
www.asec.org The American Savings Education Council 

(ASEC) is a non-profit national coalition of 
public- and private-sector institutions undertaking 
initiatives to raise public awareness about what is 
needed to ensure long-term personal financial 
independence.  ASEC works through its partners 
to educate Americans on all aspects of personal 
finance and wealth development, including credit 
management, college savings, home purchase, 
and retirement planning.  ASEC's goal is to make 
saving and planning a vital concern of all 
Americans. 

www.smartmoney.com Online portion of the SmartMoney magazine that 
includes valuable research resources and articles. 

www.morningstar.com Morningstar, Inc. is a leading provider of 
independent investment research.  The company 
offers an extensive line of Internet, software, and 
print-based products for individual investors, 
financial advisors, and institutional clients.  Some 
information requires membership. 

www.tsp.gov The Thrift Savings Plan site allows you to view 
and manage your account, including:  loan 
application, make interfund transfers, and 
distribute your contributions between the funds.  

www.ssa.gov Official Web site of the Social Security 
Administration.  It includes links to benefit 
descriptions and how to apply for them. 
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Actions on the 
Objective 

Upon completion of this lesson, you should do the following on your own: 
 
___ If your situation allows it, consider enrolling in the TSP program. 
 
___ Look into starting an IRA for both you and your spouse if applicable. 
 
___ Research how much you will need to save for your retirement. 
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Directions Complete items 1 through 11 by performing the action required.  Check your 

answers against those listed at the end of this lesson. 

 
Item 1 Name the three elements of retirement planning. 

 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

3. ____________________________________________________________ 

 
Item 2 Name the two general retirement pensions available. 

 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

 
Item 3 Which of the following is a factor in a defined benefits plan? 

 
a. Normally provides a fixed amount for life 
b. Employee contributes a certain amount from their salary 
c. Continues to pay out to a members beneficiary upon death 
d. Based on number of quarters continuously worked 

 
Item 4 The three retirement plans available to service members are:  Final Pay,  

High-Three, and ______________________. 
 
a. TSP 
b. SBP 
c. CSB/REDUX 
d. IRA/REDUX 

Continued on next page 
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Item 5 The purpose of the Survivor Benefit Plan is to: 

 
______________________________________________________________ 

 
Item 6 Which of the following is the military’s defined contribution plan? 

 
a. SBP 
b. IRA 
c. CSB 
d. TSP 

 
Item 7 Which TSP investment option invests in U.S. Treasury securities that are 

guaranteed against any loss? 
 
a. G 
b. F 
c. S 
d. I 

 
Item 8 Name three different benefits of the TSP. 

 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

3. ____________________________________________________________ 

 
Item 9 Corporal Beltbuckle has finally decided to retire.  At what age could he 

currently begin receiving full social security benefits? 
 
a. 59½ 
b. 62 
c. 65 
d. 72 

Continued on next page 



MCI Course 3420F 5-68 Study Unit 5, Lesson 2 Exercise 

Lesson 2 Exercise, Continued 

 
Item 10 The three types of individual retirement account include the traditional 

deductible/non-deductible IRA, rollover IRA, and the ______________ IRA. 
 
a. transfer  
b. Roth  
c. tax-deferred 
d. self-directed 

 
Item 11 Corporal Beltbuckle has decided it is time to start planning for retirement, but 

quickly becomes confused with everything involved in the planning.  Name 
two planning resources to which he can turn. 
 
1. ____________________________________________________________ 

2. ____________________________________________________________ 

Continued on next page 
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Lesson 2 Exercise, Continued 

 
Answers The table below provides the answers to the exercise items.  If you have any 

questions, refer to the reference page listed for each item. 
 

Item Number Answer Reference Page 
1 • Retirement pensions  

• Social Security benefits  
• Personal savings 

5-43 

2 • Defined benefits plan 
• Defined contributions plan 

5-43 

3 a 5-44 
4 c 5-44 
5 Provide an inflation-protected 

portion of retired pay to eligible 
designated beneficiaries of military 
retirees at a reasonable cost. 

5-51 

6 d 5-53 
7 a 5-55 
8 • Automatic contributions 

• Pre-Tax contribution 
• Tax-deferred earnings 
• Low administrative costs and 

expenses 
• Easy to start and allocate money 
• Portability 
• Simple transactions 

5-57 

9 c 5-59 
10 b 5-60 
11 • American Savings Educational 

Council 
• Government and non-profit 

agencies 
• Professional assistance 
• Internet resources 

5-62 
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Identity Theft Sample Dispute Letter 
Credit Agencies  

(Study Unit 1, Lesson 2) 
 

Date 

Your Name 
Your Address 
Your City, State, ZIP 
 
Complaint Department 
Name of Credit Agency 
Address 
City, State, ZIP 
 
Dear Sir or Madam: 
 
I am writing to dispute the following information in my file.  The items I dispute also are circled 
on the attached copy of the report I received.  (Identify items disputed by name of source, such as 
creditors or tax court, and identify type of item, such as credit account, judgment, etc.) 
 
This item is (inaccurate or incomplete) because (describe what is inaccurate or incomplete and 
why).  I am requesting that the item be deleted (or request another specific change) to correct the 
information. 
 
Enclosed are copies of (use this sentence if applicable and describe any enclosed documentation, 
such as payment records, court documents) supporting my position.  Please investigate this 
matter and (delete or correct) the disputed items as soon as possible. 
 
Sincerely, 
 
 
Signature 
Your Name 
 
 
Enclosures: (List what you are enclosing) 
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Identity Theft Sample Dispute Letter 
Credit Card Issuers  

(Study Unit 1, Lesson 2) 
 

Date 
 
Your Name 
Your Address 
Your City, State, ZIP 
 
Your Account Number 
 
Name of Creditor 
Billing Inquires 
Address 
City, State, ZIP 
 
Dear Sir or Madam: 
 
I am writing to dispute a billing error in the amount of $________ on my account.  The amount 
is inaccurate because (describe fraud or other problem).  I am requesting that the error be 
corrected, that any finance and other charges related to the disputed amount be credited as well, 
and that I receive an accurate statement. 
 
Enclosed are copies of (use this sentence to describe any enclosed information, such as police 
report, sales slips, payment records) supporting my position.  Please investigate this matter and 
correct the billing error as soon as possible. 
 
Sincerely,  
 
 
Signature 
Your Name 
 
 
Enclosures: (List what you are enclosing) 
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Financial Planning Worksheet 
(Study Unit 2, Lesson 2) 
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Credit Card Bill Sample Dispute Letter 
(Study Unit 2, Lesson 3) 

 
Date 
 
Your Name 
Your Address 
Your City, State, Zip Code 
 
Your Account Number 
 
Name of Credit Card Issuer 
Billing Inquiries 
Address 
City, State, Zip Code 
 
Dear Sir or Madam, 
 
I am writing to dispute a billing error in the amount of $________ on my account.  The amount 
is inaccurate because the merchandise I ordered was not delivered.  I ordered the merchandise on 
(date).  The merchant promised to deliver the merchandise to me on (date), and the merchandise 
was not delivered.  (In addition, when I ordered the merchandise, the merchant did not tell me 
that it would charge before shipping.) 
 
I am requesting that the error be corrected, that any finance and other charges related to the 
disputed amount be credited to my account, and that I receive an accurate statement. 
 
Enclosed are copies of (use this sentence to describe any enclosed information, such as sales 
slips, payment records, documentation of shipment or delivery dates) supporting my position and 
experience.  Please correct the billing error promptly. 
 
Sincerely, 
 
 
Signature 
Your name 
 
 
Enclosures:  (List what you are enclosing) 
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Creditor Telephone Script 
(Study Unit 2, Lesson 3) 

 
 

Always use the name of the person with whom you are speaking. 
 

“Hello (use creditors name), this is (your name).  How are you today?” 
 
(Let the creditor know exactly why you are calling.  Be direct and to the point.) 
 
“(Use creditors name), I am experiencing financial difficulties at this time and am behind/going 
to be behind on my payments to you.  My account number is (account number).” 
 
(Be sincere and give the collector a chance to offer suggestions.) 
 
“I’d like to bring my account current.  Can we arrange a payment plan?” 
 
(If necessary, work with a financial counselor to set up a spending plan.  If the creditor/collector 
suggests an amount you cannot afford, state the amount established in your budget.) 
 
Note:   Do not agree to an amount that you cannot afford! 
 
“I am currently working with a financial counselor and have established a payment amount.  I 
have other creditors with whom I need to make similar arrangements.  I can afford to pay (state 
the amount you can really afford, not what they are demanding) for the next (weeks, months).  I 
should be able to resume my regular payments at that time.” 
 
(Begin thinking about the future right now.  As part of your repayment process, negotiate what 
will be reported to credit bureaus.) 
 
“How will this repayment schedule affect my credit report?” 
 
“Once I’ve successfully repaid this debt will any negative information give to the credit bureaus 
be removed from my credit report?” 
 
(Enter what the creditor says in your creditor phone log.  Remember to record the collector’s 
name and the date, time and specifics about the conversation.) 
 
“Thank you (creditor’s name), for working with me.  I understand I will not be able to receive 
any additional credit until my situation changes.  Until then, I will make ($ amount of payment) 
payments beginning (date of first payment).   
 
I will send you a letter within 5 business days confirming our agreement today.  Good bye” 
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Creditor Telephone Script 
(Study Unit 2, Lesson 3) 

 
Creditor Name 
 
 

Creditor Phone Number Account Number 

Creditor Address 
 
 

Creditor Fax Number Type of Account 

Due Date 
 
 

 Regular Payment Amount 
 
$ 

Past Due Amount 
 
$ 

 Reduced Payment Amount 
 
$ 

Record Calls Here: 
 
Date: __________ 
 
Time: __________ 
 
Person to whom spoke: ____________________ 
 
Main Points of Conversation: 
______________________________________________________________________________
 
 
 
Follow Up Date: ____________________ 
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Creditor Confirmation Letter 
(Study Unit 2, Lesson 3) 

 
Date 
 
Your Name 
Your Address 
Your City, State, ZIP 
 
Credit Department  
Attention: (Creditor’s Name) 
Creditor’s Address 
 
RE: Account Number: (Your account number) 
 
Dear Mr./Mrs. (Collector’s Name) 
 
Thank you for speaking with me today about my temporary problem in making my normal 
payments, and for agreeing to the following payment arrangement on my account. 
 
As agreed upon in our conversation, I will make a payment in the amount of: 
 
 $__________ on or before the __________ of each month, until my payments are caught 

up or my account is paid off on __________ (date). 
 
Or you can replace the above text with the following: 
 
As agreed upon in our conversation, I will not make a payment until __________ (date) at which 
time I will make payments in the amount of $__________ on or before the __________ of each 
month, until my payments are caught up or my account is paid off on __________ (date). 
 
Thank you for your help and understanding. 
 
Sincerely, 
 
 
Signature 
Your name 
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Sample Complaint Letter 
(Study Unit 3, Lesson 1) 

 
Your Name 
Your Address 
 
Name of contact person if available 
Title, if available 
Company Name 
Consumer Complaint Division, if you have no contact person 
Street 
City, State, ZIP 
 
Dear (Contact person), 
 
On (date), I (bought, leased, rented, or had repaired) a (name of the product with serial or model 
or service performed) at (location, date and other important details of the transaction). 
 
Unfortunately, your product (or service) has not performed well (or the service was inadequate) 
because (state the problem).  I am disappointed because (explain the problem: for example, the 
product does not work properly, the service was not performed correctly, I was billed the wrong 
amount, something was not disclosed clearly or was misrepresented, etc.). 
 
To resolve the problem, I would appreciate (state the specific action you want – money back, 
charge card credited, repair, exchange, etc.).  Enclosed are copies (do not send originals) of my 
records (include receipts, guarantees, warranties, cancelled checks, contracts, model and serial 
numbers, and any other documents). 
 
I look forward to your reply and a resolution to my problem, and will wait until (a set time limit) 
before seeking help from a consumer protection agency or the Better Business Bureau.  Please 
contact me at the above address or by phone at (home and/or office number with area codes). 
 
Sincerely, 
 
 
Signature 
Your name 
 
 
Enclosures: (List what you are enclosing) 
 



MCI Course 3420 F A-16 Appendix A 

No Solicitation Sample Letter 
(Study Unit 3, Lesson 1) 

 
Date 
 
Your Address 
Your City, State, Zip 
 
Mail Preference Service (or Telephone Preference Service) 
Direct Marketing Association 
P.O. Box 9008 
Farmingdale, NY 11735 
 
To whom it may concern: 
 
I am writing to register with your Mail Preference Service (Telephone Preference Service). 
 
Please inform your members that I do not want my name sold to any company for the purpose of 
placing me on a mailing list (telephone calling list) and sending me advertising mail.  Please 
remove my name permanently. 
 
In addition, I would like my name removed from any and all existing lists. 
 
Sincerely, 
 
 
Signature 
Your name 
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Estimated Travel Costs and Reimbursements 
(Study Unit 4, Lesson 2) 
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Financial Planning for Deployment Checklist 
(Study Unit 4, Lesson 2) 
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MONEY FLOW WORKSHEET 
 

 



MCI Course 3420F R-1 Review Lesson Examination  

PERSONAL FINANCIAL MANAGEMENT 

REVIEW LESSON EXAMINATION 

Review Lesson 

  
Introduction The purpose of the review lesson examination is to prepare you for your final 

examination.  We recommend that you try to complete your review lesson 
examination without referring to the text, but for those items (questions) you 
are unsure of, restudy the text.  When you finish your review lesson and are 
satisfied with your responses, check your responses against the answers 
provided at the end of this review lesson examination. 

 
Directions Select ONE answer that BEST completes the statement or that answers the 

item.  For multiple choice items, circle your response.  For matching items, 
place the letter of your response in the space provided. 

 
Item 1 Look at the selections below before answering the question: 

 
I. Professional education and training 
II. Tax advantage 
III. World travel 
IV. Dislocation allowance 
V. Field and Sea pay 

 
Which of the selections above are forms of military compensation? 
 
a. I, II, and III 
b. I, II, and IV 
c. I, III, and V 
d. I, IV, and V 

Continued on next page 
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Review Lesson, Continued 

  
Directions for 
Items 2 
Through 3 

For items 2 and 3, review and analyze the following LES and then answer the 
questions. 
 

 

Continued on next page 
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Review Lesson, Continued 

 
Item 2 When is Corporal Beltbuckle’s end of active service date? 

 
a. 13 August 2001 
b. 7 October 2003 
c. 21 September 2004 
d. 12 August 2005 

 
Item 3 What is the forecasted amount of pay for 15 October 2003? 

 
a. $1348.00 
b. $1349.00 
c. $1401.00 
d. $1402.00 

 
Item 4 The three basic types of pay are base pay, special/incentive pay, and 

_______________. 
 
a. allowances 
b. bonuses 
c. per diem 
d. retired pay 

 
Item 5 If Corporal Beltbuckle lives in town with his family, which allowance is he 

entitled to? 
 
a. Cost of living allowance 
b. Basic allowance for subsistence 
c. Basic allowance for housing 
d. Family member allowance 

 
Item 6 Which of the following is an example of a discretionary allotment? 

 
a. Per diem 
b. Savings 
c. Taxes 
d. Split pay 

Continued on next page 
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Review Lesson, Continued 

 
Items 7 
Through 9 

Matching:  For items 7 through 9, match the letter of the example in column 2 
that best matches the deduction in column 1.  The answers in column 2 may 
not be used more than once. 

 
Column 1 
 
Deduction 
 
___ 7.  Taxes 
___ 8.  Garnishment 
___ 9.  Other pay withholdings 

Column 2 
 
Example 
 
a. Advance pay 
b. FICA 
c. CFS 
d. TSP 
e. Alimony 

 
Item 10 Corporal Beltbuckle’s pay is sent twice a month via __________ from  

DFAS-KC to the Federal Reserve Bank to the financial institution of his 
choice. 
 
a. electronic funds transfer 
b. hard check mailed 
c. cash through a courier 
d. smart card transfer 

 
Item 11 During tax time, Corporal Beltbuckle neither owed money to the Government 

nor received a check.  Breaking even means that he 
 
a. maintained control over the maximum amount of his pay. 
b. mismanaged his withholdings and should increase his exemptions. 
c. mismanaged his withholdings and should decrease his exemptions. 
d. maintained minimal control of his pay. 

 
Item 12 Common pay problems in the Operating Forces include changes in dependent 

status, unexpected repays, Government credit cards, and ________________. 
 
a. over extended credit 
b. too many allotments 
c. bankruptcy 
d. saving excessive amounts 

Continued on next page 
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Review Lesson, Continued 

 
Item 13 Corporal Beltbuckle and his wife have just had a child.  What can they do to 

ensure there are no pay problems? 
 
a. Notify personnel in the change of family status. 
b. Use the Government credit card to purchase essentials. 
c. Start an allotment in the baby’s name. 
d. Take an extra job in order to bring in more money. 

 
Item 14 What is the amount of coverage provided by SGLI? 

 
a. $150,000 
b. $200,000 
c. $250,000 
d. Determined by servicemembers  

 
Item 15 Which of the following is an additional benefit given to military 

servicemembers? 
 
a. Liberty 
b. Thrift Savings Program 
c. Leave 
d. Government credit card access 

 
Item 16 Which of the following is considered grounds for a divorce? 

 
a. Unauthorized absence 
b. Desertion 
c. Filing bankruptcy 
d. Deployment 

 
Item 17 What is the Marine Corps’ minimum level of support required for one 

dependent? 
 
a. 1/4 of gross military pay 
b. 1/3 of gross military pay 
c. The greater of $350 or half of BAH/OHA 
d. The greater of $500 or half of BAH/OHA 

Continued on next page 
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Review Lesson, Continued 

 
Item 18 Situation:  Corporal Beltbuckle is divorcing his wife.  She has children from 

another marriage and is seeking child support for those children.  Will 
Corporal Beltbuckle have to pay child support? 
 
a. Yes, they are legally considered his children due to his marriage to their 

mother. 
b. Yes, since he provided support for them during the marriage. 
c. No, the mother will have to obtain employment in order to support them. 
d. No, her children are considered stepchildren during the divorce.   

 
Item 19 Security, attorney’s fee, repossession, and ______________ are all examples 

of contract clauses. 
 
a. acceleration 
b. bankruptcy 
c. missed payment 
d. default 

 
Item 20 A military clause in a rental agreement allows a servicemember to 

__________________________ a lease upon receipt of PCS orders, moving 
into government quarters, or upon discharge. 
 
a. modify 
b. shorten 
c. cancel 
d. receive money back from  

 
Item 21 The three types of warranties are  

 
a. implied, expressed, and no-cost. 
b. implied, expressed, and service contracts. 
c. warranty of merchantability, warranty of fitness, and partial warranty. 
d. full, limited, and as-is. 

Continued on next page 
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Review Lesson, Continued 

 
Item 22 Which of the following is a protection offered by the Servicemembers’ Civil 

Relief Act of 2003? 
 
a. Reduction of student loan interest rates 
b. Exemption from paying local real estate taxes in all states including state 

of legal residence 
c. Exemption from paying personal property taxes in any state except the 

state of legal residence 
d. Rescind a rental contract entered into after entry in to active service 

 
Items 23 
Through 25 

Matching:  For items 23 through 25, match the letter of the explanation in 
column 2 that best matches the credit and collection law in column 1.  The 
answers in column 2 may not be used more than once. 

 
Column 1 
 
Credit and Collection Law 
 
___ 23.  Fair Credit Billing Act 
___ 24.  Electronic Funds Transfer 

Act 
___ 25.  Fair Credit Reporting Act 

Column 2 
 
Explanation 
 
a. Provides for credit to be granted to 

all consumers in a fair and 
equitable manner 

b. Ensures the consumer credit 
reporting agencies furnish correct 
and complete information 

c. Includes cardholder’s liability for 
unauthorized transfers 

d. Helps consumers resolve disputes 
with creditors over billing errors 

e. Eliminates abusive collection 
practices 

 
Item 26 Which of the following is a positive part of declaring bankruptcy? 

 
a. Stops wage garnishment, debt collection harassment and other creditor 

actions 
b. Eliminates certain rights of ‘secured’ creditors 
c. Returns your credit score back to normal 
d. Allows you to discharge certain types of debt such as child support, 

alimony, student loans, criminal fines, and taxes 

Continued on next page 
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Review Lesson, Continued 

 
Item 27 Situation:  Corporal Beltbuckle finds himself severely over-extended on his 

credit, and files for bankruptcy.  Who will his bankruptcy not protect? 
 
a. Secured creditors rights to still receive money 
b. Cosigners on any of his debts 
c. Spouses credit report and score 
d. Any creditors who grant him credit after the filing 

 
Item 28 What type of identity theft has occurred when a thief acquires and uses your 

SSN and, or other identifying information to open new accounts in your 
name? 
 
a. Account takeover 
b. Account fraud 
c. Application takeover 
d. Application fraud 

 
Item 29 In addition to other theft protection tactics, how often should you check your 

credit report for accounts that you did not open? 
 
a. Semi-annually 
b. Annually 
c. Bi-annually 
d. Every 3 years 

Continued on next page 
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Review Lesson, Continued 

 
Item 30 Look at the selections below before answering the question: 

 
I. Unit Commander 
II. Creditors 
III. Police Department 
IV. Retail store 
V. Credit bureaus 

 
To whom should you report that you are possibly a victim of identity theft? 
 
a. I, II, and III 
b. I, III, and IV 
c. II, III, and IV 
d. II, III, and V 

 
Item 31 Situation:  Corporal Beltbuckle wishes to open an account in a financial 

institution with the highest interest rates for savings accounts and the lowest 
interest rates for loans.  What type of institution is he looking for? 
 
a. Savings and Loan 
b. Bank 
c. Credit Union 
d. Mutual Savings Bank 

 
Item 32 Which of the following factors should you look for when choosing a financial 

institution? 
 
a. Smart card availability 
b. Federal guarantee 
c. Electronic services 
d. Coin-star machines 

Continued on next page 
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Review Lesson, Continued 

 
Item 33 Situation:  Corporal Beltbuckle is looking to open a new checking account 

where his wife will have access as well.  What type of checking account does 
he need to open? 
 
a. Co-signer 
b. Dual 
c. Joint 
d. Multiple access 

 
Items 34 
Through 36 

Matching:  For items 34 through 36, match the letter of the description in 
column 2 that best matches the checking account factor in column 1.  The 
answers in column 2 may not be used more than once. 

 
Column 1 
 
Checking Account Factors 
 
___ 34.  Truncating 
___ 35.  Overdraft protection 
___ 36.  Services 

Column 2 
 
Description 
 
a. Allows you to receive your canceled 

checks with your statement 
b. Protects against insufficient funds 
c. Provides account with backing by the 

Federal Government 
d. Includes CDs, money orders, and wire 

transfers 
e. Includes research assistance, stop 

payments, and return check charges 

Continued on next page 
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Review Lesson, Continued 

 
Directions for 
Items 37 
Through 39 

Use the check shown below to answer items 37 through 39. 
 

 
Item 37 Which of the following information will be written in block A? 

 
a. Check amount written out 
b. Your signature 
c. Company or person being paid 
d. Any notes necessary 

 
Item 38 Which of the following information will be written in block B? 

 
a. Check amount written out 
b. Your signature 
c. Company or person being paid 
d. Any notes necessary 

 
Item 39 What type of information is contained in block C? 

 
a. Micro encoded bank routing number 
b. Micro encoded bank branch number 
c. Micro encoded account number 
d. Micro encoded federal account number 

Continued on next page 
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Review Lesson, Continued 

 
Item 40 What type of discharge can you receive for bouncing checks? 

 
a. Honorable 
b. Other-than-honorable 
c. Bad conduct 
d. Semi-honorable 

 
Item 41 Situation:  Corporal Beltbuckle is in the process of changing duty stations.  At 

what point should he switch to a new financial institution? 
 
a. Prior to the move he should find a new bank in the area 
b. During the middle of the move he should set up a new account via the 

Internet 
c. After the first DDS payment hits the new account 
d. Should not switch at all 

 
Item 42 Situation:  Corporal Beltbuckle is having a dispute with his financial 

institution regarding some transactions.  He is following the institutions 
“chain of command” but feels he needs additional help.  To whom can he turn 
for advice or assistance? 
 
a. Command financial specialist 
b. Unit commander 
c. Base deputy commander 
d. Armed Forces Banking Advisory Board 

 
Item 43 Which of the following are ways in which a financial plan will help you? 

 
a. Increase your income potential. 
b. Reduce your debt by 10 percent. 
c. Receive increased credit opportunities. 
d. Live within your income. 

Continued on next page 
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Review Lesson, Continued 

 
Items 44 
Through 46 

Matching:  For items 44 through 46, match the letter of the description in 
column 2 that best matches the critical area in column 1.  The answers in 
column 2 may not be used more than once. 

 
Column 1 
 
Critical Area 
 
___ 44.  Indebtedness 
___ 45.  Income 
___ 46.  Savings 
 

Column 2 
 
Description 
 
a. Pay yourself first, not last 
b. Day-to-day expenses needed to 

maintain standard of living 
c. Money received for service 
d. Credit used to purchase items 

 
Item 47 Use the LES on page 2 of the Review Lesson Examination to answer the 

following question. 
 
Situation:  Assuming that Corporal Beltbuckle is married, but has no other 
jobs or any other additional income, what is his total net income? 
 
a. $2629.39 
b. $2729.39 
c. $2728.85 
d. $2828.35 

 
Item 48 Situation:  Corporal Beltbuckle has determined his total net income to be 

approximately $3,000 a month.  He calculates his monthly debt payments to 
be $600 a month, and pays $1,500 a month in rent.  What is his debt-to-
income ratio? 
 
a. 20 percent 
b. 40 percent 
c. 50 percent 
d. 70 percent 

Continued on next page 
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Review Lesson, Continued 

 
Item 49 What are the three ways to increase positive cash flow in your spending plan? 

 
a. Decrease income, decrease living expenses, and decrease indebtedness. 
b. Decrease income, decrease living expenses, and increase indebtedness. 
c. Increase income, increase living expenses, and increase indebtedness. 
d. Increase income, decrease living expenses, and decrease indebtedness. 

 
Item 50 Situation:  Corporal Beltbuckle wants to be able to retire comfortably when 

he reaches retirement age, and have enough put away to do what he wants, 
when ever he wants.  What kind of written goal should he have to be able to 
achieve his desired end? 
 
a. On order, I will retire with sufficient funds in order to enjoy my twilight 

years with my family in a place of my choosing. 
b. I would like to have enough money saved by age 65 in order to retire to 

Norfolk, Virginia. 
c. I will have $750,000 in a diverse investment portfolio by age 70 and must 

invest $150 a month to obtain my goal. 
d. I need to invest $300 a month for the next 40 years. 

 
Item 51 Putting unexpected sums of money in a savings account, scrimping for a 

month, cutting back on utilities, and giving up multiple trips to fast food 
restaurants are  
 
a. ways to increase your cash flow. 
b. money saving strategies. 
c. strategies to reduce your living expenses. 
d. tips to increase your net worth. 

 
Item 52 The two appropriate uses of credit fall into two categories: 

 
a. consumer loans and mortgages. 
b. convenience and tax-shelter. 
c. installment and open-ended. 
d. purchasing assets and convenience. 

Continued on next page 
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Review Lesson, Continued 

 
Item 53 Which of the following is an inappropriate use of credit? 

 
a. Short selling a stock investment 
b. Buying weekly groceries 
c. Taking out a student loan 
d. Buying a car 

 
Item 54 Look at the selections below before answering the question: 

 
I. Character 
II. Comparision 
III. Candor 
IV. Capital 
V. Condition 

 
Which of the above are factors that lenders will evaluate prior to giving you 
credit? 
 
a. I, II, and III 
b. I, II, and IV 
c. I, III, and V 
d. I, IV, and V 

 
Item 55 Situation:  Corporal Beltbuckle is considering taking out a loan for a new car.  

Which of the following will directly affect the cost of his loan. 
 
a. Purchase price of car 
b. Amount of insurance on the car 
c. Number of previous tickets and accident 
d. Available amount of credit  

Continued on next page 
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Review Lesson, Continued 

 
Item 56 Situation:  Corporal Beltbuckle had determined his debt-to-income ratio to be 

16 percent.  He is still looking at buying that new car, which means he will 
have to get another loan.  Given this ratio, how does his credit use look? 
 
a. Some credit may be used with caution 
b. Credit is fully extended 
c. Credit is over extended 
d. Credit is seriously over extended and he should seek help 

 
Item 57 Which of the following are appropriate questions to ask when comparing new 

credit cards? 
 
a. “How much are the cancellation fees, if any?” 
b. “How long can I float a payment? 
c. “If I miss a payment how much does the interest go up?” 
d. “How often can I waive different fees?” 

 
Items 58 
Through 60 

Matching:  For items 58 through 60, match the letter of the description in 
column 2 that best matches the credit card fee in column 1.  The answers in 
column 2 may not be used more than once. 

 
Column 1 
 
Credit Card Fee 
 
___ 58.  Annual Fee 
___ 59.  Balance Transfer Fee 
___ 60.  Late Fee 
 

Column 2 
 
Description 
 
a. For any cash advances 
b. For payments after the due date 
c. For when purchases over credit 

available 
d. Normally replaced with a minimum 

finance fee 
e. For bringing money from one card to 

another 

Continued on next page 
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Review Lesson, Continued 

 
Item 61 The credit reporting industry is dominated by the “big three”: 

 
a. Equifax, Experian, and TransUnion. 
b. Equifax, CheckRite, and Transcon. 
c. Experian, Acquitan, and TRW. 
d. TransUnion, EquiCredit, Vericheck. 

 
Item 62 Situation:  Corporal Beltbuckle has just pulled his credit report to ensure it 

has correct information listed on it.  What type of information is he checking 
for? 
 
a. Savings/checking account information 
b. Tax refund/payments made 
c. Employment information 
d. Tax exemptions claimed 

 
Items 63 
Through 65 

Matching: For items 63 through 65, match the letter of the description in 
column 2 that best matches the law in column 1.  The answers in column 2 
may not be used more than once. 

 
Column 1 
 
Law 
 
___ 63.  Fair Credit Reporting Act 
___ 64.  Fair Debt Collection 

Practices Act 
___ 65.  Fair Credit Billing Act 

Column 2 
 
Description 
 
a. Ensures credit card solicitation 

must inform you of their total cost 
b. Determines the means by which 

you can be contacted 
c. Requires lenders to give you a 

written disclosure on the cost of 
credit and terms of repayment 
prior to the transaction 

d. Allows you to dispute charges 
e. Provides for your right to know 

what is on your credit report 

Continued on next page 
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Review Lesson, Continued 

 
Item 66 Which of the following is a warning sign of having too much debt? 

 
a. More than five credit cards 
b. Paying only the minimum monthly payment 
c. Using credit to pay other credit cards 
d. Using tax refunds to pay off credit cards 

 
Item 67 Which of the following is a critical sign of using too much credit? 

 
a. More than five credit cards 
b. Paying only the minimum monthly payment 
c. Using credit to pay other credit cards 
d. Using tax refunds to pay off credit cards 

 
Item 68 Look at the following selections before answering the question below: 

 
I. Change your behavior. 
II. Contact the creditor(s). 
III. File for bankruptcy. 
IV. Stay in contact with creditor(s). 
V. Approach creditor(s) with a plan. 

 
Which of the following is the best sequence to follow when falling behind in 
your payments? 
 
a. I, II, IV, and III 
b. I, II, V, and III 
c. II, V, IV, and I 
d. II, IV, V, and I 

 
Item 69 Which of the following can a debt collector not do in pursuing the collection 

of a debt? 
 
a. Misrepresent the legal status of a debt. 
b. Call you at your place of work during work hours. 
c. Inform the command of your debt. 
d. Send collection notices to you via the mail. 
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Review Lesson, Continued 

 
Item 70 Situation:  Corporal Beltbuckle and his wife are setting up a power payment 

plan in order to quickly reduce their outstanding debt.  After adjusting their 
spending plan to achieve a positive cash flow and paying off the bill with the 
highest APR, what should they do with the money that they used to send to 
that bill? 
 
a. Put it into a savings account. 
b. Readjust the spending plan.  
c. Put towards bill with the highest balance. 
d. Put towards bill with highest APR. 

 
Item 71 A need is something thought to be a __________; a want is a(n)__________. 

 
a. desire; necessity 
b. necessity; desire 
c. pleasure; not 
d. desire; aversion 

 
Item 72 Which of the following types of advertising messages attempts to create the 

myth of owning the latest “in” thing or service? 
 
a. Emotional 
b. Personalized 
c. Fear 
d. Buzzwords 
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Review Lesson, Continued 

 
Items 73 
Through 77 

Matching:  For items 73 through 77, match the letter of the example in 
column 2 that best matches the type in column 1.  The answers in column 2 
may be used more than once. 

 
Column 1 
 
Examples 
 
___ 73.  Different clubs where they 

appear to have low-cost 
equipment or processing or a 
catalog with brand name 
products 

___ 74.  Door-to-door sales where the 
salesman takes hours to finish 
the presentation 

___ 75.  Pyramid scheme where the 
person at the bottom buys 
their way into the program, 
which promises to make them 
a lot of money 

___ 76.  Advertiser has a secret that 
will make you rich very 
quickly 

___ 77.  Switching your long-distance 
company without your 
permission or adding charges 
for services that you did not 
agree to 

Column 2 
 
Type 
 
a. Misrepresentation 
b. Scam 
c. Fraud 
d. Swindle 

 
Item 78 Consumer defensive tactics include which of the following? 

 
a. Knowing when to purchase an item 
b. Knowing why you purchase an item 
c. Knowing where to purchase an item 
d. Knowing how to purchase an item 
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Review Lesson, Continued 

 
Item 79 Which of the following is an additional consumer advocate resource to use if 

you are attempting to resolve a consumer complaint? 
 
a. State Office of Consumer Affairs 
b. Armed Forces Business Control Board 
c. Federal Office of Consumer Affairs 
d. Federal Trade Commission 

 
Item 80 When canceling a contract in writing, you should send the letter 

__________________ with return receipt requested. 
 
a. first class 
b. certified mail 
c. overnight 
d. UPS or FEDEX 

 
Item 81 To which of the following items does a lemon law apply? 

 
a. Any purchase 
b. Food and groceries 
c. New car 
d. Used car 

 
Item 82 Situation:  Corporal Beltbuckle is in the market to buy a car.  He has not yet 

determined if he can buy a new or used car.  Which of the following is a key 
amount he needs to know to determine what he can reasonably pay for this 
purchase? 
 
a. What type of car he wants 
b. How much to put down 
c. Car incidentals—gas, insurance, etc. 
d. Car sticker price 
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Review Lesson, Continued 

 
Item 83 Which of the following is a new car pro? 

 
a. Fewer mechanical problems 
b. Increases drivers image 
c. Typically has better safety, performance and fuel economy 
d. Depreciation is typically lower 

 
Item 84 Which of the following is a used car pro? 

 
a. Fewer mechanical problems 
b. Increases drivers image 
c. Typically has better safety, performance and fuel economy 
d. Depreciation is typically lower 

 
Item 85 Look at the following selections before answering the question below: 

 
I. Car availability 
II. References 
III. Mechanics 
IV. Financing options 
V. Complaints 

 
Which of the selections above are guidelines to use when choosing a 
dealership? 
 
a. I, II, and V 
b. II, III, and V 
c. III and IV 
d. IV and V 

 
Item 86 Which of the following is a car-pricing resource? 

 
a. Kennedy Brownbook 
b. Banks and credit unions 
c. Car dealership 
d. NADA 
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Review Lesson, Continued 

 
Item 87 Leasing considerations include number of annual miles allowed, excessive 

“wear and tear”, and  
 
a. residual value. 
b. relocation rules. 
c. “cap cost.” 
d. down payment. 

 
Items 88 
Through 91 

Matching:  For items 88 through 91, match the letter of the description in 
column 2 that best matches the skill in column 1.  The answers in column 2 
may not be used more than once.  

 
Column 1 
 
Skill 
 
___ 88.  “Like the car” 
___ 89.  Extended warranty 
___ 90.  Options 
___ 91.  Information 

Column 2 
 
Description 
 
a. More profit for dealer than value to the 

purchaser 
b. Determines what you might pay for a 

car 
c. Establishes an emotional connection 

with you and the car 
d. Often unnecessary or cheaper if done 

elsewhere 
e. Potentially costs more for the vehicle if 

determined ahead of time 

 
Item 92 Which sales tactic has occurred when a car dealership insists you drive their 

car home overnight and leave your trade in at the dealership? 
 
a. Padding 
b. Put-to-ride 
c. “Your car” 
d. Sleep over 
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Review Lesson, Continued 

 
Item 93 Places to finance your vehicle include credit unions, banks, auto dealerships, 

and ________________________. 
 
a. payday loan companies 
b. through direct deposit 
c. a DMV corporation 
d. the Internet 

 
Item 94 A contract part that insures you for the difference between what you owe on 

your car and what your insurance company says it is worth is called 
___________________ insurance. 
 
a. car  
b. credit protection 
c. gap 
d. physical damage 

 
Item 95 Negative equity occurs in the first few years of paying for a new car because 

so much ___________________ occurs in the early period of ownership. 
 
a. appreciation 
b. depreciation 
c. trading 
d. paying down  

 
Item 96 A ______________ law enables consumers to get either a new vehicle or 

their money back when a new vehicle they just purchased cannot be repaired 
to conform to the standards of the warranty. 
 
a. lemon 
b. watermelon 
c. bad apple 
d. cherry 
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Review Lesson, Continued 

 
Item 97 Look at the following selections before answering the question below: 

 
I. Professional Association 
II. Company regional representative 
III. Dealer 
IV. Office of Consumer Affairs 

 
Put the above selections in the proper order of dealing with a problem at a car 
dealership. 
 
a. IV, III, II, and I 
b. III, II, I, and IV 
c. II, III, I, and IV 
d. I, IV, II, and III 

 
Item 98 What type of insurance policy is needed to cover specific perils such as 

earthquakes or flooding? 
 
a. Homeowners policy 
b. Rider policy 
c. Additional coverage policy 
d. Separate policy 

 
Item 99 The basic areas of auto insurance include liability, uninsured/underinsured 

motorist coverage, medical payments, and ________________________. 
 
a. gap coverage 
b. supplemental payments 
c. physical damage 
d. disability  

 
Item 100 Which of the following is a way to save money on auto insurance? 

 
a. Increase medical payment coverage. 
b. Develop overlapping policies. 
c. Increase deductible of vehicle. 
d. Drop all coverage while on deployment. 
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Review Lesson, Continued 

 
Item 101 The three types of health insurance are: 

 
a. SGLI, FSGLI, and VGLI. 
b. CHAMPUS/TRICARE, Dental, and CHAMPUS/TRICARE-Retirement. 
c. SGLI, CHAMPUS/TRICARE, and DEERS. 
d. CHAMPUS/TRICARE, TRICARE supplemental, long-term care. 

 
Item 102 Situation:  Corporal Beltbuckle is married, but does not currently have any 

children.  His wife is currently employed.  Why would he need life insurance? 
 
a. None needed since there is no real financial consequence to his wife. 
b. To pay off shared debts and any other final medical and funeral costs. 
c. Spouse will need to offset the loss of Corporal Beltbuckle’s income due to 

higher standard of living. 
d. Spouse is financially dependent on Corporal Beltbuckle and will need 

income during the period of adjustment. 

 
Item 103 Which of the following factors affects life insurance costs? 

 
a. Gender 
b. Driving record 
c. Credit score 
d. Wealth 

 
Item 104 Which of the following is an advantage of having term life insurance? 

 
a. More expensive than cash value insurance 
b. Less expensive than cash value insurance 
c. A loan can be made against the value 
d. Premiums remain level 

 
Item 105 Which of the following is a disadvantage of having cash value insurance? 

 
a. More expensive than term insurance 
b. Policy lasts a definite period 
c. A loan can be made against the value 
d. Premiums remain level 
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Review Lesson, Continued 

 
Item 106 Which comparison life insurance feature is the amount of coverage that you 

need? 
 
a. Policy amount 
b. Cash value 
c. Face amount 
d. Policy value 

 
Item 107 Situation:  Corporal Beltbuckle currently has SGLI coverage, but is talked 

into investing in a cash value life insurance policy by an insurance agent to 
use as a savings vehicle for later years.  Which common life insurance buying 
mistake has he made? 
 
a. Not understanding the true purpose of insurance 
b. Putting too much trust in an agent 
c. Not understanding what you are buying 
d. Using life insurance as a savings vehicle 

 
Item 108 As you go through life and your assets increase, what type of insurance 

policies should you have? 
 
a. Umbrella, homeowners/renters, auto, and life 
b. Life, disability, health/dental, and homeowners/renters 
c. Umbrella, disability, auto, and life 
d. Disability, auto, health/dental, and life  
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Review Lesson, Continued 

 
Item 109 Look at the following selections before answering the question below: 

 
I. Increase spending power. 
II. Purchase wanted/needed items. 
III. Eliminate stress. 
IV. Prepare for the future. 
V. Pay bills from overseas. 

 
Which of the following selections above are reasons to have a financial plan 
in place for deployment? 
 
a. I, II, and III 
b. I, III, and IV 
c. II, III, and IV 
d. III, IV, and V 

 
Item 110 Situation:  Corporal Beltbuckle is preparing for a 6-month deployment.  He is 

married with one small child, and his wife will be taking care of all the 
expenses and bank accounts while he is gone.  Which of the following legal 
documents will aid her while he is gone? 
 
a. Will 
b. Trust 
c. Power of attorney 
d. NMCRS pre-authorization form 

 
Item 111 Realistic expenses that you should plan for on deployment include 

________________, while at the same time you should also plan for 
infrequent expenses such as _____________________. 
 
a. car maintenance; souvenirs 
b. meals off ship; home maintenance 
c. phone calls; recreation 
d. tax payments; port visits 
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Review Lesson, Continued 

 
Item 112 Banking options for deployed Marines include 

 
a. direct deposit, split pay, and “F” allotments. 
b. joint checking accounts, split pay, and direct deposit. 
c. money orders, splitting check pads, and “D” allotments. 
d. separate checking accounts, split pay, and “D” allotment. 

 
Item 113 Which of the following is a bill paying technique for Marines that are 

deployed? 
 
a. Send cash 
b. Bill paying service 
c. Web pay 
d. Priority mail service 

 
Item 114 To minimize the possibility of credit card fraud while on deployment, you 

should  
 
a. hold on to all receipts. 
b. examine exchange rates. 
c. tell the credit card company of the deployment. 
d. avoid using your credit card. 

 
Item 115 Situation:  Corporal Beltbuckle is currently living in an apartment.  His unit is 

slated to go on deployment, but he has just re-signed his lease for another 6 
months.  Will he be able to get out of his lease while deployed? 
 
a. Yes, because he will be deployed overseas. 
b. Yes, under the Servicemembers Civil Relief Act. 
c. No, because he is neither discharged or is executing PCS orders. 
d. No, he must deploy for over a year. 
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Review Lesson, Continued 

 
Item 116 If you are a homeowner, what type of issues will you have to deal with when 

deploying? 
 
a. Leases, paying mortgage, and insurance 
b. Maintenance, payments, and renting 
c. Insurance, maintenance, and payments 
d. Renting, insurance, and maintenance 

 
Item 117 Which of the following is a vehicle issue for which you will need to decide 

and plan on? 
 
a. Insurance 
b. Maintenance 
c. Payments 
d. Safety 

 
Item 118 If you are in a combat zone, how many days is your tax preparation deadline 

extended? 
 
a. 30 
b. 90 
c. 180 
d. 365 
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Review Lesson, Continued 

 
Item 119 Look at the following selections before answering the question below: 

 
I. Avoid EZ Credit. 
II. Order a credit report. 
III. Establish an emergency fund. 
IV. Make sure family is enrolled in DEERS. 
V. Enroll in TSP. 

 
Which of the following are unexpected occurrences that you can plan for in 
advance of a deployment.  
 
a. I, II, and III 
b. I, III, and IV 
c. II, III, and IV 
d. II, IV, and V 

 
Item 120 Situation:  Corporal Beltbuckle is preparing to PCS to a new duty station with 

his wife and children.  What area of interest should Corporal Beltbuckle look 
into prior to moving? 
 
a. Financial obligations that will be incurred at the new duty station 
b. Car maintenance necessary in preparation of the move 
c. Potential conflicts with the children’s school 
d. Ability to sell their current home and buy another 

 
Item 121 Which of the following is an entitlement that is available during a PCS move? 

 
a. COLA  
b. DEERS 
c. Back pay 
d. Per diem  

 
Item 122 Which of the following are the components of overseas housing allowance? 

 
a. Rent, security, and miscellaneous 
b. Rent, utility/maintenance, and MIHA 
c. Security, MIHA, and COLA 
d. TLA, COLA, and MIHA 
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Review Lesson, Continued 

 
Item 123 Situation:  Corporal Beltbuckle is putting together a list of potential expenses 

he may encounter prior to moving.  Which of the following should be on his 
list? 
 
a. Car preparation, security deposit, and new car registration. 
b. Credit report, new clothes, and any taxes. 
c. House hunting expenses, storage costs, and miscellaneous expenses. 
d. Insurance, vehicle transportation, and pet kennel expenses. 

 
Item 124 Which of the following are during move expenses? 

 
a. Toll charges and souvenirs 
b. Room costs and mileage 
c. Per diem and fuel 
d. Maintenance and kennel expenses 

 
Item 125 Situation:  While Corporal Beltbuckle is putting together his PCS spending 

plan, he is trying to determine what kind of expenses he may encounter after 
he arrives at his new duty station.  Which of the following expenses may he 
encounter? 
 
a. Possible increased insurance costs 
b. Higher rental deposit or cost of living 
c. Vehicle storage costs 
d. House hunting expenses 
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Review Lesson, Continued 

 
Item 126 Situation:  Corporal Beltbuckle’s route of travel to his new duty station will 

be approximately 400 miles, including a toll road that should cost $12.00.  
The trip will take him 2 days, and his wife will be accompanying him.  Using 
the worksheet below, what is his estimated trip costs? 
 
a. $180 
b. $280 
c. $360 
d. $460 
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Review Lesson, Continued 

 
Item 127 Which of the following is a reason to rent housing? 

 
a. Area unfamiliarity 
b. Tax deduction  
c. Soft housing market 
d. High housing costs 

 
Item 128 Which of the following is a reason to purchase housing? 

 
a. Tax liability 
b. Frequent mover 
c. High market appreciation 
d. Potential separation from military 

 
Item 129 Which of the following must you decide prior to contacting a real estate 

agent? 
 
a. Down payment needed 
b. Right type of neighborhood 
c. What type of loan to use 
d. Amount of insurance needed 

 
Item 130 Situation:  Corporal Beltbuckle is trying to determine what the minimum 

down payment requirement is for a home valued at $150,000.  He intends to 
get a VA loan.  What will his minimum down payment be? 
 
a. $30,000 
b. $15,000 
c. $7,500 
d. Zero 
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Review Lesson, Continued 

 
Item 131 Look at the following selections before answering the question below: 

 
I. School districts 
II. Housing values 
III. Crime 
IV. Pool or sauna 
V. Location 

 
Which of the following selections above should you look for in a 
neighborhood? 
 
a. I, II, and III 
b. I, III, and V 
c. II, III, and V 
d. II, IV, and V 

 
Item 132 How can a real estate agent assist you when you are buying a house? 

 
a. Identify available homes.  
b. Determine your needs. 
c. Fill out loan paperwork. 
d. Conduct a home inspection. 
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Items 133 
Through 135 

Matching:  For items 133 through 135, match the letter of the description in 
column 2 that best matches the real estate professional in column 1.  The 
answers in column 2 may not be used more than once. 

 
Column 1 
 
Real Estate Professional 
 
___ 133.  Principal broker 
___ 134.  Buyer’s agent 
___ 135.  Listing agent 

Column 2 
 
Description 
 
a. Lists home with MLS 
b. May work independently or hire other 

agents 
c. Determines down payment and loan 

terms 
d. Conducts home inspection for buyer 

prior to sale 
e. Finds the house, terms, and conditions 

most favorable to the buyer 

 
Item 136 The three sources of home buying are:  multiple listing service, for sale by 

owner, and __________________. 
 
a. buyer assumption 
b. habitat for humanity 
c. foreclosure 
d. condemnation 

 
Item 137 Situation:  Corporal Beltbuckle has just made an offer on a home.  The seller 

at this point can either accept, reject, or ______________________. 
 
a. take it off the market 
b. ask the bank for help 
c. establish a minimum price 
d. make a counteroffer 
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Items 138 
Through 140 

Matching:  For items 138 through 140, match the letter of the description in 
column 2 that best matches the lender comparison issue in column 1.  The 
answers in column 2 may not be used more than once. 

 
Column 1 
 
Lender Comparison Issue 

Column 2 
 
Description 
 

___ 138.  Rate protection option 
___ 139.  Lock-in 
___ 140.  Discount points 

a. Generally 1 percent of the loan 
amount paid by the buyer and covers 
lender expenses 

b. Freezes the current interest rate and 
points 

c. For a fee can lower your interest if 
rates fall during the processing period 

d. Generally 1 percent of the loan 
amount 

e. Researches the title against any lien 
holders 

 
Items 141 
Through 143 

Matching:  For items 141 through 143, match the letter of the description in 
column 2 that best matches the loan in column 1.  The answers in column 2 
may not be used more than once. 

 
Column 1 
 
Loan 
 
___ 141.  VA loan 
___ 142.  Fixed-rate loan 
___ 143.  Adjustable-rate loan 

Column 2 
 
Description 
 
a. Interest is paid during the term of the 

loan, but does not fully pay off the 
mortgage 

b. Benefits include zero down payment 
and lower interest rates 

c. Interest rate varies according to the 
financial index it is tied to 

d. Designed for first-time buyers or low 
income buyers and only requires a 
down payment of 3 to 4 percent 

e. Most popular loan offering stable, 
consistent payments throughout the life 
of the loan 
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Item 144 During which stage of the mortgage application process will the lender 

determine which loan option is best for you and the maximum amount you 
can borrow? 
 
a. Pre-qualification 
b. Qualification 
c. Formal application 
d. Processing 

 
Items 145 
Through 148 

Matching:  For items 145 through 148, match the letter of the description in 
column 2 that best matches the closing cost in column 1.  The answers in 
column 2 may not be used more than once. 

 
Column 1 
 
Closing Cost 
 
___ 145.  Survey 
___ 146.  Escrow company 
___ 147.  Appraisal 
___ 148.  Title search 

Column 2 
 
Description 
 
a. Estimates current value of a home 
b. Records your deed and your 

mortgage with city/county 
c. Researches the records and 

insures the title is clear of any 
liens 

d. Offers protection from a 
breakdown of household systems 

e. Measures the property to 
determine area and boundaries 

f. Acts as a third party and handles 
paperwork 

 
Item 149 Which of the following pre-paid costs does a homeowner pay to protect the 

lender from a potential default on a conventional loan? 
 
a. Private mortgage insurance 
b. Homeowners insurance 
c. Gap insurance 
d. Mortgage insurance 
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Item 150 Besides applying for a shorter loan term, what is the other way to reduce the 

payback time on a mortgage? 
 
a. Refinance every 3 to 4 years. 
b. Change lenders. 
c. Get a second mortgage. 
d. Prepay the principal. 

 
Item 151 At a minimum, you want to insure that your homeowners insurance covers 

which events? 
 
a. The house, personal liability, mortgage gap, and any deductibles 
b. The house, other structures on the property, any living costs, and personal 

property 
c. Any homeowner’s cars, homeowner’s medical payments, and mortgage 

gap 
d. Replacement costs, deductibles, medical payments, and any plant damage 

 
Item 152 Situation:  Corporal Beltbuckle and his wife now own a home.  At tax time, 

he realizes he can deduct some costs from his taxes, but is unsure of what 
exactly.  Which of the following items can he deduct? 
 
a. Any capital gains 
b. Mortgage interest 
c. Homeowner insurance payments 
d. Half of his closing costs 

 
Item 153 Situation:  Corporal Beltbuckle is currently looking for a home with his wife.  

While looking at different neighborhoods on their own, they notice a “for sale 
by owner” sign.  They looked at the home and fell in love with it, but knew 
they should look at others, which they did.  After further looking, they 
decided to purchase the one being sold by the owner. What type of financial 
mistake did they make? 
 
a. Buying a home before they were ready 
b. Being indecisive 
c. Not seeking professional help 
d. Falling in love with a home 

Continued on next page 



MCI Course 3420F R-40 Review Lesson Examination  

Review Lesson, Continued 

 
Item 154 Which of the following is an example of an emotional mistake commonly 

made by homeowners. 
 
a. Missing the fact that you used to be able to write one check when you 

rented 
b. Switching between real estate agents if you do not like your current one 
c. Blowing your budget on new home furnishings and improvements 
d. Buying a home before you are really ready 

 
Items 155 
Through 159 

Matching:  For items 155 through 159, match the letter of the component in 
column 2 that best matches the pyramid tier in column 1.  The answers in 
column 2 may be used more than once. 

 
Column 1 
 
Component 
 
___ 155.  Controlled spending 
___ 156.  Real estate 
___ 157.  Goal getter 
___ 158.  Mutual funds 
___ 159.  Adequate income 

Column 2 
 
Pyramid Tier 
 
a. Investment events 
b. Management level 
c. Planning level 
d. Savings level 

 
Item 160 What percentage of your income should be put towards savings each month? 

 
a. 70 percent 
b. 20 percent 
c. 10 percent 
d. 5 percent 

 
Item 161 Which of the following is a difference between saving and investing? 

 
a. Taxes 
b. Rate of return 
c. Liquidity 
d. Growth 
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Item 162 Which of the following is a type of risk? 

 
a. Liquidity 
b. Inflation 
c. Yield 
d. Taxation 

 
Item 163 Situation:  Corporal Beltbuckle has saved some money to put into a 

emergency fund.  What type of savings vehicle should he put the money into? 
 
a. Mutual fund 
b. Real estate 
c. Savings bond 
d. Checking account 

 
Item 164 Which savings vehicle evaluation factor determines how much money that 

your money will earn during a given period of time? 
 
a. Yield 
b. Safety 
c. Liquidity 
d. Inflation 

 
Items 165 
Through 167 

Matching:  For items 165 through 167, match the letter of the characteristic in 
column 2 that best matches the savings product in column 1.  The answers in 
column 2 may not be used more than once. 

 
Column 1 
 
Savings Product 
 
___ 165.  Savings account 
___ 166.  Savings bond 
___ 167.  Certificate of deposit 

Column 2 
 
Characteristic 
 
a. Safe, but may not be federally 

insured 
b. Carries lowest rates of interest 
c. Minimum deposits required 
d. Attractive if rates are rising rapidly 
e. Guaranteed by the U.S. Treasury 
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Item 168 What are the two ways to invest? 

 
a. Mutual funds and savings accounts 
b. Equity and mutual funds 
c. Debt and margin 
d. Debt and equity 

 
Items 169 
Through 172 

Matching:  For items 169 through 172, match the letter of the example in 
column 2 that best matches the asset class in column 1.  The answers in 
column 2 may not be used more than once. 

 
Column 1 
 
Asset Class 
 
___ 169.  Cash 
___ 170.  Hard  
___ 171.  Growing 
___ 172.  Bond 

Column 2 
 
Example 
 
a. Short-term savings deposit 
b. Company stock 
c. Company or government debt 
d. Collectables  
e. Derivatives  

 
Item 173 Which of the following facts below are attributed to stock? 

 
a. Represents an IOU 
b. Represents the best opportunity for long-term growth 
c. Is moderately liquid 
d. Provides a fixed interest payment that provides reliable income 

 
Item 174 Situation:  Corporal Beltbuckle has been reading extensively on how to invest 

and has been developing a comprehensive strategy for his money.  He would 
like very high returns and accepts the risk that comes with that strategy.  He is 
prepared to accept the ups and downs of the market.  What type of investment 
philosophy does he have? 
 
a. Aggressive 
b. Moderate 
c. Conservative 
d. Safety 
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Item 175 Which of the following markets is a computerized trading system on which 

stocks are bought and sold, and does not exist anywhere like a brick and 
mortar building? 
 
a. The Dow 
b. NASDAQ 
c. S&P 500 
d. The NYSE 

 
Item 176 Which of the following is a way in which a mutual fund makes money? 

 
a. Charging 12-b fees to stock companies 
b. Taking a tax deduction by selling bad stocks 
c. Through an increase in the NAV 
d. Selling stock on margin 

 
Item 177 Which of the following is an advantage that mutual funds have over other 

investments? 
 
a. High reward with little risk 
b. Insured by the government 
c. Minimizes the ups and downs of the market 
d. Professionally managed diversified account 

 
Item 178 A disadvantage to mutual funds is that they are ________________________. 

 
a. federally insured 
b. not federally insured 
c. insured by the State government 
d. not insured by the State government 
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Item 179 Situation:  Corporal Beltbuckle is looking to invest in a solid mutual fund.  

He looked over several that mirror is own goals and objectives.  Mutual fund 
A has a good past performance record, but does not offer as many services as 
he would like.  Mutual fund B has a manager that has only been there for one 
year and has a 5-percent front load.  Which mutual fund would be better for 
him? 
 
a. Mutual fund A because of the good past performance. 
b. Mutual fund A because of the services that they offer. 
c. Mutual fund B because of the 5 percent front load. 
d. Mutual fund B because the manager is new.  

 
Items 180 
Through 182 

Matching:  For items 180 through 182, match the letter of the description in 
column 2 that best matches the way to purchase investments in column 1.  
The answers in column 2 may not be used more than once. 

 
Column 1 
 
Ways to Purchase Investments 
 
___ 180.  Financial planner 
___ 181.  DRIP 
___ 182.  Discount brokerage 

Column 2 
 
Description 
 
a. Charges a commission and for a fee 

access to research and advice 
b. Buy stock direct from over 1,000 

companies 
c. Sites where you can purchase 

stocks and bonds for a small fee 
d. Charges a much smaller fee for the 

transaction and for little, if any, 
advice 

e. Reviews every aspect of your 
finances 

 
Item 183 Which of the following is a technique that can help you save and invest your 

money? 
 
a. Put all your available investment dollars into a tax-deferred vehicle. 
b. Capitalize on dollar cost averaging. 
c. Solidify your investments. 
d. Use your tax refund for investment purposes. 
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Items 184 
Through 186 

Matching:  For items 184 through 186, match the letter of the description in 
column 2 that best matches retirement planning element in column 1.  The 
answers in column 2 may not be used more than once. 

 
Column 1 
 
Retirement Planning Element 
 
___ 184.  Personal savings 
___ 185.  Retirement pensions 
___ 186.  Social Security benefits 

Column 2 
 
Description 
 
a. Come from your employer 
b. Amount received varies from year 

to year 
c. Provides minimum protection 

against loss of income 
d. Includes taxable and tax-deferred 

opportunities 
e. Based off of the Consumer 

Confidence Index 

 
Item 187 Which of the following is a type of retirement pension? 

 
a. Social Security pension 
b. Defined benefit plan 
c. Defined election plan 
d. Rollover Roth pension 

 
Item 188 One advantage of a defined benefits retirement plan is that it is set up, funded, 

and contributed by the ___________________. 
 
a. employer 
b. State government 
c. individual 
d. Federal Government 
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Items 189 
Through 191 

Matching:  For items 189 through 191, match the letter of the description in 
column 2 that best matches the retirement plan in column 1.  The answers in 
column 2 may not be used more than once. 

 
Column 1 
 
Retirement Plan 
 
___ 189.  CSB/REDUX 
___ 190.  Final Pay 
___ 191.  High-Three 

Column 2 
 
Description 
 
a. Based on the average base pay 

over the highest paid 3 years of 
service 

b. Pays full pay and allowances when 
service is over 30 years 

c. Original retirement plan 
d. Grants a reduced multiplier for 

base retirement pay and a one-time 
bonus 

 
Item 192 The purpose of the SBP is to provide a(n) __________ protected portion of 

retired pay to eligible designated beneficiaries of military retirees at a 
reasonable cost. 
 
a. tax 
b. inflation 
c. growth 
d. legally 

 
Item 193 Which of the following is the military’s defined contribution plan? 

 
a. Roth IRA 
b. 401(k) 
c. SBP 
d. TSP 
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Items 194 
Through 196 

Matching:  For items 194 through 196, match the letter of the description in 
column 2 that best matches the fund name in column 1.  The answers in 
column 2 may not be used more than once. 

 
Column 1 
 
Fund Name 
 
___ 194.  G Fund 
___ 195.  C Fund 
___ 196.  I Fund 

Column 2 
 
Description 
 
a. Invests entirely in non-U.S. companies 
b. Invests in government and corporate bonds 
c. Invests in small and medium sized 

companies in the U.S. 
d. Invests in special, non-traded U.S. Treasury 

securities 
e. Invests in stocks in the S&P 500 index 

 
Item 197 Look at the following selections before answering the question below: 

 
I. Pre-tax earnings 
II. Automatic contributions 
III. Measurability 
IV. Portability 
V. Simple transactions 

 
Which of the above selections are benefits of the Thrift Savings Program? 
 
a. I, II, and III 
b. I, III, and V 
c. II, III, and IV 
d. II, IV, and V 

 
Item 198 At what age can Americans currently receive full Social Security benefits? 

 
a. 85 
b. 75 
c. 65 
d. 55 
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Item 199 Situation:  Corporal Beltbuckle has just left the military.  While he was in the 

service, he had enrolled in the TSP.  He now holds a job that does not have a 
defined contribution plan, and he would like to have greater control over what 
investments his retirement money goes towards.  What kind of IRA can he 
move his TSP money into? 
 
a. Rollover 
b. Roth 
c. Traditional 
d. Self-directed 

 
Item 200 Which of the following is a retirement planning resource? 

 
a. ACLU 
b. American Retirement Planning Council 
c. Independent financial planner 
d. ARWW 
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Answers The table below provides the answers to the exercise items.  If you have any 

questions, refer to the reference page listed for each item. 
 

Item Number Answer Reference Page 
1 b 1-5 
2 d 1-10 
3 d 1-10 
4 a 1-12 
5 c 1-13 
6 b 1-18 
7 b 1-19 
8 e 1-19 
9 d 1-20 
10 a 1-21 
11 a 1-22 
12 b 1-24 
13 a 1-24 
14 d 1-25 
15 c 1-27 
16 b 1-39 
17 c 1-41 
18 d 1-42 
19 a 1-44 
20 c 1-47 
21 b 1-49 
22 c 1-52 
23 d 1-54 
24 c 1-55 
25 b 1-56 
26 a 1-57 
27 b 1-58 
28 d 1-60 
29 b 1-61 
30 d 1-62 
31 c 2-5 
32 c 2-6 
33 c 2-8 
34 a 2-10 
35 b 2-12 
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Answers, 
continued 

 

 
Item Number Answer Reference Page 

36 d 2-11 
37 c 2-15 
38 b 2-15 
39 c 2-15 
40 b 2-27 
41 c 2-29 
42 a 2-31 
43 d 2-41 
44 d 2-42 
45 c 2-42 
46 a 2-42 
47 b 2-45 
48 a 2-50 
49 d 2-53 
50 c 2-54 
51 b 2-57 
52 d 2-65 
53 b 2-67 
54 d 2-68 
55 a 2-71 
56 b 2-73 
57 c 2-74 
58 d 2-75 
59 e 2-75 
60 b 2-75 
61 a 2-80 
62 c 2-80 
63 e 2-83 
64 b 2-83 
65 d 2-83 
66 b 2-85 
67 c 2-86 
68 c 2-87 
69 a 2-89 
70 d 2-91 
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Answers, 
continued 

 

 
Item Number Answer Reference Page 

71 b 3-5 
72 a 3-7 
73 b 3-10 
74 a 3-9 
75 c 3-12 
76 b 3-10 
77 c 3-12 
78 d 3-14 
79 a 3-18 
80 b 3-19 
81 c 3-21 
82 b 3-34 
83 a 3-36 
84 d 3-36 
85 b 3-38 
86 c 3-40 
87 b 3-42 
88 c 3-46 
89 a 3-47 
90 d 3-47 
91 b 3-46 
92 b 3-49 
93 d 3-51 
94 c 3-54 
95 b 3-56 
96 a 3-57 
97 b 3-59 
98 d 3-72 
99 c 3-74 
100 c 3-75 
101 d 3-77 
102 b 3-78 
103 a 3-82 
104 b 3-84 
105 a 3-84 
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Answers, 
continued 

 

 
Item Number Answer Reference Page 

106 c 3-85 
107 d 3-88 
108 a 3-90 
109 b 4-5 
110 c 4-6 
111 b 4-8 
112 d 4-10 
113 c 4-12 
114 a 4-14 
115 c 4-16 
116 b 4-17 
117 b 4-18 
118 c 4-19 
119 b 4-20 
120 a 4-31 
121 d 4-32 
122 b 4-35 
123 c 4-37 and 4-38 
124 b 4-39 
125 a 4-41 
126 b 4-39 
127 a 4-57 
128 c 4-57 
129 b 4-59 
130 d 4-60 
131 b 4-61 
132 a 4-62 
133 b 4-62 
134 e 4-62 
135 a 4-62 
136 c 4-65 
137 d 4-66 
138 c 4-68 
139 b 4-68 
140 d 4-68 
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Answers, 
continued 

 

 
Item Number Answer Reference Page 

141 b 4-71 
142 e 4-69 
143 c 4-70 
144 a 4-72 
145 e 4-74 
146 f 4-74 
147 a 4-74 
148 c 4-74 
149 a 4-75 
150 d 4-76 
151 b 4-77 
152 b 4-79 
153 c 4-80 
154 d 4-81 
155 b 5-5 
156 a 5-5 
157 d 5-5 
158 a 5-5 
159 b 5-5 
160 c 5-9 
161 a 5-11 
162 b 5-12 
163 c 5-14 
164 a 5-14 
165 b 5-15 
166 e 5-15 
167 c 5-15 
168 d 5-17 
169 a 5-17 
170 d 5-17 
171 b 5-17 
172 c 5-17 
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continued 

 

 
Item Number Answer Reference Page 

173 b 5-17 
174 a 5-19 
175 b 5-20 
176 c 5-22 
177 d 5-23 
178 b 5-23 
179 a 5-24 
180 e 5-25 
181 b 5-25 
182 d 5-25 
183 b 5-26 
184 d 5-60 
185 a 5-43 
186 c 5-59 
187 b 5-43 
188 a 5-44 
189 d 5-46 
190 c 5-45 
191 a 5-45 
192 b 5-51 
193 d 5-53 
194 d 5-55 
195 e 5-55 
196 a 5-55 
197 d 5-57 
198 c 5-59 
199 a 5-60 
200 c 5-62 

 




