
The 2017 GYFG Budget – Projected
$440K Income w/63% Savings Rate

It’s that time of year again, where Mrs. GYFG and I look at the year ahead and plan
our 2017 finances. I’m not sure if I have articulated my philosophy on budgeting in
prior posts or not. So, it might make sense for me to briefly touch on the topic.

You won’t find many articles on this blog about budgets or budgeting. That’s not
because it’s not important, it’s just not something I personally spend a lot of time
with. For the most part it is a very short conversation.

Personally, I create a budget once a year, but it is a high level view of our personal
P&L. We create this as a road map for the year ahead, it’s not absolute, but it is our
best guess of where we plan to spend money, and how much we plan to earn (we
figure out the earning side first, before we work on the expense side). When I say
we create a budget, I am referring to the royal we (a way of saying “I” when you
feel like sounding schitzophrenic), as I do all the work and then pass the budget on
to Mrs. GYFG for review (she hardly has any changes outside of the home
improvement category). I have gotten to know her pretty well over the last 11 years
that we have been together.

There are two different budgeting approaches that I would like to distinguish from
each other:

Control Based Budgeting – This is the type of budgeting that I think most
people are most familiar with. You set monthly/annual budget amounts, and the
idea is not to spend a penny more than was budgeted. This is the most popular
form of budgeting when you are early in your financial journey and need to stay
tight on your expenses in order to reach your financial goals. It’s also an
approach I assume a lot of the frugal weirdos use (that term is not meant to be
an insult). It’s just that if you are going to be extremely frugal, then this seems
like a requirement, given how slippery money can be.

Allocation Based Budgeting – Once you have gotten your financial groove
and start to see a substantial increase in your income, this may be a natural
progression out of control based budgeting and into allocation based budgeting.



Let’s say you adopt a simple rule like the law of 50/50, where you save 50% of
your after tax income, and spend the remaining 50% guilt free. Once you have
your income for the year figured out, it is pretty easy to back into the spending
bucket allotted for the year. It’s really just a matter of allocating that bucket to
different spending categories. You may or may not spend all the money in that
category or you may even decided to spend more than the original budget. You
may even decide to re-allocate it to a different category later in the year.

Allocation based budgeting is really just a mechanism to get an idea of where you
will be spending your money based on what you think will bring you the most joy.
That may mean a sizable home improvement budget and/or a sizable travel budget.
It’s likely it will change from year to year, especially as you continue to super
charge your income. If you really hit the sweet spot, you will find that you can’t find
a way to spend the whole 50% (like the GYFG household has, as you will see below),
which will go strait to increasing your savings rate.

Of course there is a time and place for each of these approaches depending on
what your goals are and where you are in your own journey. It is natural for most
people who adopt a budget for the first time, to start with control based budgeting.

We exclusively use the allocation based method to budgeting.

With that, let’s dive into our 2017 budget…

The GYFG 2017 Annual Budget In All It’s Glory
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It’s probably best to break this down by each major line item. I know it’s a big
screenshot above (I recommend you view it from a large computer screen; if you
click on the image, you will get a larger view of the P&L), but I wanted to share with
you guys exactly what I create every year.

Gross Income – As I recently shared in this post, we are currently projecting gross
income in 2017 of $441K (it has actually slightly come up since that post). As you
know from reading this blog, we put a heavy emphasis on the income side of the
equation. We experienced a 30% increase in income in 2016, and are projected for
another 30% increase in 2017. There are two major variables at play here: (1) my
income is increasing 40% due to the promotion to CIO and (2) my wife recently got
a 25% raise and has been killing it with monthly bonuses.

As you can see from below image, our income has continued to grow at a very
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robust rate. Since 2012, it has compounded at 27% per year. The compound annual
growth rate is even better than that if you go back even further like I did in this
post (just my earnings) or this one (you will have to do the math; but it is for the
GYFG combined income).

Pre-Tax Contributions – This is relatively flat YoY. We have a slight decrease in
our HSA contributions due to my company upping its annual contribution into our
plan. And the premiums we pay for health and dental are also forecasted to
decrease by 10% as my company picks up a larger chunk of our coverage. Thank
you employer!!!

Taxes – A topic that makes me want to puke, especially when I see they will be
going up 53% in 2017. I know that taxes are a good problem to have, but it doesn’t
feel fair to have to pony up $133K in taxes. The good news is the more you pay
in taxes the more money you’re making. We just have to work on creating more tax
efficient income streams outside of our day jobs, as the marginal rates are getting
ridiculous. I think 2017 puts our marginal tax rate at 51.85%; 33% marginal tax
rate federally, 10% state marginal tax rate, then you have medicare at 1.45%,
social security at 6.2%, and lets not forget the extra medicare tax of 0.9% for high
earners (you wouldn’t want to miss that one). It is what it is…

As I dive into the expense section of the P&L, I think it is important to point out that
Mrs. GYFG and myself believe that we have hit a sweet spot in terms of spending.
Meaning that although our goal is to save 50% and spend the other 50% (guilt free),
as our income continues to increase we don’t see much need to increase our
expenses. This just means our savings rate and investments can continue
increasing. And after this year we will largely be done with our home improvements,
which will free up $10-$15K a year, which will make it even harder (in a good way)

https://genyfinanceguy.com/2015/12/14/earning-your-first-million-dollars/
https://genyfinanceguy.com/2015/12/14/earning-your-first-million-dollars/
https://genyfinanceguy.com/2016/03/21/net-worth-conversion-ratio-a-measure-of-wealth-building-efficiency/
https://genyfinanceguy.com/wp-content/uploads/2016/11/2017-Projected-Income.png


to increase our spending.

Home Mortgage & HOA – We plan to resume our mortgage snowball plan in
2017. We will be tacking on an additional $2,400/month in principal to our
mortgage. To stay on track of our 7-year goal, we technically don’t have to resume
this until April of 2017, due to our recent cash-in refi. However, we have it resuming
in January…at least for now. You will notice that due to the amount of money we
brought into the refi, this category is actually showing a slight $3K savings YoY.

Home Improvement – This year we plan to put tile flooring on the entire bottom
floor of our 2-story house. We estimate this will cost us about $10K all in.
Additionally, my wife would like to put in a dry bar in our formal living/dining room
(we estimate at $5K). After these two projects, we see this category shrinking
dramatically in 2018 and beyond. These are the last few remaining projects on our
list. This will be a nice chunk of change freed up in 2018.

Condo Mortgage & HOA – This is essentially flat YoY. This is related to our
investment condo, and it is showing a slight increase of $117 due to a slight change
in our adjustable interest rate. What this doesn’t currently contemplate, is that we
intend to finally complete that cash-in refinance we attempted earlier this year. We
anticipate the refinance to free up about $300/month in cash flow. And now that
almost a year will have passed by the time we pick up where we left off, we don’t
think we will have to bring any money in as we have since amortized the loan
another $5,000 and comps have continue to rise as similar units sell. The only cost
will be about $1,000 in closing costs.

Food & Dining – This category got a little ridiculous this year. This is an area
where we get a lot of joy out of our spending. That said, we are planning for a
$5,285 savings in 2017. We were both working like dogs in 2017 and just didn’t feel
like finding the time to cook (although its typically something we enjoy doing). We
ate out a lot more than usual. We plan to slow down a bit in 2017, and thus plan to
have/make more time for cooking together.

Shopping & Other – This tends to be a catch all, because I am too lazy and not
interested in expanding the current 14 expense categories. This category was
actually up about 54% in 2016 and I am budgeting it to be flat in 2017. It’s likely up
more than it should be because I didn’t reclassify all of the expenses Mrs. GYFG
spent on what was technically the home improvement category. That’s okay
because I have the transactional detail if I ever want to go back and see what we
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spent money on in any category.

Travel & Hotel – Flat YoY. I should point out that this amount is slightly misleading
as we apply all of our cash back from rewards cards to this category. In 2016 that
amounted to about $1,800, but our plan is to sign up for at least one new lucrative
rewards card each year, like the Sapphire Preferred card that earned us a $900
bonus just for signing up and putting our normal spending on the card.

Auto & Transport – Actually planning for some savings here, mostly due to our
insurance premiums dropping as speeding tickets fall off our record at the end of
this year.

Bills & Utilities – Small savings planned, not sure why…I will need to look at this
closer. It’s not a big enough dollar amount to matter though.

Health & Fitness – This is coming down about 20% since I stopped going to cross-
fit and instead traded in my $125/month membership fee for an LA Fitness
membership at $35/month.

Business Services – I had some one-time expenses related to growing the blog
and experimenting with a few things that won’t show up in 2017 (at least I don’t
think they will). It’s a savings of almost 58%, but only about $800.

Time Share – This is going up slightly YoY because I incorrectly classified the
January payment, and again I am too lazy to go back and fix it, so really it’s flat YoY.

Overall, our spending is actually projected to be down by 7.5% or $8,761. Adjusted
spending is the line you want to focus in on, and the the difference between this
line and the expense total line is that I add back amortizations, since those are just
balance sheet transfers. When you’re working to grow your wealth rapidly this is the
perfect relationship where income increases while expenses decrease.

Savings & Savings Rate
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Our total savings (net income + pre-tax savings + amortizations) is projected to be
just shy of $200K at $195,759. As you can see from the chart above, our projected
savings rate is 63%, which if achieved is a huge improvement from the 50% savings
rate projected in 2016 (for context our savings rate in 2015 was 44%). This rate is
always calculated based on after tax income.

The really exciting part is that our gross savings rate, which longer term we are
aiming to save 50% of our gross income (not just 50% of after tax income), is
moving up from 37% in 2016 to 44% in 2017. The driver here is the continued
increase in our income, while our expenses remain relatively flat YoY.

Net Worth Outlook

Did you notice the little section of the P&L that calculates our net worth by month
and then YoY?

When we project net worth, we only include the increases that we are in control of;
savings, new investment capital, and debt pay down. We don’t try to predict what
our investments might appreciate or plan for dividends, 401K matches, windfalls,
etc. That being said, the number is probably conservative, unless the market falls
off a cliff next year.
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We are expecting to grow our net worth by just shy of $200K in 2017 or 40%. To put
things in perspective that is a CAGR (compound annual growth rate) of 75%
between 2012 to 2017. The stretch goal will be to get it to $750K. I have some
ideas on how to make this happen, but I am not quite ready to share these half
baked ideas just yet.

Looking at the chart and how far we have come, there is a part of me that wants to
take the time to go back an calculate (i.e estimate, because I don’t have as good of
records prior to 2012) our net worth for 2009 – 2011, because at the bottom of the
financial crisis we were close to NEGATIVE $330K IN NET WORTH!

During that time our condo (which we now rent out) was worth $160K less than
what we paid for it (near the top of the market). I also foolishly bought a house at
19 years old (in 2007) that I ultimately let go to foreclosure that was $160K less
than what I owed. I also had $13K in student loans. In less than 10 years (2009 to
2017 projected) that is just shy of a $1M swing (can’t be upset with that kind of
improvement).

Well, that is a wrap. On paper, 2017 is looking to be another EPIC year!

Now its your turn. How is your 2017 shaping up? Do you have anything big
planned? Everyone should spend sometime mapping out the year ahead, it is an
eye opening exercise.

– Gen Y Finance Guy
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Gen Y Finance Guy

Hey, I’m Dom - the man behind the cartoon. You’ll notice that I sign off as "Gen Y
Finance Guy" on all my posts, due to the fact that I write this blog anonymously (at
least for now). I like to think of myself as the Chief Freedom Officer here of my little
corner of the internet. In the real world, I’m a 30-something former C-Suite
executive turned entrepreneur turned capital allocator. I am trying to humanize
finance by sharing my own journey to Financial Freedom. I believe in
total honesty and transparency. That is why before I ever started blogging, I
decided that I would share all of my own financial stats. I do this not to brag, but
instead to inspire motivate, and also to hold myself accountable. My goal is to be a
beacon of hope, motivation, and inspiration for you, the reader, by living life by
example and sharing it all here on the blog. My sincere hope is that you will be able
to learn from me - both from my successes and my failures! Read More
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