Budgeting and Saving

Key Points

• To achieve your financial goals, it can be helpful to write them down on paper. Be as specific as possible about

what you want to accomplish by certain points of time in the future, for example by next summer, next year, or

by the time you graduate. Examples of short-term goals might be to buy a jacket or get a part-time job;

examples of long-term goals might be to buy a car or create an emergency savings fund equal to three months

of expenses.

Bring short- and long-term goals into better focus by completing the worksheet on the following

page. 

Goal-Setting Worksheet

Name:
A worksheet is divided into columns that indicate time spans in the future. Decide when in the future you would like to make life changes or have enough money to make a particular purchase, then enter that item under the appropriate column. Be sure to include the amount of money you think you’ll need. As your plans or needs change, you can update your worksheet. You can work toward your goals by starting to save now – even by starting small.

• Most people can’t afford everything they want to buy, so they have to make tradeoffs. Making tradeoffs may

mean giving up things you can do without, or buying something less expensive that still meets your needs, in

order to afford to afford the things that are most valuable to you. The idea of making tradeoffs may also relate

to how you spend your time. For example, to make more money at your job, you may have to work longer

hours.

• One of the keys to good money management is to live within your means. This means living a lifestyle that you

can afford. Don’t spend money faster than you earn it.

• Avoid credit card debt. Young adults are especially at risk because they’re frequently barraged with credit card

offers, even before they’re working and earning money. Once you have a credit card, it may be tempting to use

it. Unless you’re careful, you may end up buying more things, and spending more for them, than you would

otherwise.

• Whenever you use a credit card, you have to pay the money back! The money you’re spending when you use a

credit card is not the same as the money you have in your pocket or in the bank. It’s money that you’re

borrowing and have to repay.

• Avoid owing others more than you can repay. It’s a painful experience that can negatively affect your money

situation for years.

• A personal budget is a written plan for reaching your financial goals. On a simple one page form you track the

money you have coming in and what you spend in an average month. Putting it down on paper helps you see

where you can improve and make better money decisions.

• A budget can help you set aside enough to pay your bills, have some savings for emergencies, and some

money left over in your pocket.

• To create your personal budget, first, write down your income, or how much money you have coming in during

an average month. Next, write down your expenses, or the money you spend each month.

• If you’re living within your income, your total expenses shouldn’t exceed your net income. Remember, budget to

cover your expenses, but allow yourself some dollars left over for flexibility.

• To get a clear picture of how you actually spend right now, it will probably help to keep a spending diary. This

means saving your receipts and writing down everything you spend – the items and amounts – for an entire

month. You may want to keep a spending diary for a month or two before creating your budget.

• There are three types of expenses: fixed, flexible, and discretionary. To spend your money smart, it’s important

to know the difference among the three.

o Fixed expenses are regular amounts that generally don’t change much. They can be monthly

expenses like rent or car payments. Or they can be bills you receive less often, like car registration

or insurance.

o Flexible expenses also happen on a regular basis and are also for necessities. But with flexible

expenses, you have more control over how much you spend. For example, how much you spend

on groceries or how many long distance phone calls you make in a month.

o Finally, there are the expenses you have the most control over. These are called discretionary

expenses. This is the money you choose to spend, but don’t necessarily have to spend on things

like clothes, music, and going out to eat. Another important discretionary expense is savings. It’s up

to you to decide how much of your money you’re going to set aside for your future.

Build Your Own Budget Worksheet

Name

Instructions:

1. Fill in your gross monthly salary.

2. List, or “itemize,” taxes and other amounts withheld from your monthly paycheck.

3. Total the itemized amounts withheld from your monthly paycheck, and subtract that amount from your gross

monthly salary to determine your monthly net income. This is the amount available to you for budgeting.

4. Itemize fixed expenses (such as car and insurance payments, or club dues).

5. Itemize flexible expenses (such as gasoline or transportation costs).

6. Itemize discretionary expenses (such as entertainment expenses or gifts).

7. Decide how much you will set aside for savings each month.

8. Total your fixed, flexible, and discretionary expenses, and the amount you will save each month. Subtract that

total from your net income. That is the amount of money you have available each month for additional

expenses or saving.

MONTHLY BUDGET

Name:

ITEM DESCRIPTION AMOUNT ($)

INCOME

Gross monthly salary

Less taxes withheld and other deductions

Subtotal taxes and other deductions

Monthly net income

EXPENSES

Fixed expenses (list by name)

Subtotal fixed expenses

Flexible expenses (list by name)

Subtotal flexible expenses

Discretionary expenses (list by name)

Subtotal discretionary expenses

Savings

Total expenses and savings

MONEY AVAILABLE

(Monthly net income less total expenses and savings)

• After writing your budget, you may find that there’s not enough money to go around. Since your fixed expenses

may be difficult to change, look for ways to decrease your flexible and discretionary expenses – and/or,

increase your income.

• Create a budget you can live with. Be realistic. Review your budget every month. Adjust it as your income and

expenses change.

• After you have created a budget, plan your spending in order to make your monthly income last.

• If you’re still living with your family, first, contribute your fair share to the household. If your family’s supporting

you 100%, be realistic: this “free ride” won’t last forever, so set aside some money every week or every month

for your short and long-term goals. Leave yourself enough to pay for your day-to-day expenses, and, some

money to have fun.

• If you’re away at school or already living on your own:

• First, pay your bills: for example your rent, utilities, car payment, insurance, and credit card bill. Remember,

there are many potential penalties if you pay your bills late, such as late fees, losing possession of things

you’ve bought on credit, even being evicted from an apartment! Also, paying late can seriously damage

your ability to borrow money in the future.

• Next, set aside the money you’ll need for your weekly and day-to-day expenses, like groceries and bus

fare. Finally, you’ll want to save some money for emergencies, if you can. Over time, if you begin to earn

more, try to increase the amount you save as much as you can. Start by building up your emergency fund

for unexpected expenses; for example car repairs or being unable to work due to an accident. Try to set

aside two months of take-home pay to fall back on in case of an unexpected financial emergency.

• Next set aside money for larger expenses you know are coming, such as school books and clothing.

• Finally, set aside money for your major future goals whether it’s more education, a new car, or travel.

• Here are other tips for making the most of your money:

• Consider your “needs” vs. your “wants.” Where can you save money? Can you save by cutting back on

eating out or buying the latest fad or fashion? Are you buying products or services you don’t really need?

• Make savings a habit! Put part of every paycheck you receive into a savings account.

• Pay yourself! Set aside a certain amount of money for savings at the beginning of each month rather than

waiting to see what’s left over at the end.

• Set aside any “extra” money you weren’t expecting to receive. If you get a raise or bonus from your

employer, put the extra amount into your savings. If you receive cash as a gift, save at least part of it. If

you’ve paid off a loan, keep making the monthly payments – to yourself, in your own savings account!

• Pay your bills – including credit cards – in full and on time. When you pay your bills in full and on time,

you’ll avoid added expenses such as late fees, finance charges, and more.

• Avoid check cashing stores. Check cashing stores can be expensive! At ten dollars or more for each check

you cash, it can add up to several hundred dollars per year. Consider opening a checking account at a

bank instead. In general, avoid paying high transaction fees to any financial institution, if you can.

Budget Tips

• If possible, try to stretch your bills out evenly over the month, so that you pay about the same amount each

week. For regular monthly bills, you may be able to request a change of a bill’s due date to spread out your bills

more evenly. Try to avoid having one week when all of your cash-on-hand is needed for bills.

• For large expenses that are not monthly (for example, insurance bills, car repairs, holiday gifts, etc.) place an

amount of money aside each week or pay period so that you have money to pay the bills when they are due.

• Here are some guidelines to consider for how much of your take-home monthly income you might budget for

various expenses:

• Housing (rent or mortgage) 20 to 35%

• Utilities (gas, electric, water, trash, telephone) 4 to 7 %

• Food (at home and away) 15 to 30%

• Family necessities (laundry, toiletries, hair care) 2 to 4%

• Medical (insurance, prescriptions, bills) 2 to 8%

• Clothing 3 to 10%

• Transportation (car payment, gas, insurance, repairs, or bus fare) 6 to 30%

• Entertainment 2 to 6%

• Savings 10 to 15%

• Try to limit your installment debts (car loans, credit card bills, other loans) to 10-20% of your monthly budget.

• To decide whether a purchase is necessary, ask yourself these questions:

• Do I really need it?

• Do I really need it today? What would happen if I don’t buy it now?

• Can I meet this need less expensively?

• Always review your bank and credit card statements. It will remind you where your money is going.

