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Instructions:  This handout teaches you how to make and stick to a budget. Specific advice for couples and others who share a household is offered at the end of this handout. A good budget takes care of your immediate day-to-day expenses and also includes saving for future goals, such as your retirement, buying a house, or buying a car. When possible, it is also important to maintain an emergency or reserve savings account for unexpected bills like car repairs and for bills that are paid on a quarterly or biannual basis like car insurance. Ideally, people should save enough money to cover all of their expenses for 3 to 6 months in case of an emergency such as becoming seriously injured or sick. (Disability insurance is also available to deal with this particular emergency.)
income assessment

The first step in budgeting is to determine the yearly income of your household. Add up the salaries of everyone living in your house and also consider other sources of income such as investment income. Next, make a list of your expenses, separating variable from fixed expenses. Fixed expenses are things that you have to pay in order to live and that cost the same amount each month. This would include things such as your rent or house payment, insurance premiums, and installments on loans that you are paying off. Put all of your expenses in monthly terms. For example, if you pay $800 in car insurance every year, you would compute this fixed expense as $800/12 or $66.67 each month. Be sure to consider all of the following items when computing your fixed expenses:
	
Fixed Expenses
	Annual
Amount
	Amount
per Month

	Rent or House Payment
	

	


	Property Taxes
	

	


	Internet Service Provider
	

	


	Federal, State, Social Security Taxes
	

	


	Life Insurance
	

	


	Health and Accident Insurance
	

	


	House and Contents Insurance
	

	


	Auto Insurance
	

	


	Loan Payments (Debt Service)
	

	


	Car Payment(s)
	

	


	Child Support
	

	


	Hobby Club Dues
	

	


	Charitable and Religious Contributions
	

	


	Other




	

	



determining variable expenses

Next, compute your variable expenses. These are flexible expenses in which the amount that you spend is not fixed every month and includes things like your utilities (remember that you do have control over how hot or how cold you keep the house), entertainment expenses, the amount of money you give to charities, the amount of money you spend for travel or vacations, food, clothing, phone calls, savings, personal allowances, car expenses, household expenses (furniture, appliances, repairs), investments, and schooling.
Money Diary Technique

A great way to get a realistic, comprehensive, and accurate picture of your flexible expenses is to keep a Money Diary for one month in which you record every dime you spend and note what you spent it on. One way to facilitate this is to save every receipt you get during this period and try to pay for items with cash, check, or a debit card only. The Money Diary is very effective in revealing hidden expenses like the money spent at the candy machine, coffee shop, convenience store, local bar and grill, or making online purchases.

Sometimes these variable expenses can come as quite a shock and can “break the bank” as when you get a huge heating bill in the winter. To reduce the shock and devastation of these large bills, utility companies will often average your bill based on the previous year, making payments much more even from month to month. Be sure to consider all of the following potential expenses when figuring your variable expenses:
	
Variable Expenses
	Annual
Amount
	Amount
per Month

	Savings (pay yourself first)
	

	


	Food at Home
	

	


	Meals on the Job
	

	


	Coffee, Candy, and Snacks at Work
	

	


	School Lunches
	

	


	Meals Out
	

	


	Electricity
	

	


	Gas/Heating
	

	


	Water/Sewage/Garbage
	

	


	Cell Phone
	

	


	Internet Service
	

	


	Family Clothing
	

	


	Uniforms
	

	


	Dry Cleaning/Laundry
	

	


	Home Cleaning Supplies
	

	


	Auto Repairs/Tags/Inspections
	

	


	Gasoline
	

	


	Car Maintenance/Oil/Lube
	

	


	Bus Fares/Ride Share/Parking
	

	


	Child Care
	

	


	School (Tuition/Supplies)
	

	


	Allowances
	

	


	Household Expenses
	

	


	Barber/Beauty Shop
	

	


	Books/Newspapers/Magazines
	

	


	Movies/Sporting Events/Cable TV
	

	


	Gifts/Parties/Holidays
	

	


	Cigarettes/Tobacco/Alcohol
	

	


	Babysitter
	

	


	Hobbies/Club Dues
	

	


	Record/Book Clubs
	

	


	Doctor/Hospital

	

	


	Dentist
	

	


	Drugs/Medicine
	

	


	Bank Charges
	

	


	Postage
	

	


	Personal Care
	

	


	Taxes
	

	


	Pet Care
	

	



money for variable expenses

Next, subtract your total fixed expenses from your monthly income to arrive at the amount of money that you have available to spend on variable expenses. After this is done, go through your variable expenses and underline those categories that are most important to you, that is, those that best reflect your Goals-and-Values. Be sure that your budget is a fair and accurate reflection of your priorities. So, for example, if further schooling and education is a top priority for you, the item of school-related variable expenses should be underlined and given top priority in the money you have available to allocate after you have subtracted your fixed expenses from your monthly income.

Once you have prioritized your variable expenses, allow an amount of money for each variable expense, keeping in mind that the limited amount you have available after fixed expenses is subtracted from your total monthly income. Once you've made a rough estimate of what you need to cover your variable expenses, add these expenses up to be sure that you are not spending more money than you have available (that is, the amount of money left over from your monthly income after you subtract all of your fixed expenses).

If you are not living within your means, that is, if your variable expense budget is over the amount that you have available for these expenses, start to reduce your variable expenses item by item by 20 percent or 30 percent and/or by shifting money around in such a way as to better reflect your most important Goals-and-Values. For example, you may take money away from your entertainment budget in order to finance a course at a local community college that could lead to a change of career that would increase both your income and your job satisfaction.

When you are done, you should have a list that includes your monthly income and your fixed and variable expenses computed on a monthly basis. Be sure that the total of your variable and fixed expenses (computed on a monthly basis) does not exceed your total monthly income.

Whenever you are confused about what your fixed or variable expenses are, it can helpful to go through old checkbooks and receipts (or your Money Diary if you have one) and figure out exactly what you spent on things like your rent or mortgage, utilities, auto repair and maintenance, food, clothes, and entertainment last year. Figure out what you spend on such items throughout the year and divide by 12 in order to get a rough monthly estimate of your expenses in these categories. Experiment with different allocations for the parts of your budget that are flexible, that is, your variable expenses.
financial counseling and planning for retirement

It is a good idea to get advice from a certified financial planner in order to begin saving now on a monthly basis for your retirement. Even if you anticipate receiving social security and a pension from your employer, planners suggest that you try to save 5 percent to 20 percent of your salary each month for retirement. Other future financial goals can also be incorporated into your plan. For example, you could add an item to your variable expenses to include saving for a car you wish to purchase in three years, or money you anticipate needing in two years in order to buy furniture for your home or apartment.
revise annually

Just as it is a good idea to retake the Quality of Life Inventory and Vision Quest Exercise yearly as part of an emotional audit, your budget should be revised every year to take into account changes in your spending habits and the ever increasing cost of living.
money routine or monthly money management routine

Set aside time every month to pay your bills. First, balance your checkbook and pay your fixed expenses. Next, go over your variable expenses and be sure that the money is there for you to pay all of these expenses for the month. Whenever you have a cash-flow problem or your expenses exceed your income, problem solve about ways to correct this.
Money Management for Couples: A Plan That Reflects the Goals-and-Values of Each Member of the Household
When living in a household with two or more adults, it is important to budget together. This will mean summoning up all of the problem-solving and relationship skills that you can muster to come up with a budget that everyone can live with and which reflects the Goals-and-Values of each member of the household. Keep the Five Paths and Relationship Skills handouts from the Toolbox handy as you go through this difficult process. Children's preferences should also be considered, although adults should hold veto power over allowances and other “kid” items in the budget.

With two adults in the household, it's often helpful to have at least three checking accounts. One large holding account can be used for depositing salaries each month and for holding a certain amount of money for emergencies. In addition, it is helpful for each adult to have his or her own checking account for paying the fixed and variable expenses he or she has agreed to pay. Often, salary checks can be automatically deposited into the master holding account and, in turn, an allowance from the holding account can be automatically deposited into the account of each adult of the household so that individuals can pay their “assigned” bills. This system works wonderfully in that each has his or her own money and expenses for which he or she is responsible. Expenses are kept down and each partner rewards him- or herself in so far as there is money left over after expenses are paid. For example, one partner “pockets” the money saved on the electric bill when the bills are not as high as expected. This partner then has an incentive to turn down the heat in the winter time to save money. Getting to keep any money saved after paying a particular expense is a powerful incentive to keep household costs down.

This system also reduces fights over money, since couples only need to develop a budget once (and then revise it once a year) instead of fighting every time a large or unexpected bill comes up. The couple also negotiates which expenses each partner will pay each month so that all of their responsibilities are taken care of each month, including responsibilities to save for retirement, and so on.
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