Budgeting Basics

What is a Budget?

A budget is nothing more than a breakdown and plan of how much money you have coming in and where it goes. Could you imagine a business becoming successful if it didn’t keep track of its income and expenses? The same holds true when it comes to your personal finances. If you don’t know how much money you have coming in and where it goes, your road to financial success will be a difficult one.
The biggest fear that most people have when creating a budget is that they will need to suddenly cut back on all of the fun spending -- things like the occasional coffee or dinner out, movie night, or even the trip to grandma’s for the holidays. While you may find that you do need to cut some spending after putting together a budget, without actually sitting down and creating one, it is impossible to know what expenses need to be cut, if any.

Tracking Income                                                                                                             
The first step in creating a budget is to determine how much income you have. This is quite easy and typically only requires you to take a look at your pay stub. Of course, if you’re married, be sure to include your spouse’s income as well. In addition to your regular pay, you’ll want to also include any other sources of income you may have, such as dividends, interest, a side business, and so on.
Tracking Expenses                                                                                                                        
Now that you know how much income you have coming in, it’s time to take a look at your monthly expenses. Start with the regular and fixed payments you have, such as your mortgage or rent, car payments, insurance, debt and taxes. For most people, these are going to be relatively fixed, meaning you can’t easily change the amount that is due each month.

After you’ve listed your fixed monthly expenses, it is time to dig deeper to find out where the rest of your money goes. Take out your checkbook or pull your latest bank statement to help you with this step. Jot down how much you spend on things like utilities, groceries, entertainment, subscriptions, and so on. 

Steps to Creating a Budget

1. Gather every financial statement you can. This includes bank statements, investment accounts, recent utility bills and any information regarding a source of income or expense. The key for this process is to create a monthly average so the more information you can dig up the better.
2. Record all of your sources of income. If you are self-employed or have any outside sources of income be sure to record these as well. If your income is in the form of a regular paycheck where taxes are automatically deducted then using the net income, or take home pay, amount is fine. Record this total income as a monthly amount.

3. Create a list of monthly expenses. Write down a list of all the expected expenses you plan on incurring over the course of a month. This includes a mortgage payment, car payments, auto insurance, groceries, utilities, entertainment, dry cleaning, auto insurance, retirement or college savings and essentially everything you spend money on.

4. Break expenses into two categories: fixed and variable. Fixed expenses are those that stay relatively the same each month and are required parts of your way of living. They included expenses such as your mortgage or rent, car payments, cable and/or internet service, trash pickup, credit card payments and so on. These expenses for the most part are essential yet not likely to change in the budget. 
 
Variable expenses are the type that will change from month to month and include items such as groceries, gasoline, entertainment, eating out and gifts to name a few. This category will be important when making adjustments.

5. Total your monthly income and monthly expenses. If your end result shows more income than expenses you are off to a good start. This means you can prioritize this excess to areas of your budget such as retirement savings or paying more on credit cards to eliminate that debt faster. If you are showing a higher expense column than income it means some changes will have to be made.

6. Make adjustments to expenses. If you have accurately identified and listed all of your expenses the ultimate goal would be to have your income and expense columns to be equal. This means all of your income is accounted for and budgeted for a specific expense. 
 
If you are in a situation where expenses are higher than income you should look at your variable expenses to find areas to cut. Since these expenses are typically essential it should be easy to shave a few dollars in a few areas to bring you closer to your income.

7. Review your budget monthly. It is important to review your budget on a regular basis to make sure you are staying on track. After the first month take a minute to sit down and compare the actual expenses versus what you had created in the budget. This will show you where you did well and where you may need to improve.

Creating a budget isn't incredibly difficult, but where most people fail is trying to maintain the budget. It usually starts with good intentions, but just like dieting, it doesn’t take much to derail your entire plan. Here are three traits you must posses if you want to create and maintain a successful budget.

A Positive Attitude

Without a doubt, you need to go into the budgeting process with a positive attitude. If you think of budgeting as a chore, or that you are sacrificing something, you’ll find it is extremely difficult to keep at it.

Don’t think of the negative aspects of a budget, but think about the rewards. If you stick to your budget, what will you achieve? You may get out of debt sooner, you might be able to save money for a family vacation, or even be able to stash more money away for retirement or your child’s education. Whatever your financial goals are, you need to focus on the budget as a tool to reach these goals.

Stay Motivated

Building on the positive attitude, you need to maintain motivation. What can happen over time is that you get into the habit of following your budget, and it all becomes routine. If you lose that motivation, you become complacent. 

To become motivated again, consider rewarding yourself, or even increasing your goals. You need to find something that will push you to go the extra mile. If your goal was to have that credit card paid off in eight months and you’ve been plugging along just fine, challenge yourself to pay it off in seven months. If you do, reward yourself with something you’d enjoy. The feeling of accomplishing your financial goals is intoxicating, so if you can continue to push yourself to reach these goals, you’ll be able to maintain the excitement and motivation needed to keep at it.

Keep Realistic Expectations

One of the biggest budget killers is unrealistic expectations. If you set your sights too high, you only become discouraged when you fail to reach them. While it is admirable to try and accomplish great things, you need to set goals that are challenging, yet realistic.

One way to do this is to start fairly small with short timeframes. If you create smaller bite-sized goals over the coming months, you can see how likely you are to accomplish them, then, build upon those goals to set your sights a little higher. This is not only a great way to stay motivated, but it also helps keep your goals manageable.

Write these Questions on the board for students to copy and answer:

1) What is a budget?
2) What is the biggest fear when most people think of creating a budget?
3) What is the first step in creating a budget?
4) What type of financial statements should you use to create your budget?
5) What type of expenses should you include in your budget?
6) Explain what fixed and variable expenses are. Give an example of each.
7) What is the ultimate goal of having a budget?
8) How often should you review your budget?
9) What type of attitude should you have toward the budgeting process? What positive things can come about because of budgeting?

10) How can you stay motivated to keep on track with your budgeting?
11) What is one of the biggest budget killers? How can you avoid this?

