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Supplementary Unit 10: Budgeting and Financial Fitness for Life
Note: This feature provides supplementary analysis for the material in Part IV of Common Sense Economics, particularly Element 3 on how to use budgeting to help you save regularly and spend your money effectively.  There are three budgeting exercises that can be completed sequentially or separately. 
Instructor Information 

The following three budgeting exercises are designed to be completed sequentially. However, they may be completed separately. On completion of all three, students will be familiar with personal financing basics. They will be prepared to spend strategically, save and invest wisely, and prosper in a dynamic world.  
Below is information for each exercise and possible assessment options. 
Budgeting Exercises Overview:

(1)  Budgeting Basics

(2)  Zero-Based Budgeting

(3) “Life Happens” - Zero-Based Budgeting in a Dynamic World

Exercise Descriptions and Assessments:

(1) Budgeting Basics – Introduces budgeting to students. This one page exercise eases students into thinking about, understanding and managing monthly personal finances living on a median teacher’s salary of $40,000 in 2010.  


Assessment: Ask students to submit their work and give them credit for doing so. Exact numbers are not important here. Students just need to perform the act of budgeting every dollar received. This exercise gets students’ brains thinking about matching income strategically against spending, saving and giving. It gives them reason to start thinking about expenses, savings, charitable giving and investments while taking into account their primary source of net income.

(2) Zero-Based Budgeting – Provides students with an opportunity to practice managing a zero-based budget using a real world, relevant scenario. On college graduation, students are asked to assume that they will start living independently while working on a job with a gross income of $40,000 a year.  For this exercise, an excel spreadsheet is provided. It helps students manage different spending scenarios while maintaining a zero-based budget. Student loans, medical expenses, housing options, clothing, hair styling, credit card debt and spending on luxuries are taken into account.   Instructions on how to use this spreadsheet are provided in the handout.  

Assessment: Students’ spreadsheet work should be graded on four items. Each spreadsheet should include the : (1) allocation of 100% of the monthly take-home pay, not annual gross income; (2) correct budgeting for the “necessities” identified in each part of the exercise; (3) organization in overall personal finances while achieving a zero-based budget given those “necessities”; and (4) preparation for “emergency” situations. The latter part of this exercise is used in Budgeting Exercise Three. Instructors with small classes may also want to introduce students to decision-making that will assist them in purchasing a house with a 20 percent down payment, raising children, education, and retirement. 
(3) “Life Happens” – Zero-Based Budgeting in a Dynamic World - Provides opportunities for students to analyze how changes in circumstances and different choices can affect their personal budgets. In this exercise, students modify their budgets in response to different scenarios. If students did not complete exercise two, they will need to create an initial budget or you, as the instructor, can give them a template. 

In this exercise, students think about the importance of saving regularly. By creating a real world savings account or “rainy day” fund, students prepare to partly or fully finance “surprise” expenses like a repair bill for a new radiator, emergency room expenses, roundtrip airfare needed to attend a funeral, or a vet bill to care for a sick pet.
Look at the six (6) “life happens” scenarios. Assign all or some of them based on how much emergency savings students saved (what they inputted x 6, for six months). For example, if they saved $50 in exercise (2) for emergency savings, in 6 months, they would have $300. Then, assign them a scenario. 1 or 2 might be a good choice in this instance. If they saved a considerable amount, assign scenario: “immobilizing Mononucleosis” to give them a challenge. 

As before, students must budget to zero. However, in this exercise, students are encouraged to be creative. They can find another job, take on a roommate, barter for a haircut, change their own oil, buy a gently used business suit, etc. The purpose is to see what consequences their actions or situations might have. If they take on more debt, like a loan, to get out of their situation, what secondary affects/consequences will that have? Note: **If they want to use their savings to help in these scenarios, they will need to include the amount in the salary section on the spreadsheet, line 86 - labeled as “other source of income”. 
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Assessment: Check to be sure they used appropriate salary and savings (if used) and that all gray boxes on the spreadsheet are zero. The important part of this exercise is the answers to the questions. They will answer specific questions for each scenario they had as well as general questions.  

Extension Activity: This exercise provides a great opportunity to talk to students about opportunity costs, savings, investment, and how behavior is a key to financial success … it isn’t all just what you know, but rather what you DO with what you know!

Budgeting Basics (1)

This form introduces the basics of budgeting.  Through budgeting you can make decisions today that will help you prosper in the future. This one page form illustrates how to effectively use money, save and share based on a starting salary of $40,000 per year.

In this exercise, you begin matching monthly outlays against net income or take-home pay.  It is vitally important to spend purposefully, save strategically and give wisely. You want to control your money, rather than having your money control you! Start now. The details of saving, investing, credit card bills, student loans and other consumer debts are addressed in later exercises. 
First, start by identifying monthly income. For most people, determining monthly take-home pay is easy. Simply look at what is deposited monthly in the bank account. For full time students, this can be tricky. Many are not working full time or part time. So let’s simplify things. Let’s consider a case study. Assume a newly hired teacher can expect $40,000 in annual income. Use this information and the additional information provided below to determine the monthly net take-home pay. 
	Gross annual income: $40,000
	Federal income taxes: $940 a year

	Annual take-home: $36,000 ($40,000 - $4000)
	Payroll tax deductions: $3060 a year (7.65%)



	Monthly net take-home: $3,000 ($36,000/12)


	


Second, estimate monthly outlays.

This part of the exercise tracks how to think about managing take-home pay each month. It permits spending on necessities, satisfying wants, saving and charitable giving.  
· Allocate the monthly take-home income of $3,000 accordingly. Make sure that you do not exceed the $3000 per month and allocate 100 percent of it.

· Review each item on the list and place an asterisk next to those expenditures that are considered necessities. That is identify the items that people need to survive. 
· Due date: ____________________________

	NAME:
	Monthly Budgeting Chart

	GIVING
	$

	SAVING
	$

	HOUSING

	Rent or First and Second Mortgage
	$

	Repairs/maintenance fees/insurance 
	$

	UTILITIES

	Electricity
	$

	Water
	$

	Gas
	$

	Phone (Cell and Land Line)
	$

	Trash
	$

	Cable and Internet
	$

	Food
	$

	TRANSPORTATION

	Car Payment
	$

	Gas and Oil
	$

	Repairs/Tires
	$

	Auto Insurance
	$

	CLOTHING

	PERSONAL

	Health Insurance 
	$

	Disability Insurance
	$

	Life Insurance
	$

	Childcare
	$

	Entertainment
	$

	Other
	$

	TOTAL MONTHLY EXPENSES
	$


Zero-Based Budgeting (2)

The purpose of this exercise is to give you practice for life-after-school, when most individuals will need to budget income, savings and living expenses. This exercise will bring you close to a real world, relevant scenario, and it will help you independently organize personal finances within a zero-based budget based on a starting salary of $40,000 a year.

Zero-based budgeting requires that you put a “name to every dollar” you take home. Basically, you will assign every penny of your monthly income to some type spending, saving or charity category. The goal is to examine your net income carefully, plan for regular savings and create a purposeful plan for spending.  
Each month is different. For example, you may have a haircut one month, oil change every three months, gifts to buy during the holidays or on birthdays, etc. Because every month is different, this method of budgeting requires two things. One, you get in the practice of budgeting every dollar of income received. Two, you adjust some part of your budget downward for every part that is adjusted upward. In this exercise you are also asked to plan for emergencies and set future goals. For example, you will be asked to establish a real world savings plan and prepare to take a vacation that is fully paid prior to departure. 

The associated spreadsheet, combined with the instructions below, provides a lot of mathematical assistance. However, you will need to make some lifestyle choices as to what is added and subtracted from the various categories to maintain a zero-based budget.  The range of choices is described below. Please read the information and instructions carefully before working with the spreadsheet.

Step 1. Income Information

· Based on earning $40,000/year salary

· Federal income tax would be approx. $940/year 

· Payroll tax deduction would approx. be $3060/year (7.65%)

· Take home pay per year would be $36,000 or $3,000/month.
· You receive 2 paychecks a month on the first and fifteenth, each for $1,500.

Step 2. Expense Information (Expenses are funds allocated for different purposes, including but not limited to spending, saving, investment, sharing, etc.)

a. First, incorporate the following expenses into your budget while maintaining a zero-based budget.

· Real World Savings Account or Rainy Day Funds – this is the dollar amount of leeway you give yourself each month in case something comes up. What do you think you will need? Write it in.

· Co-pay for doctor visit: $25

· Prescription: $10

· Oil Change: $35

· Hair Cut: $50

· Professional outfit or uniform: $100

· Two Gifts: $50

· Professional Magazine or Newspaper Subscription: Look up the cost a professional journal, newsletter, or organization. 
· Credit Cards: $180/month. (The average college senior graduates with $3000 of credit card debt)

· Postage: $7/month

· Supplies: $50 (You must buy a few things for your office!)
· Restaurants - Estimate what you think you will spend.
· Groceries - Estimate what you think you will spend.
· Gas - Estimate what you think you will spend. 
· Toiletries - Estimate what you think you will spend. 

· Cell Phone and/or Phone (pick one or both)

· Cell Phone budget anywhere from $45-$100/month 

· Home Phone $35-55/month. 
· Entertainment - Estimate what you think you will spend on going out

b. Now consider the following expense categories. You must pick one option from each category and incorporate it into your zero-based budget.  

· Housing Please choose one of the housing options below. Note that each choice has financial consequences. After introducing your preferred option, adjust other expenses accordingly to maintain a zero-based budget. 
Option A: 1 Bedroom apartment, 5 minutes from work, nicer amenities = $900/month. The estimated monthly utilities are $150 per month.

Option B: 1 Bedroom apartment, further from work, no amenities = $750/month. The estimated monthly utilities are $150 per month.

Option C: 2 Bedroom apartment with roommate, Per month, each person pays $600 for rent and $75 in utilities. It is 5 miles from work. 
Option D: Home Purchase. To buy house at $150,000, you must have minimum of 20% down. If you have the down payment in your actual life right now, you can use this option. 
· Student Loans Choose the option below that is as close to your actual, real-life situation. (Monthly amounts are based on weighted average between subsidized and unsubsidized loans, approx. 6.2%)
Option A: No Student Loans to payoff = $0/ month

Option B: Student Loans $10,000 outstanding = $ 112/month

Option C: Student Loans $20,000 outstanding = $ 224/month

Option D: Student Loans $30,000 outstanding = $ 336/month

Option E: Student Loans $40,000 outstanding = $448/month

· Transportation Options

Option A: Buy Used Stable Car $8000 for 3 years/36 months

Monthly payment = $245    Auto Insurance = 



Option B: Buy Used Beat up Car $2400 for 2 years/24 months

Monthly payment = $107   Auto Insurance = 



Option C: Buy New Luxury Car $30,000 for 5 years/60 months

Monthly payment = $595   Auto Insurance =  




Option D: Buy Economical New Car $18,000 for 4 years/48 months

Monthly payment = $431   Auto Insurance = 



Personal Options

Below is a list of options you can choose or not choose. Some of these goods and services are “bundled” but for exercise purposes please choose the entire bundle and do not try to split them up.

Cable: a. Basic = $40/month, b. Basic Digital = $60/month, c. HD Cable = $95/month, d. Premium Cable - $120/month

Internet = $49/month

Gym Memberships - a. $40/month at the YMCA, b. $75/month at Golds/Bally gym.

Disability Insurance - $35/month. This insurance pays a portion of salary if you are disabled for the long-term. (Based on being a healthy 23 year old). 

Life Insurance - $22/month would pay out $350,000 upon death for up to 30 years of start of policy. 
Identity Theft Protection - $10/month. Covers all types of identity theft. Caseworker handles all recovery.

Magazine Subscriptions - Pay yearly amounts all at once. Range from $12-80.

Charities - Do you plan on sharing your earnings with others? If so, what do you plan to give? Use monthly amount.

Renters Insurance (if you choose a rental option above): $225 (yearly premium but paid all at once.)

Pet Care If you have a pet, or plan to get one, what do you think you will spend?

Any other area that is not listed above, but is on the excel spreadsheet is optional. If you currently use it or are planning to use it in the near future, enter the estimated $ amount.
Areas such as alimony, childcare, tuition, etc. may not be applicable to you, however they were left in as a “memory jogger” or in case you use this form in the future.

Spreadsheet Instructions  (Click here to get the spreadsheet.)
1. Enter your monthly salary into the dark pink box, B85.

2. Enter your paycheck amounts (1/2 of your monthly salary) into the light pink boxes, D82, E82.

3. Enter your monthly budget amounts into the appropriate blank in column B. As you enter amounts, you will notice that cell B3 is being reduced by the amount you just entered. 
4. Adjust your numbers as necessary so that box C3 (and C85) read “0” or zero. This is your goal – to assign every dollar you’ve earned a spot in the budget/cash flow plan!

5. Now, distribute the monthly amount (what you put in column C) between your two paychecks, which are on the first of the month (column D) and the fifteenth (column E). 
6. As you enter amounts, you will notice that cell D3 or E3 are being reduced by the amount you just entered. Your goal is to bring that to zero, so it is perfectly balanced. You can split up your budgeted amount if needed. For example, if you budgeted $200 for groceries, you could split that as $125 for paycheck 1 and $75 for paycheck 2.
“Life Happens”
Zero-Based Budgeting in Trying Times (3)

The purpose of this exercise is to get you practicing writing a cash-flow plan and having to make adjustments when things come up. Unlike a budget, the cash-flow plan tracks income and expenses over time. Remember, no two months are the same!
Have you heard the phrase, “life happens?” Well, it is true! Statistics say that a major emergency WILL happen in your life in any 10 year period…so, it is not an IF it will happen but rather a WHEN. How should we prepare for these emergencies? Expect the unexpected! 
For this exercise (3) you are going to start by using the budget you created for exercise (2). If you did not complete exercise (2), use the budget provided by your teacher. For exercise (3), you are asked to consider new circumstances. Some of them are a consequence of your previous choices and preventable, and some are not.  This exercise prepares you to prepare for the unexpected while realizing that the decisions of the past impact how you can address problems in the present. 
Instructions:

1. Below are several scenarios. Address those situations assigned to you by your instructor. 
2. Read the scenarios. 
3. Open your cash-flow plan spreadsheet in Excel from exercise (2) or use the one provided by your instructor. 
4. Right click on the tab at the bottom of the worksheet called “Cash Flow & Allocated Spending”  

5. Choose “Move or Copy”

6. Click the “Create a Copy” box and click OK.

7. A 2nd tab should appear as “Cash Flow & Allocated Spending (2)”. 
8. Right click on the new tab and choose “Rename”. Rename the new worksheet “Life Happens”. 
9. Using the numbers you entered for exercise 2 (which are already in there since you made a copy) make a new cash-flow plan based on the scenarios/numbers below.  

10. Make any adjustments where you need to like not getting a haircut, cutting cable, etc.

11. Your solutions can be what you really might do in that situation (call Mom & Dad, take out a loan, etc.)

12. Answer the questions for that Scenario and the general questions.

Note: Based on what you entered into “Emergency Savings” in the previous exercise, looking ahead 6 months (what you entered x 6) you saved approximately ______ dollars of non-retirement savings in that time. (Never touch your retirement savings, no matter how big and juicy it gets!)

Scenario 1 – Your New Place

You’ve lived in your apartment for six months now. You feel it is time to consider a more professional style of living. You are ready to ditch that college futon and scratched table with mismatched chairs. With the guidance of Ben, the really nice sales person at a local furniture store, you purchase a starter living and dining room set for $2400, 90 days same as cash. Your new job keeps you busy, and the 90-day payment deadline passes. Now you have to pay $600 in interest. Your payments are $100 for 30 months or $3000 in one lump sum.

Scenario 2 – Cell Phone Trauma 

Driving to the grocery store, you bump into a lady’s car at a stop sign while talking on your cell. (She didn’t “go” when she should have!) There wasn’t a lot of damage to her car, but you need a new headlight and bumper, which is dragging on the ground. The total repair bill is $1500! Because you have comprehensive collision insurance, your company covers all costs. However, there is a $500 deductible. (Note: Liability insurance would only cover the cost of the damage to the other drive’s car. With limited coverage, you would have footed the entire bill!) Not repairing the car is not an option.
Scenario 3 – Immobilizing Mono

You contract Mononucleosis (Mono) and consequently miss three weeks of work beyond your sick leave. You do not have disability insurance for this short amount of time. Due to missed work, you lose $2250 in income for this current month. You only receive one paycheck this month on the 15th for $750 (Note: You receive $0 on the first paycheck of the month.) 
Scenario 4 – The Drivable Money Pit

Buying a “beater” car saved money initially. Unfortunately, your repair bills are high. Your car is in the shop right now and it needs a new transmission.  After all, you need a car to get to and from work. This economizing garage estimates the amount to be $1500, and it will be ready on the 16th of the month. (You are borrowing a friend’s car right now to get around, so you still need to budget for gas.) 
Scenario 5 – Fun in the Sun

You worked hard in your classroom and decided to get away for spring break about six months ago. Friends, who you had not seen since graduation, coaxed you. So you purchased the airline tickets using a new credit card. The hope was that you would earn points towards a future trip, which would save money in the long run. You set a “budget” in your head of how much you’ll spend on the trip and mentally calculated things throughout the vacation. This month, everything is due. You overspent. Your credit card bill totals $3000. The minimum amount due is $150.  
Scenario 6 – Get in the Game

The “Big Game” is coming up and you want to be prepared. It would be cool to have some of your buddies over to watch it.  You want a more up-to-date and fun-to-watch HD television with surround sound. After all, you are an adult now! You exerted some self-control and waited for a sale. The combined package was $4000 to be paid with interest - $200/month over 24months.  The monthly payment starts this month.

Name: ____________________________________________


Scenario 1 – Your New Place Questions

How much did you actually spend? (Monthly payment * months paid.) What is the difference? (sales price – actual price) If you had the amount of money from the difference in your hands today, what would you use it for instead?  (Opportunity costs)

Scenario 2 – Cell Phone Trauma Questions

What did you do to manage this debt?  

Scenario 3 – Immobilizing Mono Questions

How did you adjust your budget to make this work? Did you have any creative ideas/solutions?

Scenario 4 – The Drivable Money Pit Questions

What did you do to deal with this debt?  At what point is it a good time to unload a used/older car? Use cost/benefit analysis.

Scenario 5 – Fun in the Sun Questions

What did you do to make your budget work this month? How will it affect the coming months?

Scenario 6 – Get In the Game Questions

Discuss the importance of comparison shopping. After watching the prices of media systems, what did you actually spend? (monthly payment x months paid.) What is the difference between this actual price and the final purchase price on the day of the sale? If you had this in your hands today, how would you use it?  (Opportunity costs)

General Questions
1. What categories did you adjust/give up from your previous budget to make this budget work? 
2. There are always two sides to the equation – the inflow of cash and the outflow of cash.  The cash flow plan helps you control the outflow over time. Did you consider taking another job or selling something to increase your income when you found your budget squeezed? What else can you do to increase your income to deal with a short-term budget squeeze? What could you do in the long run through investments?

3. If at first, you didn’t have enough money from your monthly income or savings, what would you do?
4. Behavior is the key to success with any financial plan. Would you really live the way your cash flow plan suggests? Would you do the things you came up with? (You can be honest here; there is no right answer.)

5. What was the most challenging part of this exercise for you?

6. What did you get out of it or what was your “take away”?
Exercises provided compliments by CommonSenseEconomics.com.


