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TimeMAPS™


Theme 7.0 – Living on a Budget


Student Activity

Creating a Budget – Student Activity

	Name
	Creating a Budget – SA0700A1

	Prerequisites
	Complete Lesson 7.1 – Budget Basics

Complete Lesson 7.2 – Creating a Budget 

Complete Lesson 7.3 – Maintaining a Budget

	Estimated Time
	1 to 2 hours

	Activity Resources
	Consumer Expenditure Survey
High School Budget – Sample (with instructions) 

High School Budget - Worksheet
General Info – http://financialplan.about.com/cs/budgeting
General Info – www.budgets.com 

	Objectives
	1. Clarify and reinforce the need for everyone to understand and use a budget

2. Give the students experience defining Primary and Secondary budget categories

3. Give the students experience creating & using a simple budget appropriate to a high school student.

4. Discuss various strategies for accumulating savings.


A budget is a formal way to track your income versus your spending. Everyone’s goal should be to spend less money than they earn, but without careful planning many people are unable to consistently achieve this. A good budget consists of the following three essential elements.
· Income

· Expenses

· Savings

Creating a budget that reflects your financial goals and expectations will help you to control your expenses and accumulate savings. A budget can also help you understand your expenses and project future savings that can be put towards specific goals such as buying a new car or set aside for unexpected events such as losing your job.

Simply creating a budget will not guarantee financial stability because the hard part is not creating a budget; it is following your budget once you have created it. But hopefully, the process of creating a budget will help you better understand your overall financial picture and impress upon you the need for financial discipline in your life.

Most people have only one or two significant sources of income, so the first step in creating a budget is often the easiest. Depending on your job, you may be paid weekly, bi-weekly, or monthly. While you could create a budget on any timeframe, monthly budgets tend to be the best for most people because your expenses can vary greatly over shorter periods of time.

Net Income refers to the total amount of “take home pay” after all your deductions are taken out. Your goal should be to never spend more than this amount, and hopefully to spend less, during each budget period. Table A shows how to convert your Net Income to a monthly amount when you are paid weekly or bi-weekly (every 2 weeks).

Table A

Determining Net Income for a Monthly Budget

	Pay Period
	Multiply your take home pay by this to convert to a monthly pay rate

	Weekly
	4.333 
(12 months/52 weeks)

	Bi-Weekly
	2.166
(12 months/26 paychecks)

	Monthly
	1


For example, if your take home pay is $127.50 per week, your monthly equivalent amount is $552.46.

Weekly pay: $127.50


Weekly conversion rate: 4.333

$552.46 = $127.50 x 4.333

Complete Table B by converting each of the Net Income values to an equivalent Monthly Income using the conversion values shown in Table A. Make sure to show your calculations in the Calculation column of the table.
Table B

Determining Net Income for a Monthly Budget

	Pay Period
	Net Income
	Monthly Income
	Calculation

	Weekly
	$133.00
	
	

	Bi-Weekly
	$257.50
	
	

	Weekly
	$98.25
	
	

	Bi-Weekly
	$266.00
	
	

	Monthly
	$570.00
	
	


What do you do if your income is not constant? Many people, especially students, work irregular hours or have occasional overtime, so their paycheck is not always the same from pay period to pay period. If you work some overtime here and there, it is recommended that you only use your base pay rate for budget purposes. Any overtime pay you get should be considered as extra savings. 
If your take home pay is irregular from paycheck to paycheck because you work part time or have an occasional second job, you should try to estimate your average pay rate and use that value for your budget. If you are in this situation, having a budget may be even more important to maintaining your financial health, and even greater care should be taken to control your expenses.

Completely documenting your expenses may be difficult if you are not used to budgeting your money. There are many small expenses that may occur irregularly and thus are easy to overlook. But no matter how small, getting a handle on all of your spending is absolutely necessary to having a successful personal budget.

Start by breaking down all your expenses into categories. Basically, there are two types of budget categories, which we will call Primary and Secondary. Essentially, primary categories are for your Needs and secondary categories are for your Wants.

Primary Budget categories are those categories where the money you spend is necessary to insure your health and welfare and will typically include the following categories.
· Housing

· Utilities

· Food

· Transportation

· Health care

Each category can have multiple expenses in it, which will vary from person to person. Complete Table C by entering the expenses you think might fall in each of the Primary Categories. Feel free to discuss this with your parents, older siblings or adult friends who probably already have these types of expenses. You might also want to review the Consumer Expenditure Survey that is on the Resources page for this Theme.
Table C

Primary Budget Category Expenses

	Category
	Expenses in Category

	Housing
	

	Utilities
	

	Food
	

	Transportation
	

	Health Care
	


Generally the secondary budget categories will affect your quality of life, but do not directly impact your health and welfare, but be aware. Life is quite complicated and it is not always easy to determine if an expense goes in a primary or secondary category. 
Some of the categories below may seem to be Needs instead of Wants, but the majority of your spending in these categories will typically fall under things you want, thus they are listed as secondary categories.

· Clothing

· Education

· Leisure and entertainment

· Debt payments

· Miscellaneous

Clothing is a good example of a category where you might be conflicted. While society generally expects you to wear clothes, most of us spend more on clothing than we need to. Education is another tricky category. It can directly affect your income, but does it affect your health and welfare? 

Complete Table D by entering 3 or more expenses that might be in each of the Secondary Budget categories shown. Again, feel free to discuss this with your parents or other adults and remember to review the Consumer Expenditure Survey handout for this theme as it will give you a good idea of what the average person spends money on in the Secondary Budget categories.
Table D

Secondary Budget Category Expenses

	Category
	Expenses in Category

	Clothing
	

	Education
	

	Leisure & Entertainment
	

	Debt Payments
	

	Miscellaneous
	


Leisure and Entertainment is a category where it is often hard to document all spending. Often we go to a movie or do some other leisure activity on the spur of the moment, so planning for your entertainment budget and sticking to it takes extra effort on your part. Giving up “Fun” stuff isn’t always easy in the short term, but in some cases may be essential to your long-term financial health.

Debt payments are covered in more detail elsewhere in the TimeMAPS™ lessons, but a brief word about them now. Since the interest payments and penalties can accumulate quickly on some debts, particularly credit cards, having a budget can really save you a lot of money in this category over time. 
Your budget should have as much detail as possible to ensure accuracy, both for your current spending and for your future plans. But at some point we need to stop creating categories and start assigning items within them. Thus the Miscellaneous category is our last secondary budget category. Miscellaneous can hold all the expenses that don’t fit into one of the other categories.

The last element of your budget is your Savings. Quite simply, savings are the money that is left over if your Expenses are less than your Income. Savings can be as simple as keeping some emergency cash in a cookie jar, or they could be deposited in a savings or money market account at your local bank. 
Putting money aside for savings can be difficult to do on a regular basis – it takes discipline both to save the money when it’s cash in your hands, and to resist the urge to spend any accumulated savings when you see a shiny new toy that you really want (but really don’t need.)

A common savings strategy is to treat your savings like another bill or expense – just one that you owe to yourself. Sometimes this is referred to as “Paying Yourself”, or “Paying Yourself First”. For this strategy, you designate ahead of time how much you are going to save each month (or any other time period), whether it’s a set amount ($200 per month) or a percentage (3% of take home pay from every check). Factor this into your budget, and put that amount into a savings account every time.

There are ways to make paying yourself easier – if your paycheck is automatically deposited directly into your checking account, set up an automatic transfer to your savings account to handle your payments to savings. If you want to get a bit more complex, you can also set up automatic payments to an investment account, either through payroll deduction if your company has such a plan, or directly from your bank account. If you make such savings automatic, after the first few payments you’ll stop worrying about it and your lifestyle and budget will have adjusted to it.

If your budget is tight at the moment and you find it hard to save a whole lot, there are other strategies you can employ down the road a bit. One common recommendation is to ignore your next pay raise – keep your budget set at your current level, and move any extra income due to your raise into savings, preferably in an automatic method described above. A related strategy is to treat any overtime pay the same way – pretend it’s not available for anything other than savings.

One last strategy we’ll suggest is that when you get your car (or other loan) paid off, start applying your monthly car payment amount directly to savings instead of distributing that money elsewhere in your budget. Chances are if you’ve been paying off a vehicle for a while, the rest of your budget is used to “getting by” without that money
As you grow older and your financial picture matures, savings could also be applied to a College Fund, a 401(k), IRA, or similar retirement plan, or any other type of Investments. Many of these options are explored in more detail in other lessons, and we will not dig deeply into them here. In a typical budget, it is common to aim for a savings rate of 2% to 10% of your total income.

As you see, figuring out all the categories that belong in your budget requires a thorough examination of your spending habits – something most people really don’t want to do. Now that you have defined your Budget Categories and explored the various items that populate each of them, it’s time to create your own budget. You should review the High School Budget -Sample Handout (with Instructions) to review how a typical budget for high school students looks and works. 
The Theme 7 Student Resources page contains 2 worksheets. There is a sample high school budget worksheet mentioned above, and an actual high school budget for you to work on - the High School Budget - Worksheet handout. Simply open the spreadsheet and the worksheet Tabs are located at the bottom left of the spreadsheet. Click on the Sample High School Budget worksheet tab to review the sample. You will see it corresponds with the handout above.

Now that you’ve reviewed the sample budget, create your own budget using the High School Budget worksheet. Simply click on the High School Budget tab to display the worksheet. Essentially, you will add your expenses under each of the budget categories and the amount of the expense. Fill it out with the best estimates you can for each category. At the end of the month, add the actual amounts to see how your budget worked. Be as specific as you can, and feel free to modify the spreadsheet if necessary. 
If a category does not apply to you at the moment, include it in your budget anyway but mark the entries as Not Applicable (N/A). When completed, print out the spreadsheet and include it with this activity when you turn it in.

Answer the following questions after you have finished creating your Budget spreadsheet. Use the results from your budget spreadsheet to support your answers.

1. Did your budget allow for any savings and if so, what percentage of your take home pay was dedicated to savings?
2. Do you need a second job to meet your expenses and if so, how did your budget indicate this? 
3. Are there areas within your budget categories where you could reduce your expenses and if so, how much would the reduction in spending increase your savings? 
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