For expenses incurred more or less often than monthly, convert the payment to a monthly amount when calculating the monthly budget. For instance, convert auto expense that's billed every six months to a monthly amount by dividing the six-month premium by six. This money should be kept separate from your other money so it's available when the bill becomes due. 
Set up Budget Categories, Calculate Budget Amounts

Without a budget, many of us just muddle through, trying to stay one step ahead of our bills. If the word "budget" makes you cringe, think of the process as (1) summarizing how you spend your income and (2) creating guidelines for your spending. No blame, no shame, no deprivation, and no guilt. Thinking of a budget as a financial diet is a sure way to set yourself up for failure. A budget is simply (1) a tool to increase your consciousness of how and where you spend your money, and (2) a guideline to help you spend your money on the things that are most important to you. 

Step One: Set Up Categories 

The 1st step is setting up income & expense categories to track. A common mistake is to try to fit your spending into someone else's categories. While basic categories such as housing, utilities, insurance, & food apply to all of us, we have expenses that are unique to our personal situation. 

A successful budget will include categories that reflect the way YOU actually spend money. 

For example, if you regularly eat lunch out at work, you'll want a subcategory under "Food" for "Lunches Out." Think about your hobbies (golfing, crafts, gardening) and your habits (smoking, drinking, buying coffee every day) to identify other spending categories. The idea is to become more aware of where your money goes so you can make conscious decisions about spending. 

If it helps to start with a canned budget worksheet, there are many available in books and online, but be sure to add and delete categories to customize the worksheet to your needs. 

Step Two: Calculate Budget Amounts 

To get started, collect as many of your pay stubs, bills, and receipts as possible. Calculate your average monthly gross pay (before taxes) by adding the gross pay on four pay stubs if you're paid weekly, or two pay stubs if you're paid twice a month. If your pay varies substantially from pay period to pay period, try to come up with as accurate a monthly average as possible. Now do the same for any interest income, dividends, bonuses, or other miscellaneous income. 

Next, start going through your bills for at least the last three months and listing monthly expenses on a budget worksheet. Make your categories detailed enough to provide you with useful information about your spending habits, but not so detailed that you become bogged down in trivial details. Remember, this has to be something you'll stick with for the long term, so you don't want it to be too much of a chore. 

To come up with your monthly budgeted amounts for each category, it's important to walk a fine line between realistically reflecting your actual expenses and setting targeted spending levels that will enable you to save money. Even seemingly fixed costs such as housing or utilities can often be reduced. Start out by reviewing your bills from the last several months, and entering monthly budgeted amounts for each category. Later, when you have a better grasp on your spending, you'll look for ways to reduce many of these expenses. 

Record Your Expenses, Set Goals, and Make Adjustments

Page One discussed setting up categories and calculating budget amounts. This page discusses recording your expenses, setting goals, and making adjustments. 

Step Three: Record Your Expenses 

When you've identified and listed monthly estimates for your budgeted amounts, use your checkbook to record your expenses for the month in the appropriate categories. Don't forget to record your cash expenditures. Jot them down them in a little notebook as you spend the cash, or scribble them on a piece of paper and stick it in a file to be categorized and totaled at the end of the month. You may be shocked at where your cash goes, especially if you make frequent ATM withdrawals from your bank accounts. 

Subtotal the income and expense categories and subtract the total expenses from the total income to arrive at your net income. If you've recorded all of your income and expenditures for the month, this will be the amount of money you have left over for savings, emergency funds, etc. 

If the number is negative, your expenses are greater than your income. Don't be discouraged. Chances are, your situation can be greatly improved by changing your spending habits. 

If you're fortunate enough to have a positive net income, be sure to transfer most of it to a savings account at the end of each month. Extra cash left in a checking account has a way of getting spent. 

Step Four: Set Goals and Make Adjustments 

After you've tracked your actual spending for a month or two, you'll be better able to identify where you can comfortably make cuts and adjustments to start saving money. Consider this a process of self-discovery. Many people don't have a clear idea of where their money goes until they start tracking their spending, and then they are usually very surprised at how much they spend in certain categories over a month's or several months' time. You can't control your money until you know how much you have and where it goes. 

Once you've got the budgeting process in place, take an in-depth look at your largest spending categories, brainstorm about ways to reduce spending in specific categories, and set realistic goals. Don't overlook the smaller spending categories, either. Sometimes these are the easiest to make cuts in because the spending may be more discretionary, and small amounts can add up quickly. 

If you stick with the budgeting process past the first month or two, you'll begin to see a pattern in your spending, and you'll be able to identify areas where you can painlessly save money that you can use to build an emergency fund or save for an important purchase or goal. Cutting costs becomes a challenge that can be very rewarding, especially as you see your savings grow. Following a budget can set you free from the burden of debt and the constant worry that you won't be able to obtain your financial goals. 

Budgeting and Planning

Budgeting basics
A budget is a plan for spending and saving money. The main reason for making a budget and sticking to it is to save for future goals while meeting present needs. Although budgeting can tell us much about our spending habits and ourselves, one survey found that 60% of Americans have no budget. Another survey found that 90% of Americans, regardless of income, report not having enough money to meet expenses. This is a cash flow, not an income, problem that can be rectified by budgeting and planning.

People begin to budget for a variety of reasons. Some are forced to by life circumstances, like unemployment, to control their finances to survive. Others budget to rectify financial problems caused by overspending or abuse of credit. 

Functions of a budget
· Planning: It ensures that your total income meets total expenditures and helps you manage cash flow so income and expenditures coincide. 

· Communication: A budget is a concrete communication of your goals & plans to yourself and others. 

· Motivation: A budget can help motivate you to reach goals by setting achievable objectives. 

· Control: A budget allows you to control your finances because it lets you see how you actually performed versus what you planned. You can then modify either the plan or the behavior. 

Cash flow analysis
The first step in budgeting is to look at how you spend your money now. This is a "cash flow analysis." This is not a budget, it is only a view of your present spending behavior.

Set up a ledger sheet or legal pad and gather information on income & expenses for the last 6-12 months. 

· Income: Record income from salary, self-employment, unemployment, SSI or SSDI, interest and dividends, alimony and child support, trust and annuity income, etc. 

· Expenses: Expenses can be grouped into subcategories: "fixed" and "flexible." Fixed expenses, which vary little from month to month, include rent, loan payments and insurance premiums. Some experts advise making saving a fixed expense to help you develop the "saving habit." Flexible (or variable) expenses change each month. These include food, phone bills and entertainment, etc. 

Create working categories for tracking expenses. A simple system would include: housing, food, saving, debt repayment, clothing, household operation, transportation, medical entertainment and miscellaneous:

1. Begin by filling in how much you spend in fixed categories from memory. 

2. Start to collect information from credit records, receipts and checkbooks. Look over records for the previous month or two to establish basic spending totals under broad categories. 

3. Establish your own categories as you go along. This personalizes your budget. 

Building your budget
Your budget will take into account what you spent on a monthly basis last year in existing categories, what you plan to spend this year, and any new categories. The steps in the process are easy to follow:

1. Project expenditures for each category for each month, based on last year. 

2. List anticipated income for each month. 

3. Integrate your goals. Knowing what you want will help you achieve it. Begin by defining both financial and non-financial goals. 

4. Focus on savings. A savings plan is another way to change money habits. Plan to save every month even if it is only $5. At year's end you will have $60; after three years that's $180, magnified by interest, if you invest it. Specify which categories cuts will come from to make up your projected savings. For example, you can save $25 a month by cutting entertainment by $15 and clothing by $10. 

5. Begin debt reduction. Save a bundle by paying off installment debt like credit cards. Cut back on charging but make the same payments each month. Credit cards can be expensive, with interest rates up to 20% a year. That's $100 a year on a $500 balance. 

6. Pay back the higher interest debts first; you save more. 

7. Save for emergencies. Job loss, a temporary loss of benefits or a medical emergency can destroy security if you have no reserves. 

How much to spend
How much you spend in each category will vary with each individual, by geographic region and income level. The less you make, the greater the percentage you will spend on basic expenditures (e.g., housing may be 50%). Consumer Credit Counseling Service suggests these percentages:

1. 
Housing: 20-35% 
2. 
Food: 15-30% 

3. 
Clothing: 3-10% 
4. 
Transportation: 6-20% 

5.
Entertainment: 2-6% 
6. 
Savings: 5-9% 

7.
Miscellaneous: Varies 

Having more money
You can increase your income in a variety of ways: 1) cut spending; 2) be a more effective consumer and reallocate resources; 3) generate new sources of income through part-time work, starting a business, etc.; 4) explore possibilities for getting what you want without cash--bartering.

The operating budget
Once you set up a budget, keeping track of your progress requires a system. Several types of operating budgets are widely used. They are:

· the Expenditure Budget 

· the Accounts System 

· the Bank 

The Expenditure Budget: this is the most detailed. It groups information by categories developed for your Cash Flow Analysis and records the following for each category for each month:

1. What was spent last year. 

2. What is planned for this year. 

3. Actual expenditures as they occur. 

4. The variance--how much more or less you spent than you had planned. You log #1 & #2 at the beginning of each month – record #3 & #4 at the end. Then review and modify the plan. 

The Accounts System: this is like old-fashioned household budget using envelopes. The modern version uses columns in a ledger and resembles record keeping in your checkbook. This simple method is low maintenance and lets you see a running total of where money is going and how much is left. "Borrowing" from one category ("envelope") to another can be done, but eventually it will destroy your system.

The Bank Account Budget: this is one of the lowest maintenance systems and utilizes two separate bank accounts. One is a checking account for paying bills, and the other is an interest-bearing money market account for long-term goals. If a couple is doing the budgeting, each should also have a separate account for personal expenses. This method requires a moderate amount of maintenance and does not yield a running total of money remaining.

No matter which method you choose, review your budget every month. Studies of "successful people" have found that those who set goals and review them on a regular basis achieve more than those who don't.

Make your budget work
1. Invest extra paychecks and windfalls. 

2. Make impulse buying difficult by leaving your checkbook and credit cards at home. 

3. Pay bills on time to avoid late fees and finance charges. 

4. Build fun into your budget, you won't succeed if your budget is so strict that you can't stick to it. 

5. Make savings a fixed expense. 

6. Start keeping records. 

7. Review your budget regularly to monitor progress. 

