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Masterminding money 
 

If you think "budget" is a dirty word, maybe it's time to reexamine what a budget can do for you. In 
doing so, you'll soon realize that budgeting is the first step toward financial freedom--even if you're in 
debt--because it helps you rally your financial forces and meet your goals.  
 
Setting up a budget takes a little time, research, and adjustment--all of which will be easier once you 
understand the process. Establishing and sticking to a budget requires realism, motivation, and 
discipline. A long-term objective (like a vacation or having enough money to last the semester) often 
serves as a powerful motivator. If you're establishing a budget with your family, make sure everyone 
who will be affected has input. 
 
The best way to establish your budget as a tool--and not a form of punishment--is to keep it realistic. 
Be as honest and accurate as possible when estimating expenses. Don't provide such a soft cushion 
that you can easily overspend, but don't tie yourself down to impossible limitations that you'll break 
every time. If you've made your budget realistic, and can identify strongly with your financial goals, 
you'll need less discipline than you think.  
 
Set your goals  
Make a list of your financial goals then divide them into three categories:  

 Short-term goals: Achievable in up to 3 months. Require the least amount of money and 
planning such as paying for class materials. They're useful because they let you see results 
within a matter of months.  

 Medium-term goals: Achievable in 3 months to a year. Require more money and really need 
planning to happen such as like buying new tires for your car.  

 Long-term goals: Achievable in over one year. Require the most money, time and planning. 
These include saving to buy a car, down payment on a home and retirement.  

Calculate how much each goal is likely to cost and estimate a time frame for when you'd like to 
accomplish it. Then prioritize them.  
 
Assess your income  
How much money do you have to work with? Figuring this out could be as simple as checking your pay 
stubs, or it may be as complicated as tallying your salary, any extra income you receive, and the returns 
on any investments you may hold. Don't forget to deduct your income taxes to establish the actual 
money (or net income) from which your spending will come.  
 
For budgeting purposes, it's best to tally income on a yearly basis, which you can easily divide (by 12) 
into a monthly basis. While a budget forecast usually takes a full year into consideration, it's 
formulated and handled on a monthly and weekly basis.  
 
Add up your expenses 
Adding up and categorizing your expenses will clarify how you actually spend your money. Once you 
have a handle on where your money goes, you can start making adjustments accordingly.  
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 Fixed expenses (expenses which stay the same every month). Gather a month's worth of 
checking account information, credit card bills, utility bills, savings and/or retirement fund 
contributions, and any other records of regular expenses you might have. Add everything 
together.  

 Flexible expenses (paid monthly but amount can vary, use an average). Faithfully record your 
flexible expenses for one month. This includes gas and other transportation costs, groceries, 
laundry and dry cleaning, entertainment, pet expenses, etc.  

 Periodic expenses (paid occasionally and amounts may vary). These are difficult to tally since 
they don’t occur regularly and may vary in amounts. However, use your best judgment as to 
how much you realistically think is spent. For those that are fairly consistent (ATM fees, annual 
pest control, etc.), use an average to find out your monthly expenses. 

Next, use the totals to calculate your overall expenses for a calendar year. This big picture will not only 
give you perspective, it will help you decide where to adjust your budget if needed.  
 
Organize the categories according to your spending habits and needs. For instance, some people might 
split out a separate category from entertainment expenses and devote it to books and magazines, 
while others might have a separate category dedicated to CDs.  
 
Don't forget emergencies and unusual expenses. Plan to set aside a little each month for emergencies 
and unusual expenses (if you only buy clothes twice a year, or you need to save for dental visits, for 
example). When this savings account grows larger than you think you'll need, roll some of it over into 
your long-term savings.  
 
Tighten your belt  
With your goals firmly in mind, make an initial subtraction of your total expenses from your net 
income. How much is left? Apply this money to your goals. If you're disappointed at how much is left--
or if you need more to meet demanding goals such as paying off debt--it's time to tighten your belt a 
little.  
 
Identify dissatisfying spending. With a bird's-eye view of your spending, do you notice your money 
flowing in a direction that really isn't all that important to you--especially in light of your goals? By 
being aware of your spending habits and changing them, you may be able to save a surprising amount 
of cash.  
 
Examples of common areas where people overspend include eating out (it's much cheaper to cook at 
home, or bring lunch to work), taking taxis (mass transit is cheaper), and buying magazines or books 
you never read. Changing these habits may take some discipline, but it won't change your quality of 
life.  
 
Cut back. Do you spend too much on things that make your life easier or more fun but drain away your 
cash? Whatever you do, you don't want to feel deprived, so don't completely cut a category that's 
important to you. Instead, see where you can cut without drawing blood. These choices are entirely up 
to you and also depend on the aggressiveness of your goals.  



Better Business Bureau (BBB) Education Foundation of Metropolitan Houston 

Handling Your Money - Page 3 

 
Some examples might be purchasing fewer magazines or CDs, using the library instead of buying books, 
or waiting to rent videos of the movies you feel you don't have to see on the big screen.  
 
Set your budget  
With your goals and belt-tightening measures in mind, you can set up a realistic monthly budget. You 
can even use a free money management program like: www.mint.com or download budget forms from 
the Internet (type the words "personal budget" into a search engine like Google or Yahoo). If you 
create your own form, you can design it any way you want– see Budget Worksheets. Once the form is 
set, here's how to proceed:  
 
BUDGET – List categories. List your different categories and take into account the amount you've 
budgeted to spend on each (this may be included on the budget form, or listed on a separate sheet of 
paper as a reminder, depending on your budget's design).  
 
BILL ORGANIZER – Arrange your bills by how they are paid (deposit accounts, cash) to determine how 
much of your income needs to be put into the bank and how much you need to have in cash. 
 
TALLY SHEET – Keep track. At least once a week, tally what you've spent and fill in your spreadsheet 
accordingly. If you find you've spent all of your entertainment allotment in the first week, examine 
whether or not it's realistic. If it is, hold yourself to it. You'll be able to spend money on entertainment 
next month, anyway--a fact that should keep you from feeling deprived.  
 
CASH FLOW – At the end of the month, you should have money left over to apply to your goals (Total 
Excess). If you've met your budget, it will be the amount you expected. If you have more (or less) than 
that amount, re-examine your budget to see if this is a one-time windfall (or shortfall). If not, adjust 
your budget accordingly. Budgets take time to settle in. You'll need to readjust categories that are too 
tight or padded, and you'll need to plan ahead for times when your expenses temporarily mushroom.  
 
With the help of a realistic budget, you can plan for security during emergencies, take the vacation 
you've always dreamed about, and prepare yourself for a comfortable retirement. A realistic budget is 
your ticket to financial freedom--and there's nothing limiting about that. 
 

IMPORTANT FILES 

Now that you have organized your budget and bills, it is very easy to maintain and store your records. 

First, there are really four types of files. Personal (bill receipts, etc), tax files (any paperwork that is 
required for taxes), long-term files (mortgages, car contracts, or any other contract) and important 
papers (will, birth certificates, etc.) 

Personal files are monthly insurance statements, credit card statements, mortgage receipts, and any 
other monthly statement. At the end of the year, if the files aren't too thick you can consolidate them 
into one folder labeled with the year. KEEP THESE RECORDS FOR TWO YEARS. 

Tax files can be filed in a folder or accordion folder. These items include: W2 forms, 1099 forms, All tax 
forms with attachments and any other form that you receive that must be reported on your taxes. 
KEEP THESE RECORDS FOR THREE to SIX YEARS.  

http://www.mint.com/
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Long Term files include your mortgage or lease agreements, notes on car purchases or any contract 
that is still in effect. Keep these files in a safe place. KEEP THESE FILES AT LEASE UNTIL THE 
AGREEMENT HAS ENDED and/or FOR FIVE YEARS AFTER THE AGREEMENT HAS ENDED. 

Important papers should be kept together where you can lay your hands on them quickly. You might 
want to use a safety deposit box or at least a locked drawer. These items include: wills, deeds, trusts, 
stock certificates, birth and death certificates and any other extremely important document. KEEP 
THESE FILES INDEFINITELY. 

SOURCE: Adapted from Learn2.com & Budget Stretcher 2002 


