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Hi There, my name is Cait Murray, and I am the Community Outreach Manager at UMassFive College Credit Union. My job is to reach out to our members and community at large, educating them about UMassFive and about financial wellness. Today, we’re going to quickly review some of the key concepts surrounding budgeting. 



Why Should We Budget?

 Budget SPENDING PLAN

 Roadmap to achieve financial goals (fun and not)

 Helps identify areas to improve your financial life
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Many of us don’t think about budgeting until we experience a change in circumstances- job loss, unexpected expenses, illness, family changes. It’s best to have a plan in place prior to these sorts of changes, but working through your finances is a good exercise at any time. That’s where budgeting comes in. - The word budget instills dread in some because it feels very restrictive. A large portion of managing your finances comes down to psychology, so I like to use empowering language about budgeting. I like to call it “spending plan” because it means that I am earning the money, and I am deciding where it will be spent. Of course, much of that spending may be on bills, but at least it feels better to try and feel more in control of your money so this language can help some. It’s up to each person, but it’s just a recommendation.Budgets, ultimately, are a map to achieve financial goals (whether that’s going on a vacation or paying off a credit card)Budgets can also help you figure out what struggles you may have, because they make you look at how you are spending your money. It can be easy to ignore the amount of money we spend on fun things like hobbies or dining out, but when you see if on paper, you may think twice about your spending.



Budgeting Philosophies
 Pay Yourself First

 Savings/goal centered 
 Envelope System 

 Cash based 
 50/30/20 System

 Set spending based on percentages of income
 Zero-Sum Budget

 allocate every dollar you make. 
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Many people think budget and they think that it just means spending less. It really means being strategic about how you spend and how you save. There are plenty of ways that people approach this. Here are just a few: Pay Yourself First system- The idea here is to set aside savings for goals like retirement or paying down debt, and then use the rest of your income for everything else. This method can be used by folks who are looking to cut back on math. This probably won’t work for those living paycheck to paycheck, because you want to make sure all your bills are paid, right? It is definitely a method to aspire to, though. Envelope System: The idea here it to not have any floating transactions or cash, and to establish hard limits. People write down the amount of money they will need to spend for bills, food, entertainment, etc on envelopes, and fund them with cash. The idea is, once it’s gone, it’s gone. This is risky for a lot of reasons. Cash is risky. It gets lost and damaged. It can be stolen. Plus, you might need to pay fees to turn cash into payments for some bills that won’t accept cash.  There are those that this works really well for, though, since there really is no wiggle room.50/30/20 system is a rigid idea where you split your income across three major categories: 50% goes to necessities, 30% to wants and 20% to savings and debt repayment.  This is definitely not a one-size fits all system, so it’s not my favorite. I usually recommend to use a Zero-Sum Budgeting method. The basic premise of the budgeting strategy is that you must “give each dollar a job” to prevent waste and maximize your income, with the ultimate goal of reaching zero at the end of each month. You know how much you take in, and where all of it goes. It sounds rigid, but I promise that there is wiggle room. I’m going to talk about how you can use a zero sum budget today. 



What’s Your Cash Flow?
Expenses

Income Source Income (per month) Monthly Expenses Bills
Primary Job 3,000.00$                     Rent 605.00$     
Side Job 400.00$                         Car Payment 329.00$     
Savings Account 10.00$                           Auto Insurance 111.50$     

Gas 80.00$       
Total 3,410.00$                     Student Loan 120.00$     

Food 150.00$     
Cable 65.00$       
Cell Phone 105.00$     
Utlities 70.00$       
Credit Card payments 240.00$     

Total 1,875.50$ 

Cash Flow 1,534.50$ 

Income
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Ok, but what if I don’t have the time or patience for a fancy budget? That’s ok too. At a minimum, I think it is best for us all to have a good understanding of our cash flow to make sure we can stay above water and spend wisely. Cash flow is just a break down of what your income is minus your BASIC expenses. This is an important distinction from Budgeting. The expenses here don’t include savings, entertainment, and other discretionary expenses. The goal here is to figure out what is the bear minimum that I need to get by in a month?This is important for several reasons:Gives you an idea of how much it costs to get by in a month. If you were to lose income, this is what you would need to survive. How would you make that happen?Gives you a great savings goal. Take the cost of expenses, and try to save 3 months of the cost of expenses. This will help protect you if income is lost.The cash flow number is basically, what is left after I pay for my minimum expenses? (income minus expenses)If this number is negative, you are in a really tight financial situation. You would stop here in the process and try to figure out how to either obtain more income, or lower those basic expenses. You wouldn’t be in a place to think about savings, etc.If the number is positive, it tells you what wiggle room you have in terms of  money to pay down debt, or save, or dedicate towards the other expenses in life. If participants go home and do this math, I think that is a wonderful achievement. Many of us don’t do this, and should have a better idea of what our financial picture looks like on an everyday basis.



Where Do I Start?
 Find your monthly net income
 Add Up/itemize your monthly expenses
 Find if there is any excess to save/pay 

down debt
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Many of us pay our bills and then view savings as an afterthought. Though this is a very realistic situation when money is tight for us, the ultimate goal is to get to a place where you can try to prioritize your goals and make how much you spend fit around them. This is obviously something to work towards, and isn’t possible for everyone in every stage of their lives.As such, when beginning to budget, I recommend that you start by understanding how tight your financial situation really is before trying to prioritize your goals.  Today, we’ll talk about how to run through those steps by finding your net income, understanding your expenses, and finding out if there is any excess. 



Step 1: Record Monthly Income

Income

Salary

Tips

Investment 
Income

Benefits

Gifts

Child 
Support

Alimony

Scholarships
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Wheel of income. For some of us, income is more than just a paycheck. Here are some other things you should consider income (so long as they are regular)If you have joint finances in your household, you should consider both incomes. UMassFive.coop has a tip booklet on budgeting that you can download to help you sort this out, and it even has room for several incomes!What is important with income is to think about how much you are taking home. If your employer takes out your taxes, pays insurance premiums, etc, you are probably all set to record whatever comes in your paychecks on a monthly basis (although, it’s not a bad idea to review your deductions annually to make sure everything is as desired). If you are self employed, you are going to have to figure out an average monthly figure. I would suggest looking back at your business for the past 2 years to find that average. You will also need to allocate costs for insurance, taxes, etc. 



Step 2: List Monthly Expenses

 Create a list of all monthly expenses
 Use online banking to make this process easy
 Record each expense manually if you like to use cash
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The next step can be a bit harder. You need to create a list of monthly expenses from what you have been spending. Use bank statements (online banking!) to make this easier, but if you use cash a lot, you’ll need to track that, too. 



Step 3: Income - Expenses
 Do you have an excess or a shortage? 

If you have excess…
 Included all expenses? 
 Saving enough?
 Paying off debts more aggressively?

If you have a shortage…
 Decrease expenses?
 Adjust budget?
 Identifying other sources of income?
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Getting back to the budget, it’s important to point out that UMassFive recommends budgeting on  “zero sum” model. What this means is that, in this style of budgeting, your income = your expenses. This aligns with the concept that every dollar has a job.This is because, by making buckets in your budget for all expenses and savings, you should be directing all your income somewhere. You may not know the exact dollar figure you will spend on groceries each month, but you should plan to spend a maximum of __________, which is allocated from your income. When starting off, or when there is an emergency, I recommend putting savings on the back burner until you know you can cover everything else. So, after subtracting your expenses from your income, do you have  excess? If so, confirm that you’re including everything. If you have, this excess is for more discretionary needs, saving, and paying down debt. -If you have a shortfall, we encourage you to take a look to see if you can decrease expenses in your  household, maybe adjust some financial pieces (possibly lowering a cable bill, for example) and as a last resort, considering how you may find other sources of income.



Balancing the Budget

Evaluate Your Expenses
Fixed

• Housing
• Transportation
• Medical Costs
• Dependent 

Care
• Credit 

Card/loan 
payments

Flexible

• Groceries
• Personal items
• Laundry
• Clothing
• Utilities
• Car repairs

Discretionary

• Eating Out
• Vacations
• Entertainment
• Gift Giving
• Hobbies
• Designer 

Labels

Presenter
Presentation Notes
Trying to decrease expenses can be a very important step. We encourage you to look at the nature of your expenses, and consider cutting them starting with the discretionary (fun) expenses. We don’t suggest you try cutting out all the fun things in life; we are human and need a bit of fun to get us through. The suggestion is more about being strategic in that spending. Place a budget on your dining out for the month, and stick to it. If you budget $100 for dining out, you could go to mcdonalds 10 times, or you could go to a really fancy dinner once. Up to you! -Also, trying to budget for vacations or gift giving can be very helpful. If you sit down and think about it, you know how many people you generally buy gifts for at holidays/birthdays. Set a budget to it. I bet we’re all more rational when setting the budget in advance as opposed to impulsively buying more expensive gifts in the moment. Plus, the Credit Union can help you save over the year with a holiday club account, to make things easier.Flexible expenses are the ones that need to be taken care of, but we can usually have a degree of control. This is really up to you. If you love shopping at Whole Foods, go for it. Maybe you can skip running the air conditioners all day in your house to save on utilities instead. The idea is to explore what you can change in these categories to save some money.Fixed expenses are the ones that many people THINK they should change when money is tight, because they are the hefty costs. However, these should be the last place you adjust. There are often large financial implications involved in changing these items, or personal implications. (please take care of yourselves and your loved ones medically and care wise!) Credit card/loan payments are listed here. These are agreements you have made with creditors, and not paying them could wreck your credit. If you want to change these payments, you would likely have to prove hardship and work with the creditor. Make sure not to simply stop paying!



In Times of Emergency

 If you have lost your job, apply for 

unemployment benefits

 Contact your creditors

 Utilize local resources to help ease 

financial burdens

 211.org or 2-1-1
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Obviously, cutting your cable bill is not going to be a solution in times of emergency. If you have lost your job, we encourage you to apply for unemployment benefits if available. Contact your creditors if you can’t pay. Banks/Credit Unions, landlord, mortgage servicer, student loans, utilities- anyone you pay a bill with may be willing to help you skip some payments until you get back on your feet. It’s better for them to know what’s going on instead of you just disappearing without paying. There are many community organizations who can help to ease financial burdens, whether it be through access to free food, clothing, medical care, or signing up for services that are available to help in your situation. Calling 211 or visiting 211.org



Goals and Savings
 Do you have savings?

 Emergency 
 Planned expenses
 Goals

 Do you have debt?
 Snowball vs avalanche

 Add these as line items to your budget!
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Once you have an understanding of your finances, and know you have excess after paying for your necessities, it’s time to consider goals surrounding paying down debt and savings. If you don’t have a savings, an emergency savings is a great goal. Find the cost of your basic monthly expenses (from the cash flow exercise) and  multiply it by 3, and try to understand how quickly you could save for that. Try planning for 24 months to see if that works. If not, maybe 36? Planned Expenses: A great tip is to make a monthly budget line for planned expenses like holiday gifts, or a vacation. Understand how much you will need to spend for each, and then divide it over a yearGoals: Do you want to buy a home? Pay for a child’s education? Figuring out how much you want to save to achieve these goals is super important. Make deadlines for these items. Ex. If I want to save for a house down payment, and I want to buy in 5 years, and I want to have a $20,000 downpayment, I would need to save $334 per month. Is that reasonable? Debt: If you have debt, and have extra funds, you may want to prioritize paying down your debt more quickly to save money. Make a list of the debts that you have: balances, minimum payments, and interest rates. You can opt to snowball, which means  to sort them by balances owed. After paying the minimum payments on all debts, allocate any extra funds to start paying off the smallest balance first. Once you pay off a debt, you allocate the payment from the debt to the next smallest debt. This will build momentum, which can feel good with debt repayment. If you want to save more money, use the avalanche method, which is the same concept as the snowball, but you sort the debts by highest interest rates and prioritize the highest interest date first. This can take longer to pay off debts initially, but if you are dedicated, it will save you the most money.  No matter what you choose, put a dollar amount on what you will spend for each item (savings, or paying down debt) monthly and add it into your budget as an expense. 



Keep It Up!
Create a system that works for you
 Paper ledger
 Excel spreadsheet
 Computer program

Know the tools available to help
 Mint.com
 Online banking
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Once you create a budget, you need to keep tracking it. Do what works best for you, whether that’s paper or an app. You can try something like mint.com to help make it easier. This scrapes the descriptions from your debit and credit card transactions and categorizes the spending for you. You can set budgets in there, and it will track how much you have spent of that budget each month. It’s not perfect (the program can get confused about how to categorize certain transaction descriptions, but you can manually fix it) but it’s very helpful to keep you going.At the very least, you can monitor your online banking to keep track of where you are at spending wise. 



Saving For Your Future
 Take advantage of all retirement savings benefits 

from your employer
 Meet with benefits specialist to ensure that you are 

doing so! 
 Saving on your own

 IRA accounts-
 Save for retirement with tax-free growth or on a tax-deferred 

basis
 IRS limits annual contributions 

 Financial Advising/Planning
 Have a professional review your financial plan, or help 

develop one
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Last thing is to make sure you are saving for retirementJust read off the slides, but you can plug FIS on the last item. Offer, if anyone is interested, you can help hook them up for an appt. Get some referrals!?



 Free Financial Counseling - Free financial counseling and debt counseling without a sales pitch. Certified 
advisors will help you explore options for achieving your financial goals. Everyone receives a customized 
action plan.

 Debt Management Plan - If you are struggling to eliminate credit card debt, GreenPath may work with 
your creditors to develop a mutually agreeable payment plan. The plan could stop collection calls, lower 
interest rates and help you save lots of money.

 Housing Services - Foreclosure prevention services, home buyer preparation assitance, and reverse 
mortgage counseling.

 Student Loan Counseling – Look into student loan repayment options that can postpone or lower your 
payments. 

 Credit Report Review - Learn how to better understand your credit report and how to manage your credit 
score.

 Financial Education - GreenPath University is your online source for free eCourses, videos, webinars, 
articles and other financial education resources. 
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We pay for our members to access Greenpath to help them in their journey, so if they run into budgeting issues, they can call and work with them for free!Visit the resources page on umassfive.coop for more information. 
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