
Chapter 1: 
How to Make and Stick to a Budget 

 

How to Make 
and Stick to a 
Budget 

What’s the first thing 

you think of when you hear the word 

budget? If you’re like most people, 

you think of saving money—and this 

means making sacrifices. This is why 

the word budget can make people 

cringe.  

Making a budget isn’t hard and it will 

make you aware of all the things you 

spend money on.  It can also help you 

identify the things that are worth 

spending on, and those that are not.  

Your budget doesn’t have to be 

totally restrictive. 

It may not always be a pleasant 

experience, but it’s really important to 

make and stick to a budget. Many 

people live from paycheck to 

paycheck and struggle to get by. If 

you’re coming up short at the end of 

the month, or are not sure about 

where all your money is going, setting 

up a budget will help.  

A budget will help you save money 

for emergencies, major events and, 

eventually, retirement. And it doesn’t 

mean you can’t splurge once in a 

while on a designer jacket or an 

extravagant dinner. 

A budget is a roadmap for spending. 

It includes how much you earn and 

how much you spend on necessities 

such as rent, student loans, utilities, 

and groceries. It also includes money 

spent on fun, such as movies and 

meals at restaurants. A budget can 

help you see how much money you 

have left after paying for necessities. 

Then you can decide what you should 

do with this money.  

Living without a budget is stressful. 

You might just pay your bills and 

spend the leftover money however 

you like, without thinking ahead, but 

what happens if you run out of money 

in between paychecks and need gas 

in your car or you need to pay for 

public transportation? How will you 

get to work? Credit cards can be a 

temporary solution, but you’ll have to 

pay that bill next month, or over time, 

with interest. This is a problem you 

can usually avoid if you stick to a 

budget. 
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Benefits of 
Having a Budget 

A budget is beneficial 

for many reasons. It 

gives you the 

information you need about where 

your money goes each month, so you 

can be sure you can pay your bills on 

time and don't run out of money 

before your next paycheck.  

This is especially helpful if you use 

credit and debit cards. By not 

handling cash, you don’t see exactly 

how much money you have left. A 

budget helps you avoid late fees and 

interest charges, which can take a big 

bite out of finances. It lets you control 

your finances, rather than letting your 

finances control you. 

A budget can help you stick to a 

savings plan. Tempting purchases 

may make you feel good, but if you 

have a long-term savings goal, such as 

a car or a house, a budget can give 

you motivation by reminding you 

about what's important to you. Once 

you decide how much you have to 

spend out of each paycheck on 

necessities and set aside money for 

savings and fun, you might discover 

that a splurge purchase has to come 

from savings and will affect your plans 

for the future. You might even see 

that you can save more money by 

making a few small changes and reach 

your savings goal more quickly. 

A budget can help you prepare for 

emergencies. Your car might break 

down. You might get sick and have to 

miss work for an extended period of 

time. You might have to move to a 

new apartment.  If you have money in 

a savings account, you can continue 

to pay your necessary bills during an 

emergency. Saving money takes time, 

so you should include an amount of 

money to save in your budget right 

away and stick with it. Your goal 

should be to build an emergency fund 

that will cover from three to six 

months of living expenses.  

Once you’ve reached this goal, keep 

adding a small amount of money to 

the emergency fund regularly. Keep 

your emergency fund in a savings 

account or a different account. Don’t 

mix this money with the money you 

use for living expenses. After you 

have money set aside for 

emergencies, you can begin saving 

for retirement.  

A budget is also beneficial because it 

gives you a better picture of your 

finances, and allows you to 

understand them better. By looking 

closely at all of your monthly 

purchases, you might find that some 

of them just don’t make sense 

anymore, like cable channels you 

don’t watch, or a gym membership 

that you’re not using.   

Can you cut back on dinners out, or 

daily coffee stops?  
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You might decide to rethink your 

entertainment budget and shift some 

of that money into savings instead, or 

spend less on going out to the movies 

if you have a variety of cable channels 

at your disposal.   

You might be able to stream movies 

and music using your library card.  

Visit your local library to see if they 

make these services available to 

patrons. Borrow books and magazines 

from your local library, so you don’t 

have to buy them. 

 

 

 
 

 

  

 

 
 
 
Making a budget can help you see how you spend your money. 
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How to Make a 
Budget 

The first step in 

making a budget is 

to consider how 

much you earn. You might be paid 

weekly, or biweekly, or on some other 

schedule, but a good number to focus 

on is a monthly amount. If your hours 

vary, look at the last six to twelve 

months and calculate your average 

monthly wages. Also consider any 

other income you have, such as tips, 

commissions, or random freelance 

work, interest earned on investments, 

as well as funds you receive from 

other sources such as family. 

Then figure out where your money 

goes. Track all of your daily expenses 

for a month—every cup of coffee and 

bus ticket. Write down what you 

spend each day and what it is for. Use 

a spreadsheet. Account for every 

penny. Your expenses will fall into 

three categories:  

 1. Fixed needs 

 2. Variable needs  

 3. Wants  

Fixed needs are necessary and usually 

the same from month to month. They 

include expenses such as rent, phone 

bill, car payment, student loan 

payment, credit card payment, and 

electric bill. 

Variable needs are also necessities 

but they are not the same from month 

to month. They include expenses such 

as gas, food, pet supplies, and 

necessary clothing. 

Wants, on the other hand, are 

nonessential expenses. They might 

include meals at restaurants, movies, 

gym memberships, electronics, gifts, 

and unnecessary clothing. 

Add the total amount of money you 

spend in a month on fixed needs, 

variable needs, and wants. Then 

subtract your monthly expenses from 

your monthly earnings. If you have a 

surplus—money left over after your 

expenses—you are in good shape.  

However, you still may be able to cut 

back on unnecessary expenses and 

save money. If you are in the red, 

which means your expenses are 

greater than your earnings each 

month, you need to reduce expenses, 

increase your earnings, or both. 

 

   



How to Make and Stick to a Budget  5 

 

   

 

NEEDS WANTS 
 

Rent/Mortgage 

 

 
Dinners at Restaurants 

 

 
Utilities 

 

 
Expensive/Unnecessary Clothing

 
 

Credit Card Payments 

 

 
Gym Membership 

 
 

FINANCIAL GOALS 
 

Savings 

 

 
Payments to Reduce Debt
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Sample Budget 

Monthly Income:  

Household net wages $2,880 

Other (babysitting) $120 

Total  $3,000 

Monthly Expenses:   

Rent/mortgage $800 

Car loan  $260 

Student loan  $220 

Car insurance $160 

Cell phone $80 

Internet $50 

Cable $120 

Utilities $270 

Food  $360 

Clothing $190 

Entertainment $400 

Other (gifts, etc.) $80 

Total:   $2,990 

 
Monthly income ($3,000)  
minus expenses ($2,990) = $10 
 

 

This sample budget cuts expenses 

very close to income, with just $10 left 

over every month to put into savings 

or pay off debt. Changes need to be 

made to this budget to free up money 

for savings. Use the following work 

sheet to calculate your own budget. 
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Month/Year:      

Monthly Income 

Wages  
Tips  

Other Income  
TOTAL MONTHLY INCOME  

 

Monthly Expenses 

HOUSING Mortgage/Rent  
Utilities (Electricity/Water)  

Credit Cards  
Insurance (Homeowner’s, Renters, etc.)  

Loan Payments  

Other Housing Expenses (Cable, Internet, etc.)  
FOOD Groceries/Household Supplies  

Restaurant and Other Food  

TRANSPORTATION Public Transportation  
Vehicle Loan  

Gas for Personal Vehicle  

Parking, Tolls, etc.  
Maintenance & Supplies (oil, etc.)  

Vehicle Insurance  

 HEALTH Health Insurance  
Medicine/Prescriptions  

Other (Dental, Vision, Copays)  

 PERSONAL Childcare or Support  
Other Family Support  

Laundry  

Clothing, Shoes, etc.  
Charitable Gifts, Donations, etc.  

Entertainment (Movies, etc.)  

Other (Haircuts, etc.)  
DEBT & FINANCE Debt (Credit Cards, etc.)  

Student Loans or Other Debts  

Fees (Bank, Credit Card, Debit)  
Prepaid Cards, Phone Cards, etc.  

MISCELLANEOUS EXPENSES Supplies (School, etc.)  

Pet Care  
Other  

TOTAL MONTHLY EXPENSES  

  
TOTAL MONTHLY INCOME  

- TOTAL MONTHLY EXPENSES  

=  

BUDGET WORKSHEET 
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Other Budgeting 
Strategies 

Some money experts 

believe in a simple 

method called the 

50/30/20 rule to 

keep you from spending more than 

you earn.  

According to this rule, you should 

budget your after-tax earnings (net 

income) in this way: 

 Needs should be 50 percent of 

your net income 

 Wants should be 30 percent of 

your net income 

 Financial goals (savings and 

debt reduction) should be 20 

percent of your net income 

These ratios are the maximum you 

should spend on these categories—if 

you can get by with less, you can save 

more. When following the 50/30/20 

rule, you should consider where any 

new expense fits into these three 

categories. If you cannot fit it into the 

appropriate ratio, it does not fit into 

your budget.  

This plan is flexible, especially if you 

are still trying to get your finances 

under control. Your needs may 

consume more than 50 percent of 

your net income, for example, leaving 

you less to devote to financial goals. 

When you are in a better financial 

position, adjust your ratios to move 

closer to 50/30/20. 

Keeping your needs at 50 percent of 

your take home pay helps you if you 

become injured or unemployed, since 

most disability payments and 

unemployment benefits will only be 

50 percent of your regular salary. 

See page 30 for a budgeting chart of 

the 50/30/20 rule for various income 

levels. 
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Budgeting &  
Savings  Apps 

There are many tools 

available to help you 

budget and save 

money.   

Budgeting Apps 

These services offer real-time tools so 

you can see how you are spending 

your money each month and can alert 

you if you are overspending.  Some of 

the most popular budgeting apps are: 

 Mint: mint.com 

 PocketGuard: 

pocketguard.com 

 You Need a Budget: 

youneedabudget.com 

 Wally: wally.me 

 Mvelopes: mvelopes.com 

 GoodBudget: goodbudget.com 

 EveryDollar: everydollar.com 

 Clarity Money: marcus.com  

 Buxfer: buxfer.com 

 PearBudget: pearbudget.com 

 

Saving Apps 

These services offer tools to help you 

save money.  Maybe you’re on a tight 

budget and you want to save 

wherever you can to create a “rainy 

day fund.”  Maybe you want to save 

for a large purchase like a special trip 

or a down-payment on a car.   

Some of these apps round up your 

purchase to the next dollar and add 

the change to your savings account.  

If you’ve ever cashed in a change jar, 

you know how much these few cents 

can add up.   

Be sure to review the terms carefully, 

since some savings apps charge a 

monthly fee for their service. 

These savings apps can help you 

reach your goal: 

 Acorns:  acorns.com   

 Digit: digit.com 

 Chime Bank: chimebank.com 

 Trim:asktrim.com 

 Stash:stashinvest.com 

 Clarity Money: 

claritymoney.com 

 Mint: mint.com 

 Qapital: qapital.com 

 Aspiration:  aspiration.com 
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 Twine:  twine.com 

 Varo :  varomoney.com 

 Stash:  stashinvest.com 

 Capital One 360 Savings: 

capitalone.com 

 Empower Finance: 

empower.me 

 

Ways to Cut Back  

When you look at your 

income and spending, 

you may see that you 

need to cut back. You 

might not have any money left at the 

end of the month. Look first at your 

list of wants. What can you eliminate?  

How much money do you spend 

eating out?  

Are you spending a lot on smoothies 

or coffee every week? What about 

clothes and shopping? Could you cut 

back on these?  

If you buy a coffee every morning on 

the way to work, at $3 each, that 

works out to $780 per year.  If you eat 

out for lunch every day, and spend 

$15 per day, that’s $3,900 per year.  If 

you cut back on going out for coffee 

and lunch, just 3 days a week, that 

would be an extra $2,808 in your bank 

account each year. Purchasing a good 

coffee maker and brewing it yourself 

will easily cut costs. 

Scrutinize your spending on 

unnecessary items or activities 

You may be able to save some of this 

money instead of spending it. For 

example, you may drop several 

dollars a week into vending machines 

for snacks during work hours. Instead, 

keep a supply of inexpensive snacks 

on hand. A box of granola bars 

purchased from a grocery store is 

much less expensive than purchasing 

individual bars on the go.  

You may decide that some of these 

wants should become goals that you 

can save for over time. Maybe, 

instead of buying the latest video 

game as soon as it's released, try 

making this a short-term goal and 

setting aside money from each 

paycheck. Set limits on how much you 

spend on wants, such as restaurant 

meals or movies, and see if this helps 

you balance your budget.  

Try substitution instead of outright 

elimination 

Research a less-expensive gym, or 

quit the gym and put the membership 

fees toward the purchase of home 

fitness equipment.  

Are you paying for a streaming 

service to listen to music without ads? 

Consider using a free service instead; 

the interruptions are a small 
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inconvenience if you can save money. 

Or, see if your local library makes 

music and movie streaming services 

available to their library card holders. 

Avoid temptation and move money 

into savings first 

If your employer offers direct deposit, 

set up an automatic deposit into your 

savings account.  That way it will be 

less of a temptation to spend.  If your 

employer does not offer direct 

deposit, you can do it yourself by 

transferring money into your savings 

account when you deposit each pay 

check. 

If reducing “wants” is not enough, 

you may have to adjust variables  

Maybe, for example, you can reduce 

car trips to save money on gas, or you 

can take public transportation more 

often to avoid parking fees. Share 

transportation expenses by 

carpooling with coworkers, if possible.  

In some cities, you may be able to 

enroll in a car-sharing service, or use 

on-demand car services. These 

solutions relieve you of the expense 

of car payments, fuel, repairs, and car 

insurance.  

Some areas offer alternative 

transportation, such as bike-sharing 

programs, that may also work for you. 

Your situation may allow you to use a 

variety of these transportation 

solutions and greatly reduce your 

expenses. 

Here are some tips to cut back on 

your grocery bills:  

 Choose less-costly brands 

 Look for coupons for products 
you buy 

 Shop at a discount store 

 Examine store circulars to find 
the best prices and buy what's 
on sale 

 Plan your meals for the week to 
take advantage of sales and 
avoid wasting food 

 Make a shopping list and stick 
to it, to avoid expensive 
impulse purchases 

 Brown bag your lunch instead 
of going to restaurants 

 Buy in bulk 

 Compare prices between 
different grocery stores, and 
maybe save by shopping at a 
different store 

 Try curbside pickup.  You can 
shop online for what you need 
and pick it up at the store.  
Most grocery stores offer this 
service for free, and it helps to 
limit impulse purchases. 

 

If you usually throw away fresh fruits 

and vegetables because they spoil 

before you eat them, shop for frozen 

or canned produce, or buy seasonal 
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fresh produce, which is usually less 

expensive. 

Larger packages of food and other 

items are usually less costly. Check 

the store shelf for the unit price. The 

unit price tells you how much each 

unit, such as an ounce, of the item 

costs. A large box of cereal, for 

example, may cost more than a small 

box, but the cost per ounce might be 

much less. If small boxes are on sale, 

however, the unit price may be lower.  

The same is true of proteins. Meats 

are often expensive, but they can be 

more affordable if you purchase large 

packs. Separate the meat into smaller 

portions—the amount you will cook 

for a meal—wrap it in freezer paper or 

bags, and freeze it. You may also 

consider cooking it all at once before 

freezing it to save time later. You 

could also freeze portions for two 

meals and have the leftovers for lunch 

the next day.   

You can also save money by going 

meatless occasionally. Substituting 

beans, eggs, or another protein for 

meat once or twice a week will save 

on your food bill. 

Use the 24-hour rule 

Wait 24 hours before making non-

essential purchases.  If you’re looking 

at an item online, add it to your cart 

but wait until the next day to decide if 

you really want it.  Waiting a day can 

help you cut down on unnecessary 

impulse purchases. 

Learn to fix things instead of 

replacing them 

You can find library books and online 

tutorials about almost any subject. 

Learn to sew on a button, change a 

tire, fix a leaky faucet, or remove a 

carpet stain. 

Substitute handmade gifts/services 

for store-bought 

Offer help, such as babysitting, to 

new parents instead of buying toys or 

clothes. Learn to knit or crochet and 

make clothing, toys, and housewares 

to serve as gifts. Cook or bake for 

friends. Organize a potluck instead of 

dinner at a restaurant. 

Find a less-expensive housing option 

The cheapest apartment is not always 

the best—your safety is important, as 

is the location where you live. If you 

live close to where you work or go to 

school, you will probably save on 

transportation.  

You may want to get a roommate to 

share expenses. Start with people you 

already know, including friends, 

family, and coworkers, who may want 

to share a place or can recommend 

someone. Consider moving in with 

your parents or other relatives, at 

least temporarily, to save money. 
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Other ways to save include shopping 

for utilities if you are able, substituting 

a pay-as-you-go cell phone for a 

monthly contract, and shopping for 

less-costly insurance. You might 

consider cutting out cable and 

subscribing to a streaming service for 

entertainment. 

Look at any fees you pay 

Debit cards are convenient, but you 

may incur charges when using them. 

Your financial institution may let you 

make a set number of debit payments 

a month without adding fees, but it 

may charge you for using the debit 

card other times.  

If you are racking up debit card fees, 

consider using a cash system—

withdraw the money you can spend 

each pay period in one transaction. 

Find out if your financial institution 

offers any other ways to avoid fees 

when using your debit card. You may 

be able to replace the card with a 

debit/credit card. Making transactions 

as credit charges still limits you to 

spending only money that is in your 

account, but you may avoid debit fees 

with these purchases. Credit 

transactions also provide consumer 

protection. This means the credit 

company will help you in a dispute 

about a purchase with a merchant. 

You may also pay fees for bank 

accounts, so it pays to shop around. 

Some banks offer free checking 

accounts to customers with direct 

deposit. You may be offered 

overdraft protection, which covers 

you if you try to use more money than 

you have in your account. The bank 

will allow the transaction to go 

through and cover your shortfall, but 

will charge a fee to your account in 

addition to the money you now owe. 

You can protect yourself from 

overdraft fees by keeping a careful 

watch on spending. 

Comparison shop for insurance 

When your auto insurance policy is up 

for renewal, get quotes from three 

other insurers to make sure you’re 

getting the best deal.  Do the same 

for your homeowners insurance when 

your policy is ready for renewal. 

Ways to save on entertainment 

There are many ways to save and still 

have fun!   

Call your cable provider and explore 

alternate plans for a lesser fee. 

Consider streaming options, like 

Netflix, Hulu or Sling as an alternative 

to cable. 

Explore your cellular options.  You 

may be able to save by switching 

carriers or switching plans.  If you’re 

not using very much data, you may be 

wasting money on an unlimited data 

plan.  But, pay attention to fees.  If 

you are paying overage fees for data, 
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you’re probably not in the right plan.  

You can also put a cap on your data 

plan, so if you reach your limit, you 

have slower access until you reach 

your next billing cycle.  

Visit your library.  Your library most 

likely has a wide selection of DVDs 

and audio books, all for free.  Plus, 

they have books, of course.  Many 

libraries also participate in free pass 

programs where you can “check out” 

a free or reduced cost pass to a local 

attraction or museum.  Your local 

library might also offer free access to 

music and movie streaming.  

Stay in with friends.  Consider a game 

night and spend the night in; this can 

be far less expensive than a night out 

on the town. 

Visit museums and national parks, 

which are usually free or low-cost.  Go 

hiking or have a picnic.  Be creative! 

 
Credit Cards and 
Debt 

Credit cards are 

convenient, but they 

are also costly. While 

you may need to use a credit card for 

unexpected expenses, such as a car 

repair, you will have to pay back the 

amount you charged with interest.  

Credit card debt is a loan with an 

open-ended or rolling repayment 

date. Payments are usually made 

monthly. Lenders charge interest, 

which is a percentage of the amount 

you have borrowed. You have to pay 

back the principal, or the amount you 

have borrowed, as well as the 

interest. If you charge $100 on your 

credit card, which has an interest rate 

of 10 percent, you owe $110 if you 

pay it back right away. But credit card 

companies charge customers 

compound interest, which may be 

calculated monthly. This means that 

you will have to pay interest on the 

principal and interest on the interest, 

which increases every month that you 

don't pay off the debt.  

Compound interest can balloon 

quickly. If you decide to use a credit 

card—or several cards—you may find 

yourself facing larger and larger 

payments as the interest increases. 

Sometimes people can't pay other 

bills because their credit card 

payments get too big for them to 
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manage. They start using credit cards 

to pay for needs such as utilities and 

groceries, and struggle as even more 

interest adds up.  

You may not need a credit card at all. 

If you decide to keep one for 

emergencies, choose one with a low 

interest rate, or choose a prepaid 

card. The higher the interest rate, the 

more interest you will pay. Try to pay 

the bill off every month, or in as few 

payments as possible. Don't use the 

credit card for “wants.” 

If you already have credit card debt, 

make eliminating it a priority. You 

may feel a greater sense of 

accomplishment if you focus on 

paying off one card at a time. Pay 

down the card with the lowest 

balance. You may have to make the 

minimum payment on other cards to 

do this, but paying off one card will 

remove one weight from your 

shoulders. Then, immediately focus on 

eliminating debt on another card, and 

keep going. 

You may also want to ask the card 

issuer for a lower interest rate. The 

creditor is more likely to do this if you 

have not missed payments and have a 

credit score of 730 or more. If you 

receive an offer of another card with a 

lower rate, you can also ask your 

creditor to match the offer. 

Websites such as lowcards.com and 

bankrate.com allow you to compare 

credit cards. Some card issuers offer 

low introductory interest rates for a 

year or more. If you will be able to 

pay off a higher-interest card in that 

time, you may want to transfer the 

balance to a lower-interest card.  

Smartbalancetransfers.com is a site 

that can help you calculate any 

balance-transfer fee to see how it will 

affect your debt. You also should not 

use the card for new purchases if the 

lower interest rate does not apply to 

these charges. In any case, the goal is 

to reduce credit card debt, so avoid 

new charges if at all possible. 

Another strategy to pay down credit 

card debt is to try to make two 

minimum payments a month for the 

same card. If you can afford to do so 

frequently, you will see progress more 

quickly. As an example, a $2,000 

charge on a card with a 17 percent 

interest rate will be paid off in about 

twenty-one years if you only pay the 

minimum each month. If you make the 

minimum monthly payment twice a 

month, however, you will pay the card 

off in about three years—eighteen 

years sooner! And the compound 

interest will be much less.  

Some credit cards offer an 

introductory interest rate of 0 

percent. This means you won’t pay 

any interest on the card for a period 

of time, often a year or longer.  

Consider a balance transfer to one of 




