Budget Quick-Start Guide

If you’re not crazy about the idea of using a budget, you’re not alone. Many people think
of a budget as something you go on like a diet. Or they think of it as being about less —
less spending, less freedom, less fun.

But a budget isn’t something you go on; it’s a tool you use to manage money well. And it
isn’'t about less; it's about more — having more knowledge about what's happening with
your money so you can be more intentional about how you use it so you have more for
what matters most.

In the Parable of the Talents, Jesus describes us as managers of His resources
(Matthew 25:14-30). To truly manage money, a budget — or as | prefer, a cash flow plan
— is essential. Using one will help you build a surplus, accomplish your most important
financial goals, and enjoy peace of mind.

It is no less than the single most powerful tool for managing money well.
Plan to succeed

Using a cash flow plan involves three key activities: planning, tracking, and reviewing.
To get started, go to the Resources section of my website, where you will find a Cash
Flow Plan form and Recommended Cash Flow Guidelines.

Begin by filling in the “Now” column of the Cash Flow Plan with the monthly amounts
you are now giving, saving, paying on debts, investing, and spending on everything
from housing to health care. At first, you may have to guess how much you’re spending
on some of the categories. Just do your best.

Next, use the Recommended Cash Flow Guidelines to help you fill in the “Goal” column.
The guidelines assume you have no debt other than a reasonable mortgage — one
requiring no more than 25% of monthly gross income (preferably less than 20%) for the
combination of your mortgage, taxes, and insurance.

Read How Much Should | Spend on a House?

If you have other debts — credit card balances you carry from month to month, a
financed vehicle, a student loan — you’ll have to devote less to other categories to allow
for the debt payments. Look to your discretionary expense categories to find this money.

The guidelines are not intended as one-size-fits-all plans. The cost of living in big cities
is different than in small towns, income tax rates vary by state, and health care costs
differ significantly depending on whether you are covered by a subsidized plan or on
your own. Plus, you may value vacations more than regularly buying new clothes.
Adjust accordingly.

Prioritize your goals
When filling in the “Goals” column, follow this process:

After entering your monthly gross income, write down a “Giving” goal. The Bible teaches
that giving is our first financial priority (Proverbs 3:9). A tithe, or 10% of our monthly
“‘increase,” is where God started his Old Testament followers, so that’'s a good place for
us to start (but it's not the intended stopping point).
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Next, enter a “Savings” goal. Ideally, this will amount to 10%-20% of monthly gross
income (that may sound like a lot; start where you can and build from there).

If you have any debt other than a reasonable mortgage, use that savings allocation to
build an emergency fund totaling one month’s worth of essential expenses. Once you
have that much, take the money you were putting into savings and redirect it toward
getting out of debt as soon as possible. Put it toward your lowest balance debt. Once
that one is paid off, take the full amount you were paying on it and apply it to your next
lowest balance debt and keep going until you’re out of debt.

Read Practical Steps for Getting Out of Debt

Once you’re debt-free (other than a reasonable mortgage), redirect the money you were
putting toward your debts back to savings and build up your emergency fund to three-to-
six months’ worth of essential living expenses.

Once your emergency fund is fully funded, you can then redirect most of your monthly
savings allocation (8-15% of your income) toward investing, while continuing to put a
little (2-5%) toward saving for items that’ll need to be replaced in the next five years or
so, such as a vehicle or your home’s roof.

After all of that, fill in the spending categories, starting with the essentials (such as
housing, maintenance/utilities, transportation, insurance, taxes, food) and ending with
the discretionary categories (e.g., gifts, clothing, entertainment). Strive for a balanced
plan where total income minus total outgo equals zero.

Periodic bills and expenses

Certain expenses do not occur every month but do occur at some point every year
(insurance premiums, Christmas gifts, vacations). These need to be accounted for on
your monthly Cash Flow Plan. Take the annual total for each, divide by 12, and put
those amounts in the proper categories. Ideally, transfer the total of all such categories
into a separate savings account each month so the money will be there when you need
it.

Just start

If you’re new to budgeting, just get started — and use a pencil. In the early months,
expect to stumble and make some mistakes. Soon enough, you’ll get the hang of it.
Once you do, you’ll wonder how you ever lived without a cash flow plan. And be
motivated by this truth: “The plans of the diligent lead to profit, as surely as haste leads
to poverty” (Proverbs 21:5).

Where does all your money go?

Once you have a plan for how much you intend to give, save, invest, and spend on
everything from food to clothing, you need a system to see what'’s really going on with
your cash flow.

In this section, we’ll introduce you to three different methods for tracking your cash flow.
Which one is best? The one you will actually use!

1) Write it
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The first way to track your cash flow is to use a paper and pencil system. Along with the
Cash Flow Plan form on my website, you’ll find a Cash Flow Tracker form. Take the
goals from your Plan and write them across the top of the Tracker.

Each time you spend money, whether you use cash, write a check, use a debit or credit
card, or pay a bill online, write it down in the appropriate column. (The reason there
aren’t 30 or 31 rows is that you won’t spend money in every category every day of the
month — at least, | hope not!)

Keep your Cash Flow Plan and Tracker forms in a place where you’ll see them, such as
your kitchen counter. That way you’ll be reminded to record the day’s spending. After
you do, cross off the date at the bottom of the form as a reminder that you captured the
day’s spending.

Use one form for each month, totaling up the spending for each category and using last
month’s totals to keep track of year-to-date totals. (You'll also find an Excel version of
the Cash Flow Tracker on my site if you’d prefer to do your tracking that way.)

2) Stuff it

Another way to track your cash flow is to use the envelope system for many of your
purchases. Some of your bills will be paid out of your checking account, such as your
rent or mortgage, utility bills, and insurance premiums. But for other more day-to-day
categories — such as food, clothing, and entertainment — the system calls for putting
enough cash for each category’s monthly budgeted amount into separate, clearly-
labeled envelopes.

For example, if you get paid once a month, get enough cash for the month’s budgeted
amount for groceries and put it in an envelope marked “Groceries.” When you go to the
store, take that envelope with you, pay for your groceries with that cash, and put the
change back in the envelope. If you get paid twice a month, then on payday take half of
the monthly budgeted amount and put it in the envelope.

The envelope system is a literal “hands-on” visual tracking tool. You can readily see how
much you have left for a particular category at any point in time. That will help you stay
on track.

If you’re new to budgeting, | suggest starting with either the paper-and-pencil system or
the envelope system. Use one of these approaches for at least six months and only
then consider moving on to an electronic budget tool.

3) Digitize it

One of the strongest benefits of using an online budgeting tool is that it will do much of
the tracking for you. When linked to your checking and credit card accounts, an online
budgeting tool will automatically capture transactions you make by check, credit card,

debit card, and online bill-pay systems, as well as online transfers and deposits. The
only transactions you’ll have to enter manually are cash transactions.

Online budget tools can even categorize your transactions if you want them to. For
example, if you do most of your food shopping at Bob’s Finer Foods, an online



budgeting tool can be set up to automatically categorize each such transaction as
“Groceries.”

With an online budget, you can readily see how you're doing in any category at any
time. It's great to be able to pull up the status of your clothing budget on your
smartphone while in the parking lot of a store before going in to shop.

Worried about sharing your financial information via online connections? The leading
electronic budget tools use what'’s called bank-level security, which is the same type of
security your bank uses when you check your account online. They are also read-only
services. Once you are logged in, you can’t use such tools to move money around; you
can only see the information you're interested in. (Of course, if you have concerns about
online security, you could go with the paper-and-pencil approach or the envelope
system instead.)

In the Bell household, we used to use Mint until it shut down a while back. Today, we
use Quicken Simplifi, although I highly recommend you check out the FaithFi budgeting
app. When | was looking for an alternative to Mint, | wanted to go with FaithFi. However,
| discovered that it could not link to one of our credit cards, whereas Simplifi could.
Then, after more than a year of using Simplifi, that tool stopped being about to connect
with that particular card as well (we have to import transaction data for that card each
month), but we were too far in with using Simplifi to make a change at that point.

Managing to the numbers in your budget

So far, we've looked at planning and tracking your use of money. But what happens
when reality turns out differently than your plan?

Step three in the cash flow planning process — reviewing — is all about monitoring that
gap, dealing with it in the short term, and making longer-term decisions that will narrow
the gap.

When to review

Too often, people review how they’re doing with their budget only at the end of the
month. That is a natural and good time for a review, and we’ll look at how to do a
monthly review in a minute. However, to manage to the numbers in your cash flow plan,
it's essential to also review your income and expenses during the month.

Regular Reviews. This idea of “managing to the numbers” in your budget is one of the
most important aspects of budgeting. It means looking at your cash flow frequently —
perhaps as often as every day, or every time you spend money. Your budget serves the
same role as the dashboard in your car. Glancing at your dashboard regularly as you
drive helps you stay within the speed limit and make sure you have enough gas to get
to where you’re going. In the same way, glancing at your cash flow plan throughout the
month helps you stay within your spending limits. It also helps you make sure you have
enough money to cover costs and keep you moving toward your goals.

One of the best benefits of using an online budget tool, is the anytime/anywhere access
it gives you to your latest numbers. As long as you can connect to the Internet, you can
see how your actual spending per category compares to the amount you planned to
spend. You could be in the parking lot of a grocery store, for example, and in less than a
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minute check to see how much you've spent so far this month compared to your
monthly groceries budget.

Knowing that information before heading into the store can help guide your spending. If
you see that you're close to your budgeted amount, you could focus only on the
essentials on your list (you do use a list, don’t you?). If you have a little more breathing
space, you might pick up some extras. This process of proactively managing to the
numbers in your budget is essential to getting the most from the budgeting process.

Of course, you don’t have to use an online tool to manage to the numbers in your
budget. If you're using a paper and pencil tracking system, you simply make manual
calculations to see how much you've spent at a given point in time. If you're using the
envelope system, it's even easier. You just look inside the envelope labeled “Groceries”
to see how much you have left to spend this month.

Monthly Reviews. At the end of the month, do a more comprehensive review. A budget
will rarely work out exactly as planned. So, take a look at where you overspent and
where you underspent.

If you overspent in a certain category, there are two possible ways to respond. First, the
amount you allocated for that category may have been unrealistic. A family of four can’t
possibly survive on $200 per month for groceries — at least, not if everyone insists on
eating three meals a day! So, you’ll have to allocate more to that category. Of course,
that means you’ll have to allocate less to another category. This process of increasing
one category’s allocation while decreasing the amount allocated to another is a natural
part of the budgeting experience. Expect to make adjustments, especially early in your
budgeting journey.

The other option is to do a better job managing your spending in that category. If you
overspent your entertainment budget, for example, think of creative ways to have fun
that don’t cost so much money. Instead of going out to restaurants as often, consider
hosting a potluck dinner every now and then where everyone brings a dish to share.
Instead of going to the movie theater as often, see which movies are available for rent
or at your library for free.

Remember why you’re doing this

Keep in mind that using a budget is not about deprivation. It's about being proactive in
your use of money, creatively finding ways to get the most out of each category while
staying true to a plan designed to enable you to live generously, save and invest
adequately, and enjoy living with a surplus and peace of mind. And using a budget isn’t
the goal; it’s a means for achieving goals, such as living with margin, being able to
afford a vacation, and helping a child pay for college.

If you're new to the budgeting process, the first few months will be about making the
“Goal” columns of your monthly Cash Flow Plan as realistic as possible. If you're intent
on meeting your generosity, savings, and investing goals, you should expect to make a
few adjustments. As you keep using a budget, such adjustments likely will become less
frequent.



One last piece of advice regarding your monthly budget reviews: If you're married, be
sure to conduct these reviews together. It's okay for one person to take the lead in
pulling the numbers together, but both spouses should be in on the discussion of how
things went and the decisions regarding what to do differently in the months ahead.
Often, financial disagreements are due to inaccurate assumptions about who spent how
much. Reviewing the actual numbers each month can add clarity, while fostering
communication and teamwork.

Read more
The Five Budget Mistakes | See Most Often and How to Fix Them
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