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LESSON 4

Managing Household Cash Flow

*F~0 get a handle on your households cash flow, you
need a spending plan.

In other words, you need to do a realistic side-by-
side comparison of what you earn (income) and where
the money goes (savings and household expenses). A
spending plan provides direction for future financial
decisions and indicates whether there is sufficient in-
come with which to pay expenses.

Cash flow—The relationship between housﬂhold
- income and expenses. :
' Spendmg p{an——A plan for spendmg and saving
money.

If this sounds like “budgeting,” you're right. “Spend-
ing plan” is a fancy way of saying “budget.” Still, there
are subtle differences between the two. First, “spend-
ing plan” is a more positive term because it includes
the word “spending.” Most people like to spend
money. The word “plan” also emphasizes control of
your money, rather than letting your money control
you. The word “budget,” on the other hand, is often
perceived negatively (e.g., deprivation) and discour-
ages people from taking financial control of their lives.

Spending plans provide a number of advantages.

* They help determine where money is currently
being spent.

* They force you to make spending choices and
prioritize needs and wants.

* They help you live within your income.

* They can include savings for “big ticket”
financial goals such as a new car or retirement.

¢ They can reduce worrying, out-of-control
feelings, and family fights about money.

Although not nearly as “sexy” a topic as some “hot”
new investment, spending plans are the foundation

of financial planning. Why? Unless money is left over
after covering household expenses, little can be done
in other areas of personal finance, such as investments
or retirement planning.

To prepare a spending plan, it is first necessary to
know what you earn and spend. To do this, track your
household income and expenses for a full month. Start
with gross income so that taxes are viewed as an “ex-
pense.” Try to choose a “typical” month rather than
the December holiday season, in which people tend
o spend more than usual. Household earnings in-
clude net (after-tax) income from a job, benefit pay-
ments (e g, Social Security, pension, unemployment,
disability), child support or alimony, public assistance,
self-employment income, and other income sources
(e.g., rental income). Add all income from family mem-
bers who contribute to household expenses together
to obtain a total of monthly household net income.

Now total your monthly expenses [or an entire typi-
cal month. Using your spending records as a guide,
make a list of fixed expenses such as housing, car
loan payments, and insurance premiums that don't
vary over time. Next, make a list of flexible expenses
such as food, transportation, and gifts that vary from
month to month. Finally, make a list of periodic ex-
penses (e.g., holiday expenses, quarterly property taxes)
that come around only once or a few times a year and
divide the annual cost by 12 to arrive at a monthly
cost. For example, $4,000 of annual property taxes
would cost $333 monthly.

Be sure to set aside money to meet financial goals
(e.g., 5100 deposited monthly into a mutual fund) as
a monthly “expense.” If you lack an emergency fund
of 3 months’ expenses, include a “line item” in your
spending plan to gradually build up your reserves. If
you have access to “automated” savings plans, such
as a 401(k), sign up today. Even small amounts of
savings (e.g., $15 per paycheck) will grow substan-
tially over time.

Einancial Basics / 13



Four worksheets are included in this unit to help
your manage your money. Use the Checklist of Expenses
(Exercise [-6) on page 16 as you track your spending
so that you don't forget any expense categories. Use
the Household Expenses: Week by Week (Exercise 1-7)
worksheet on page 17 to record your actual expenses.
Use the Anticipated Occasional Expenses in Next 12
Months (Exercise [-8) worksheet on page 18 to deter-
mine the annual and monthly cost of nonmonthly
expenses (e.g., vacation, quarterly insurance premi-
ums, and property taxes). Use the Spending Plan
Worksheet (Exercise 1-9) on pages 19-20 to total in-
come and expenses and adjust the numbers so that
income equals expenses, including savings.

Earn more than you spend and you have positive
cash flow. Spend more than you earn and you have
negative cash flow. You have three ways to manage
cash flow and make it a positive number: earn more,
spend less, or do a little of both.

Ways to Increase Household Income

= Adjust tax withholding (e.g., a 51,000 refund is
equal to an additional $83 per month).
Add a second job or work overtime.

o

Start 3 home-based business or freslance your
talents and skills.

= Increase/collect child support and alimony. (Note:
This may require court intervention.}

Access public benefits (e.g, low-cost health
screenings and pet rabies clinics).

: Sell assets (e.g, sell a car, have a garage sale).
Upgrade job skills through additional education
or training.

Charge adult children room and board.

Use tax benefits not previously used

(e.q, earned income tax credit).

Collect money previously loanead to others.
Establish a barter network {(e.g., child care
cooperative).

House share or take in a compatible boarder or
roommate,

o
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Literally hundreds of books are available about ways
to live on less. Many are organized by spending cat-
egory. Below are some ideas to consider.

Fisrizips
= L

+ Consider refinancing an existing mortgage if
savings exceed the up-front cost (e.g., points).

- Ask your morigage lender to cancel private
mortgage insurance when home equity reaches
20% of home valué (e.g., $20,000 of equity on
a $100,000 home).

* Purchase appiiantes with a high energy effi-
ciency ratio.

= Combine coupons with store sales and/or
product rebates for additional savings.

> Buy in bulk when items are on sale or in season
{¢.g.. produce and canned goods).

- Buy store or generic brands if they have the
cheapest price.

* Use e-mail in lieu of phone calls to reduce
telephone charges.

= Sign up for a long-distance telephone savings
plan and/or generous “anytime” minutes cell
phone plan, or use inexpensive prepaid phone
cards. .

- Eliminate add-on features to phone service
(e.g., caller ID).

= Compare the cost of cable television and
satellite service.

= Close off unused rooms in the winter 1o
conserve heat.

: Insulate your hot water heater and reduce the
temperature to 120°E

* Keep a car as long as possible to reduce depre-
ciation and financing costs.

* Consider buying a late model used car instead
of a new one.
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EXERCISE I-7
Household Expenses ‘J%ree%& by Week

Week of | Week of J Week of

Household expense | f |

Week of

Week of

T

llowance for children

Rovora </ -
Beverages/snacks

Child/elder care

Clothing

Contributions

Education

Entertainment

Food at home |

Food eaten out

Home furnishings ! . |

Home maintenance | | ! |

Insurance 5

Loan payment

LA

Personal care

Rent/mortgage

Savings

Other: (lis)

Total E '

Adapted from: Hogarth, J.{1991). Take Control of Your Finances.Comell Cooperative Extension kihaca, NY.
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EXERCISE |-9

Spending Plan Worksheet

Instructions: 1. Calculate monthly net income under heading 1.

2. Estimate monthly expenses (sum of fixed (2a), controllable (2b),
and monthly portion of periodic expenses (2c)).

3. Compare income and expenses (3) and make adjustments.

1. Monthly net income Credit card payments
Gross® monthly wages S 5
Gross monthly wages of others 5 :
in home S s
Public assistance/food stamps S Auto
Unemployment/disability S Loan payment S
Child support/alimony S Insurance™= S
Social Security/retirement S License S
Other > Child support/alimony S
Other > Life insurance®* . _ S
Toral mouthly inc’o.mc-_ 2 Savfngs (regular amounts) S
2a. Fixed expenses Payroll deductions S
Housing ; Federal + state income tax S
Rent o.r mor;gage 5 RSP 5
Insurance/taxes S Socsloetinn. 3
Utilities Insurance premiums S
ielephone S Other S
Heating (equal payment plan) S
Other
Electricity (equal paymentplan) ~ S S
Trash/garbage ST ¢
Water S $
Sewer 5
Cable & - Total monthfy estimated
_. ' ~ fixed expenses S
Internet service provider S
Other: S
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2b. Ccntmi‘!ahfﬁ ex penses

Food - _

e : 5
Fd{}d eaten out . : ..'S '

: Hou'sehofd expenses :

. Repairs and supplies =
Fumi;hiﬁgsand.app!ia'nces 2ol
Exterior 'qpkeep : = =

Tkaﬁsponéfian
Gas and feba_irs e 9
Othertransportatibn ) S

Personal care : S $

~Medical care =5 .

Educat:on/readmg 2

vae!/entertainment ' S

Chr!d/efder care o

'Chanty/grﬂs/Specmf expenses- :? S

_Cfothmg | SO

Saw_ng_s = _ $

bther . _ e :

Tbt-afrr.:bnthly estimated i

co'_ntrolia_ble expenses =5

2¢c.Periodic expenses

Refer to Exercise [-8, paae 18.

Periodic expenses come up mf{equcntiy {eg,1-4times
per year) and include taxes, insurance premiums, auto
servicing, tires, lacensmg buﬁhdays and holidays, educa-
tional costs, vacations, etc.Fill inthe estimated costs next
to the months they are due.Do not include taxes w:th-

held from your paycheck, but do include nstlmaLed Tax- -'

payments you make to the Internal Revenue Sen vice (iRS)

Adapted from: Matejic. D.{1999). Brogramming My Dollars:\Where
Does My Money Go? FS063, Rutgers Cooperative Exiension. -
hiip//wwwercesutgers edu/pubs/pdfs/fs063 pdf

| “Addyour total periodic expenses for the year and divide
by 12 to determine the total monthly portion.

“January. -
February

March

R SRV ST R

~April
May
June
.Ju.iy
Auzj;]u'st
 September
October
November

December

Ve e S i S R e S

Total periodic éj(perises

~ Total per_iddic expenses - Monthly portion
pr = periodic expenses

i 3 Ccampare mceme and expenses

] 'Totai monthly i income S
f Estimated expenses .

. Fixed : $
Controllable $
Periodic (montﬁl} portién) S

Total expenses. =5

Balance . 5

Now that you have a spending plan, you should make
every effort to stick to the designated amounts in each
category.Itis not enough just to have a plan on'paper‘

= Before tax withholding and other deductions.
= =* Monthly portion of premiums if-nor paid by employar or automati-

cally deducted from your paycheck or fisted with your periodic
expenses on page 18.

Lt o ek e . et e
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EXERCISE I-10
Finding Money to Save Worksheet

Your figures

Total estimated savings/month

if we could do this - We could save this {$/month)
Redu_cé credit card debt . 2000
Practice smart food buying | 2500
- Reduce life insurance costs 30.00
: Stop playing the lottery and bingo 25.00
Other.
Other
Other.
160.00

(e.g., via a ledger with headings for different expense
categories). Each time money is added or spent in a
category, the balance changes. Surpluses or deficits
in an expense category (e.g., food) can carry over
from month to month. The amount in the overall bank
account, however, should always remain “in the
black.”

Spreadsheet system—Two columns are listed on a
sheet of paper: “target amount” and “actual amount.”
“Target amount” is anticipated income and expenses
while “actual amount” lists what really happened. This
method provides a comparison of planned and actual
figures so that adjustments can be made, if needed.

“Running balance” system—This method tracks one
account in which funds are held for bill paying. Us-
ing a calendar with paydays marked and a list of
monthly and occasional (e.g., quarterly property tax)
expenses, a projection is made of income and expenses
for a 3- to 6-month period. “Extra” paychecks (e.g., a
month with five weekly paydays) and occasional ex-
penses (e.g., quarterly property taxes) are inserted as
they occur. The ending balance is carried forward into
subsequent projections.

Reserve accounts—Many people establish special
accounts as a “parking place” for earmarked money.

An example is a reserve for occasional expenses. The
annual cost for each expense is divided by 12 and
saved monthly. Other common reserve accounts are
money set aside monthly for home maintenance and
emergencies (e.g., unemployment).

On page 22 are examples of three different ways to
track expenses versus income.

Managing an Unpredictable Income

For many people, managing money is a fairly predict-
able process. They earn the same income each month
and pay roughly the same expenses. Of course, there
are occasional surprises (e.g., a flat tire), but more
often than not, income and household expenses re-
main pretty much the same. This makes it easy to
plan bank deposits so that sufficient money is avail-
able to pay bills.

For other people, however, income is irregular and
can vary considerably from month to month. For ex-
ample, real estate agents generally earn the most dur-
ing the summer. Winter months, on the other hand,
often bring a reduced income. Unpredictable and/or
irregular income is also a fact of life for many other
occupations, including landscapers and self-employed
consultants.
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So how do you manage an irregular income? Plan,
plan, plan. The key to developing a spending plan
(budget) with an irregular income is stashing away

Account Method

Running Balance Method

Jan. 1 bills

Jan.3 paycheck

Jan.31 paycheck
Jan.31 bills
“Fudge f

Previous month's balance (12/31)

550

-

5400

Carryover

22
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ol e v money from high-earning months to draw from when

Balance 3/31: 5250 income is lower. There is no other “magic” way.
ApAKT: L1003 The first step in managing an unpredictable income
gl (100) is tracking monthly expenses for an entire month.
April 13: (paycheck) +250 Once you know what it takes to run your household
Aprit 15: (100) each month, the next step is to determine which
5200 EIC. months are “feasts” (income greater than expenses)
and which are “famines” (income less than expenses).
For example, if monthly expenses (including savings)
Spreadsheet Method total $2,000 and household monthly income ranges
from $1,000 to $5,000, some of the surplus of high-
Torgevamount.  Actual amount earning months should be saved and doled out gradu-
Income ally over lean months to supplement income. Desig-
Salary 21 $900 $1,000 nate a bank savings account or money market fund to

Salary £2 1,200 1,200 hold surplus income until it is needed.
E 2300 The biggest problem experienced by irregular earn-
B o ers is not having the organization and/or discipline to
Savings 255 250 set money aside. They spend freely during “the good
Moitiaa8 755 755 times” and then have nothing to fall back on when
Utilities 535 295 income is reduced. To plan ahead, estimate anticipated
|k 245 560 income for each month, based on past eamings records.
i 130 130 Be conservative with your estimates. Then subtract
Sood 306 265 monthly expenses from income (e.g., $1,500 income
Other 100 780 minus $2,000 expenses equals a $500 deficit). Cal-
culate the total deficit for all months in which expenses
$2,015 52,235

exceed income (e.g., 5 months with deficits: $500 +
$1,000 + 51,500 + $2,000 + $500 equals $5,500).

Next, divide the total for the deficit months (in this
example, $5,500) by the number of months in which
income exceeds expenses. In this example, there are
seven “good” (income greater than expenses) months,
and $5,500 divided by 7 equals $786. This is the av-
erage amount that must be set aside during each
“good” month. The actual amount saved per month
can vary (some “good” months are better than oth-
ers), however, as long as the total deficit ($5,500 in
this example) is eventually set aside as a cushion.

Managing an unpredictable income need not be a
nightmare. It does take some planning and attention
to detail, however. The key to success is simulating a
regular paycheck by accumulating funds to draw upon
when income is reduced.
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EXERCISE I-13
Credit File Reguest Form

Use the following form or the Web addresses below to get.a copy of your credit file from the major credit bureaus.
‘Be sure 1o sign your request and provide a photocopy of identifying documentation (e.g., driver’s license).

Experian {formerly TRW) Trans Union Corporation Equifax Credit Information
WWW.experian.com www.tuc.com www.equifax.com

Note:When sending for a credit report from any of these credit bureaus, the following information is required:

Date of birth ' Social Security # / /

Marital status married single

Name = (include St Ir, Il etc)
(first (middie) fzst) e

Spouse’s name

Current address

Previous address(es) within past 5 years

~ Please send a copy of the following: {check one)

_—Personal credit file—Free ;copy to CO,GA MA, MD, NJ,and VT residents (in 2004-2005;Tree nationwide
after 2005) ;

Personal credit file—Check enclosed (Note: See cradit bureau Web sites for details about costs and
national availability of free cradit reports)

_ - Free creditfile—Credit denied within the past 60 days by

{Name of crediton}
Free credit file—1 am on public assistance

- Free credit file—1 am a victim of identity theft

Enclosed is a photocopy of my/our driver’s license(s), or my/our utility bill, or my/our military [D for identification.

Signature Signature
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