
 
 

 

Budgeting 101 
 

When money is tight, it is essential to take a step back and review what monies are coming in 

(income1) and what dollars are going out (expenses). Individuals feel strapped when they spend 

more money than they are making. It is essential to understand what expenses are required versus 

discretionary. For some, a cup of coffee from the local coffee chain at $5.00 is a must. But, 

really, couldn’t that individual consider making their own brew at home for $1.00 a cup?  

The key to a budget is tracking expenses and categorizing them as needs (i.e. insurance, housing, 

transportation, electricity, food, medicine, work clothing, and minimum payments on debt) and 

wants (i.e. travel, entertainment like movies, restaurants, the newest cell phone or game station, 

non-work clothing). But on top of that, a budget needs to carve out some savings for retirement 

(down the road), or perhaps a rainy day (i.e. car breaks down, need a new air conditioning, need 

a new refrigerator).  When it comes to paying off debt, you should normally prioritize secured 

debt which are loans that are secured by some sort of property. For example, a car loan is secured 

by a vehicle and if you stop making payments, the lender can repossess the car which could have 

all sorts of negative effects. Without a car, you may have difficulty getting to work. And if you 

can’t work, you can’t earn money to pay for your needs. A home loan is usually secured by a 

house. So, if you stop making payments, a bank could foreclose and take your house.  

There are a number of tools online that have spreadsheets where you can fill in your income and 

expenses to help fully understand your current budget. From there, you can highlight your needs 

vs. wants.  

There are a variety of ways to budget. One method that is easier to visualize and places emphasis 

on savings is known as a 50/30/20 budget. Below is a pie chart that shows it. 

 

 

 Once you set up a spreadsheet, you can see how close you can get to the numbers in the 

50/30/20 budget. And remember, budgets can be fluid. Perhaps an unexpected expense comes 

 
1 Just because your salary is $30,000 a year does not mean you have a budget that will include $30,000. Rather, 
you need to look at what cash you receive after monies are taken out for taxes, social security, etc. That is referred 
to as “net income”. 
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up. That may require limiting other expenses in your budget. For that reason, it is always good to 

have a monthly budget review so that you can track spending. And if you want to be more 

current in tracking spending, consider downloading an App such as Mint where you can tie your 

bank accounts and credit cards to see daily spending habits. The App even categorizes expenses. 

 

 


