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Financial planning is important to maintaining a sta-
ble financial household. Good financial planning and
achieving financial stability will also help to prevent
financial crisis. First, this fact sheet will help you cre-
ate a budget in order to examine which household
expenses could be reduced, so that you can set goals
to limit your spending. Next, you will learn how to
set debt reduction and savings goals. Finally, after
examining your expense reduction, debt reduction,
and savings goals, you will be prepared to develop
a spending plan. Creating (and sticking to) a budget
and spending plan will assist in attaining financial
stability.

Family Money Management

You are not alone! Financial problems are a common
problem in today’s society. Financial troubles such
as falling behind in paying the bills, accumulating
credit card debt, or being forced to put a second mort-
gage on a house happen to people everyday. Are you
faced with the financial disappointments of not being
able to afford that new car or vacation, or not being
able to purchase a house because of credit problems?
Is there constant fighting in your household about
family members’ spending habits? Have you been
putting off saving money for emergencies or for long-
term goals such as your child’s college or your retire-
ment? If your answer to any of these questions is yes,
the following information will be helpful to you.

You can prevent financial crisis by being organized
and prepared with your finances. The best way to
achieve financial stability is to create a budget and
develop a spending plan to get rid of debt and save
money. Financial stability is achieved when you are
able to meet day-to-day financial obligations, which
include establishing a savings plan, reducing debt to
a controllable level, and establishing an emergency
fund equal to 3-6 months’ living expenses (CSREES,
2002). The keys to successful financial planning are
good record keeping and the consistent implementa-
tion of your plans.

Creating a Budget

The act of creating a budget will allow you to see
your current financial status, as well as allow you to
see where expenses can be cut back. The first step is
to organize all of your financial information. You will
need the following:

* bank statements & checkbook register

e monthly bills (e.g., credit card, electricity,
phone)

e information about monthly and supplemental
income

It is best to have the prior 6 months’ bank statements,
bills, and income information in order to get a more
accurate monthly budget using average monthly in-
come and expenses.

Step 1 - Figure out average monthly net (take-home)
income. Do not include unexpected income. Do in-
clude average earnings from stable supplemental in-
come (e.g., child support, selling vegetables).

Step 2 —Figure out average monthly expenses. Com-
bine ALL monthly expenses, including basic needs
(food, clothing, shelter, and transportation) and dis-
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cretionary spending (entertainment, donations, and
investments). Pay attention to the amount you are
spending on fixed expenses (such as the mortgage
payment) versus your variable expenses (e.g., eating
out).

* Rent/mortgage payments

¢ Car payment(s)

¢ Insurance (car, homeowner’s, renter’s)
* Home and car maintenance

* Credit card payments

* Real estate and property taxes

o Utilities (water, electric, gas, phone, cable, in
ternet)

¢ Day care/kids” expenses

* Clothing, personal hygiene (hair cuts,
toiletries)

* Medical/dental expenses
¢ Entertainment (movies, restaurant eating)
¢ Vacations/birthdays/holidays

* Groceries including convenience food (meals,
snacks, and beverages)

Step 3 - Figure out monthly balance by subtracting
monthly expenses from monthly income. This will
tell you how much money you should have at the end
of the month to put into savings. If you have a have
a negative monthly balance (you are spending more
than you earn), you need to reduce expenses.

Step 4 — Examine expenses to see where you can re-
duce spending. Pay close attention to the non-neces-
sary items (entertainment, eating out, expensive gifts,
vacation expenses).

Setting Debt Reduction Goals

Reducing the debt you carry is a critical step to finan-
cial stability. Whether it is credit card debt or a stu-
dent loan, interest rates make it harder and harder to
pay off your original debt the longer you wait. Peo-
ple can especially become quickly overwhelmed with
credit card debt, because of the high interest rates and
the accessibility of more credit cards. A good rule of
thumb is not to carry debt that exceeds 20% of your
take home pay. By accumulating debt without man-
aging your spending habits, a family may unnecessar-
ily enter financial crisis. You can manage and reduce
your debt by setting smart, specific goals that are at-
tainable (Examples derived from Money2020™™).
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Method 1 - Reduce total credit card debtby __ %
Example: The Anderson family has a total of $3,050
in credit card debt. They are considering reducing
that debt load by 20%, or $610 in one year. This will
require an extra $12 per week set aside for debt re-
payment ($610 / 52 weeks = $11.73 per week or ap-
proximately $50 per month).

Method 2 - Completely pay off credit card debt
within ___ years.

Example: To pay off $3,050 in the next three years, the
Anderson family may divide the dollar amount owed
by the number of months until the deadline. Three
years will equal 36 payments until the deadline. They
will need to pay $85 off the principal each month in
addition to the interest on the unpaid balance in or-
der to eliminate this debt by their deadline ($3050 /
39 months = $84.72 + interest per month).

Setting Savings Goals

Saving money is another positive step on the road to
financial security. Even if you have large amounts of
debt to pay off, you may want to start putting away
$5 a week, just to get in the habit of saving. You may
want to have a portion of your paycheck directly de-
posited into your savings account. That way, you will
never miss the money or have access to it. Whether
saving for a specific purchase (such as a vacation), or
setting up a savings account, it is important not to
dip into the savings pool for other reasons. This be-
comes a bad habit and defeats the purpose of having
a savings goal. Remember to set specific goals that
are attainable. To attain financial security, first focus
on short term goals, such as setting up an emergency
fund, or saving a percentage of income per year.

Method 1 - Establish an emergency fund of at least 2
months of salary to cover 3-6 months’ living expens-
es. This is a good first step for a savings plan if you do
not currently have funds available for unexpected ex-
penses like medical emergencies, replacements, and
repairs (for cars, appliances, etc.).

Example: The Lopez family will set aside $2,500 in
their emergency fund within 18 months. They need
to set aside $138.88 per month or approximately $33
per week to achieve this savings goal.

Method 2 - Save a certain percent of income per year.
Most financial planners recommend saving at least
10% of annual income for long term future goals.
Example: The Lopez family decides to save 10% of
annual take home income which for them will be
$2500 per year. This amounts to $207 per month or
about $48 per week ($2500 / 52 weeks = $48).



Developing a Spending Plan

Step 1 - Follow the procedures described above
to create a budget. Track your spending for three
months and carefully monitor your ATM withdraw-
als and incidental spending. Examine the budget’s
monthly balance — ask yourself what unnecessary
expenses you can cut out. Remember to provide for
needs before wants.

Step 2 — Examine your expense reduction goals, debt
reduction goals, and savings goals. The objective
should be to match your family’s spending to your
current income. Combine information about your
family’s income and expenses from your previous
budget and make adjustments according to expense
goals, debt reduction goals, and savings goals. This
becomes your new plan for spending and saving.

Step 3 - Develop a new spending plan from the bud-
get and stick to it! The best way to follow your spend-
ing plan is to keep track of everything your family
purchases in a notebook. If you set realistic spending
and savings goals, you shouldn’t have a difficult time
in following the plan, but if you find the budget con-
strictive, don’t be afraid to make small adjustments.
This is better than dropping your spending plan al-
together.

Internet Resources

Arizona Money 2000: Provides information about
financial classes in Pima county, information about
financial fitness, and links to newsletters. http://
ag.arizona.edu/extension/money2000/

Arizona Saves: Affiliated with the America Saves
program, Arizona Saves helps people save money,
build wealth, and get out of debt. http://www.ari-
zonasaves.org/

Financial Calculators: Calculators that can help you
figure out how to set your debt and savings goals.
http:/ /www.ace.uiuc.edu/cfe/calculators.html

Take Charge America: Phoenix based organization
that provides education, counseling, and debt man-
agement. http://www.takechargeamerica.com

Money Management International: Non-profit
agency that provides free professional credit counsel-
ing, debt management programs, and consumer edu-
cation. http://www.mmintl.org/

National Endowment for Financial Education: In-
formation on ways to save money, tips on how to be-
come a savvy saver, a savings quiz, and financial cal-
culators to help figure out how long it would take to
save money or pay off a loan. http://www.nefe.org/

Developing a Cash Flow Plan: Financial planning
tips for creating a cash flow plan, in order to project
the consequences and actions of potential actions.
http://pearl.agcomm.okstate.edu/agecon/tax/f-
751.pdf

Developing an Income Statement: Information
on creating an income statement, which indicates
whether a business has earned money or suffered
a loss. http://pearl.agcomm.okstate.edu/agecon/
tax/f-753.pdf

Tax Management and Financial Management: In-
formation on strategies for effective financial plan-
ning including tax consderations. http://osuextra.
okstate.edu/tropical /economics/taxmgmt.shtml

Budgets: Their use in Farm Management: Infor-
mation on different types of budgets, reasons why
budgets should be done, and resource allocation.
http:/ /pearl.agcomm.okstate.edu:16080/agecon/
farm/£-139.pdf

Supporting Families Following a Disaster: The Un-
versity of Arizona College of Agriculture and Life Sci-
ences Cooperative Extension has designed this series
of facts covering special needs of families during dif-
ficult times. http://www.ag. arizona.edu/fcs/sup-
porting_families/
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