Budgeting 101
by the Virginia Society of Certified Public Accountants

Do you ever wonder where your money goes each month? Does it seem like you're never able to get ahead? Budgeting gives you the opportunity to set aside money for vacations, pay down debt so you’ll be free of interest charges and accomplish life goals like buying a home or retiring early.

Whether you prefer to use a pencil and paper or a computer software package, Virginia CPAs offer the following five steps for creating and sticking to a budget:

1. Track your spending.
Where does all that money go? If you routinely make purchases with credit or debit cards, the cold hard truth is there in black and white on your statement each month. If you pay by cash, the disappearance of your money can remain a mystery. 

For one month, keep your receipts and/or write down all your purchases so you can get a good idea of where your money goes. You may be surprised by how much you spend on lattés, bottled water, vending machine treats and other extras. 

2. Know your income.
This is usually the easy part. Make a list of all your income sources like salary, rental properties, gifts, dividends, etc. After all, the amount of money that comes in determines how much can go out. 

3. Set saving and spending categories.
Here’s where fixed and variable expenses come into play. Start by listing all your fixed expenses like the roof over your head and the heat in your home. Besides mortgage or rent and utilities, fixed expenses include credit card and car payments, insurance premiums and retirement savings. Don’t forget about setting money aside each month for emergency savings for unforeseen auto repairs and medical needs.

Variable expenses are more flexible. They include food and entertainment expenses, a clothing allowance and gifts for family and friends. Use your month-long tracking exercise to help you assign a dollar amount to each variable expense.

Then, add it all up!

4. Compare income and expenses and make adjustments if necessary.
This step can be a real eye-opener. If your income exceeds your expenses, you’re in good shape. If, on the other hand, your expenses are more than your income, you need to make some adjustments. 

The first place to cut is usually variable expenses. By cooking at home rather than always going out to eat or by giving homemade items as gifts, you can trim your expenses. If your situation calls for a more drastic spending intervention, consider canceling your cable TV subscription or getting a less expensive cell phone plan. 

5. Stick to it.
To get your spending under control, you must stick to your budget. This doesn’t mean you can’t have any fun, though. In fact, if you don’t build in some money for life’s little pleasures, you might not stick with your new budget for long. Reward yourself by getting a cappuccino or a magazine once a week if you’ve stuck with your spending plan. If you stick with your budget for the whole month, treat yourself to that sweater you’ve been eyeing in the mall.

Remember, your budget isn’t set in stone. As life changes occur, you’ll need to alter your spending plan.

Additional personal finance information is available online from the Virginia Society of Certified Public Accountants at www.FinancialFitness.org. 
