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Making Ends Meet

A Practical Guide To Money Management

Copyright © 1979 Michael Ham. All rights reserved. Reproduction in whole or in part prohibited.
This book will help you make effective use of your money. If you follow its suggestions, you will be able to make a money management plan that will work. 

Who needs a money plan?  You do, if:

· Every month you say to yourself or your spouse, “Things are going to be a little tight this month.”

· Most Months you let one or more bills slide, or you can pay only a portion of the amount due. 
· Semi-annual expenses like car insurance take you by surprise and put an unexpected dent in your budget for that month. 

· You suspect that you are in over your head.

· Your and your spouse argue over money or how it is being spent.

· You just don’t know where your money goes – but it’s gone. 

Two groups of people particularly need a money plan. Compulsive over spenders need to have a plan to direct their spending and to organize their priorities. Like compulsive overeaters, they need a plan that, while ensuring that they meet their obligations, still gives them the budgetary equivalent of a big bowl of carrots and celery to munch on – that is, the plan should enable them to do some wild spending while doing a little damage to their budget.

The other group that needs a money plan includes anyone who has a goal that requires more money than is available from one or two paychecks – people who want a down payment on a house, or a month in Europe, or a retirement fund. With a plan, these people can steadily and surely accumulate the money they need. 

I should point out what this book does not do:

It does not discuss how to find the best buys – in clothes, food, cars, or stocks. Your public library has many books that can help you with that. And this book does not tell you how you should allocate your money – if you want to scrimp on food in order to buy new records that are your choice. This book will help you make a plan so you can be sure you get what you want.
I said above that the plan will work. Why am I so sure? Because it worked for me. I had had 16 years of frustration with various budgets and attempts to get my finances under control. Periodically I would look through personal finance books, but they all skipped the basic planning (or dismissed it in a couple of paragraphs or pages) and assumed that the reader already has extra money and is wondering what to do with it. None of the books offered significant help to someone whose paycheck didn’t seem to last the month.

So when I finally hammered out a plan that worked, I wanted others to have the benefit of my hard-learned lessons. If you follow the instructions in this book, patiently and thoroughly, you can develop your own financial plan that will work for you. Obviously, your particular situation and your priorities are not the same as mine, so your plan will not be the same as mine. But if it follows the guidelines in this book, it will get you what you want.
No plan by itself will give you more money than you have, or let you spend two dollars for every dollar you earn. But it will let you plan your spending in advance, so your money will take you in the direction you want to go. And if you’ve really worked over your plan, you’ll know and understand every bit of it, and your commitment will strengthen your resolution to follow it. As you follow it, you’ll have the thrill each month of seeing your steady progress toward your goals –toward those things most important to you. 

Before we start to make the plan, there are two groups of people who deserve a special word:

Compulsive over spenders: I am not talking here about those of us (all of us) who from time to time splurge more than we should. I am talking about the person who habitually buys (or, likely, charges) things her or she doesn’t have the money for. If such purchases are accompanied by a “rush” – a quickened pulse, an excited sweat, a lightheaded dizziness – then more is involved than simply the purchase of a shirt or a skirt. Compulsive spenders, like compulsive eaters, are driven by psychic needs, not physical ones.

Sometimes spending is an emotional outlet – punitive spending, a ways of expressing anger toward a partner, a boss, or someone else; or it can be a reaction to feeling depressed: “blues” buying. If you are a compulsive spender of this type, think about what you are feeling and try to find some other way to express it.  The other way does not necessarily have to be direct – if you simply cannot make yourself tell the other person that you are angry, work your anger off in some way other than spending money: try running, swimming, cutthroat gin rummy, backgammon, or a diary. No money plan can withstand systematic sabotage, but the plan in this book recognizes and accommodates compulsive spending to this extent: it provides for some squandering, some amount of reckless spending to provide that psychic relief – the “high” of being extravagant, the reaction of being broke – to those who need it.

Non-singles: The second group that deserves a special word is the group of persons for whom the plan represents a joint effort. People who live alone can relatively easily decide on priorities, but when you share your life with another, you must recognize and accommodate your partner’s needs as well as your own.  Why do I say “must”? Because, as I noted above, no plan can withstand systematic sabotage. If you make it totally your plan, without recognitions of your partner’s goals and priorities, you have created a natural target for the tensions and angers that inevitable arise in the best of relationships. And those tensions and angers will be increased if two persons are carrying out a plan designed by one for his or her benefit alone. 
So, even though setting goals and priorities is a bit more complicated for two than for one, the plan must be a joint plan, worked out by both of you together, if it is to succeed. And it is also a good idea for your partner to know and understand the financial underpinnings of your lives: if you should be incapacitated, he or she will not feel lost in a strange terrain.
In following the pages I describe in detail the steps you will follow to develop and use your financial plan. I think it works best if you don’t read ahead – just do each step in order, giving it your best effort before going on to the next step. The steps are as follows:


Step 1:    Getting supplies.


Step 2:    Goal setting.


Step 3:    Setting up the plan. 


Step 4:    Using the plan.


Step 5:    Revising the plan.


Step 6:    Your own refinements. 

Step 1:    Getting the supplies
The first step is to get the supplies you will need:

1. Spiral-bound notebook. You can get this at a supermarket or drugstore. Get the 81/2” X 11” size, with narrow-ruled lines if possible. 
2. Boxes. You can use shoeboxes, empty coffee cans, or whatever. You will need three. Label them: “Unpaid Bills”, “Paid Bills”, and “Miscellaneous”. (You will need the third one because otherwise your unpaid bills will get lost among the various letters, catalogs, coupons, recipes, photographs, and such that will be dropped into the “Unpaid Bills” box if there is no place else to put them. The “Miscellaneous” box is not used in this plan, but you will find you have to have it.)

A calculator will be helpful. You’ll need a pencil – and also an eraser. You should get a large-sized checkbook – the kind with three checks to a page. This is available form your bank. The larger size is easier to work with and also keeps the checkbook from being misplaced. (Keep the check book in the “Unpaid Bills” box.) More important, having a large checkbook will prevent you from casually carrying it with you. The checkbook stays at home! I’ll discuss this further later on in the book. 

As bills arrive in the mail, put them in the “Unpaid Bills” box. You will deal with them at the end of the month. (Sometimes it will be necessary to pay a bill earlier to avoid a late charge. These bills should be treated in your accounts as if the belonged to the preceding month.)

You might want to keep in the “Paid Bills” box several envelopes to collect paid bills by category: separate envelopes for water bills, telephone bills, gas and electric bills, and so on. 

Step 2:    Setting your goals

A plan looks to the future, so the next step is to establish what you are looking for: you now decide on your goals.

Notice right away that goals are not permanent: you can achieve them (like the goal of buying a house – once you have the house, it is no longer a goal), or you can decide you no longer want them (like the goal of buying all the Superman or Wonder Woman comic books – perhaps important when you were 10, not so important today), or you can give them up (like admitting you aren’t going to be president of the United States). So don’t feel that when you set your goals you have to do a perfect job. Your goals are written in pencil, not carved in stone; the list of goals is a working document, which must be periodically revised.
So for your first effort, just give it your best shot. As you review and revise your list of goals over the years, it will get better and you will become more certain of what your goals are. 

Make three lists:

· Long-term goals:
7 or more years away

· Mid-term goals:
4 to 6 years away

· Short-term goals:
1 to 3 years away


These are some typical goals:

· Long-term: 
Retirement fund (state some specific amount): down-payment on a house 


or farm.

· Mid-term:

New car; trip abroad; new furniture; college fund for children.

· Short-term:
Appliance (washer, etc.); wiping out credit-card debt; new clothes.

When you make your lists, put by each goal a specific amount in dollars. In some cases you will have to estimate. (Who knows what a new car will cost 5 years from now?) Base your estimate on what the goal would cost now –if the car you want costs $7000.00 today, write “$7000.00) next to that goal. If you want a solid cash reserve as one of your goals, put down the amount equal to 6 months of your total income. 
Once you have the lists, number the goals in each list in terms of their priority. If there are two of you, you should separately decide on the priorities you each want. Then flip a coin; the winner specifies the first priority, the loser the next priority, the winner the third, and so on, alternating. This method ensures that each of you has some high priority goals near the top of your joint priority list, and it avoids protracted arguments. Don’t forget: your list will be revised periodically. 

You now have three lists of goals, in order of priority, and with a specific dollar amount for each goal. The next step is to put down for each goal the date (month and year) you want to achieve it. Next to the date, write down how many months that is from now, and then divide the number of months into the dollar amount to get the amount per month the goal will cost. 

For example, suppose that I am doing my goal list in January of 1978 and I come up with two mid-term goals. (I round figures to the nearest dollar.)

Priority
Goal
 
Amount
Date Wanted

# Months
$ per Month
     1
     Cash Reserve         $5,000.00
Jan. 1982

      48
    
     $104.00
     2
         New Car
            $7,000.00
June 1982

      54

     $130.00


Using the above format do your first goals list now. Copy the list of goals into your notebook on page one. Remember: write it in pencil.
Step 3:    Setting up the plan

Next, the exciting part: setting up a plan that will achieve your goals. Over the coming few years you are going to bring home a hefty amount of money. Think what you could get if you had an amount equal to 10 times your annual salary. Well, you are going to get that amount, over the next 10 years. So now you are going to decide how you’re going to spend it. 

The nice thing about spending it in this way – by making a plan -- is that you can see how things come out, and if you want, you can go back and start all over again and do it differently. Remember: you are writing in pencil, and one of the supplies is an eraser! From time to time, you probably have thought, “If I had it to do over, I would sure do it differently.” The advantage of this plan is that you can do it over if you don’t like how it comes out.

So now turn to the second page of your notebook. The plan starts with a list of your expenses. You will list these by category; in each category, include appropriate goals from your goals list. A new car, for example, would be a “Replacement Expense”. List each category on a separate page. Put down all the expenses you can think of, exactly as you see them. Later you can go back and trim them if it seems necessary.

A.   Fixed Expenses
The first categories are the various kinds of Fixed Expenses – the expenses you know you’ll have and that you’ll have to pay at a given time: rent or mortgage, telephone, and so on. List these by giving the item followed by the monthly amount. If the amount varies from month to month (like the telephone bill), write down what it is on the average. 
Right here I should mention that some companies will bill you an “average” amount: the same amount each month. Gas and electric companies and companies that supply hearing oil, for example, usually offer “budget plans”, where they bill you a fixed amount year round. At the end of the year they will then refund to you any excess (or bill you any difference – but they usually set the amount so you get a refund).  
Because this “budget-plan” approach simplifies your own planning, use it. When you call the companies, they will tell you when you can start and what the monthly amount will be.

1.   “Monthly Expenses”
On the first page of Fixed Expenses (page two of your notebook), list those fixed expenses that must be paid each month (“Monthly Expenses”):

Rent (or mortgage)

Car payment

Gas and electric (“budget plan” amount)

Heating oil (“budget plan” amount)

Telephone

Water and sewage

Credit card and installment payments (Separately for each company or store)

Alimony or child support

Parking and transportation (including gasoline)

Tuition

Etc.

Don’t forget to put next to each item the monthly payment (or your guess as to the average monthly amount). Here is a sample of what you might have:



Rent

$275.00



Gas/electric
  $47.00



Telephone
  $24.00


2.   “Periodic Expenses”
On the next page in your notebook (page three), list the Fixed Expenses that are paid less frequently than monthly. These we shall call “Periodic Expenses”. Next to each item list the payment, the frequency, and how much per month that amounts to. For example:


Item

Cost

Period

$ per month
Car Registration
$30

1 year

$3.00

Car Insurance

$93

6 months
$16.00

Dog Tags

$10

1 year

$1.00

Here are some items that might fall into this category:

Car license

Pet license

Care insurance

Life insurance

Property insurance

Physical examination

Dental checkup

Eye examination

Car maintenance (estimate what you spend in a year)

Prescriptions (estimate what you spend in a year)

Doctor bills (estimate what you spend in a year)


3.   “Replacement Expenses”

On the next page in your notebook (page four), list the Fixed Expenses that go to replace major items that will eventually wear out. These we shall call “Replacement Expenses”. If you are a homeowner, this can be an extensive list. Next to each item, list its approximate cost, the number of months of use you expect, and the cost per month.  For example:

Item


Cost

Life (In months)

$ per Month
Car battery

$35.00


40


$1.00

Washer

$300.00

120


$3.00

Tires


$120.00

24


$5.00

Note several things about this list:
1. 
The cost should be what you plan to play. If you plan to get supertires that cost $90 apiece, list the cost accordingly. If, on the other hand, you get used retreads from your cousin for $5 each, list that as the cost. (Notice that the expected life would not be the same for the two kinds of tires.) If you trade an old item in on a new one, list as cost the net difference you think you will have to pay.

2.
Put down the total life (in months) that you expect, based on your experience. If you drive long distances, your tires have a shorter expected life (in months) than tires that are seldom used except for the trip from home to supermarket. A washing machine that does three loads a day will be used up sooner than one that does three loads a month. But put down the total life the item will have in your possession. If you buy something used, its life for you will be shorter than if you bought it new. If you usually trade an item in, rather 
than use it up, list its life as the time you have it.

3.
For this list, you might want to put down the amount per month to the penny – for example, $2.50 for the washing machine instead of $3.


As you can see, this list is intended to show what you pay per month for these items. Thus the “cost” is your out-of-pocket expense, and the “life” is the number of months the item is in your possession.


Some items that might appear on this list:


Washing machine


Dryer


Vacuum cleaner


Refrigerator


Range


Water Heater


Furnace


Air conditioner


Car


Tires 

Lawnmower


Stereo equipment


Camera equipment


Dishwasher 

            Car battery

4.   “Cash Reserve”


No plan can anticipate everything. It would therefore be folly not to have at least something set aside as cash reserves. I suggest that you have a cash reserve equal to 6 months’ salary. If you make $10,000 a year, you should have a cash reserve of $5,000. (Some people recommend 3 months’ salary: $2,500 in this case. What you decide depends on your own ideas of security, but I strongly recommend the six-month figure.)


If you do not now have that much set aside, you will for the time being have another monthly expense: The amount you need to pay each month to get the cash reserve to its full amount within the time you decide. (You’ll recall I suggested “cash reserve” as one of the mid-term goals.)


Suppose you want a cash reserve of $5,000 in 5 years and your current savings account amounts to $250. Simply divide the $4,750 you must add to the $250 by 60 months, and you get a monthly expense of $79.

There are several things worth noting:




1.
Once your cash reserve reaches its target figure, this monthly expense 


goes away. Thus in the example given, you would then have $79 per 


month that you could use for something else.



2.
You will probably get salary increases over the next five years. What 


does that do to the cash reserve goal? Well, if you use my suggested 


target of a cash reserve equal to ½ of the amount of your annual salary, 


your goal would increase. Remember: your goals must be reviewed and 


revised periodically. The plan is not static; it will change as 



circumstances change.



3.
What about interest? If you put your cash reserve payments in a savings 


account, won’t interest payments have a compounding effect? Yes, but 


your cash reserve has a target figure; when you reach that figure, you 

stop your monthly payments. If the interest helps you reach it sooner, all the 

better. Also, the interest will help if your target figure increases because your 

salary increases.
Enter the title “Cash Reserve” in your notebook on page five and enter your target figure. If you current reserves are less than this figure, enter your target figure. If your current reserves are less than this figure, enter the date at which you’d like to reach the figure and show your monthly expense to meet that goal.
B.   Fluid Expenses 

No, this is not the money you spend on liquor. Fluid Expenses are those expenses you can, to a great extent, control easily: expenses for food, vacations, new furniture, and the like. These Fluid Expenses we shall list by category just as we did the Fixed Expenses. 


1.  “Daily Expenses”
Head the next page of the notebook “Daily Expenses”.  These expenses are of two types: Allowances (for you – and your partner – not just for the kids), and the “Estimated Weekly Expenses”, by which I mean the money spent for the various purchases of day-to-day life. Let’s deal with the Estimated Weekly Expenses first. 

Estimate what you spend each week on food, liquor, soap, newspapers, dry cleaning, school supplies, children’s allowances, and the like. What we want here is the money spent at the supermarket, drugstore, hardware store, and the like: the purchases necessary for the family’s daily living. List this total amount as “Estimated Weekly Expense”.

Allowances play a special role in the plan. You (and your partner) will get a fixed amount each week and from this you each will purchase your own clothing, books, haircuts, magazines, entertainment (movies, dining out, etc.), toys (hobby or sports equipment), records, jewelry, shoes – in general, all of the things you each want that are used only by you yourself, and that are pretty much a matter of personal choice as to what you buy and when you buy it. “Estimated Weekly Expenses” are joint expenses; the “Allowance” is for individual expenses. (If you live alone, the line between “Estimated Weekly Expenses” and “Allowance” will not be as clear as it is if you have a partner.)
Obviously, the allowance cannot be small. An estimate of the amount spent on clothing, entertainment, and the other items listed above, might easily give a figure of over $1,000 per year for an individual. This amounts to $19 per week ($1,000 divided by 52 weeks). List the amount you arrive at for you (and separately for your partner, who will have a separate allowance) as “Allowance” and show the weekly figure (s).

You will observe that expenses in this category are listed as weekly expenses instead of monthly expense as before. In part this is because shopping for food is usually a weekly activity, whereas the bills listed earlier occur monthly. Another reason is that, if you ran out of food money during the week, you usually can make it through the rest of the week on ingenuity and spaghetti, but if your food money was distributes only once a month and you ran out, it might be hard to get through the rest of the month. Similarly, if you spend all your allowance early in the week, you usually can grit your teeth and last through to the next weekly allowance.
The total of “Estimated Weekly Expense” and “Allowance” is the weekly figure for “Daily Expense”. To convert it to a monthly figure, multiply it by 4.33.

2.   “Major Purchases”

The category of Fluid Expenses is what I’ll call “Major Purchases”. These are the items that typically constitute one’s “dream” list: things that would be nice to have, but that one can live without – vacation trips, new furniture, a painting, re-doing a bathroom, and the like. But this list also could include things like college tuition for a child, or orthodontic work. “Major Purchases” basically are those major expenses for which you can choose the amount and/or time. 

Go to the next page of the notebook and head it “Major Purchases”. List all the items that fit this category, along with the estimated cost, the date wanted, the number of months until that date, and the resulting amount per month (just as for your goal).

Item


Cost

Date Wanted

# of Months
$ Per Month 
Piano


$2,000

Sept. 1981

       45

     $44
      

Trip to Europe

$1,750

June 1980

       29

     $60
      

At this point, each of your goals should appear on one of the lists of expenses. A new car would probably be on the “Replacement Expense” list, an oriental rug on the “Major Purchase” list. Go back to your goals list and check to be sure that each goal is listed on one of the expense lists.

C.   Summary

Go back to your lists of expenses now and get the total monthly amount in each category. Use these totals to make a summary page in your notebook. (Remember to multiply the “Daily Expenses” weekly amount by 4.33 to get the monthly amount.)


Monthly Expenses

$__________ per month


Periodic Expenses

$__________ per month


Replacement Expenses
$__________ per month


Cash Reserve


$__________ per month


Daily Expenses

$__________ per month


Major Purchases

$__________ per month


Total



$__________ per month


Your take-home pay:

$__________ per month

Just beneath the total of the expenses, list your monthly take-home income, as shown above. (If you are paid weekly, multiply your weekly take-home by 4.33 to get the monthly figure; if you are paid every two weeks {not twice a month}, multiply your take-home pay by 2.17 to get the monthly figure. 
If your monthly income is greater than the total of the month expenses, you can go right on to the next section. But if you total of expenses exceeds your income, you will have to make some adjustments. (Again, note that we worked in pencil!) You can –

1.
Increase your income: a raise, a second job; a higher-paying job; a job for your 


partner; etc.


2.
Decrease your expenses: drop low-priority goals; move some goals further into 


the future (increasing the number of months will decrease the amount per month); 

use lower-priced items (for example, planning to replace your current car with a 


used car instead of a new car will decrease the per-month replacement expense – 


although note that the expected life of a used care will be less than that of a new 


car); spend less on food; allocate lower allowances; etc.


3.
Do both 1 and 2.

We now come to the interesting part of making the plan – going back over your expenses and seeing what adjustments can be made. This is where you get another chance to spend your money, only this time with the benefit of hindsight. Here are some suggestions:


1.
If substantial amounts are going toward credit card or installment payments, you 


might drastically cut back Replacement Expense and Allowances. Your charges 


were probably from those categories: for example, if you are making car 



payments, temporarily eliminate the care Replacement Expense. As you pay off 


the credit cards and the installment loans, you can increase the amounts you pay 


into the Replacement Expense and as Allowance back to the full amount in your 


original plan.


2.
Sometimes considerable savings are possible through changing what you are 


paying for: for example, moving to a less expensive place to live, substituting a 


term life-insurance policy (coverage only, no cash value) for an ordinary whole 


life policy, etc.


3.
Be sure to take full advantage of cheap or free substitutes. For example, you need 


recreation, but you don’t need to pay for it. State parks are free or have low fees, 


and the same holds for city recreation centers. Your local public library may lend 


records, tapes, and movies in addition to books and magazines, and may even 


show free movies. The personal finance books in your public library offer many 


suggestions for “best buys”.
4.
A consolidation loan might reduce your monthly payments, but I would advise 

against it except as a last resort. Such loans usually just add to the total expense, 

and moreover the feeling of prosperity brought about by the newly available 

cash each month can tempt you to greater debt. It would be better to go back 

over you goals and expenses lists and see what you can postpone.


5.
It is unwise and unrealistic to reduce the Daily Expense too severely, or to 


completely wipe out allowances. If the plan puts too much pressure on your 

daily life, you will probably give it up and lose hope of improving your finances. 


6.
The total amount you plan to pay each month (that is, the total of the expenses) 

should be about 5% less than your income. This slight amount of slack will be 

particularly helpful in the first few months of the plan.

You may argue that all the expenses originally listed are absolutely essential and cannot be reduced. Or you may feel apologetic that your income is not greater. Neither argument nor apology is necessary. The simple and brute fact is that if your expenses exceed your income, disaster will follow. You may be able to prove that you cannot reduce expenses and that you must have more money, but that proof will not produce more money not will it reduce your expenses. In fact, if you look around, you will see people you know who make less money than you do and yet lead comfortable lives. They put money aside, take vacations, and seem to feel few financial strains. How do they do it? They spend less than they earn.

No one can have everything, for things outnumber money, and we are too quick to want what we do not have. The secret is to pace our expenses, to keep them reined in so they stay within our income. Then we, too, can be comfortable and envied by families whose earnings exceed ours but whose expenses exceed their earnings. 

You may object that the schedule developed above is too conservative: it requires you to set aside all sorts of fund for eventualities like replacing appliance, cars, and tires. And the cash reserve it requires is enormous.

I can only reply: yes, it is conservative. For many years I operated without such reserves, without setting aside money for eventual (and inevitable) replacements. And I was always in debt, constantly robbing Peter to pay Paul, constantly being bowled over by “unexpected” calamities. Except that they were not calamities – they just had the effect of calamities because I was so unprepared for them. And only a very shortsighted (or foolishly hopeful) person would not have expected them.

Let’s face it: we use a lot of things in our lives. Things wear out. They are going to wear out 
whether or not you want them to, whether or not you have the money to replace them, whether 
or not you prove that they shouldn’t wear out. If you want to use such things, you have to be 
prepared to pay for them. Depreciation is an out-of-pocket expense – the only question is: will 
it come out of your pocket all at once, when you have to replace the old car or appliance, or 
will it come out of your pocket slowly and steadily over the life of the item?  If you plan to take 
the money out all at once, you will probably in the meantime have spent elsewhere the money 
needed for replacement. You will, over the life of the item, have enjoyed an illusory (and 
temporary) feeling of prosperity with the “additional” monthly cash you have. But the price 
replacement must be found; you can either set aside money as you go, or suffer financial strain 
and emotional tension after the fact. I recommend the former. And I base my recommendation 
on the fact that this plan works.


I know you probably can’t do it all now. I couldn’t do it all when I first started – I had a large 
bank loan, a large credit-card debt, and other expenses. My “Replacement Fund” payments 
stayed at zero for a long time, then went to $20 a month, then $40 a month – as I paid off the 
debts, I was able to increase the payments to my accounts. It took quite a while, but each month 
I could see my progress. And then one day when the dishwasher “unexpectedly” failed, lo and 
behold! I had enough money in the bank to go out and buy one. Not charge it: not take out a 
loan. But buy it outright. If I can do that, so can you!

One warning: as you work over your expense lists to bring your expenses in line with your 
income, do not reduce the amount you pay to the “Periodic Expenses” account. These are 
expenses you know you will have to pay, and they are not far away. If you begin to set aside 
this monthly amount now, you will quickly begin to appreciate the benefits of this plan and this 
approach.

Step 4.    Using the plan
By now you should have the first “operational” version of the plan: a version in which the total of the [adjusted] expenses is less than your current income:



Adjusted Expenses:

$________ per month for Monthly Expenses

$________ per month for Periodic Expenses

$________ per month for Replacement Expenses

$________ per month for Cash Reserve

$________ per month for Daily Expenses

$________ per month for Major Purchases

$________ Total of expenses (should be about 95% of your monthly take-home pay)

Recall that your monthly income is 4.33 times your weekly take-home (or 2.17 times your take-home if you are paid every two weeks – and every two weeks is not the same as twice a month: if it’s twice a month, you multiply by 2).

How do you begin to use the plan?

First of all, you will have as little interaction as possible with the money. You will set things up so the plan, to a great extent, works automatically – like setting a machine in motion and then standing back and letting it do the work for you.

Second, as you’ll see later, the plan provides some built-in fail-safes – protective devices that work like a fuse, letting a small failure protect against catastrophic damage. 

Finally, the plan works by your periodic review and revision of it, which keeps it in optimum adjustment and on course. We’ll discuss that later. Let’s start now at the beginning.
A.    Automatic Expense Payment
The first step is to make as many payments as possible occur completely automatically, without you even having to think about them. 


1.
Have your paycheck automatically deposited to your checking account if your 

employer provides this service. If the check doesn’t go through your hands, all 

 

of it will arrive at the bank – and faster than if you took it there! You will still 

get your pay stub.


2.
Go to the bank where you have your checking account. Open four savings 


accounts; you can ask them to name the accounts:




A.
Periodic Payments




B.
Replacements




C.
Cash Reserve




D.
Major Purchases



Open all four accounts even if one or two are going to be inactive for now. 

(Accounts A and C are surely going to be active!) It doesn’t cost anything to 

have the accounts, and the interest on four separate accounts is the same as the 

interest on one big account. 


3.
Authorize the bank to automatically transfer on the first of each month the 


monthly amounts you have arrived at for each of these accounts from your 

checking account to each of the four savings accounts. The bank should send 

you a slip each time it makes these deposits. This automatic transfer will take 

care of 
your expenses for periodic payments, replacements, your cash reserve, 

and major purchases. If your bank does not offer this automatic-transfer service, 

you will have to make the transfers yourself. You should make this as much a 

routine as possible: the same amount every month on the same date. You do not 

want to make a decision each month about this; it must be automatic.


4.
Arrange for automatic payment from your checking account for all possible 

items from the “Monthly Expense” list that are the same amount each month. 

For example, you can usually arrange for your mortgage payment to be 


automatically taken from your checking account each month, even if you are 

paying a lender other than the bank. Similarly, you can arrange automatic 


payments on loans (particularly, of course, loans from the bank itself). In some 

cities you can also make automatic payments to the gas and electric company, 

but I would suggest this only if you are on the budget plan (paying the same 

amount each month). Similarly, it is possible in some cities to make automatic 

payments to the telephone company, but since the amount will vary each month, 

I recommend that you continue to make those payments by check.

Again, the idea behind the automatic payments is to let the plan, so far as possible, run itself. 
(Besides, it saves you postage.) You must, of course, be careful to keep your checking account 
balance high enough to cover these payments and the automatic transfers to your savings 
accounts. We will discuss that later on. 


Note:    If you are paid weekly, every two weeks, or twice a month, you may need to stagger 
the schedule of your automatic savings deposits and your automatic payments in order to make 
them correspond with the schedule of payroll deposits. I leave it to you to work out this detail.


The above procedure takes care of everything except “Daily Expenses” and the remaining 
“Monthly Expense”.

B.     Daily Expenses


Daily expenses, you will recall, include Allowance (for each person’s own personal expenses 
like clothing, cosmetics, books, etc.) as well as the Estimated Weekly Expense for joint 
expenses (like groceries, light bulbs, soap, etc.). You have by now defined a weekly amount 
that is in line with your income and other expenses.


Once a week, immediately before the weekly grocery shopping, take the check book out of the 
Unpaid Bills box. (Note that this is the first time you have had to touch the checkbook.) Write 
out a check to you bank for the full amount of the Estimated Weekly Expense and Allowances 
combined. Put the checkbook back into the box, go to the bank to cash the check, and put your allowances in your purse or billfold. Your allowance is for you to spend as you please: it’s your money. The same goes for your partner’s allowance. The cash remaining after the allowances have been taken out is for the Estimated Weekly Expenses: to get your groceries and to get you through the week. 

Let me say first a few words about the allowance. I have referred to the plan’s having a provision for “splurging” and its fail-safe character. The allowance is that provision. It allows each of you to overspend, and yet keeps the overspending within bounds.

Suppose your weakness is books. (After all, you bought this one!). Say you can’t pass by a book store without looking at the books and you can’t seem to look at books without buying a few. Well, it’s your allowance. The first few weeks you may find that you spend the entire weekly amount in the first day or two. Soon, however you will find that you can make it last the week. Even so, your allowance will from time to time evaporate too quickly. But – And here is how the plan works – all the time you are learning to control your spending, with lapses of having fun and spending your entire allowance at one blow, the plan will be chugging right along, paying off old debts, setting money aside for future payments, giving you cash reserves so that unexpected calamities are diminished to unexpected inconveniences and finally to planned expenses. The Allowance is the fail-safe, the fuse. You can squander that, and feel first extravagant and then broke (for the rest of the week). The remaining money is protected, and you have the pleasure of knowing that you’ll get a new allowance at the end of the week. 
The weekly cash (apart from the Allowances) goes with you to the supermarket (directly from the bank). You shop from the list accumulated over the past week and get what your menu dictates for the next week. Money left over from shopping goes into the sugar bowl for the various little things that come up during the week. If you run out, you are out of money -- until the next shopping day, when you again cash a check for the Estimated Weekly Expenses and Allowances, again the exact weekly amount from your plan. 

Sometimes your menus may seem too rich for the budget, or you might have company to a “special” (and expensive) dinner. In that case, you have to get through the week with that’s on hand: pancakes for dinner one night, spaghetti and eggs the next night, and so on. One can always get through a week! (Besides, you will quickly learn to always have some “getting-through” foods on hand.)

A word about shopping with cash: If you have been taking your checkbook with you to the store, you may at first feel uneasy with only a fixed amount of cash with you. (DO NOT carry the checkbook with you or even one blank check “just in case”.) What if your groceries cost more than you have with you? Well, you’ll have to put some back. You won’t go to jail. (Note, by the way, that the plan has you do your weekly shopping immediately after cashing the weekly check. This is done for two reasons: first, so you’ll have the maximum amount of money with you; and second, so that 
regardless of what else might come up you’ll have the necessities of life for the week.)
If you carry your checkbook with you, you might be tempted to simply pick up whatever catches your eye (knowing you can write a check for whatever the total bill turns out to be). You will find that having only cash will encourage you to be more careful and thoughtful in your shopping (all to the good!), and also will ensure that you stay within your allotted amount. You will quickly become accustomed to shopping with cash, and as you shop you will automatically keep an eye on about how much you’ve spent. You will also quickly learn the wisdom of shopping from a list in order to cut down on impulse purchases – and never to shop when you’re hungry!

C.    Monthly Expenses

The only other time you touch the checkbook is at the end of the month, when you pay the bills. Before that, it is necessary to transfer some of the figures from your initial planning to a monthly checklist.


1.    The Monthly Checklist
Go to a new page of your notebook. Down the left, list each item from the Monthly Expenses, whether it is paid automatically or not. Skip a line and write “Savings Accounts”; skip another line and write “Daily Expenses”.

Across the top, write headings for the next four months (for example, “Feb 1”, “Mar 1”, “Apr1”, and “May 1”). Then under each month, write for each item the amount from your plan. For “Savings Accounts the amount is the total of the automatic monthly deposits made to the four Savings Accounts. For “Daily Expenses” the amount is the monthly total for Daily Expenses (4.33 times the weekly amount).




Feb.1

Mar1

April1


May1

Rent


275

275

275


275
Gas & Electric

  47

  47

  47


  47

Telephone

  24

  24

  24


  24



Parking

  20

  20

  20


  20


Savings Accounts
134

134

134


134


Daily Expenses
220

220

220


220


This checklist will allow you to keep track of actual expenses for the next few months. It will also remind you to deduct the automatic payments and the automatic savings deposits from your checkbook.

2.    Paying the bills

At the end of the month, you (and your partner) take the two boxes (“unpaid Bills” and 
“Paid Bills”), the checkbook, and the notebook. (Note: Because of the way you have calculated your expenses against your income, you will have enough money each month to pay your monthly bills. But if you get paid weekly, or every two weeks, or twice a month, you may have to have more than one bill-paying session in order not to pay bills before the money’s in your account. I leave it to you to work out this detail. But I suggest you try to get a sufficient surplus so that you can pay the bills only once a month. The less contact you have with your checkbook, the better the plan works and the easier it is for you.)

1.
Enter in your checkbook and deduct from the checkbook balance all the 


automatic transfers (to the savings accounts) and automatic payments (mortgage 

payment, loan payments, etc.). Also, draw a single line through each of these 

amounts on the checklist (under the appropriate month) to show that it has been 

paid.
2.
Begin writing checks for the bills. If the amount varies from the mount shown 

on the plan, erase the planned figure and enter the actual figure. Draw a line 

through it to show it has been paid.

3.
If a bill is covered by one of the savings accounts (for example, a car insurance 

bill or a doctor’s bill, which would be among the periodic payments; or a 


replacement covered by the Replacement Account), write the check, and the 

next day transfer the money from the appropriate savings account into your 

checking account. This check thus takes none of the money you have allotted to 

meet the regular Monthly Expenses.
4.
If a bill turns up that was overlooked when you were making the lists (and this 

will happen from time to time in the first few months), add it to the list along 

with the amount, pay it, and draw a line through the amount to show that it was 

paid. You will recall that you kept your planned expenses 5% under your 


income just for such an eventuality. Even so, you might have to draw on your 

savings to cover these unplanned bills.

Note that the four savings accounts permit easy payment of semi-annual and annual bills and guilt-free and hassle-free payment of major purchase items in the plan. 

Also note that the record you are making of the actual amount will be used in revising your plan. Averaging the actual amounts across several months will probably be more accurate than your first estimates. Also, adding the overlooked bills to the lists will in time make them complete.

Step 5.     Revising the plan
Your circumstances change, and so must your plan. The first revision may be a hasty one after the very first month, when you discover several critical items you overlooked.  But there must also be scheduled comprehensive reviews:

A.   After the first 3 months

After you have had three months’ experience with the plan, take this book and your notebook and do a comprehensive review. The simplest and most thorough way is to start from the beginning and construct a complete new plan in the next few pages of your notebook – drawing on the lists and figures already in the notebook, but modifying them based on your experience and the records of the last three months.

Your may have to add items to some of the expense lists, which means that other things may have to be trimmed. You may have received a salary increase. You may find that some of your goals have changed, or that you have made enough progress so that you can put back on the list some goals you earlier had to set aside in order to reduce expenses. You may find that actual amounts ten to be above or below your estimates. You may have to increase or decrease some of your automatic savings deposits.
Re-do the entire plan, and make out a monthly checklist for the next six months. Let the plan run for six months more. Then do another comprehensive review: the six-month review.

B.   The Six Month Review

The six-month review is the same as the three-month review described above, except that you probably will have to make fewer changes. The six-month average of actual amounts should give you very good estimates to use for your plan. 

Again end your review and revision of the plan with a monthly checklist for the next six months. 

From this point on, review and revise your plan every six months. Once a year your review should include a determination of your net worth: the sum total of what you own minus what sum total of what you owe.  One of the satisfactions of the plan is seeing your net worth increase from year to year.

Step 6.   Your own refinements
The plan described above is a general outline that should fit most situations. After you have had some experience with it, you can (and should) modify it so that it better fits your own situation. Following are some examples of possible modifications:


1.
If there are two of you, you each may want your own separate checking and 

savings accounts for your allowance, in addition to the joint accounts.


2.
The plan does not use charge cards, simply because it is set up to provide cash 

for your purchases. Charge cards are dangerous for those trying to stay ahead 

financially. But you might want to use them to pay for gasoline during the 


month so that you can write a single check for a monthly “gasoline” bill rather 

that taking the gas money out of the weekly money. In general charge only those 

things for which there is money already on hand in one of the savings accounts, 

and pay the charge in full with the next bill.

3.
Gifts can be included in the Major Purchase Account: make a list of all the gifts 

you plan to give in a year (Birthdays, Mother’s Day,, Valentine’s Day, 


Christmas, graduation, etc.), with the name of the recipient and the amount you 

will spend. Divide the total by 12 and include it as one of the monthly items in 

the Major Purchase list. (Keep a record of the gift list in the notebook, and be 

sure to
record actual amounts spent so next year’s estimate will be better.)


Note, however, that many of the details of the plan are important and cannot safely be omitted. 
For example, the automatic payroll deposit, the automatic savings deposits, and the automatic 
payments are to keep you from handling the money. For the same reason, you stay away from 
the checkbook except for the one check per week for weekly money and the once-a-month session of bill paying. Your regular payments into the four savings “prepay” all your foreseeable futures of the plan. Don’t say that the plan failed if you didn’t really try it!

Summary


There you have it: a plan that can lead you to financial security. It worked for me; it can work for you.

Don’t try for perfection; just give it your best shot. You’ll make mistakes; but with the notebook to help you, you’ll learn from those mistakes. Your next revision of the plan will be better and will work more smoothly.  And then one day you’ll realize that you really haven’t had any financial problems in over a year, that you are really quite comfortable, and that in checking over your accounts you see that you have accumulated the money you needed for that trip to Europe – so you’ll just pack up and go!

Bon voyage.
Author Michael Ham:


“Periodically I would look through personal finance books, but they all skipped the basic planning (or dismissed it in a couple of paragraphs or pages) and assumed that the reader already has extra money and is wondering what to do with it. None of the books offered significant help to someone whose paycheck didn’t seem to last the month.”
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