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Got 30 minutes?

That’s all it takes to read this guide — maybe less, if 

you’re a speed reader. A recent study shows that only 

41% of Americans use a budget, so if you’re among the 

majority who don’t have one, setting one up now can 

help save you from financial headaches in the future. 

Many people have a “general plan” for managing money: 

try not to spend more than they make. But when the 

unexpected happens, this plan may not work. And as you 

prepare for retirement, it’s even more important to have 

more than a general plan. Without knowing exactly how 

much you spend each month, it’s difficult to know how 

much you’ll need for retirement. 

A budget goes beyond just a general plan and can help 

you stay afloat when difficult financial situations come 

your way.1
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Hi, we’re  
Financial 
Engines.

What’s a budget?
When evaluating purchases, people often say, 

“That’s not in my budget,” but what they really 

mean is, “That item is too expensive.” While 

a budget can help you make case-by-case 

decisions, it goes far beyond that. A budget is a 

clearly defined plan for money that’s expected 

to come in and how it will be allocated. It keeps 

you from spending too much in one area of your 

life while neglecting another. 

Keep in mind that a budget is a key 

part of your overall financial plan, which 

includes investment strategies and other 

considerations. Having a sound budget in 

place can help the other pieces fall into place 

more easily. 



We’ve been helping folks like you since 1996, transforming the way people 
plan, save, and invest for retirement, regardless of their wealth or expertise. 
Our goal is to help put you on the path to a successful retirement.  

Now on to budgeting. 

In our 20+ years in the financial business, we’ve talked about budgeting with a wide variety of clients from all sorts 

of different backgrounds. And we’ve learned a lot.

What we found out was surprising. Many people — even seasoned financial professionals — didn’t have a budget 

in place. They knew that they were at risk of being unable to manage an unexpected financial situation, but they 

didn’t know how to go about creating and following a budget. 

And there was a common thread between the people who had a general plan and the people who had an actual 

budget: Both groups wanted to do better at managing their money. Many people told us they don’t have enough 

savings to cover a $1,000 expense (just like 69% of Americans).2 They knew a budget could help with savings, debt, 

and managing expenses — they just didn’t know how to go about it. 

If you want to help improve your money management skills by having a budget, then read on. Have questions? 

Reach out to us. We’re here to help. 

Hi, we’re Financial Engines.
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The first part of developing a budget is figuring out how much money you 
have coming in and going out each month.

Money in. 

Obviously, you’ll want to calculate what you’re earning from your job (if you’re working), but think beyond that. For 

example, include unemployment or disability benefits, income from part-time jobs or freelance work, and money 

from alternative investments such as rental properties. Also add in things like child support, work bonuses, tips, 

scholarships, grants, and active duty or drill pay.

If you’re retired, knowing how much money you have to work with each month is even more important. In addition to 

any money you’re receiving in Social Security, look at how much you’ll get from your Required Minimum Distributions 

(RMDs) if you’re over the age of 70½. You should also include any planned withdrawals from your 401(k), IRA, or other 

investment accounts. Payments from pensions, annuities, or other accounts should also be added.

Money out.

Once you know how much money you have coming in, take a full month to track your expenses. Record everything 

you spend — we’re talking every single cent, whether you pay with cash, check, credit, or debit card.

Scholarships

Tips

Grants

Active duty or drill pay

Expenses

Cash payments

Checks

Credit card expenses

Debit card charges

Take financial inventory.01.
YOUR BUDGET
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Commonly overlooked expenses:

   Insurance payments

   Taxes

   Gas

   Oil Changes

   Pets (those grooming and vet bills can add up fast!)

   Co-pays for visits to the doctor

  Out-of-pocket medical expenses not covered by insurance

   Homeowners’ Association fees

   Parking

  Dry cleaning

   Subscriptions like Netflix, Hulu, or Amazon Prime

Include your partner.

 If you have a partner, it’s key to bring them into the budgeting process at this first step — it’s the 

only way to get an accurate picture of your current financial state. If they’re less than enthusiastic 

about it, consider adding something fun to the discussion, like talking over a glass of wine or a bowl 

of ice cream. Whatever works, do it!

Key takeaway
The first step in building a budget is figuring out exactly how much money you have coming in and going out. 

Take one month to keep careful track of both, down to the last penny. This financial inventory will help you get 

a better sense of where your money is coming from and where it’s going to — and will help inform your budget. 

Use statements to 
your advantage.
One way to double-check that you’ve 

captured everything is to look at your 

bank and credit card statements. These 

can help you catch payments that you 

forgot (or didn’t even realize) you made. 
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Analyze your inventory.02.
YOUR BUDGET
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Now that you’ve tracked your spending for a month, it’s time to take a 
hard look at your expenses by breaking them down into categories. 

A spreadsheet or other type of organizational device can help you sort your expenses into categories. We’ve 

included a worksheet in the back of this guide that can help you get started. 

In general, categories should include: 

  Fixed expenses: These are your necessary expenses where the price isn’t easily re-negotiable. 

   Variable expenses: While not entirely discretionary (you do need to eat, after all), these are expenses that you 

have more control over and could reduce if needed.

   Savings: It’s critical to put money aside each month for a rainy-day fund. If you don’t have these reserves, you 

risk going into debt to pay for unexpected expenses. We’ll get to this more in step three.

   Debt: You should pay a certain amount each month toward anything you owe, whether it’s credit cards, student 

loans, or other types of debt.

Fixed

Housing
(rent/mortgage)

HOA dues 

Property taxes

Insurance

Commuter expenses

Variable

Utilities

Groceries

Clothing

Restaurants

House supplies

Entertainment

Savings

Emergency fund

Personal savings
goals

Debt

Credit cards

Student loans

Car loans

Medical debt

Expense categories



Look for opportunities to reduce expenses. 

Once this is done, review your expense inventory to see if there are some adjustments you can make. The variable 

expenses category is a great place to start. Is there a less expensive place you can buy groceries or clothes? Or 

could you drop your gym membership and work out at home instead? 

Although it’s a bit trickier, your fixed expenses can be reduced too. Is there a better rate you could get on your 

car insurance or mortgage? Shop around. See if there are ways to reduce commuting expenses by carpooling or 

parking in a less expensive lot.

Take another look at your debt at this point, too. Can you change your student loan payment structure? Or 

negotiate different terms on your credit cards? We’ve had countless clients who have found themselves in a more 

secure financial position just by doing these two things. 

Look at the money you have coming in.

You should also take a closer look at the dollars that are coming in the door. Is there anything you’re leaving on the 

table? Social Security benefits you’re not claiming if you’re over 62? Out-of-pocket expenses or overtime at work 

that you’re not being reimbursed or compensated for? 

Finally, re-examine your tax and 

payroll deductions. Taking out too 

much for federal or state income 

taxes or paying for insurance 

benefits you don’t need can take 

a major bite out of your monthly 

income. While it can feel like a 

blessing to get a windfall tax return 

in the spring, that just means that 

the IRS has been earning interest 

on your hard-earned dollars 

instead of you. Instead, adjust your 

withholding to put more money in 

your paycheck, and start paying 

down your debts or saving more.

Key takeaway
Get clear on where you’re spending your money and be sure you’re 

taking in all of the income available to you. Categorizing your 

current expenses can help you see where your money is going (you 

may be surprised) and where you have room to make changes. 

After this step, you should have a solid understanding of how much 

money you can expect to come in and go out each month.
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Now that you have a firmer grip on your income and 

expenses, it’s time to draft your budget. Start with 

your household’s take-home pay (what you earn each 

month after taxes and any deductions like 401(k) 

contributions or healthcare premiums). Then, list all 

the expenses you need to cover in the month ahead, 

using your inventory from step two as a starting point. 

Finally, plug in how much you plan to spend in each 

category next month. 

Make it official.

The type of document you use for this doesn’t matter. 

We have clients who are just as successful doing this 

with pencil and paper as clients who use software or 

an app on their phone. The important thing is to have 

a documented plan in place that you will actually use.

Congratulations! You’ve got a budget! 

Now that you’ve made a plan for what you’ll do with 

your money, make sure it’s as easy as possible to 

follow it. Use the following tips to refine your budget 

and help set yourself up for success.

Get specific.

Be as precise as possible. For example, don’t simply 

put $500 in your “variable expenses” category — 

specify $300 for groceries, $100 for clothes, and $100 

for household supplies. 

If you have long-term bills that are due less frequently, 

set aside money each month toward those bills. For 

example, if you pay $300 every six months for car 

insurance, put $50 per month in your plan to save up 

for that bill.
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Draft your budget.03.
YOUR BUDGET

Income

Alice’s monthly take-home pay  $2000

Joe’s monthly take-home pay   $1000

Total income    $3000

Expenses

 Housing   $1000

 Food    $500

 Utilities    $170

 Automotive   $75

 Clothing   $50

 Entertainment   $200

 House supplies   $100

 Health care   $100

     $2195

Debt repayment

 Student loans   $150

 Car payment   $155

     $305

Savings 

 Emergency fund  $100

 House fund    $250

 Vacation/travel fund  $150

     $500

Total expense budget:  $3000

Sample budget: 
Alice and Joe, ages 31 & 29
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Include savings and debt payments. 

It’s important to set aside money each month for an emergency fund and debt payments, even if it’s a small amount. 

Each dollar you direct toward these categories helps improve your overall financial situation —  and sets you on the 

road to remain debt-free once you’re there.

Remember that your budget shows how you’re allocating your take-home pay — it doesn’t include contributions 

to your 401(k), HSA, healthcare premiums or other benefits payments that are withheld from your paycheck. You 

make decisions about contributions to pre-tax accounts and benefits as part of your overall financial plan. But 

what you do with your budget has a big influence on what you’ll be able to do in your overall financial plan. 

For example, if you’re not maxing out your contribution to your employer-sponsored retirement plan (such as a 

401(k)), your budget can help you work toward doing so.

Why a 401(k) is so powerful.

There are three primary reasons why a 401(k) is such a popular retirement savings vehicle: matching 

contributions, tax benefits, and compound growth.

Matching contributions. A matching contribution is 

what it sounds like: It’s when your employer matches 

your own 401(k) contributions with company money. If 

your employer offers a match, they’ll typically match 

up to a certain percent of the amount you put in. 

Let’s say that your employer matches up to 3% of 

your contributions to the plan, dollar for dollar. If 

you contribute 2% of your salary to your plan, your 

total 401(k) contribution will be 4% of your salary 

each month after the employer match is added. If 

you bump up your contribution by just 1% (so you’re 

putting in 3% of your salary), your total contribution is 

now 6% with the employer match. 

Unfortunately, many workers don’t take full 

advantage of the employer match because they’re 

not putting in enough themselves. Our recent study 

revealed that the typical employee who doesn’t contribute enough to receive the maximum company 

match leaves $1,336 of potential extra retirement money on the table each year.3

Don't miss your piece of the pie!

$525

$2,275

$1,750
Employee contribution
(5% of $35K salary, pre-tax)

Employer match
(50% up to 3%)

Total 401(k) contributions
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Investment growth
4.5% REAL RATE OF RETURN

COMPOUND  EARNINGS

Compound growth. Compounding is what helps 

your money grow over time. As your money grows 

and your earnings then get reinvested in your 

account, you have a bigger pool of money that can 

generate earnings going forward. So basically, your 

earnings are making earnings. 

Let’s assume that your 401(k) averages 8% a year 

in earnings and you have $1,000 in your account in 

year one. You’ll start off year two with $1,080, which 

in turn grows by 8%. This puts you at $1,166 to start 

year three. This rate of growth would continue each 

year as long as earnings stay steady. 

This is why starting to invest as early as possible is 

so important — it gives your money time to grow 

exponentially. Assuming the rate of return stays the 

same, you’d have to save a greater percentage of 

your paycheck the later you start in order to arrive 

at the same retirement savings goal. In general, 

while it’s never too late to start, the sooner you can 

get going, the better.

Tax benefits. Tax advantages of a 401(k) work two ways. First, the amount you contribute isn’t taxed when 

you put it into the plan. This reduces your taxable income, and therefore the amount of taxes you pay in 

the present. Second, your contribution also gets to grow on a tax-deferred basis in the meantime.
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Taxes (25%): $250 Taxes (25%): $237

401(k) contribution: $50401(k) contribution: $0

Scenario A

Gross pay: $1,000 Gross pay: $1,000

Take-home pay: $750 Take-home pay: $713

Scenario B



Involve everyone.

If you have a spouse or a family, they’re an important part of this stage of the budget-development 

process, too. If everyone involved has a say in household spending goals, they’ll be more likely to 

help stick to the plan.

Whatever method you’ve used to create your budget, be sure your partner and family can access it 

and check in regularly. This will help prepare you for step four: tracking.
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Key takeaway
   Detail and document how much you plan to spend in each expense category. Be as specific as possible.

   Factor in debt payments and contributions to an emergency fund and savings.

   Make sure your whole family is on board and willing to commit to the budget you establish.
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Track and re-evaluate  
your budget.04.

YOUR BUDGET

One tried-and-true approach that has worked for many clients is the envelope system. Start each 

month (or week, or day) by putting the amount of cash you’ve budgeted for that time period into 

separate envelopes for each expense category. Then, use that cash to pay for purchases. When 

the envelope is depleted, that’s it — no more spending in that category, no borrowing from other 

categories and no using credit cards. This strategy can be a helpful mental trick to keep you from 

making unnecessary purchases.

Your budget won’t do you any good if you don’t pay attention to how well 
you’re sticking to it. It’s important to have a system to track how much 
you’re actually spending and compare it to your plan.

Like you did in step two (analyzing your inventory), you’ll account for every dollar you spend. You can do this by saving 

your receipts, looking at bank and credit card statements, or simply jotting down every purchase in a notebook. 

Frequency.

At the beginning, you may want to track your expenses week by week or even day by day instead of 

once a month. The key to budget success is to keep an eye on your spending as you go, so you can 

slow down or stop before you blow your budget.

Tracking tools.

 Just as there are a variety of ways to build your budget, there are a number of options for tracking your 

budget. Some prefer the process of writing it down on paper; others like to use a spreadsheet, phone 

app, or other digital document. Pick a method that feels comfortable and that you’ll actually use.

FoodHousing Loans Pets Savings



Re-evaluate regularly.

A budget is not a “set-it-and-forget-it” system. It must be 

regularly re-examined and updated as your circumstances 

change. For example, ask yourself these questions:

   Has your household income changed?

   Did you pay off your house or car?

   Have some of your expenses gone up or do you have 

a new monthly expense?

These, and other changes, are a clear call for a  

budget re-evaluation. Also, after tracking your spending 

for a while, you may find that some of your original 

targets were unrealistic. If you’re regularly overspending 

on groceries, for example, you might reduce your 

expenses somewhere else so that you can increase your 

grocery budget.

Did you know?
Rewarding yourself can help you follow your budget. If you’ve stayed on track, build in a reward to your 

monthly or weekly allowance. It shouldn’t be anything that will derail you from meeting your goals, but 

having something to look forward to can help you stay motivated.
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Key takeaway
Your budget is a living, breathing plan that evolves along with you. Monitor how closely you’re sticking 

to your budget using a tool you feel comfortable with. To make sure your budget’s working, you need 

to check in on it frequently and make adjustments when your circumstances change. 
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Making your budget 
work for you.05.

YOUR BUDGET

Creating your budget can be hard work. Sticking to it can be even more difficult. But remember why you decided 

to make a budget in the first place. Was it to get out of debt? To be able to buy a house? Whatever your reason, it 

probably comes back to a common theme: building a better life.

Keeping your goal in mind can help you stick to your budget when temptations arise. Here are some strategies 

you can use to help.

Start small.

Like any new habit you’re trying to develop, you’ll increase your chance of success by making small 

changes to your routine. Just like you might swap whole milk for 2% milk if you’re on a diet, you can 

make small daily changes that can make a big difference to the size of your wallet. Not ready to give 

up your specialty coffee in the morning? Try getting a smaller size for a smaller cost. 

Make it automatic.

Have part of your paycheck direct deposited to your online savings account each pay period and/or 

sign up to have debt payments automatically taken from your bank account each month. This way, 

you won’t have to remember to contribute to savings or pay down bills. Plus, if the payments are 

automatic, you’ll likely not miss the money as much. Just make sure you have enough in your account 

to cover your automatic payments and transfers.

Create visual reminders.

Are you hoping that your budget will help you save for a new car? Cut out a picture of the type of 

car you want and tape it to your bathroom mirror. Saving for a house? Sign up to have home listings 

emailed to you and get a daily reminder of your goal. Want to help with your grandchild’s education? 

Keep a photo of them in a place you’ll see often. You could even post a sticky note by the front door 

that tells you how much you’ve saved and how far you have to go so you’ll think of your savings goal 

each time you leave the house. A more high-tech way to go about this is to put financial apps on your 

phone next to the apps you check most often — this way, each time you check Facebook or another 

favorite, you’ll be reminded of your finances.

Enlist help. 

Regularly sharing your progress toward your goal with someone you trust can help you stay on track. 

Asking a good friend to check in with you about your budget during your weekly coffee date can 

make it easier to stick to your budget, knowing you’ll be held accountable. You might also choose to 

work with a financial advisor who can schedule regular check-ins. The ongoing support of someone 

you trust can make a huge difference in getting to your goals. 



Let’s talk about debt.

Costs of education are skyrocketing while homeownership remains a primary pillar of the American 

dream. Achieving these goals, however, means that debt is an ever-present part of our financial landscape. 

In fact, the average American will pay more than $600,000 in interest over the course of a lifetime.4 So, it 

should come as no surprise that debt management has become a key element of financial planning.

Why not pay off your highest interest loans first? You can, if you have the discipline to do so. However, the 

most effective strategies are the ones that work. Many people find that the sense of accomplishment 

they get from paying off that first small loan makes it easier for them to stick to the plan. As time goes by 

and you’re able to make larger payments toward your remaining loans, the sense of accomplishment you 

feel can snowball as well.

Having a budget and factoring debt payments into it is one of the most important steps 

you can take toward getting your debt under control. One of the simplest ways to pay down 

debt is by using the “snowball system.” Here’s how it works:

   Make a list of your credit card balances from smallest to largest.

   Pay as much as you can on your smallest balance until it’s paid off (but be sure you 

continue to make minimum payments on all your other cards in the meantime).

   Once it’s paid off, take the amount you were paying on that card and add it to your 

monthly payment for your next-lowest credit card balance.

   Repeat this process until all of your credit cards are paid off.
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Key takeaway
Your budget plays an important role in your financial life because it gives you a concrete path to 

help reach your goals. Make it easy by automating savings where possible and holding yourself 

accountable. When the going gets tough, remember why you put the plan in place, and keep putting 

one foot in front of the other. With a little help from your friends, you can get there.
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   Take inventory. Track your current income and expenses to see where you are today.

   Categorize your expenses. Analyze your inventory and see where you can make changes.

   Draft your budget. Make your plan for how you want to spend your money in the future.

   Check and adjust. Track your progress and adjust your budget as needed.

  Set yourself up for success. Take advantage of automation, visual reminders, and your support 

network to help keep your eyes on the prize.

With the majority of Americans not having a budget, and 69% of Americans having less than $1,000 in savings,5 it’s 

pretty clear that the “general plan” approach isn’t working well. 

Building and following a budget might seem overwhelming at first, but if you take it step by step, it’s completely 

do-able. Remember that a budget is a key part of your overall financial plan. Once you have one in place and are 

following it, you’ll have a better shot at other important things like saving for retirement and getting out of debt. 

Let’s recap what you need to do to get started:

Life is almost certain to challenege you financially. But having a budget can help you take these challenges as they 

come and remain on track toward meeting your financial goals.

Taking the next steps.
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Worksheet.

(excl. meals)
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