Erasmus + Personal Finance
Programme
MODULE 5: BUDGETING

TEACHER NOTES
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1.1 Keeping the
accounts?

A. Kinds of economies: in countries where agriculture is (or was) the main activity, the
majority of families rarely came into contact with money, because the most important
household needs were self-managed or satisfied by bartering.
With industries and tertiary development, on the other hand, money has become the means
to measure the value of almost everything and it has to be given to other people.
B. Common mistakes made by families in book-keeping:
- Limited knowledge of the amount of money which will be available immediately or in the
short term
-Getting into debt to buy unnecessary goods and services
-The use of payment instruments other than cash
-No funds are allocated to unforeseen expenses
-Families do not keep regular records of expenses and incomes
-No saving is done
C. Problems relating to a lack of, or inadequate, book-keeping:
-families do not know how to improve their economic situation,
-they cannot be prepared for unforeseen situations,
-they do not know how much to invest in order to monetize their savings,
-how to be prepared for a very big expense,
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1.2: The budget

A.Theoretical definition: [...]
B.Practical definition: a projection of potential incomes and expenditure that will
occur during the year, including a list of real incomes and expenditures, in order to
be able to compare the projected situation with the real situation.
C. 2 kinds of budget (estimated and final balance):
Estimated: it is a budget based on forecasts and projections. It gives a general but
accurate idea of the affordability of a business project and it is useful also to keep
households’ accounts. The details are not specific, but indicative.
Final balance: it keeps the real incomes and expenditure incurred in a certain period of
time. It is very useful to compare it to the forecasts. The information in this budget is
fully accurate.
D. Advantages:
-Objectivity: Numbers represent reality in a very objective way, while expenses
perception is generally more related to subjective factors and so it is more easily
distorted. When we talk about money, numbers can be very mean but can also
reveal hidden problems.

-Orderly and methodical: Keeping and regularly updating a budget is a way of
having documents in order, storing them neatly so that they are accessible, and
establishing a methodology/rationale for choosing our expenses.
-Money direction: We discover where household money is going, as sometimes it
runs out before the end of the month! There are always surprises…
-Saving: When we find losses in the family cash flow, or when we discover a deficit
in our funds because of bad habits, we can gain big savings; in this way we reduce
our need to work, or increase our spending power, or our possibility to achieve our
own aims.
Useful tools:
-Paper and pen
-Spreadsheet
-Database
-Applications or software
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1.3: Outgoings
categories

A.Criterion of need:
-We cannot eliminate fixed expenses if we do not consistently change our habits
and our general household management, so we can consider them as necessary
and indispensable.
-We cannot entirely eliminate flexible expenses but, if necessary, they can be
reduced through a change in the quantity or quality of purchased goods and
services. For example, many common household items, both at the supermarket or
the pharmacy, have their equivalent at a much lower price elsewhere; so, we can
obtain the same product (in this specific case, food or medicines) with a lower
expense, simply by changing the product brand.
-Discretionary expenses are very close to what is deemed “unnecessary”: they can
be easily and quickly eliminated, even if some members of the family may not
agree. Many things for our “vices” or “pleasure” are actually unnecessary… and the
saving is often considerable in comparison to the sacrifice.
B. Criterion of frequency:
Regular expenses: they occur on a regular basis, such as subscription costs. They are
very easy to manage because they always have the same frequency and the same
cost.
It can be useful to create a regular expenses subcategory for those expenses which
occur every month but which have different costs: for example, expenses for gas,
water or fuel consumption. They are necessary but we do not know their exact cost.
Irregular expenses: they occur occasionally during the year and they can be
unexpected or very expensive. It would be better to be prepared!
Additional criteria: see the 6 jars method.
Link: http://6jars.com/
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1.4: Outgoings
subcategories

A.How to group expenses under categories: rent, fixed and mobile telephone,
insurances, donations, savings, education, transportation, medical consultations,
medicines, gifts, food, household maintenance, personal care, clothing, leisure and
entertainment, house and garden maintenance, dentist, computer, sports, pets,
water, gas, electricity, Internet, etc.
B.How to group incomes under categories:
Salary, business incomes, bonuses, Christmas bonuses, overtime, gifts,
investments, tax benefits, incentives, exclusive contracts, etc.
We use mindl maps for the division in categories. We can build a two-level map: the
first level consists of 3 macro-categories; each macro-category has about ten branches
and we can associate small expenses to every branch. We can do this even more
quickly using software such Inspiration, or the app Inspiration Maps, which help us to
find different alternatives; the best method for this activity is “outline”, because we can
quickly rearrange the different map levels and sublevels.
link to software:
http://www.inspiration.com/ (mind mapping)
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1.5: Forecasts and
estimates

A.“Guess how much you spend and how much you earn”:
Studying maths at school, we often lose the habit of estimating and always look for the
exact answer. On the other hand, a budget does not require precision.
It can be very useful to get used to estimating the costs of items and remembering
supermarket prices. There are also websites for price comparisons or big online stores
which offer every kind of product. In Italy, we have the official ISTAT website, where
we can find stats on household consumption. There are also other statistics websites.
Link to websites:
http://dati.istat.it/Index.aspx?DataSetCode=DCCV_SPEMMFAM
Analysis: https://www.istat.it/it/archivio/202093
B. Use of past years’ data: after having kept the accounts for one year, in subsequent
years, except for special events, the estimates could be more accurate and increase
only in relation to percentages linked to inflation and some price variations. Please
note: if some categories count for less than 2% of total expenses, it would be sensible
to join them with another category.
C. Do I save money “before” or “after” the expenses? Of course BEFORE, because we
consider necessary things before. Saving for an uncertain future is less onerous than
ending up suddenly in a difficult situation. Besides, we are not obliged to save a large
amount of money, because time will make a difference; for this reason, every family
can do it.
Money for investments: without any interest in speculating at the expense of others (for
example in derivative markets, forex, etc.), it is important to invest some funds in
income generating activities, such as non-operating activities, or equity participations,
or exchange-traded funds, bonds, money orders, etc. There are different types of
investments with different degrees of risk, depending on the person making the
investment. The lower the risk, the lower the return, but the greater the chance of not
losing money.
http://www.consob.it/web/investor-education/rischi-dell-investimento
Extension Task: see the video on the crisis provoked by the subprimes.
The Big Short:
https://www.imdb.com/title/tt1596363/
Capitalism: A Love Story
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https://www.imdb.com/title/tt1232207/
The Flaw
https://www.imdb.com/title/tt1787810/
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1.6 Data collection

1.7: Use of
spreadsheets

A.Best practices to follow:
-Have a single collection point for receipts, invoices, etc.;
-Keep a notebook in the car to write down additional expenses;
-bank statement and credit cards
-chequebook
B. Frequent problems and solutions:
-Considerable costs for many different items: choose certain kinds of products first,
then pass to another, maybe using 2 shopping trolleys instead of 1.
-Lost receipts: we can use tracked payment instruments or write down approximate
numbers.
-It’s tough at the beginning: we can display posters at home to remind everyone of
the good habits to be adopted
-Dispersion: one person should have the task of collecting data (we can of course
rotate so that everyone is able to accomplish this task)
A.Data entry in the family budget spreadsheet (both forecasts and balance): it is
important to follow the instructions, with particular attention to initial categorization.
B.Data analysis (simplified): see the bottom of each monthly spreadsheet and the
sheet “analysis”
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1.8: Final observations

A.Potential savings: when we keep track of all the expenses and incomes, we can
potentially saving 3% of total expenses (many people say that this percentage is
higher!). As an average family in Italy spends more than 24000 EUR per year, this
saving is up to 600 EUR!
Besides, when we keep payments in order, we are ready in the event of
disputes, fines, crazy tax statements, etc.
B. Here are some suggestions for reducing expenses:
- Use cash instead of credit cards, etc.
- Make a shopping list BEFORE going to the grocery shop and respect it,
without buying more items
- Keep the maximum temperature for the hot water and heating you need,
not more. In this way, the water won’t be too hot and you won’t have to mix it with
cold water. Besides, it reduces limescale and increases the life of household
appliances, etc.
- Turn off any devices on stand-by (a lot of electricity is consumed by nonoperating devices)
- Compare phone tariffs
- Car and fuel
- Create purchasing groups for fruit, vegetables, cereals, household
products, etc.
- Start cooking! And leave industrially produced food at the supermarket.

- Turn off the TV and don’t watch the adverts.
-“Live simply” and learn what sobriety is
Suggestions for increasing incomes: raise our own “perceived value”; ask clients or
potential clients directly what they need; improve our own marketing and
communication skills; investments; create useful applications or software (the idea is
all you need, you can find someone else to put the idea into practice) and sell them;
promote our own activities through social media; etc.
Extension Task: read some classic books on this subject, like “The 4-Hour Workweek”,
by T. Ferris, or “The $100 Startup” by Chris Guillebeau
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