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         Top Ten Occasions to Rework Your Budget

         
         
            
            	
               When you start a new job, whether your income is higher or lower

            

            
            	
               When you move to a new house, buy a new car, or take on any other major expense

            

            
            	
               When an unexpected amount of money falls in your lap

            

            
            	
               When you suddenly have to spend an unexpected amount of money

            

            
            	
               When you have a baby, whether it's your first or your fourth

            

            
            	
               When your baby leaves the nest

            

            
            	
               When you get married

            

            
            	
               When you decide to end a marriage or other partnership

            

            
            	
               When you're thinking about starting a new business or retiring from your old one

            

            
            	
               When you have any new financial goal that you'd like to achieve

            

            
         

         
      

   
      
         


         
         
Introduction 
         

         
         ► THIS BOOK IS CHOCK-FULL OF SOLID ADVICE — plus tips and tricks — to help you reach your financial goals, no matter what
            your current financial situation is and no matter how lofty your goals are. okay, so you may not be able to cash out your
            stock portfolio and retire to Mauiat age thirty-five, especially if you're currently thirty-four. But you can live a life
            free from the stress of dodging creditors and wondering how in the world you're going to make your rent or mortgage payment.
         

         
         “How so?” you may ask. Well, imagine the following as your future life. Every two weeks, on a Friday, you receive a notice
            from your employer that your paycheck has been directly deposited to your bank: a portion to your retirement account, a portion
            to your savings account, and a portion to your checking account. During the weekend, you pay the bills that will come due
            before your next paycheck — and not only do you have enough money to cover all those bills, but you also withdraw some spending
            money for the next two weeks. Meanwhile, the money in your retirement account is increasing every day, and the money in your
            savings account — after the six months' salary you always leave in there for emergencies — is growing to pay for the sofa
            you've had your eye on, that vacation you're going to take next summer, the baby you're expecting later this year, or any
            other great use for your money you can think of!
         

         
         Sound impossible? It's not. With careful budgeting — and a commitment to live within that budget — your life can be exactly
            like the one just described. Between now and then, though, you may have to radically rein in your spending, aggressively pay
            down your debts, and begin to save. If your situation is serious enough, you may have to live like a monk for the next six
            months (or more). But at the end of that time, you'll be well on your way toward developing a cushion of savings in the bank,
            planning for your retirement and/or your child's college education, and having enough income to meet your needs each month.
         

         
         To get started, first you'll want to determine which part of your current spending plan is a high priority (see Chapter 2).
            Then you'll want to understand your overall financial picture, as it is now (see Chapter 3). Don't shy away from this step,
            even if you know that your financial picture is very, very bad. knowing the full breadth of your assets and financial obligations
            helps you establish a budget (see Chapter 4) that will change your financial picture from bleak to promising.
         

         
         If you're having trouble balancing your personal budget, consider putting a temporary moratorium on spending (see Chapter
            5). You'll likely also want to cut down on your existing financial obligations, small and large (you can find all sorts of
            tips for doing this in Chapters 6, 7, and 8), immediately tackle your debt (Chapters 9 and 10), and, if necessary, find ways
            to add income so that you can get out of debt even faster (Chapter 11). Chapters 12, 13, and 14 help you live through unemployment
            and other budget catastrophes, including ways to get help from the government when necessary.
         

         
         After that, you decide what other areas you need help with. Thinking about getting married or moving in with a partner? See
            Chapter 15. Worried about how to save for a new baby? Check out Chapter 16. Thinking about buying a house (and yes, you can
            save up enough for a down payment)? visit Chapter 17. Are you saving for your child's education? See Chapter 18. Found yourself
            separated or divorced and aren't sure what financial step to take next? Turn to Chapter 19. Want to plan for retirement? See
            Chapters 20 and 21. Having trouble staying motivated? Use the ideas in Chapter 22.
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         What Is Budgeting — and Why Do I Need to Do It?

         
         Budgeting — the very word can bring tears to your eyes. Yet, if you've run into some financial difficulty and need to get
            back on track, budgeting is exactly the activity that will ultimately simplify and improve your life. This chapter tells you
            why and how.
         

         
         
         
Realizing What a Budget Is
         

         
         Establishing a budget is the act of deciding how much of your money you're going to spend on one item, how much on another,
            and so on, before you're actually in the position of spending the money. Sticking to a budget is the act of following through
            on those decisions. Creating a budget isn't easy, but sticking to any budget is extremely difficult.
         

         
         
            
            
[image: illustration]
               
            

            
            You have to stick to the budget; the budget itself doesn't have the power to do that for you — it's just a piece of paper.
               Only you can decide that you're willing to stick to an uncomfortably low level of spending, work at another job to add income,
               or both.
            

            
         

         
         The trick is to focus on the word realistic . It doesn't take much research or many difficult decisions to decide that you're going to spend $200 per month on food.
            But if you've never spent less than $500 per month on food, you'll blow your budget right out of the water the first week.
            Instead, before you begin deciding on the numbers in your budget, you'll need to fully assess your current situation, take
            a hard look at where you can cut back your financial obligations (both large and small), restructure your debt (if necessary),
            and see whether you can add income. only then are you ready to decide realistically where every penny will be spent.
         

         
         
         
         
Recognizing What a Budget Isn't
         

         
         A budget isn't a straitjacket that keeps you from really living. on the contrary, a budget that you stick to can be your ticket
            to living the life you imagine. Living within a strict budget isn't easy, but neither is being heavily in debt, worrying about
            how to pay for your expenses, and living with the guilt that goes with spending money you don't have. You've already done
            the hard part by living with financial insecurity; even though living within a budget isn't fun, it won't be any harder than
            that.
         

         
         Keep in mind, though, that simply establishing a budget isn't the answer to your financial woes. Establishing even the world's
            greatest budget won't make any of your financial goals a reality unless you stick to the budget and follow through.
         

         
         
         
         
Understanding the Financial Goals
         

         
         People establish budgets because they have financial goals that are not being met. They may not realize that they have any
            goals at all — they may just be tired of bill collectors calling — but everyone who establishes a budget has at least one
            unmet financial goal. For example, you may want to:
         

         
         
            
            	
               Be able to pay all your bills from your paycheck — and maybe have a little left over

            

            
            	
               Buy your first house

            

            
            	
               Save for retirement, but can't seem to find any extra money to get started

            

            
            	
               Pay off all your credit cards and never get into debt again

            

            
            	
               Give more money to your church or to other nonprofits

            

            
            	
               Be your own boss, but are nervous about not having money in the bank

            

            
            	
               Take a vacation

            

            
            	
               Stop hearing from the hospital about your medical bills

            

            
            	
               Buy a new — or at least newer — car

            

            
            	
               Stay home with your baby

            

            
            	
               Remodel part of your house

            

            
            	
               Pay for laser eye surgery

            

            
            	
               Finance at least part of your child's college education

            

            
            	
               Buy medical insurance

            

            
            	
               Rebuild your credit

            

            
            	
               Find a way to care for your aging parents

            

            
            	
               Finally build your dream house

            

            
            	
               Take a leave of absence from your job to work in the Peace Corps

            

            
            	
               Go back to school and begin a new career

            

            
            	
               Buy the downtown coffee shop when the current owners retire

            

            
            	
               Get a whole new wardrobe

            

            
         

         
         Are any of these your goals? If so, budgeting will get you there, even if the odds seem impossible right now. Even if you're
            stuck in a job you don't like, desperately want to go back to school, have to take care of an aging parent, and have $19,000
            in credit card debt, you can meet your financial goals — just as others have done before you. With a good budget, a little
            patience, and a whole lot of determination, you'll eventually get there.
         

         
         Not convinced that you need a budget? Here's a test to determine whether you need one: Do you have even one unmet financial
            goal? (See the preceding section for ideas.) As long as it's important to you, from wanting to put a decent meal on the table
            for your family to wanting to buy a great dress for your high school reunion to simply wanting to see a credit card bill that
            says your balance is $0, no goal is too big or too small. And if you're having trouble reaching your goal, you need a budget.
            Period.
         

         
         
         
         
Looking at a Sample Budget
         

         
         Meet Billie DeSantos, age thirty-eight, whose budget we're going to peek at to see how this process works. Billie has worked
            at the same company for eight years, working up to management level last year. She bought a condominium six years ago, has
            a car payment on a three-year-old car, owes about $2,800 in credit card debt, has some money in savings, is a single parent
            with two kids (ages ten and fourteen), and participates in the company's 401(k) retirement plan. Billie usually has enough
            money to pay the bills every two weeks, although the kids' growing expenses are starting to pressure the family's income.
         

         
         
         Sample Financial Goals

         
         The first step in developing a budget is to decide what you want your finances to allow you to do in life (see the final section
            in this chapter). To this end, Billie has the following goals:
         

         
         Help the kids pay for college . Pay for half the expenses at one of the three large state universities (currently $14,500 per year for tuition, fees, room,
            and board) or put that same amount toward a private or out-of-state college.
         

         
         Pay off the credit card in nine months . Get the balance to zero, and then if it's used at all, pay it off in full every month.
         

         
         Retire from the company at age fifty (in twelve years) and open a bed-and-breakfast in a small coastal town . B&Bs in similar towns currently cost about $650,000 for the building and operation, but that price will surely rise in
            twelve years.
         

         
         Put away six months of income in a savings account over the next twelve years . This money would be for emergencies only, not to be touched for any other expenses.
         

         
         
         
         Sample Income

         
         Billie's biweekly income after taxes (which provides her with a refund of about $450 per year), company-sponsored medical
            and dental insurance (at a cost of $55 per pay period), company-sponsored life insurance for $250,000 of coverage ($30 per
            pay period), and 401(k) contributions ($75 per pay period, matched by the company) is $1,892, which totals $4,100 per month.
            Billie also has $1,700 in savings.
         

         
         
            
            [image: illustration]

            
            How do you envision your retirement? For most people, retirement doesn't mean an endless vacation, but it does mean doing
               more of what you love: Switching to part-time work at your current job, taking up a new career, starting a business, babysitting
               your grandchildren, or building your dream house.
            

            
         

         
         
         
         Sample Expenses

         
         Monthly expenses are as follows (see Chapter 3 for details on how to total your own expenses):

         
         
         
         
            
               
               
            
            
               
                  	
                     Mortgage on the condo (30 years at 7.85%) includes taxes and insurance

                  
                  	
                     $1,492

                  
               

               
                  	
                     Car payment (4 years at 5.9%)

                  
                  	
                     $342

                  
               

               
                  	
                     Utilities

                  
                  	
                     $375

                  
               

               
                  	
                     Food (including eating out)

                  
                  	
                     $675

                  
               

               
                  	
                     Toiletries/haircuts

                  
                  	
                     $85

                  
               

               
                  	
                     Spending money/allowances

                  
                  	
                     $200

                  
               

               
                  	
                     Car maintenance/insurance/expenses($1,600/year)

                  
                  	
                     $133

                  
               

               
                  	
                     Vacations ($2,800/year)

                  
                  	
                     $233

                  
               

               
                  	
                     Clothing ($3,200/year)

                  
                  	
                     $267

                  
               

               
                  	
                     Gifts and contributions

                  
                  	
                     $200

                  
               

               
                  	
                     Credit card debt ($2,800)

                  
                  	
                     $50

                  
               

               
                  	
                     TOTAL

                  
                  	
                     $4,052
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            Remember to use these numbers only as a sample. If yours are much higher or much lower, that may be perfectly okay. Your situation
               is unique, and no one else's budgeting numbers should mean a whole lot to you.
            

            
         

         
         
         
         Sample Ways to Reduce Debt

         
         Billie's monthly obligations equal her monthly income, so to achieve her financial goals, some expenses must be eliminated
            (see Chapters 5 through 10). Here's what Billie decides to do:
         

         
         Keep the car and car payment . After paying off the car in one year, continue to drive it for five years after that, putting $342 into savings each month
            for the next car. No monthly savings.
         

         
         Cut down on utilities , such as getting rid of her land line (going cell-only) and installing a programmable thermostat (at cost of $46) to save
            on gas bill. Estimated monthly savings: $83.
         

         
         Spend a maximum of $125 per week on groceries . Limit eating out to pizza or Thai takeout once a week. Estimated monthly savings: $175.
         

         
         Eliminate the small stuff . keep Starbucks visits to once per week, borrow magazines and DVDs from the library, and otherwise reduce monthly spending
            money to $150 ($100 for both kids' allowances; $50 for Billie). Monthly savings: $50.
         

         
         Investigate car insurance options  to lower annual insurance costs by $400. Monthly savings: $33.
         

         
         Limit vacation spending  to $500 per year by being creative (see Chapter 7). Monthly savings: $60.
         

         
         Allow each member of the family $600 per year to spend on clothing and shoes  (teaching the kids budgeting skills in the process). Any more than that, and the kids will have to use their allowances
            or get part-time jobs. Monthly savings: $117.
         

         
         TOTAL Monthly Savings : $518
         

         
         
         
         Meeting Goals for This Sample

         
         Billie must increase monthly savings and investments to meet her financial goals:

         
         Refinance the mortgage  on the condo at 5.8% for fifteen years, paying it off in twelve (so that it can be sold, debt-free, to help pay for the
            B&B, which will then be mortgaged for fifteen years). Monthly increase: $290.
         

         
         Use savings  plus increase in monthly payment to pay off credit card in nine months. Monthly increase: $122.
         

         
         Begin saving for college  in Section 529 fund (see Chapter 18). Monthly new expense: $600.
         

         
         Put away a safety net of six months of income over the next twelve years . Monthly new expense: $170.
         

         
         TOTAL monthly increase : $1,182
         

         
         
         
         Revisiting the Sample Goals and Priorities

         
         Billie is $664 short each month, so it's time to revisit the listed goals to see which can be changed or eliminated. Here's
            the revised list of goals:
         

         
         
            
            	
               Help the kids pay for college.

            

            
            	
               Pay off the credit card in three months, and begin saving for the kids' college fund only when it's paid off.

            

            
            	
               Retire from the company at age fifty-four (in sixteen years) and open a bed-and-breakfast in a small coastal town.

            

            
            	
               Put away six months of income in a savings account over the next sixteen years.

            

            
         

         
         
            
            [image: illustration]

            
            How many times should I adjust my budget? 
            

            
            Keep adjusting until your income exceeds your projected expenses (including money going into savings, retirement accounts,
               and so on). Until your financial obligations — including your financial goals — have been whittled down to fit your income,
               you don't really have a budget.
            

            
         

         
         These changes mean the following financial adjustments:

         
         Refinance the mortgage  on the condo at 6 percent for thirty years, with the understanding that in eight years (when college savings will no longer
            be necessary), the money currently used to save for college will be redirected to the mortgage. Making those large extra payments
            toward the mortgage after the kids finish college will result in the mortgage being paid off in eighteen years, not thirty.
            Reduces monthly shortfall by $310.
         

         
         Put away $130 per month into savings  (instead of $170) over the next eight years, and then increase savings with reduction in food, utilities, clothing, and
            other expenses because the kids will have left home. Reduces monthly shortfall by $50.
         

         
         Delay section 529 college fund by three months , using that money plus funds from savings to pay off credit card debt. After credit card is paid off, begin saving for college
            in Section 529 fund, putting $418 (instead of $600) away, with the understanding that all future promotions, raises, and tax
            refunds for the next eight years will go directly to the college savings account. Reduces monthly shortfall by $304.
         

         
         TOTAL monthly increase from current spending:  $0
         

         
         Billie has created a working budget. It won't be easy to cut back, but the family does still have some discretionary spending
            money, the kids' educational savings are in good shape, and Billie will realize the dream of owning a BB in just sixteen years.
         

         
         
         
         
         
Thinking about Your Long-Term Financial Goals
         

         
         The first step in your own budgeting process is to think about your financial priorities and goals.

         
         
         Deciding What's Important to You

         
         A lot of people wish they could meet their financial goals in the future and still live well in the present. You may wonder
            why you can't retire at forty-five, and until then, still eat out every day, live in a luxurious house, and lease a BMW. After
            all, your neighbors live in a large house, drive expensive cars, eat at nice restaurants, wear tailored clothing, send their
            kids to private colleges, and have a boat — they don't appear to be giving up anything. Perhaps they're not, and they're much
            wealthier than you thought. or (and this is more likely), they are drowning in debt, aren't working toward any financial goals,
            and aren't doing nearly as well as you think.
         

         
         Keep in mind that you can live quite well in the United States without really having the means to do so. You can buy a house
            with very little money down and (for luxurious homes) stretch out the payments for as long as fifty years. You can lease a
            luxury automobile without having any intention of owning it. You can borrow money to pay for your kids' college educations.
            You can buy clothes and boats, take vacations, and eat in fine restaurants using credit cards, paying the money back very,
            very slowly. When your credit card bills get too high, you can borrow against the equity in your house to pay them off, or
            you can open up new credit card accounts. This is the way many Americans live — on borrowed money.
         

         
         But at some point, it all catches up with people, and they either realize they're in deep financial trouble and must do something
            to get out, or they declare bankruptcy and spend ten or fifteen years fighting to rebuild their creditworthiness and reputation.
            Still others do nothing about their debt before they die, and their relatives spend years paying back the deceased person's
            financial obligations.
         

         
         Only you can decide what's important to you. Don't let advertisements, your friends and coworkers, or your desire to keep
            up with the neighbors affect your priorities. You probably can't afford everything you want to buy and still reach your long-term
            financial goals, but you can feel satisfied if you're spending a little money now on the things that are most important to
            you and still working toward something bigger in the future.
         

         
         Since you are reading this book, you've decided you no longer want to live that way, even if it is the way that so many other
            Americans live. Instead, you're willing to give up something now to have your financial goals met in the future. Exactly what
            you give up, though, is strictly up to you; you decide which expenses are most important right now. You may decide, for example,
            that life is too short to cut back on vacations, or that instead of spending time cooking, you want to be able to eat out
            every day and spend that time socializing with your family instead. That's perfectly okay. But in the process, you may, for
            example, also decide to sell your car or move to a much smaller house.
         

         
         Don't think you can have it all because, chances are, you can't. But you can retain what's important to you while giving up
            what's much less important.
         

         
         
         
         Making Your Financial Goals a Reality

         
         Do you want to be debt-free? Do you want to pay for your child's college education? Do you want to retire comfortably at age
            sixty-five, or at age forty-five? This section helps you decide and understand what you'll have to do to make those goals
            a reality.
         

         
         Your financial goals drive your budget and give you a reason to stick to it. Without written goals that every decision-maker
            in your household agrees to, you'll have a difficult time resisting spending money whenever the urge strikes.
         

         
         Use WORKSHEET  1-1 to write down all the financial goals you can think of. Whether you have just one goal or you end up with too many to fit
            on this worksheet, you're doing just fine. (For now, ignore the “Monthly Amount” and “Priority” columns.)
         

         
         WORKSHEET 1-1
         Your Financial Goals
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                     Date
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                     Priority (1–5)
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                     $

                  
                  	
                     $

                  
                  	 
               

               
                  	 
                  	 
                  	
                     $

                  
                  	
                     $

                  
                  	 
               

               
                  	 
                  	 
                  	
                     $

                  
                  	
                     $

                  
                  	 
               

            
         

         
         
         Now go back and assign a priority to each financial goal, with the numbers five through one meaning something like the following:

         
         5.  You would be miserable if you didn't achieve this financial goal by the proposed date.
         

         
         4.  You'd be very disappointed if you came to the end of your life and hadn't achieved this financial goal.
         

         
         3.  You would have some regrets if you didn't achieve this financial goal, but it wouldn't bother you for long.
         

         
         2.  While this goal is important, you have others that are far more important.
         

         
         1.  This is a fun goal to think about, but you're not really committed to it.
         

         
         The reality is that you may not have enough income, or you may have too many expenses that you can't cut to meet all of your
            financial goals. With a prioritized list, however, you can decide which goals you want to attack right now and which ones
            can wait.
         

         
         You have just one more step, and that's to turn your financial goals into monthly amounts. Simply divide the total amount
            needed by the number of months between now and your goal's due date. For a goal that you want to complete two years from now,
            for example, divide the amount of money needed by twenty-four to get the monthly amount.
         

         
         
            
            [image: illustration]

            
            If you're married or otherwise have a decision-making partner in your finances, each of you should fill out Worksheet 1-1
               independently, assigning your own priorities, and then share your worksheets with each other. You'll have to compromise on
               some goals and you may have to sit down several times to work out the details, but ultimately you'll emerge with shared financial
               goals that you can both look forward to.
            

            
         

         
         Because you'll earn interest on your savings during that twenty-four months, you'll actually have a bit more than the amount
            needed, but because some savings accounts earn less than 2 percent interest, just keep it simple by forgetting about interest
            for now. (Chapter 21 tells you more about ways to earn more than standard interest rates.)
         

         
         
         
      

   
      
         2


         
         Prioritizing Your Spending

         
         This chapter helps you discover how much you spend every day and which of those expenses are important to you. You'll also
            find out how to stop spending altogether — a temporary situation, but a good technique to use when your spending is out of
            control. (Chapters 5, 6, and 7 also help you figure out how to spend less, every day.)
         

         
         
         
Why Not Spending Is the Key to Budgeting
         

         
         You have two ways to free up money for your financial goals: Making more or spending less. Neither one is better than the
            other, right? Wrong! If 18 percent of your income goes to state and federal taxes, then for every extra dollar you earn, you
            can use only eighty-two cents to pay off debt or save for the future. But if you can save $1 of your expenses, you can apply
            all of it to your debt or put it into savings or investments.
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            Find out whether your employer offers direct deposit, a feature in which your check is deposited immediately into your bank
               account. Instead of a check, you receive a notice from your employer that the deposit has been made. You're more likely to
               save than spend if you use this feature.
            

            
         

         
         
         
         
Totaling Your Daily Expenses
         

         
         The method of totaling your expenses in WORKSHEETS  2-1 through 2-7 is simple: You either report what you spent last week — day by day, expense by expense — or you start fresh this week and
            record every expenditure going forward. If you record your expenses this coming week, be sure you don't try to be “good” and
            spend less than you usually do.
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            You want to record every expense that you pay out-of-pocket, even the tiniest amounts. (If you happen to pay your monthly
               or biweekly bills on one of these seven days, do not record those payments here, you'll do that in the following section.)
            

            
         

         
         WORKSHEET 2-1
         Daily Expense Sheet: Monday
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         Daily Expense Sheet: Tuesday
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         Daily Expense Sheet: Wednesday
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         Daily Expense Sheet: Thursday
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         Daily Expense Sheet: Friday
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         Daily Expense Sheet: Saturday
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         WORKSHEET 2-7
         Daily Expense Sheet: Sunday
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Categorizing and Prioritizing Your Daily Expenses
         

         
         Now, review your daily lists and categorize them in the most logical way you can: coffee, breakfasts, newspapers, lunches,
            DVD rentals, clothing, toiletries, groceries, and so on. Use WORKSHEET  2-8 to record your findings. Ignore the “Priority” column until you've listed all of your expenses by category.
         

         
         WORKSHEET 2-8
         Daily Expense Summary
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         Now go back and assign a priority to each category — 5 being something you absolutely can't live without, and 1 meaning you'd
            barely notice if you no longer spent money on this one. Your priorities don't necessarily mean that you will continue to spend
            this money in the exact same way.
         

         
         
         
         
Assessing Your Monthly Expenses
         

         
         Recording your monthly expenses in WORKSHEETS  2-9 through 2-20 works just like your daily ones, except that while daily expenses are often cash expenditures that you may not really notice,
            monthly expenses such as rent and utilities are more likely to be paid by check or electronic transfer. For these monthly
            worksheets, you'll want to go back through your receipts, checkbook register, and bank statements, and also use your memory.
            If, on the other hand, you simply record all your monthly expenses starting in January, you'll understand your January expenses
            on January 31, but you won't have a clear picture of your December spending until a year from now, and that's valuable time
            that you could use to reach your financial goals instead of getting deeper into debt. Instead, to more quickly get a clear
            picture of your monthly expense, dig out your bank statements, checkbook register, receipts, and so on.
         

         
         Be sure not to double up on daily and monthly expenses. If you've already recorded a certain expense on your daily expense
            sheets, do not record it here.
         

         
         WORKSHEET 2-9
         Monthly Expense Sheet: January
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         WORKSHEET 2-10
         Monthly Expense Sheet: February
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         Monthly Expense Sheet: March
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         Monthly Expense Sheet: April
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         Monthly Expense Sheet: May
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