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CHAPTER FOUR

Managing Your
Money

As it is for many young adults, learning how to manage mon-
ey has been stressful for Mandy Velez. Several years ago,
she paid off over $100,000 in student loans in only six years
through careful budgeting. But despite this financial accom-
plishment, Velez still feels anxious about money, especially if
unexpected expenses stretch her budget. “I create a budget
each month and know | have some money left over,” she
explains, “but | made a purchase | wasn’t expecting, and it
has left my stomach in knots.”?’

Managing money means taking control of one’s finances
in order to plan for the expected and the unexpected. This
is one of the most necessary “adulting” skills, and feeling
anxious about learning these skills is common. Teens can
prepare for a lifetime of managing their money by learning
to budget and by becoming familiar with basic money man-
agement skills.

What Is a Budget?
A budget is a plan people make for using their money. As
financial writer Lauren Schwahn explains, “A budget is a
spending plan that outlines your income, expenses and
other financial goals like savings and debt paydown. It’s an
estimate of how much money you’ll make and spend over a
certain period of time, such as a month or year.”?® Budgets
are tools that prevent people from running out of money and
being unable to pay for rent and groceries. Budgets also




“Living on a budget isn’t
about never spending give people a structured way to save up for
money. It's about taking larger expenses, like a car or tuition.

Living within a budget might sound un-
pleasant. “Most adults hate the word bud-
—HAbby Hayes, financial writer get, and many teenagers have never even

considered living on one,” says financial writ-
er Abby Hayes. “If they do think about it, they probably assume
that living on a budget means never buying a pair of jeans, going
to a movie, or spending any money in general.” However, budgets
do not have to be rigidly restrictive —and they can actually make
people feel less anxious about spending money because they
know exactly how much is available. “Living on a budget isn’t
about never spending money,” explains Hayes. “It’'s about taking
control of your money to meet financial goals.”?®

control of your money to
meet financial goals.”?

How to Set a Budget
The first step in creating a budget is to track all income and ex-
penses. This means knowing exactly how much money is coming
in and where it is going. Ideally, a budget should account for every
dollar spent, even on small purchases.

As much as possible, budgets should include regular contri-
butions to savings. Saving money helps prepare for future expen-
ditures (like paying for college), unexpected expenses (like replac-
ing a broken cellphone), and emergencies. According to certified
financial planner Clare Stenstrom, total expenses should not ac-
count for more than 70 percent of one’s income so that there is
money to save. But if 70 percent seems unrealistic, it's important
to know that even small savings add up over time.

Next, it's important to prioritize spending. This is done by cre-
ating a list of expenses and ranking each item in order from es-
sential to nonessential. Stenstrom recommends that the bottom
of the list should include a “things that make life better” category
(like fast food breakfast twice a week) and a “treats” category (like
a pair of designer boots that aren’t really practical.) Prioritizing is
important because it makes it easy to identify expenses that can
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- Is fast food a need or a want?
~ Prioritizing your spending
— makes it easier to identify
expenses that can be cut.

be cut. “If you’re not earning enough to cover all of your expenses
with 70% of your paycheck, it’s time to make some cutbacks,”
argues Stenstrom. “Begin with the things on the bottom of your
list (the ‘treats’). Some day when you really need money, you'll be
glad you made these sacrifices and saved instead.”*®

Remember, budgets are adjustable. After tracking spending
for a few weeks, it may become clear that more money is needed
for one expense than anticipated. Or it may become clear that an
expense needs to be prioritized differently. If something about a
budget isn’t working, change it.

To physically set up a budget, teens can use tools like spread-
sheets or budgeting software. There are also many financial apps,
such as Mint and EveryDollar, that make it easier to track spend-
ing. The low-tech option of writing things down in a notebook
also works just fine, as long as this is done regularly and in an
organized way.

Budgeting as a Teen
For many teens, high school is an ideal time to learn how to bud-
get. Although some teens are in difficult financial situations and
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Budgeting for Subscription Services

Subscription services—including steaming services and apps such as
Netflix, Spotify, and Duolingo—can be a lot of fun and sometimes are
educational. They can also be expensive. A few dollars here and there for
different services may seem manageable, but when combined, they can
really stress a budget. And it can be hard for teens to keep track of all
their subscriptions, which means they may be paying more every month
than they know.

When creating a budget, it’s important to factor in all subscription
services to avoid unnecessary spending. Likewise, it’s also helpful to
prioritize which services are worth the expense and which ones ought
to be canceled because they are not being used enough. Teens also
need to be aware that subscription services often renew automatically,
which means they will keep being charged unless they cancel. If they
don’t keep track of which subscriptions they signed up for, they may get
the unpleasant surprise of an unexpected subscription renewal charge.

need to work to help their families, others don’t have to worry yet
about financial responsibilities like rent and utilities. Without the
high stakes of adult expenses, teens can practice tracking their
income and spending in a low-pressure way.

On the other hand, there are challenges
that can make it harder for teens to budget

“Though we had talked ,

with her about the successfully. Earning a paycheck for the
importanpe of saving, we first time can feel exhilarating, and it can
quickly discovered that be tempting to overspend. “Though we
Target, DoorDash, and . .

Starbucks were kryptonite had talked with her about the importance
for our teen girl’s wallet.”?! of saving, we quickly discovered that Tar-

get, DoorDash, and Starbucks were kryp-
tonite for our teen girl’s wallet,” says Gina
Rich, the mother of a teenager. “Her first
hard-earned paycheck disappeared in a flash.”! Teens need to
understand how quickly small purchases add up.

It’s also important for teens to think about future spending.
Spending a paycheck at Sephora or GameStop might not seem
like a big deal, but doing this often makes it harder to pay for
big expenses in the not-so-distant future —like college, a car, and

—~Gina Rich, mother of a teenager
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