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Developing a Spending Plan

Owning a home is a huge success, but it is also a big responsibility. It comes with bills, repairs, and new expenses. You must learn to allocate your money wisely.

Directions:

In this activity you will meet the Smiths, a family that recently purchased a home. Using the Spending Plan Worksheet in your workbook, create a plan based on the scenario. Carefully take into account all variables.

Scenario:

John and Jane Smith, along with their two young children, recently moved into a new home that they purchased for $110,000. Fortunately, the Smith’s mortgage lender will not penalize them if they prepay. Jane would like to purchase new furniture and decorations for the house without using their savings. Although the children are young, John and Jane want to begin saving for college. Along with a monthly mortgage of $950, the Smith’s have a $300 car payment. John earns an annual net income of $100,000, and has diligently built a $30,000 savings account.

Two years after move-in day:

One summer night, a severe storm hits the Smith’s home causing $20,000 worth of damage to the home. However, their homeowner’s insurance will only cover $10,000. Using the spending plan you developed, determine if the Smiths can afford to make the necessary repairs to their home. If they cannot afford it, what options do they have to make the necessary repairs? What steps do the Smith’s need to take to find a contractor?

Five years after move-in day

With the turn in the economy, John is laid off from the job he’s had for the past 10 years. Though his unemployment insurance helps, it’s not enough to cover his mortgage payment. Fortunately, he received a job offer, but the start is two months away because of background checks that need to be conducted and confirmed. What are their options?

Developing a Spending Plan Instructor Notes

Instructor Background

This exercise will help your participants learn how to create a spending and savings plan, and understand the importance of saving for unexpected life events. 

Directions

Provide your participants with a copy of a blank spending and savings plan worksheet and a pencil. Review the directions with them and give them one scenario at a time. After your participants have completed a scenario, ask them to discuss their challenges. Then, move to the next scenario provided.

Discussion

In the scenarios given, there are many correct ways to develop a spending plan for the Smiths. However, there are a few key things you should look for in the answers from your participants. They are the following:

· Fixed expenses

· Variable expenses

· Needs v. Wants

· Monthly income v. Expenses

· Savings plan

· Emergency Fund

If everyone allocated correctly, there should be enough money to cover for the costs of the repairs. These are the points participants should keep in mind when finding a contractor:

· Shop around for estimates from at least three contractors.

· Have contractors compete for the work with bids (firm prices).

· Hire a professional.

· Ask for references and/or examine previous work the contractor has completed.

· Inquire with the Better Business Bureau to ensure there haven’t been complaints or court action taken against the contractor.

· Read the contract and understand the fine print before you sign.

They should avoid the following when hiring a contractor:

· Door to door contractors

· Contractors that:

· Use high-pressure sales tactics.

· Only accept cash payments.

· Refuse to give an estimate.
· Demand entire payment upfront.
