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This excerpt is taken from 30-Minute 

Money Solutions (Wiley, 2010). Used 

with permission. The book is  

available via fine booksellers or from 

Morningstar directly: 866-608-9570.

Jim, one of my good friends, had a deathly fear of going to the  
doctor, as many men do. Having enjoyed his share of beer and rare 
steaks, he was sure that a diagnosis of sky-high cholesterol would 
consign him to a life of broccoli and flaxseed. Jim also feared that  
bad genetics were another strike against him, as his father had 
encountered several serious health problems before the age of 70. Jim 
figured that enduring the periodic anxious thought about his health 
was preferable to visiting the doctor and opening a Pandora’s box of 
health concerns. 

Eventually, Jim’s chronic heartburn led him to break down and  
schedule a doctor’s appointment. Much to his surprise, Jim was in  
better shape than he had imagined. Yes, his doctor did recommend 
that he watch his fat intake, get more exercise, and cut out black  
coffee. But Jim’s cholesterol level was within normal range, his weight 
was good for someone his age, and his ticker was fine. After hearing 
this good news, Jim was a little like Mr. Scrooge on Christmas  
morning. He began running 5 and 10Ks, learned to love oatmeal, and 
now prides himself on looking a lot younger than his 45 years. 

Much like Jim, many people are so terrified about the state of their 
finances that they don’t even want to schedule a checkup. They’d  
rather not know anything about their financial picture than find out 
that they’re just a few paychecks away from financial ruin. 

Find Your Baseline



3Morningstar’s Personal Finance Guide: How to Find Your Money Baseline 

Yet once they get over the fear of the unknown and see the facts of 
their money situation laid out in black and white, many individuals find 
that their finances aren’t nearly as bad as they had feared. And even  
if they do have work to do, they still feel a huge sense of relief—much 
like Jim did. Rather than worrying constantly that things could get 
worse, they can rest assured that they know what their problem areas 
are and are taking action to improve matters. 

Finding your financial baseline, which is the focus of the chapters that 
follow, is a lot like giving yourself a financial checkup. Seeing where 
you are now—in terms of your assets and liabilities as well as your 
spending and savings patterns—may seem a little daunting. But it’s an 
essential first step if you want to banish worries and get on the road 
to improving your finances, something this book is designed to do. I 
discuss how to calculate your net worth and create a cash-flow state-
ment in Chapters 1 and 2. Chapter 3 helps you set your financial goals 
and prioritize them, while Chapter 4 demonstrates how to develop a 
budget that will help you achieve your goals.
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Calculate Your Net Worth

For many people, stepping on the scale at the doc-
tor’s office can inspire a touch of anxiety. 

If you’ve been eating well and finding time to  
exercise, the weigh-in can be proof that you’re on 
the right track. But if you’ve just returned from  
a vacation where fried shrimp and umbrella drinks 
were the norm, the scale lets you know you’ve  
got some work to do. 

Calculating your net worth—summarizing your 
assets and liabilities, which is the first step in any 
financial plan—is a lot like stepping on the scale 
in your doctor’s office. (I promise, this is the  
last time I’ll bring up the doctor. But the analogy  
is particularly apt here.) Your net worth statement 
(sometimes called a personal balance sheet  
or statement of financial position), like the scale, 
provides a clear-eyed look at how well you’re 
doing. Sometimes your net worth isn’t pretty—par-
ticularly when the stock market isn’t cooperating or 
you’ve been hit with unexpected expenses. But  
if you have been watching your expenses, saving 
regularly, and taken care in your investment  
selections, it can be pretty gratifying to see your 
net worth trend up from one year to the next.

Your net worth statement is only a snapshot of 
where your household’s finances stand at a given 
point in time; your real net worth fluctuates  
every day, depending on the value of your assets. 
But that snapshot can go a long way toward  
helping you identify red flags, plot what your finan-
cial priorities should be, and make sure you’re  
on track to reach your goals. 

Your net worth statement will also serve as  
the foundation for other financial-planning-related 
activities that I discuss in this book. In Chapter  
7, I walk you through how to create a master direc-
tory so that you will always be able to find  
important information about your assets: account 
numbers, passwords, contacts, and so on. Creating 
a net worth statement will help expedite the  
process of creating that directory. 

Creating and maintaining a net worth statement 
will also help expedite the estate planning process, 
because taking a full inventory of your assets  
and liabilities is usually the first step. (In Chapter 
34 you find what you need to know to get started 
on your estate plan.) 

To create a net worth statement, you’ll need:  

3	Net Worth Worksheet (Worksheet 1.1,  
 available at www.morningstar.com/ goto/ 
 30MinuteSolutions) 

3	Most recent investment statements for taxable  
 investment accounts, retirement accounts,  
 and college savings plans Most recent checking  
 and savings account statements

3	An estimate of the current market value of  
 your home(s). (Be realistic! Unfortunately, homes  
 aren’t worth what they were three years ago.)

3	An estimate of the current market value of  
 other assets, including cars, jewelry, artwork,  
 and so on

3
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3	Life insurance policy face values

3	Most recent credit card statement(s), if you have  
 a balance on your account(s)

3	Most recent mortgage and home equity loan  
 statements

3	Most recent statements from any other debts  
 you owe, such as student or auto loans

Start the Clock

Step 1
To create your net worth statement, fill out the 
information on the Net Worth Worksheet 
(Worksheet 1.1), available at www.morningstar.
com/goto/30MinuteSolutions. Remember,  
you’re filling in the current market value of your 
assets, not your purchase price (and not as nice as 
those memories may be, what the assets were 
worth at their peak). If you’re part of a couple and 
you and your spouse hold some assets jointly  
and some separately, note who owns what—and 
the current value—on the form. 

In some cases, like publicly traded securities  
such as stocks and mutual funds, you’ll be able to 
get a very current, very specific read on what 
they’re worth—for example, if you own 1,000 
shares of Microsoft MSFT and the stock closed at 
$23.45 today, your shares are worth $23,450. For 
other, lessliquid assets (that is, those that don’t 
trade all the time, such as real estate and automo-
biles), arriving at their value is more art than  
science. Web sites like zillow.com can help you 

make an educated guess about the value of your 
real estate, while Kelley Blue Book’s web site 
(www.kbb.com) helps you estimate the value of 
your automobile.

You’ll notice that I’ve included a line for personal 
assets. Don’t get carried away totaling up the 
value of every pillowcase and pair of shoes that 
you own. But if you do have other assets of  
worth, such as artwork or expensive furniture, you 
can estimate their fair market values and record 
them here.

Step 2
Next, record your outstanding debts. As with your 
list of assets, married couples should indicate 
which spouse owes what (unless the debt is in 
both people’s names).

Step 3
Once you’re finished recording your assets and  
liabilities, total up each column and subtract the 
smaller sum from the larger one. That amount  
is your net worth, which you can then track in sub-
sequent years.

Step 4
Now it’s time for some analysis. Start by focusing 
on your bottom line.

Is your net worth negative or barely positive? If  
so, you’ve got work to do; I discuss how to set up a 
budget in Chapter 4.

Even if your net worth is positive, spend some time 
scrutinizing the underlying numbers. Check to see
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whether a big share of your net worth is tied up in 
a single asset or two, such as your house or stock 
issued by your employer. Of course, homes are  
the largest asset for many households, and there’s 
nothing inherently wrong with that. But it does 
mean that your future savings should go toward 
building up your investment assets.

Step 5
Next, check out whether your cash cushion is suffi-
cient. By cash cushion, I mean any money you  
have stashed in safe, liquid securities such as CDs, 
money market funds, and checking and savings 
accounts. The right amount to hold in these invest-
ments will vary depending on your circumstances. 

If you’re already retired and relying on your own 
assets to cover your living expenses, strive to  
keep two to five years’ worth of living expenses in 
safe, highly liquid vehicles. If you’re retired and 
relying on other sources of income, such as a pen-
sion, to fund your day-to-day expenses, your cash 
cushion can be at the low end of this range. 

If you’re still working, you, too, should maintain a 
cash cushion so that you can get by in case of  
a financial emergency like a big home repair or the 
loss of a job. The usual rule of thumb is that you 
should have three to six months’ worth of living 
expenses in your emergency fund, but I think that 
figure may be too low for many individuals. If  
you have any reason to be nervous about your job 
security (and these days, that’s just about every-
one) or you’re a higher-income earner, plan to  
save closer to a year’s worth of living expenses. I 
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Print your worksheet at: www.morningstar.com/goto/30MinuteSolutions

Worksheet 1.1

Net Worth Worksheet

PREPARED FOR:

Find out how much your assets
are worth in total by filling
out this worksheet. List assets
by ownership.
You’ll Need:
n Most recent investment

statements for taxable
accounts, retirement accounts,
and college savings plans

n Most recent checking and
savings account statements

n An estimate of the current
market value of your home(s).
(Be realistic! Unfortunately,
it’s not worth what it was three
years ago.)

n An estimate of the current
market value of other assets,
including cars, jewelry,
artwork, etc.

n Life insurance policy
face values

n Most recent credit card
statement(s), if you have a
balance on your account

n Most recent mortgage and
home equity loan statements

n Most recent statements from
any other debts you owe, such
as student or auto loans 

DATE: / /

NET WORTH: ASSETS
Taxable Accounts:

Checking

Savings

Credit union

Money markets

CDs

Mutual funds

Stocks

Bonds

Stock options (vested)

Other

You Spouse Joint Total

Retirement Accounts: You Spouse Joint Total

Annuities

Traditional IRAs

Roth IRAs

401(k), 403(b), 457

Other
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show you how to create an emergency fund, and 
recommend what to put in it, in Chapter 10.

Next Steps
Financial decision making isn’t always rational. 
(The whole field of what’s called behavioral 
finance, in fact, addresses how investors often 
make decisions that aren’t in their best interests 
when deciding what to buy and sell and  
when.) Combat that tendency by thinking about 
allocating your own financial capital just as a good 
businessperson would: You scout around for  
the best use of your assets at that particular point 
in time. 

As with a businessperson assessing the company 
balance sheet, your net worth statement can  
provide you with important direction in allocating 
your capital and can help alert you to potential 
problem spots. In Chapters 8 and 9 I coach you on 
taking a logical approach to deploying your hard-
earned money.

Don’t worry, you won’t be reduced to a robot—
you’ll allocate some capital to fun and allow room 
for the inevitable so-called irrational purchase.  
The point is that by making the effort to understand 
your overall financial position, you’ll be able to  
do these more enjoyable things while still being 
confident that you’re in good financial shape.

Assessing your net worth periodically—I recom-
mend doing so once a year—can also provide  
a window into trends in your financial picture and 
whether you’re on track to meet your goals. Of 

course, it’s better to see your assets outweigh your 
liabilities no matter what your life stage or age, 
but that’s particularly true as you get older. You’ll 
want to see your financial assets trending up  
and eventually far outweighing your liabilities. The 
reason is pretty straightforward and intuitive.  
As humans, we come into this world with a lot of 
what my colleagues at Ibbotson Associates call 
human capital—essentially, our own earning 
power, or ability to earn and create financial capi-
tal, or assets. But as we age and near retirement, 
our human capital diminishes and we need to  
rely more on our financial capital to meet our daily 
living expenses.
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See Where Your Money Goes

While balancing the family checkbook one day,  
one of my friends looked at her husband and said, 
We’re broke.” Their baby daughter, sitting on the 
floor and soaking up every new word like a  
sponge, repeated: “We’re broke.” The one-year-old 
said it over and over—“Broke broke broke 
broke”—until my friend and her husband dissolved 
into laughter. 

Unfortunately, assessing your household’s inflows 
and outflows won’t always be as lighthearted,  
and you may need to adjust your lifestyle to create 
a healthier pattern. (Thankfully, my friend’s finan-
cial pickle was short-lived, and her daughter picked 
up a new word.) But checking up on where your 
money goes over a specific period of time— 
often referred to as creating a personal cash-flow 
statement—is an essential step when creating  
a financial plan. Your personal cash-flow statement 
can help you spot trends in how you’re spending 
your money and whether you’re saving enough, 
make sure your spending is aligned with your prior-
ities, and develop a budget. 

Whereas your net worth statement (Chapter 1) 
summarizes the assets and liabilities that you’ve 
accumulated to date, your cash-flow statement 
captures how you use yourmoney on an ongoing 
basis. The cash-flow statement shows you  
what cash comes into your household—through 
the income from your job and other sources— 
and what money you’re spending or saving. 

You can create a cash-flow statement for one 
month, one year, or any other period you like. Many 
financial planners use a one-year period, because 

longer-term cash-flow patterns can smooth  
out “lumpy” spending that can occur from month to 
month. However, unless you’ve been tracking  
each and every expenditure you’ve made over the 
past year, it may be more realistic to create a cash-
flow statement for a one-month period. (You can 
use the Personal Cash-Flow Statement Worksheet, 
available at www.morningstar.com/ goto/ 
30MinuteSolutions, for either time period.) 

To create your personal cash-flow statement,  
you’ll need: 

3	Personal Cash-Flow Statement Worksheet   
 (Worksheet 2.1), available at www.morningstar. 
 com/goto/30MinuteSolutions  

3	Most recent paycheck. (If your salary is variable,  
 because you’re selfemployed or work on a  
 commission basis, use an average of your pay  
 over the past 6 to 12 months.) 

3	Statements showing income from other  
 sources, such as pensions, Social Security, or  
 savings/investment interest Most recent bank  
 and investment statements

3	Most recent credit card statement(s)

3	Statements for other debts, such as student or  
 auto loans

3	A record of your discretionary expenditures over  
 the past month

“
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Start the Clock

Step 1
Start by recording your income on the Personal 
Cash-Flow Statement Worksheet (Worksheet 2.1), 
available at www.morningstar.com/goto/ 
30MinuteSolutions. For most of you, your monthly 
income is pretty easy to quantify; it’s your net 
income from your job, plus income you receive from 
other sources, such as investment interest or 
Social Security. 

Step 2
Next, use the worksheet to record your fixed 
expenses, such as your mortgage or rent payments 
and utility bills. 

Step 3
Now move on to discretionary expenses. These 
outlays, clothing, chai lattes, and movie rentals, 
can complicate matters. Unless you track your 
expenses on an ongoing basis using a service like 
Quicken or charge nearly everything on your  
credit card, you simply won’t have the same paper 
trail that you will for your fixed expenses. 

Say you’ve tried to total your discretionary expens-
es over the past month and find that you have  
a large category of “miscellaneous”—money 
you’ve spent that’s unaccounted for. If that’s the 
case, keep track of your discretionary expenses 
over the nextmonth. (Youmay find that having tow-
rite every expense down has the positive side 
effect of deterring you from spending money on 
things you don’t really need.) 

Also document your monthly savings and invest-
ments in this area, apart from any company  
retirement plan contributions that are currently 
being deducted from your paycheck. Your invest-
ment and bank statements should also provide  
you with a clear view of what you’ve been able to 
save or invest over the past month.

Step 4
Subtract your expenses from your income to arrive 
at your monthly cash-flow surplus (if it’s a positive 
number) or deficit.

Step 5
Analyze your cash-flow statement to see if you’re 
in positive territory. If you’re landing in the red, 
Chapter 4 can help you set up a budget. 

If you’re in the black, pat yourself on the back  
and check to see if you’re saving and investing 
enough. Total up monthly contributions to your 
company retirement plan as well as contributions 
to other accounts. 

The right amount will depend on your income:  
As you earn more, you should also be able to sock 
more away. But as a very general rule of thumb, 
you should be saving a minimum of 10 percent of 
your income if you’re still working, and preferably 
much more than that. (In Chapter 4 I discuss  
how to increase your savings rate by creating a 
budget; a cash-flow statement is the ideal way  
to start that process.) 

Step 6
Finally, assess whether your borrowing levels are 
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within reasonable ranges. Of course, what’s “rea-
sonable” is completely subjective. Loan officers 
look for monthly housing costs to be less than 28 
percent of the borrower’s pretax income and  
total monthly payments on all debts to be less than 
36 percent of pretax income. (Be careful: You’ll  
use your aftertax income for your cash-flow state-
ment, but these ratios use pretax income to help 
determine whether your debt load is manageable.) 
Your debt-servicing expenses should fall well  
under these ranges; if they don’t, that’s a red flag 
that your current lifestyle could be unsustainable.

Next Steps
 Almost everyone who creates a personal cash-
flow statement sees a surprise or two when all of 
their discretionary expenses are grouped together 
and laid out in black and white. You might be  
perfectly comfortable with some of these expens-
es; for example, you pay your dog walker the 
princely sum of $320 a month, but you would feel 
terrible if Daisy didn’t get her daily walk while 
you’re at work. However, you may find other 
expenses excessive or even altogether unneces-
sary. The process of creating a budget (Chapter 4) 
helps you bring your priorities and your spending 
into sync with one another.

If you’re saving and investing in some months and 
not others, one way to add some discipline to  
the process is to put your investments on autopilot. 
Most mutual fund companies and investment 
supermarkets allow you to set up a plan whereby 
you invest a fixed amount each month, so the 
money comes right out of your checking account 
and gets deployed into the investments of your 
choice. Establishing such a program, usually called 
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PREPARED FOR: DATE:                         /                         / 

Personal Cash-Flow Statement

You’ll Need::
n Most recent paycheck. (If your

salary is variable, because 
you’re self-employed or work
on a commission basis, use an
average of your pay over the
past 6–12 months.)

n Statements showing income
from income sources, such
as pensions, Social Security, or
savings/investment interest

n Most recent bank and 
investment statements

n Most recent credit card
statement(s)

n Statements for other debts,
such as student or auto loans

n Most recent checking and
savings account statements

n A record of your discre-
tionary expenditures over the
past month

Salary (net: after taxes and benefits)

Spouse’s salary (net: after taxes and benefits)

Pension income

Social Security income

Interest/investment income

Other income (specify)

Other income (specify)

Other income (specify)

TOTAL: Monthly Income Amount

INCOME: MONTHLY AMOUNT

EXPENSES: MONTHLY AMOUNT
Fixed: 

Mortgage or rent 

Other real estate payments (taxes, assessments, etc.)

Auto loan 

Student loan

Credit card payment

Utilities

Tuition

Child care

Food

Clothing

Other expenses (specify)

Other expenses (specify)

Other expenses (specify)

Other expenses (specify)

Print your worksheet at: www.morningstar.com/goto/30MinuteSolutions

Worksheet 2.1
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an automatic investment plan, is similar to how a 
401(k) plan works. Because you never put your 
hands on that money, it helps ensure that you keep 
investing in a variety of market environments, 
which is a recipe for successful investment results. 
Part Four has many more tips for getting started  
in investing.
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Set Your Financial Goals

When my husband and i started to think about 
remodeling our octogenarian home a few  
years ago, our heads were filled with HGTV-fueled 
visions of what we could accomplish. A steam 
shower in our bathroom to create a spa-like experi-
ence at home. A beverage bar in our home office  
to satisfy the occasional urge for an espresso  
without having to trek the whole 12 feet into the 
kitchen. Radiant-heat flooring in numerous spots  
to ensure warm tootsies year-round. 

The first builder’s bid hit our e-mail box with a 
thud, however, followed by another and another. 
Much to our chagrin, outfitting our old house  
with every bell and whistle that we had dreamed 
of was going to cost much more than we had  
originally budgeted for the renovations. Meanwhile, 
the real estate market was sinking like a stone, 
making it less and less likely that we’d ever see a 
decent return on our copious upgrades. 

Our choices were twofold. We could either plow 
ahead with everything that we wanted, budget and 
sinking housing market be damned, or we could get 
real and scale back the project. 

We decided to do the latter and went back to the 
drawing board. Renovating our circa 1972 kitchen 
was on both of our “must-do” lists, as was 17 
improving our bathrooms (adios faux oak vanities!). 
Some of the other improvements that we had envi-
sioned, however, easily fell into the category  
of “nice to have” rather than “must-do.”We might 
consider them again some day, but for now we will 
concentrate on the improvements that will have 
the most impact on our daily lives. 

You need to take a similar approach when setting 
your financial goals. It’s fine to start by dreaming 
big: a lovely home and maybe even a vacation 
home, top colleges for the kids and grandkids, a 
comfortable retirement, lots of travel, and so on. 

From there, however, it’s important to look at what 
those goals will actually  cost you—not just in 
today’s dollars but in real, inflation-adjusted green-
backs. If it looks like you won’t be able to achieve 
them all (and that’s a reality for most of us),  
you’ll have to make choices. Through this process, 
you may decide that spending on a near-term goal, 
such as a new car or a bigger home, isn’t worth 
giving the kids’ college funds short shrift. 

Specifying your financial goals has another  
beneficial side effect. By quantifying your goals, 
you anchor them in reality. It’s easy to say, “I know 
that I want to retire when I’m young enough to 
enjoy all that free time.” But if you take the next 
step and look at what an early retirement will actu-
ally cost you, you may find out that it’s just not 
practical. Knowing the real costs of a big goal like 
retirement may also prompt you to pause before 
spending on wants rather than real necessities.

To set your financial goals, you’ll need:

3	Goal Planning Worksheet (Worksheet 3.1,  
 available at www.morningstar.com/goto/ 
 30MinuteSolutions)

3	Net Worth Worksheet from Chapter 1 (optional;  
 available at www.morningstar.com/goto/ 
 30MinuteSolutions)
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3	Personal Cash-Flow Statement Worksheet 2.1  
 from Chapter 2 (optional; available at  
 www.morningstar.com/goto/30MinuteSolutions) 

Start the Clock

Step 1
Using the Goal PlanningWorksheet (Worksheet 
3.1), write down your short-, intermediate-,  
and long-term goals. Don’t censor yourself: Include 
goals that you are likely to achieve as well as 
those you’re dreaming of. Also factor in paying off 
your mortgage as well as getting rid of more  
nefarious types of debt such as credit card bills. 

Group your goals into one of three bands based on 
time horizon: goals you’d like to achieve in 5  
years or fewer, goals you’d like to achieve in the 
next 5 to 15 years, and goals you’d like to achieve 
in 15 years or more. Your age, and the ages of  
your children, will determine your time horizon for 
some of your goals. For example, if funding your 
child’s education is on the list and your child is 11 
now, you can put that savings goal in the 5- to 
15-year bucket. Indicate the year in which you’d 
like to achieve it. 

If it’s a goal that you will pay for over a number  
of years, such as retirement or college, indicate the 
year in which you’d need to begin tapping your 
assets to fund the goal, and also fill out the 
Duration field. Of course, when it comes to retire-
ment, filling out this field means quantifying your 
own longevity. That’s tricky, but the actuarial 
tables on the Social Security Administration’s web 
site can help you arrive at a reasonable estimate: 
www.ssa.gov/OACT/STATS/table4c6.html. From 

there, I think it’s helpful to be optimistic and 
assume even greater longevity: Add at least a few 
years. Also factor in your family history: If most  
of your relatives lived to be 90, that increases the 
chance that you will, too. 

Be as granular as you can be: For example, if you 
have three children who will start college in  
three different years, make three separate entries. 
If you’d like to make a down payment on a house 
in the next two years and have it paid for by the 
time you retire in 2045, include those as two  
separate goals: amassing the down payment and 
paying it off.

Step 2
Next, prioritize your goals by numbering them in 
the left-hand column on the Goal Planning 
Worksheet. If you’ve completed the worksheets in 
Chapters 1 and 2, the data you’ve gathered can 
help in this process. For example, if you have a lot 
of debt that’s holding you back from saving for 
other goals, reducing or eliminating that debt 
should be at the top of your list of financial priori-
ties. It’s also essential that you plan to have an 
emergency fund if you don’t already have one— 
6 to 12 months’ worth of living expenses in a high-
ly liquid account such as a savings account or 
money market fund. (Creating an emergency fund 
and finding the right investments for it is the focus 
of Chapter 10.) You’ll also want to set a goal  
for when you hope to have your mortgage paid off. 
If you’re in your fifties and your retirement nest 
egg has shrunk substantially in the recent bear 
market, a key goal for you will be to bulk up your 
savings.



14 Morningstar’s Personal Finance Guide: How to Find Your Money Baseline 14

Step 3
The next step is to quantify how much your goals 
will cost. Start by writing down the expected cost 
of your financial goals that are close at hand.  
This should be pretty straightforward: If you aim to 
amass a 20 percent down payment for a home  
that will cost $250,000 in two years, your goal is 
$50,000 in 2012. 

Unfortunately, quantifying most goals isn’t as sim-
ple. Inflation ebbs and flows but almost always 
goes up over long periods of time. The net result is 
that something that costs $50,000 today is almost 
sure to cost substantially more 20 years from now.

If you have a financial goal that’s more than a  
year or two away, it’s important to adjust the cost 
upward to reflect what you’ll actually pay once 
inflation is factored in. That gets even more  
complicated for goals that you expect to fund over 
several years, such as retirement or college. 

To help simplify the task, the 30-Minute Money 
Solutions web site (www.morningstar.com/
goto/30MinuteSolutions) includes several different 
inflation calculators to help you quantify the  
cost, in real dollars, of retirement, college, and 
other goals.

Next Steps
Most households wrestle with whether to prioritize 
paying off debt or investing in the market. Chapter 
8 helps anchor your decision making by looking  
at which use of your money gives you the greatest 
bang for your buck. Individuals often have a tough 
time prioritizing retirement savings over college 
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PREPARED FOR: DATE:                         /                         / 

Goal Planning Worksheet

You’ll Need:
n Net Worth Worksheet 

(Worksheet 1.1), if completed

n Personal Cash-Flow Statement
(Worksheet 2.1), if completed

Calculators:
To estimate future costs for
retirement, college, and
other financial goals, go to:
www.morningstar.com/
goto/30MinuteSolutions

Goal Priority:

Goal

Date Duration Expected Cost($)

Goal Priority:

Goal

Date Duration Expected Cost($)

TOTAL: Short-Term Goals

Goal Priority:

Goal

Date Duration Expected Cost($)

Goal Priority:

Goal

Date Duration Expected Cost($)

Goal Priority:

Goal

Date Duration Expected Cost($)

Goal Priority:

Goal

Date Duration Expected Cost($)

Goal Priority:

Goal

Date Duration Expected Cost($)

Goal Priority:

Goal

Date Duration Expected Cost($)

GOAL: SHORT-TERM (5 years or fewer)

Print your worksheet at: www.morningstar.com/goto/30MinuteSolutions

Worksheet 3.1



15Morningstar’s Personal Finance Guide: How to Find Your Money Baseline 

savings. In almost every situation, however, fund-
ing your retirement should take precedence  
over college savings. As the saying goes, your child 
can get a loan to pay for college, but no one will 
give you a loan to pay for retirement. 

If you’re part of a couple, it’s important that you’re 
both involved in the process of financial goal set-
ting. You can complete the worksheet together or 
identify goals separately and then compare notes.
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Create a Budget

In mid-2009, I received an e-mail from a couple 
seeking a portfolio makeover in my newsletter, 
Morningstar PracticalFinance. They were in their 
mid-fifties, and they had seen their investment 
portfolio shrink by nearly half during the bear mar-
ket of 2008. That, in turn, had scuttled their  
hopes for retirement in less than a decade, and 
they were wondering how they could make up  
the lost ground. 

This couple’s investment portfolio, with more  
than 80 percent in stocks, was clearly too aggres-
sive given their life stage. In talking with them 
about their finances, however, I discovered that 
their investments weren’t their main problem.  
Their spending was. 

The couple had scrimped and saved to buy a car-
pet-cleaning business in the early 1990s and went 
through some lean years while they were building 
up their clientele. Thanks to their sacrifices and 
hard work, the business was generating more than 
$200,000 in take-home income for them per year. 

As is so often the case, however, this couple’s 
spending went up right along with their pay, and 
their savings slowed to a trickle. They bought a 
bigger home, took regular trips to Las Vegas,  
and were in the habit of spending money on nearly 
anything they wanted, from flat-screen TVs to 
catered family parties. 

When I asked them if they had a budget, they said 
that they once had. While they were buying  
and building up their business, they even lived in  
a two-bedroom apartment with their two children. 

But after their income had increased to a more 
comfortable level, they didn’t see as much need for 
budgeting and eventually stopped tracking their 
expenses altogether. When they tried to look back 
on what they had spent over the past month, more 
than $1,500 was unaccounted for. I pointed out 
that if they were to save that amount each month 
rather than spend it on stuff that they couldn’t 
remember, that would do far more to get their port-
folio back on track than selecting the right invest-
ments ever could. 

Because we all have a natural tendency to spend 
what we have, everyone needs a budget, regard-
less of age, life stage, or whether we think  
we’ve “made it” or not. The key point about a bud-
get is that it helps ensure that your spending  
syncs up with your priorities. This couple wanted to 
balance their here-and-now goals of travel and  
fun with their long-term goals of funding a comfort-
able retirement and perhaps leaving a legacy for 
their children.

Below, I’ve detailed a 30-minute approach to  
budgeting, but there are whole books, plusweb 
sites and software packages devoted to this topic. 
If your Net Worth Worksheet (Worksheet 1.1)  
and Personal Cash-Flow Statement (Worksheet 2.1) 
showed that you’re bleeding red ink, it’s worth 
devoting a fair amount of time and attention to  
creating and staying on a budget. 

To establish a budget, you’ll need:

3	Budget Worksheet (Worksheet 4.1, available at  
 www.morningstar.com/goto/30MinuteSolutions)
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3	A record of your monthly income and expenses.  
 If you completed the Personal Cash-Flow  
 Statement (Worksheet 2.1, available at www. 
 morningstar.com/goto/30MinuteSolutions),   
 you’ll already have compiled this information

3	A list of your goals, along with when you hope  
 to achieve them and how much they’ll cost.   
 (Chapter 3 helps you prioritize and quantify  
 your goals.) 

Start the Clock

Step 1
Enter your current fixed and variable expenses, as 
well as information about your sources of income, 
on the BudgetWorksheet (Worksheet 4.1, available 
at www.morningstar.com/goto/30MinuteSolutions). 
For expenses and income sources that don’t fit 
neatly into the categories provided, use the “other” 
lines. If you have several expenses of a given  
type, make a note alongside the line item—for 
example, “DVD Rentals” or “Toiletries/Makeup.” 

Also record any savings that you’re typically able to 
set aside each month.

Step 2
Start the budgeting process by scrutinizing your 
variable (or discretionary) expenses over the  
past month(s). Because you have the most control 
over this set of costs, making adjustments here  
is the fastest way to improve your household’s 
financial picture. 

Be forward looking as you evaluate your variable 
expenses. The data you’ve supplied about your 
income and spending provides a snapshot of the 
money you have coming in and going out. But  
your budget gives you a chance to shape your 
spending to fit with your goals, both personal and 
financial. For example, you may have spent a lot  
on carryout and restaurant meals over the past 
month. But if getting in shape is on your list of per-
sonal priorities, you can tweak your budget to 
reduce your spending on restaurant meals and 
increase the dollars that you’re allocating toward 
food from the grocery store so you can prepare 
healthy meals at home. 

As you go through the process of evaluating your 
variable expenses, it’s also essential to be realis-
tic. Just as dieters can’t stick with the plan if  
it doesn’t allow for the occasional piece of birthday 
cake or glass of wine, it’s also unrealistic to plot 
out a budget with no room for the occasional movie 
or lunch with friends. Using your real past expens-
es as a template for your budget helps anchor you 
in reality, not a pipe dream. 

If you anticipate expenses that are predictable  
but not necessarily monthly—such as holiday and 
birthday gifts—it’s a good idea to distribute  
those costs throughout the year. Look back on the 
past year’s worth of gift giving, estimate your 
expenditures, and adjust downward or upward as 
you see fit. Then divide by 12 to arrive at your 
monthly budgeted amount. 

Record your target expenditures for each line item 
in the Budget column on the Budget Worksheet.



18 Morningstar’s Personal Finance Guide: How to Find Your Money Baseline 

Step 3
Next turn your attention to your fixed expenses  
on the Budget Worksheet. Although household 
necessities are usually referred to as fixed costs, 
that’s a bit of a misnomer. Yes, these items are 
necessities, but you may be able to adjust  
them somewhat. Among the areas where it’s pos-
sible to reduce your fixed costs are:

3	Food
3	Clothing
3	Credit card interest rates (sometimes, but not  
 always, negotiable)
3	Mortgage payments (if refinancing is an option)
3	Telecom services such as landline phones,  
 cellular phones, Internet service, and cable TV/ 
 satellite. (You may be able to change providers  
 or negotiate a lower rate with your current  
 provider, especially if you’re purchasing more  
 than one service.)

Take note of the areas where you may be able to 
reduce your fixed costs and plan to follow up on 
them. If you are able to obtain reductions in these 
areas, adjust your budget accordingly.

Step 4
As you tweak your target expenditures, pay atten-
tion to how the changes affect your bottom  
line. Your goal should be not only to balance your 
household budget but also increase the amount 
you have earmarked for saving and investing  
each month.

Step 5
Finally, put in place a plan to check your real-life 
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Print your worksheet at: www.morningstar.com/goto/30MinuteSolutions

Worksheet 4.1

PREPARED FOR: DATE:                         /                         / 

Budget Worksheet

You’ll Need:
n A record of your monthly

income and expenses

n A list of your goals,
along with when you
hope to achieve
them and how much
they’ll cost

Salary (net: after taxes and benefits)

Spouse’s salary (net: after taxes and benefits)

Pension income

Social Security income

Interest/investment income

Other income (specify)

Other income (specify)

Other income (specify)

TOTAL: Monthly Income Amount

INCOME: MONTHLY AMOUNT

EXPENSES: MONTHLY AMOUNT
Fixed: Spent Budget

Mortgage or rent 

Other real estate payments (taxes, assessments, etc.)

Auto loan 

Student loan

Credit card payment

Utilities

Tuition

Child care

Food

Clothing

Insurance

Other expenses (specify)

Other expenses (specify)

Other expenses (specify)
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spending versus your budget on an ongoing basis. 
One of the key mistakes that people make when 
budgeting is that they create a budget and then put 
it in the drawer. 

Start by finding a place to record your household’s 
expenses. Software programs like Quicken can  
help you track your expenses, but you can also 
track them with a pen and paper. Be sure to ask 
your spouse to do the same.

Next, block out time on your calendar each month 
(ideally, one hour per month over the next three  
to six months) to check up on your actual expenses 
versus your budget. If your first budget assump-
tions were unrealistic or if something material has 
changed in your household’s financial picture, 
adjust your budget accordingly.

Next Steps
If you’re looking to implement a budget right  
away, it’s best to concentrate your energies on 
reducing your variable costs, which are easier to 
adjust, rather than trying to cut fixed costs such  
as your mortgage. However, the process of  
evaluating your net worth (Chapter 1), creating a 
cash-flow statement (Chapter 2), and budgeting 
may have revealed that reducing your variable 
costs won’t be enough to move the needle. In the 
case of the couple I mentioned earlier in this  
chapter, for example, it was clear to me that their 
housing costs were much higher than they needed 
to be, given that their children were all grown and 
out of the house. They didn’t have to move  
right away, but I recommended that they consider 

downsizing to a smaller home, thereby reducing 
their monthly fixed outlay. 

Don’t worry about budgeting for expenses that  
are truly unknowable in advance, such as medical  
bills or big home or car repairs. By creating an 
emergency fund (Chapter 10), you’ll create a cush-
ion that will allow you to pay these bills without 
throwing your budget out of whack.
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