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Introduction
  

Throughout my university years I was a great saver. Living frugally, hunting for great deals, and putting 
something from my part-time job away every month.

But as my income increased, everything went pear-shaped. I started eating out more, shopping online, 
dropping cash on concert tickets and weekends away. A little voice in my head would say, “it’s fine, you have 
money; you earned it, spend it”.

I was practising the earn-spend-and-save-what’s-left strategy, but it just wasn’t working. And sure enough, I 
started eating into my savings.

As Morningstar’s director of personal finance, Christine Benz, says, “because we all have a natural tendency 
to spend what we have, everyone needs a budget, regardless of age, life stage, or whether we think we’ve 
‘made it’ or not.” 

Setting up a budget is no one’s idea of fun. Instant gratification trumps prudent long-term money 
management. And of course, budgeting requires trade-offs. But a good budget that quietly works in the 
background is an essential first step to saving and growing your wealth.

Benz emphasises that “the key point about a budget is that it helps ensure that your spending syncs up with 
your priorities.”

If you’ve tried budgeting in the past and have continually failed to stick to it, that might be because you’re 
following a strategy that doesn’t suit your goals or personality.

To make the task less painful and help you save and build long-term wealth, we’ve outlined three popular 
budget strategies so you can pick the method best suited to your goals and personality—30-Minute Money 
Solutions budget, the 50/30/20 budget, and the Pay Yourself First budget. K 

Emma Rapaport 
Reporter, Morningstar
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The 30-Minute Money Solutions Budget
We all need a budget, regardless of our age, where we’re at in life, 
or whether we think we’ve ‘made it’ or not.

A few years ago, I received an e-mail from a couple seeking a portfolio makeover. They were in their mid-50s, 
and their portfolio had been taken on a wild ride during the financial crisis from 2007 through early 2009. 
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 per cent in stocks, was clearly too aggressive 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 carpet-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 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 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 portfolio back on track 
than selecting the right investments ever could.

This couple wanted to balance their here-and-now goals of travel and fun with their long-term goals of 
funding a comfortable retirement and perhaps leaving a legacy for their children.

Here’s a how to create a budget you can live with using my 30-Minute Money Solutions method:

Step 1: Enter your current fixed and variable expenses, as well as information about your income sources, on 
the Budget Worksheet w attached at the end. For expenses and income sources that don’t fit neatly into the 
categories provided, use the “other” lines.

Christine Benz 
Director of personal finance, 
Morningstar
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You should also record any savings that you’re typically able to set aside each month.

Step 2: Start the budgeting process by scrutinising your variable (or discretionary) expenses over the past 
month(s). Because you have the most control over this set of costs, adjusting 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 in line with your goals, both personal and financial.

Evaluating your variable expenses means being realistic. Just as dieters can’t stick to 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 expenses as a template for your 
budget helps anchor you in reality.

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 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.

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 possible to reduce your fixed 
costs are:

33 Food
33 Clothing
33 Credit card interest rates (sometimes, but not always, negotiable)
33 Mortgage payments (if refinancing is an option)

Mobile phones, wireless internet, and paid TV—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.

Note the areas where you may be able to reduce your fixed costs and plan to follow up on them. If you can 
get reductions in these areas, adjust your budget accordingly.

Step 4: As you tweak your target expenditures, pay attention 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 regularly check your real-life spending versus your budget. Don’t create 
a budget and then leave it in the drawer.

Start by finding a place to record your household’s expenses. Programs like Excel can help you track your 
expenses, but you can also track them with a pen and paper.

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 assumptions were 
unrealistic or if something material has changed in your household’s financial picture, change as needed. K

 Who is this budget for?
This budget is great for anyone 

who wants to thoroughly 

understand their past spending 

habits and identify where 

they can save more towards 

their goals. It’s especially 

good if you’re looking for a 

tailored approach that doesn’t 

try to apply a one-size-fits-all 

solution to saving. 

However, if you’re looking for a 

simple budget with clear goal 

suggestions and an automated 

savings regime, the 50/30/20 

budget might suit you better.

Excerpted with permission of the 

publisher John Wiley & Sons, Inc. 

from 30-Minute Money Solutions: 

A Step-by-Step Guide to Managing 

Your Finances. Copyright (c) MMX 

by Morningstar Inc.
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The 50/30/20 Budget
A good budget that quietly works in the background is an essential 
first step to saving and growing your wealth.

The 50/30/20 budget was devised by current Democrat presidential candidate and Harvard academic, 
Elizabeth Warren, in a book she co-wrote in 2005 called All Your Worth: The Ultimate Lifetime Money Plan.

According to Warren, the 50/30/20 budget is a great way to put your spending and saving on autopilot. It’s 
easy to follow and helps you shift your focus to what you can spend money on. And best of all, you don’t have 
to track for every dollar you spend.

This basic budgeting rule has you split your after-tax income into three categories:

33 50 per cent into spending on ‘needs’—living expenses and the essentials
33 30 per cent into spending on ‘wants’—things you want but don’t necessarily need
33 20 per cent into ‘savings’—working towards your financial goals

Here’s how to create a budget you can live with using the 50/30/20 method:

Step 1: calculate your after-tax income

To begin, calculate your monthly after-tax income.

Your after-tax income is your employment income, minus income tax, minus the Medicare levy (if you pay 
it). If you’re on a higher income, you may also pay an additional Medicare Levy surcharge if you don’t have 
private health insurance.

If you work for someone else, your company will pay a portion (9.5 per cent) of your pre-tax income into a 
superannuation fund. If you work for yourself, you’ll need to pay yourself superannuation. To help calculate 
these amounts you can try PayCalculator.com.au.

Then divide this amount by how often you get paid. For example, if you make $50,000 a year in after tax 
income, and get paid every two weeks, you should be pulling in around $1,900 fortnightly.

Eg. $50,000 / 26 = $1923

50

30
20

Emma Rapaport 
Reporter, Morningstar
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Step 2: make a list of your ‘needs’ and ‘wants’

Distinguishing a “need” from a “want” in your spending is up to you.

A good rule of thumb is to think about needs as the things you must spend money on each month, things like 
rent, utilities, mortgage payments, health insurance, prescription medication, transport to work, groceries etc. 
It’s a payment that would alter your life if you went without it. Warren says your ‘needs’ should be no more 
than 50 per cent of your after-tax pay (if possible). 

Wants are a different type of necessity—the ones that help you enjoy life. Things like new clothes, eating out 
with friends, a Netflix subscription. Remember, wants are not extravagances such overseas holidays, which is 
something you would save for. 

Savings can include money you’re putting aside for something big—a home, a car, big holiday—to invest, to 
contribute to retirement, or to pay down debt.

Step 3: set-up three bank accounts

You probably already have an everyday transaction account and a savings account, but for this method to 
work you’ll need a second transactions account (with a bank card) to receive your automatic transfers. 

As suggested by Scott Pape in his best-selling book Barefoot Investor, look for a bank account which has no 
(or low) account-keeping fees.

Step 4: set up automatic transfers

The final step is to automate your Needs, Wants, and Savings system so you don’t need to visit your budget 
daily.

First, check your bank account to see which day your salary is deposited into your Needs account. Next, set 
up an automatic transfer service from this account—20 per cent into your Savings account, 30 per cent into 
your Wants account—on the day your salary arrives.

For example, if you receive a fortnightly after-tax income of $2000, $400 will be automatically transferred to 
your Savings account (20 per cent), and $600 to your Wants account (30 per cent). $1000 is left over for your 
Needs (50 per cent).

Some workplaces allow you register multiple bank accounts into which you direct your salary. Ask your 
payroll/accounts department if this is available. K

 Who is this budget for?
The 50/30/20 budget is an 

efficient method for anyone 

put off by transitional line-item 

budgets built in Excel. It’s also 

a useful way to get you started 

thinking about your fixed 

expenses, and not feel guilty 

about spending money for the 

fun things in life. Automating 

your savings is also a way to 

ensure you are reaching your 

targets each pay cheque.

It’s important to note that 

these ratios are a guideline. 

If you don’t have a lot of fixed 

expenses and want to put 

more into savings, go for it. Or 

if you’re struggling to save 20 

per cent of your income, make 

it a goal you can work towards.

This budget doesn’t work 

for everyone, particularly for 

those with higher levels of 

income. For people trying to 

achieve an above-average 

savings level, blowing 30 per 

cent of their income seems 

counterproductive. It can 

also be difficult to stick to 

when money is tight, or for 

those saddled with a lot of 

debt. And finally, this budget 

works better for people with a 

singular source of income. 
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The Pay Yourself First Budget
A little bit of planning can help you quickly and painlessly establish  
a nest egg.

If you’re like me, each pay cycle you tell yourself that this time you’ll put a good chunk of it away in the bank.

But by the time you’ve paid for everything—rent, groceries, phone bill, morning coffee, dinners out, online 
bargains—you’re left with nothing to contribute to savings. And the earn-spend-and-save-what’s-left 
strategy cycle falls short.

But there is another way—the Pay Yourself First Budget. 

This simple strategy, popularised by Robert Kiyosaki in Rich Dad Poor Dad, ensures that your long- and short-
term savings goals are covered before your pay even hits your spending account. You can think of it as a 
reverse budget—earn-save-spend-what’s-left.

Getting into the habit of paying yourself first can be tough, but we’ll show you how putting your savings on 
autopilot can produce powerful results.

The concept
The pay-yourself-first strategy is simple. Every payday, the first thing you do when the money hits your 
transactions account is transfer a percentage into your savings account.

Whatever’s left over is there for you to spend on your fixed costs (rent, utilities, phone bill) and variable costs 
(groceries, eating out, entertainment).

Putting your savings goals before expenses removes the temptation to overspend, and ensures you make 
regular savings contributions, pay cheque after pay cheque.

Here’s how to create a budget you can live with using the pay-yourself-first method:

Step 1: calculate your after-tax income

As in the 50/30/20 budget, you must first calculate the amount of income you receive each pay cycle (see 
page 6).

50
30

20

Emma Rapaport 
Reporter, Morningstar
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Step 2: set your savings goals

Next, write down your savings goals, big and small, and how much you’ll need to set aside each pay cheque 
to reach those goals.

Morningstar research suggests that identifying these goals can be harder than you might think. For instance, 
73 per cent of Americans people can’t accurately state their top three financial goals when asked. Instead, 
many respond with the first items that come to mind.

Morningstar head of retirement research David Blanchett has devised a list of common financial goals to help 
get you thinking.

Common financial goals
33 To pay for personal self-improvement (e.g., go back to school, learn a skill)
33 To experience the excitement of investing
33 To start a new business
33 To buy a house
33 To help pay for my kids’ college education
33 To stop working and do something I love
33 To go on a dream vacation
33 To care for my aging parents
33 To give to charity or other causes I care about
33 To leave an inheritance to my loved ones
33 To retire early
33 To pay for future medical expenses

Source: Morningstar

If you don’t have one already, saving for an emergency fund w is an essential part of any financial plan.

Here’s an example of how you could work towards a savings goal. The ING savings goal calculator can help 
you with these calculations.

33 Let’s say you want to put aside $3,000 this year for an overseas holiday. You’ll need to save just over $115 
fortnightly.
33 On top of that, you also want to save $5,000 this year to go toward a deposit on a home—saving about 

$192 a fortnight.
33 And $2000 this year towards making your first investment—or $76 a fortnight.

In total, that’s $383 a fortnight you’ve decided to put into savings. Next, subtract your savings goal from your 
total after tax fortnightly income.

E.g. $1923 − $383 = $1540 

$1540 is what you have every fortnight to spend on your fixed and flexible expenses.

When you’re evaluating your savings goals, be realistic. It is possible to save too much if your goals are overly 
ambitious, and you risk not having enough to cover your expenses. 

If you’re struggling to work out how much you should be saving, or don’t have a particular goal in mind, 
a good rule of thumb is the 50/30/20 budget rule, which suggests putting 20 per cent of your income into 
savings.

 Who is this budget for?
The ‘pay yourself first’ budget 

is great for anyone who 

doesn’t have the time (or 

patience) to figure out what 

percentage of their income 

goes to which expenses—for 

example rent, groceries, and 

shopping. 

The benefit of this budget is 

that it forces you to hit your 

savings goal before you even 

start spending. It also helps 

you sit down and think about 

the financial goals you want 

to reach.

One of its drawbacks, however, 

is that it doesn’t force you 

to consider your past bad 

spending patterns. As a result, 

you might not feel like you’re 

fixing old habits for good – but 

the forward-looking approach 

is a great tool to prompt 

behavioural change.

Similar to 50/30/20, this 

budget typically works better 

for people with a regular, 

stable source of income.

https://www.morningstar.com.au/learn/article/investing-basics-how-to-build-and-invest-your/170643?utm_source=budgeting-pdf&utm_medium=link&utm_campaign=how-to-create-a-budget-you-can-live-with
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Step 3: automate your savings

Instead of manually transferring your savings to your savings account every time you get paid, which is a 
difficult habit to form, most banks allow you to set up automatic recurring transfers between accounts.  

Step 4: review your progress

Once the budget is in action, there’s one more step: tracking your progress. Set up a schedule to regularly 
review how your spending and saving are progressing. This way, you’ll have some accountability, and won’t 
simply forget about sticking to your plan. K
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Personal Cash-Flow Statement

PREPARED FOR: DATE: / /

You’ll need:

p  Most recent paycheck (If 

your salary is variable, use 

an average of your pay over 

the past 6-12 months)

p  Statements showing income 

from income sources, such 

as pensions, Superanuation 

withdrawals or savings/

investment interest

p  Most recent bank and 

investment statements

p  Most recent credit card 

statement(s)

p  Statements for other debts, 

such as HECS or auto loans

p  Most recent bank account 

statements

p  A record of discretionary 

expenditures over the past 

month

Income: MONTHLY AMOUNT

Salary (net: after taxes and Super)  

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

Pension income  

Super withdrawals  

Interest/investment income  

Other income (specify)  

Other income (specify)  

TOTAL: Monthly Income Amount  

EXPENSES: MONTHLY AMOUNT

Fixed

Mortgage or rent  

Other real estate payments  

Auto loan  

HECS payment  

Credit card payment  

Utilities  

Tuition  

Child care  

Health insurance  

Food  

Clothing  

Other expenses (specify)  

Other expenses (specify)  

Variable (Discretionary)

Personal care (haircuts, gym, etc.)  

Entertainment  

Supplementary Super payments  

Travel  

Other savings/investments (specify)  

TOTAL: Monthly Expenses Amount  

Income  – Expenses  = TOTAL: Monthly Cash Flow  
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