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INSTRUCTOR’S MANUAL 

2Planning and Budgeting 

 

Problems 

1) If you buy a bag of chips and a soda every weekday from a vending machine (at 

$1.00 perbag and $1.25 per soda), how much do you spend on the vending machine 

munchies over the course of a year? (Assume that a year is an even 52 weeks, for 

simplicity’s sake.)(LO 3-1) 

a. = $1.00 + $1.25 = $2.50/day 

= $2.50 x 5 = $12.50/week 

= $12.50 x 52 = $650.00/year 

 

2) What is your net cash flow if you had a total income last month of $2,000 but your 

expenses totaled $2,500, $500 of which was covered by your credit card? (LO 3-1) 

a. = $2,000 - $2,500 = -$500 

3) The median income for someone with an associate’s degree is $9,100 higher 

annually than for someone with a high school degree, and the total cost of schooling 

for the two years is$20,000.At this level of income, how many years would it take to 

recover the investment in the education? (LO 3-2) 

a. = $20,000 ÷ $9,100 =  2.2 years 

4) If you wanted to have $5,000 saved up by the end of the year, ignoring investment 

returns, what amount would you need to save on a monthly basis? A weekly basis? 

A daily basis? (Assume 52 weeks per year, and then 7 days per week.)(LO 3-3) 

a. = $5,000 ÷ 12 = $416.67 monthly 

= $5,000 ÷ 52 = $96.15 weekly 

= $5,000 ÷ 364 =$13.74 daily  (7 x 52 = 364) 

 

5) If you go out for lunch Monday through Friday between classes and spend $7for 

each meal, how much do you spend for lunch over the course of a 16-week 

semester? (LO 3-4) 

a. = $7/day * 5 days * 16 weeks = $560.00  
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6) If you make four trips home during the school year and plane tickets run cost$300  

per trip, how much should you budget on a monthly basis to cover this variable 

cost? Assume that the school year is 9 months long. (LO 3-4) 

a. = $300 x 4 =$1,200 ÷ 9 months = $133.33/month  

 

7) You estimate that next year you will need to buy new tires for your car at a cost 

of$500. This is in addition to typical maintenance costs, which have been  $600 in 

previous years. If you get paid every other week, how much should you budget out 

of each paycheck to cover the estimated yearly variable expense of car repairs? (LO 3-

4) 

= $500 tires + $600 maintenance = $1,100 a year 

= $1,100 ÷ 26 pay periods = $42.31/pay check 

 

You’re the Expert  

1) Ben has $2,000 and $2,333 in his checking and savings accounts, respectively. He 

lives in a dorm room and drives a 2007Honda Accord 4-door Dx with 120,000 

miles. He owns the latest X-Box video games and has a high-powered computer and 

stereo worth $2,500. Other than a $4,000 student loan, he is debt-free. Create a 

personal financial statement in order to calculate Ben’s net worth.  Given that Ben is 

currently a student, do you have concerns regardinghis current net worth? Why or 

why not?(LO 3-1) 

Assets  

Checking $2,000 

Savings 2,333 

2007 Honda *4,400 

Personal Property 2,500 

Total Assets 11,233 

Liabilities  

Student Loan 4,000 

  

Net Worth $7,233 

*Value of the auto will vary based on the source used and the year you assign 

the problem 

No concerns about net worth at this time. College is an investment and is shown 

to pay off in the long run.  He also has more money in savings and checking 

than he has in debt. 
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2) Jerry is preparing to go to college in the fall and is worried about expenses. He has 

$189 in his checking account, $2,500 in his savings account, and a CD account for 

$5,000 that matures September 1. He owes his brother $75 for a joint gift. His 

parents are able to send him $1,000 eachmonth, but room, board, and tuition will 

run $1,800 per month. He is unsure of his book expenses.   

a. Prepare Jerry’spersonal financial net worth statement. What is his current net 

worth? (LO 3-1) 

Assets  

Checking $   189 

Savings 2,500 

Certificate of Deposit 5,000 

Total Assets 7,689 

Liabilities  

Loan from brother 75 

  

Net Worth $7,614 

 

b. Will he be able to focus his time on school, or will he need to subsidize his 

expenses by getting a job or a student loan for the next year? To assess his 

choices, create his cash flow statement. Does he have a positive or a negative 

cash flow? (LO 3-1) 

 

Negative cash flow of $800/month for nine months = $7,200.  Jerry will have 

to subsidize his spending and living expenses and depending on his book 

expense, he might have to subsidize some book expenses. 

 

c. What are the risks he incurs by taking fewer credits each year so he can more 

easily handle a part-time job to offset his living expenses? (LO 3-2) 

 

Risk of not graduating on time which has a large opportunity cost; the cost of 

tuition and the cost of lost potential income from a full-time career. 

 

d. What do you think Jerry should do?(LO 3-3) 

 

Answers will vary. 

Jerry could make it through his first year without any student loans.  He will 

need to either get a well paying internship or take out student loans, or a 

combination of the two to graduate on time.  Depending on how Jerry does his 
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first year, he might consider get a part-time job to help offset his college 

expenses.  Jerry should also look for scholarships to help with the cost of 

college. 

 

3) Rachael is in her senior year at college and is taking a summer and one semester to 

do a six-month internship in recreational services. The resort where she is interning 

is providing room, breakfast, and lunch duringthe five days a week she works, as 

well as a small stipend of $250 per week after taxes. This will beher only source of 

income over the next six months. Rachael’s living expenses include hercell phone at 

$65 per month, groceries at about $30 per week, clothing at $100 per month, 

haircuts at $20 per month, and approximately $50 per week for recreation.Complete 

a cash flow statement for Rachael and answer the following questions. 

a. What is Rachael’s total cash inflow during the internship? (LO 3-1) 

= $250 x 4 weeks = $1,000/month 

b. What is Rachael’s total cash outflow during the internship? (LO 3-1) 

Cell phone  $65 

Groceries  $30 x 4 = $120 

Clothing   $100 

Haircuts   $25 

Recreation  $50 x 4 = $200 

Total    $ 

 

c. What is Rachael’s net cash flow during the internship? (LO 3-1) 

= $1,000 - $510 = $490 

 

d. Rachael would like to have at least $1,000 saved up at the end of her internship 

to go on an all-inclusive trip to Mexico with her friends before returning forher 

last semester of classes. Prepare a monthly budget that will help her achieve 

that goal. (LO 3-4) 

Income     $1,000 

Cell phone     $65 

Groceries     $120 

Clothing      $100 

Haircuts      $25 

Recreation     $200 

Savings for trip   = $1,000 ÷ 6 months = $166.67/month 

Amount left over   $323.33 
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e. In the second month of her internship, Rachaeldropped her cell phone in the 

sink and it is not insured. She would love to get aa new smartphone with a data 

plan. A new phone will cost her $200and the monthly plan willbe $65 per 

month. How can she adjust her budget to achieve the short-term goal of a new 

phone and data plan, as well as the long-term goal of saving enough money for 

her Mexican trip? (LO 3-2, LO 3-3) 

She could take the money out of her left over amount to pay for her phone. 

f. Show how the adjustments in (e) will alter her budget from the second month 

onward. (LO 3-4) 

 

Month 2  

Income     $1,000 

Cell phone     $65 

Groceries     $120 

Clothing      $100 

Haircuts      $25 

Recreation     $200 

Savings for trip   $166.67/month 

New phone     $200 

Amount left over   $123.33 

 

Month 3 onward 

Income     $1,000 

Cell phone     $65 

Groceries     $100 – $140 

Clothing      $100 

Haircuts      $25 

Recreation     $200 

Savings for trip   $166.67/month 

Amount left over   $323.33 

 

 

Running Case Scenario 

In the last chapter, after the grandparents visit, the housemates discussed putting at least 

$20/month toward savings. In order to achieve this goal, they decide that they need to 



6 | P a g e  

come up with a spending and savings plan. Previously, everyone fended for themselves, 

with the majority meals eaten out. They discuss that one way they can cut back on 

expenses is to start making more meals at home. They agree that each will make three 

evening meals a month. For the meals that they are responsible for, they will buy the 

groceries. The meals-at-home dates will be decided at the start of each month. Other 

monthly expenses are divided equally among the housemates: utilities $250, 

internet/cable $150, water/garbage $100.  

Build Jack’s monthly budget, taking into consideration that he works four nights a week 

bartending, where he averages $100 in tips and $49 in wages each night. He pays $350 

a month in rent. He believes each meal that he makes for his housemates will cost him 

$40. He spends about $20 a week on other groceries, $75 a month on his paint ball 

hobby, $50 a week on entertainment, and $200 a month on clothing and incidentals. He 

is thinking about going back to school, so he would like to start putting money toward 

this goal, as well as the $20 a month toward long-term savings, and then a 3
rd

 savings 

account of $75 a month to cover monthly variance expenses and emergencies.  

1) Create a cash flow statement to assess how much money would potentially be 

available for savings? 

 

Income 

Salary(149 x 4 nigtht/week x 4 weeks) $   2,384 

Total Income 2,384 

Expenses 

Rent 350 

Utilities 31.25 

Internet/Cable 18.75 

Garbage 12.50 

House Dinners 120 

Other groceries (20 x 4) 80 

Paint Ball 75 

Other Entertainment (50 x 4) 200 

Clothing and Incidentals 200 

Total Expenses 1,081.50 

Savings 
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College Savings  1207.50 

Savings 20 

Savings 75 

Total Savings 1,302.50 

  

Balance $  0.00 

 

 

2) Create a monthly budget for Jack.  

a. See above 

3) How much money could Jake reasonably save for college each month? 

a. Jake could save up to $1,207.50 a month for college.  However he might 

just save $1,200 a month or $300/week because that makes it an even 

number and easy to remember. 
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