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AOF Principles of Finance
Lesson 5
Personal Budgeting
This lesson asks students to consider what they want to do or achieve financially in the future. Students begin making connections between their personal dreams and the process of goal-setting, specifically how to establish SMART financial goals. They look at the difference between needs and wants and then consider a personal budget. Students learn how a budget can be a key tool in personal financial planning, and they use their new knowledge to conduct a personal budget analysis of a hypothetical client.  
This lesson is expected to take 4 class periods.
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Lesson Framework
Learning Objectives
Each student will:
Identify the components of a personal budget and strategies for staying within one’s budget
Describe the purpose of setting financial goals
Develop short-, mid-, and long-term financial goals
Evaluate the importance of financial planning*
*This is one of the 16 key learning objectives assessed by the NAFTrack Certification end-of-course exam for this course.
Academic Standards
The relevant Common Core State Standards are too extensive to list here but are an important basis for this lesson. For details, please refer to the separate document “Correlations to the Common Core Standards” (available in the Course Planning Tools section of the course materials).
Students will learn that people choose between spending and saving for future consumption; and they will learn that some people have a tendency to be impatient, choosing immediate spending over saving for the future (National Standards for Financial Literacy, Standard III, Grade 12, Benchmark 1)
	
Utilize mathematical concepts, skills, and problem solving to obtain necessary information for decision making in the finance industry (Common Career Technical Core 2012, FN 1)
Develop and evaluate a spending/savings plan (NBEA National Standards for Business Education 2013, Personal Finance III, Managing Finances and Budgeting)
Evaluate savings and investment options to meet short- and long-term goals (NBEA National Standards for Business Education 2013, Personal Finance IV, Saving and Investing)
Assessment
	Assessment Product
	Means of Assessment

	Personal budget analysis (Student Resource 5.6)
	Assessment Criteria: Personal Budget Analysis (Teacher Resource 5.4)


Prerequisites
General familiarity with the basic concepts of finance (budgeting, spending, saving, retirement, risk, and investing) 
Ability to perform basic math calculations for budgeting purposes
Instructional Materials 
Teacher Resources
Teacher Resource 5.1, Guide: Trading Places
Teacher Resource 5.2, List: Needs vs. Wants
Teacher Resource 5.3, Scenarios: Personal Budget Analysis
Teacher Resource 5.4, Assessment Criteria: Personal Budget Analysis 
Teacher Resource 5.5, Key Vocabulary: Personal Budgeting
Student Resources
Student Resource 5.1, Organizer: SMART Goals
Student Resource 5.2, Reading: SMART Financial Goals
Student Resource 5.3, Feedback: SMART Goals
Student Resource 5.4, Note-Taking Guide: Budgeting
Student Resource 5.5, Reading: Budgeting
Student Resource 5.6, Assignment: Personal Budget Analysis
Equipment and Supplies
Blackboard, whiteboard, or chart paper
Sticky notes (at least one per student)
Bell or timer (optional)
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Lesson Steps
	Step
	Min.
	Activity

	
	
	Class period 1

	1
	20
	Simulation: Trading Places
In this activity, students think about things they want to do or own (now or in the future). This gets them thinking about their goals and dreams and gives them a personal connection to the discussion of financial goals later in this lesson. 
Give each student a sticky note and ask students to write down one significant thing they want to own, purchase, or achieve in their lifetime. See Teacher Resource 5.1, Guide: Trading Places, for examples and guidance for this activity.
Instruct students to stick the note on their chest or shoulder so that it is visible to others. Then tell them to mingle with their classmates and negotiate a trade (or multiple trades) if they see a note with something they want. You can use a bell or timer to signal the end of trading.
When the trading period is over, ask everyone who made a trade to raise his or her hand. Choose a few students and ask what trades they made and why (e.g., “I traded with Tomas because he had become a certified scuba diver and I’ve always wanted to learn to scuba dive.”)
Next, ask for a show of hands of anyone who chose to hang on to his or her original note and refused to trade. Choose a few students and ask them why they chose to keep their original note. They will probably claim that they didn’t see anything they wanted, but try to push them past that statement. What was so special to them about what they wrote down? This is an important point, because a long-term goal needs to be appealing enough that you will work towards it over a period of years.
Then ask students: 
What would you need to do to make this happen in your life?
Some students may give flippant or sarcastic answers (like “win the lottery”) because they believe what they wrote is unattainable; focus on finding a few students who give helpful responses. In most cases, a realistic answer will be “to obtain or save the money needed to pay for the purchase.” Again, some students may point out other factors (e.g., luck, talent, determination), and you can acknowledge the role these factors will play in the students’ chances of attaining their goal. But point out that while luck is out of their control, managing their money is not.
On the board, write down:
Short term (this year)
Midterm (one to three years)
Long term (more than three years)
Explain that financial planners classify goals into these three categories. Ask students which category the goal on their sticky note fits in. Pick a few students to share their thoughts. Answers may vary but are likely to be long-term goals in most cases. 
Instruct students to write down at least one financial goal for each category. Offer the following examples as needed:
Buying a new pair of shoes may be a short-term goal.
Purchasing a specific piece of jewelry for your mother’s 50th birthday may be a mid-term goal.
Saving for your college tuition may be a long-term goal.
Planning for your retirement is definitely a long-term goal.
Give students a few minutes to write down their goals. If time permits, invite some students to share their goals and how they categorized them. Tell students to hold on to their lists, as they will be referring to them in the next activity.  
Explain that although establishing financial goals offers inspiration and motivation for effective money management, it is equally important to make sure that the goals we create are specific enough to be attainable. Goals must also be flexible and realistic enough to change based upon one’s particular life situation.
Tell the class that in the next activity they will begin learning how to approach their goals in a way that can help them successfully achieve them.

	2
	30
	Reading: Financial Goals
Students are introduced to the SMART strategy as a way to write effective financial goals. 
Instruct students to look over Student Resource 5.1, Organizer: SMART Goals. Explain that SMART is an acronym to help people remember how to set an effective goal. Students are going to learn how to make their goals SMART.
Tell students to copy their three goals from the last activity onto Student Resource 5.1, putting one in each of the three “Basic goal” boxes. Explain that as students read Student Resource 5.2, Reading: SMART Financial Goals, they will learn how to change their basic goals into SMART goals, which will give them a better chance to succeed at those goals.
Circulate through the room while students are reading. When students are approximately half way through, ask them to pause in their reading. Invite volunteers to share what one of the letters in SMART stands for (specific, measurable, attainable, realistic, and time-bound). Then have students return to their reading.
As students finish the reading, instruct them to complete the rest of Student Resource 5.1 and to change their basic goals into SMART goals. When the class period is almost over, let students know that they need to finish the reading and the revising of their goals for homework. Tell students they will be sharing their SMART goals with a partner at the start of the next class period.

	
	
	class period 2

	3
	35
	Peer Review: Financial Goals
Students review and explore the SMART strategy as a way to write effective financial goals. This activity focuses on the following college and career skills:
Demonstrating the ability to listen effectively
Demonstrating teamwork and collaboration
Instruct students to get out Student Resource 5.1, Organizer: SMART Goals. Tell students that they will be sharing their revised goals with a classmate.
Divide the class into pairs or triads and review Student Resource 5.3, Feedback: SMART Goals. Explain that this sheet will help them provide feedback to their partner on the goals they wrote in the last class period. Emphasize to students that their feedback should be about whether the goal fits the SMART criteria―not what they think of the goal itself.
Give students time to read over each other’s goals and use Student Resource 5.3 to provide feedback. Circulate through the classroom to identify students who did not complete the goal-writing exercise. When students have finished providing feedback, ask them to go back and revise their goals if needed.
If time permits, have students reflect on the following question: 
Compare your SMART goal with your original goal. In what ways will your new SMART goal be easier to attain? 
Have pairs discuss the question and then share their answer with the class. 
Conclude this activity by asking students to think about what they might have to give up to achieve their goal. Point out that sometimes it feels easy to give something up in pursuit of a larger goal, but other times it’s hard to give up something we really want. Tell students that most people have to make these decisions at multiple times in their lives when they are working toward a goal, whether financial or not.

	4
	15
	Group Sort: Needs vs. Wants
In this activity, students think about the differences between needs and wants and start to understand how differentiating between these two concepts can help them achieve their financial goals.
Prepare for the activity by cutting apart the blocks of words provided in Teacher Resource 5.2, List: Needs vs. Wants. 
Begin by explaining that often reaching a financial goal requires saving money or reducing spending. Nobody can eliminate all of his or her spending―we need to pay for food or clothes or transportation or a place to live. In order to be realistic about what you can save for your goals, it’s important to know the difference between needs and wants.
If students are still sitting with their partners from the last activity, put two partnerships together to form groups of four (or place students into groups of three or four). Give each group a block of the 25 different words. Instruct groups to list the words in their notebooks in two different categories: needs vs. wants. 
Explain to the class that it’s okay if they are a bit unsure about which words belong in which category and that they should just do their best. In general, they should consider needs as basic requirements for survival, such as food, clothing, and shelter. Wants, on the other hand, are things we would like to have but that are not necessary for survival.
Once groups have finished categorizing their words, invite groups to verbally share some of their classifications with the class. Most likely, groups will have some different opinions as to which words are classified as needs and which words are classified as wants. This fact will lead students into a discussion that can be prompted by the questions provided below. Write the following questions on the board or chart paper: 
Which items are the most difficult to classify? Why?
Can an individual’s financial situation change his or her views of what is considered a need and what is considered a want? Explain.
Would you classify most of your own purchases as needs or wants? Explain.
Instruct students to discuss the questions as a group, and then invite groups to share their answers as a class. 
Point out that sometimes identifying needs and wants can be tricky. Some things are difficult to classify, and this fact is one that individuals are continually faced with every time they make a decision to purchase an item. For example, do you purchase a pair of basic sneakers (need) or do you spend $150 on a pair of Nike Air (want) sneakers? Furthermore, sometimes a want can turn into a need. (You may really want a car or you may need a car to get to work because you help provide income for your family.) Classifying needs vs. wants can vary among individuals depending upon one’s financial situation, family, and religious and cultural values. 
If time permits pose the following question to the class:
Imagine that you are a single parent running a computer repair business from your home. Refer back to your list of 25 words. How would your classification of your needs and wants change based upon your life circumstances?
At this point, students should see that life factors play a large role in an individual’s approach to what is classified as a need and what is classified as a want.
Once individuals have a clear understanding of their needs and wants, they can begin to make responsible spending choices that can affect whether or not they achieve their financial goals.

	
	
	CLASS PERIOD 3

	5
	40
	Reading: Budgeting 
During this reading, students are given an opportunity to understand the importance of budgeting. Students learn why they should budget and are introduced to specific vocabulary and concepts that can aid them as they prepare to analyze a budget model.
Review Student Resource 5.4, Note-Taking Guide: Budgeting, with the class. Explain that this resource will help them practice their note-taking skills. Instruct students to write down their best guess for each term.
Next, introduce Student Resource 5.5, Reading: Budgeting. As students read, ask them to complete the “What I learned from the reading” sections of Student Resource 5.4.
When students have completed the reading, review the six terms as a class to make sure students captured the correct definitions. Refer to Teacher Resource 5.5, Key Vocabulary: Personal Budgeting, as needed.

	6
	10
	Think, Pair, Share: Budgeting
During this exercise, students consider what the specific elements of a budget might consist of.
Point out that in the reading they just finished, students saw Marianna help Luis begin to create a budget. But she mostly talked about the big categories (income, fixed expenses, and variable expenses) and didn’t talk as much about the specifics. What specific information belongs in a budget?
Ask students to brainstorm a list in their notebook of the types of income and expenses that might be recorded on a budget. Make it clear that they should be writing down categories (e.g., food, electric bill, cell phone bill) rather than amounts. If students are struggling, suggest they think about a particular person (themselves, their family, someone else they know) and imagine what might be in that person’s budget.
Allow a few minutes for students to write. Then have them pair up and compare their lists. Call on each pair to suggest one thing that might appear on a budget, and create a class list. 
Let students know that in the next class period they will look more closely at how their list compares with an actual budget.

	
	
	CLASS PERIOD 4

	7
	40
	Assessment: Personal Budget Analysis
In this activity, students are exposed to different financial situations and become familiar with the specific information needed to create a personal budget. It focuses on the following college and career skills:
Utilizing time efficiently when managing complex tasks
Asking appropriate and effective questions
Before class begins, prepare copies of Teacher Resource 5.3, Scenarios: Personal Budget Analysis. There are six scenarios provided and you need to provide a copy of one scenario for every three or four students. 
When class begins, divide the class into groups of three or four and give each group a scenario. Review Student Resource 5.6, Assignment: Personal Budget Analysis, with the class, making a point to go over the assessment criteria and answer any questions. Explain that students are, in effect, serving as a financial planner or advisor for a “client” in their scenario, and they need to pull information out of their scenario to begin creating a budget for their client. 
Remind the class that Student Resource 5.6 reflects general categories that are typically found and used on budgets. For this particular activity, they will not be using all of the columns and rows on the monthly budget, but they will fill in the information according to their specific scenario. Explain to the class that this is the only time allotted for students to complete the budget activity, so groups must use their time wisely.
Give each group a different scenario and have them analyze the information in the following manner:
Carefully read through the scenario.
Underline sources of income.
Circle all expenses (fixed, variable, and discretionary).
Through this deliberate interaction with the text, students will be better prepared to create a basic budget that incorporates the hypothetical information. If you feel students will struggle to complete this analysis on their own, use one scenario to model this work for the class before having the groups work on their scenarios. 
Allow time for groups to work on filling out their personal budget analysis. When approximately 20 minutes have passed, draw students’ attention to the questions section at the end of Student Resource 5.6. Point out that the scenarios provided do not give students all the information they would need to complete the budget analysis, so once they have filled in as much of the analysis as possible, they need to create a list of the questions they would still need to ask their client. Make sure students understand that they should focus on questions that will have a major impact on their client’s financial situation, not just any question they can think of.
When approximately 15 minutes remain in the class period, ask students to demonstrate by a show of hands whether their group is ready to turn in their analysis. If a large number of groups are still not finished, consider allowing additional class time or arranging for students to complete the analysis for homework. Whenever the assignment is complete, collect and assess it using Teacher Resource 5.4, Assessment Criteria: Personal Budget Analysis. 

	8
	10
	Reflection: Clients and Budgets
Students take a moment to consider what developing a budget analysis told them about their client’s financial situation.
Ask students to think about the following question:
How did developing a budget analysis affect your perspective on your client’s financial situation?
Allow students to think for a moment; then invite volunteers to share their thoughts. Make sure students begin by stating which scenario they worked on. Student comments will vary, but some may indicate that the analysis revealed a client was in worse financial shape (or better shape) than their salary might have indicated.
If time permits, ask students to respond to the following:
Based on what you learned about budgets in this lesson, do you think you will start using a budget? Why or why not?
Students may choose to implement a personal budget or not―the point should be whether their response demonstrates a clear understanding of what budgets are and how they work.


Extensions
Content Enrichment 
Give students the opportunity and experience to create a real budget. During the first class period, instruct students to track their spending for at least the next week and preferably longer. Students must be diligent and should track even the smallest of purchases. At the end of the time period, have students classify everything they purchased as a need or a want and create a personal budget based off of their findings. 
Invite a financial planner to the classroom to discuss his or her job duties, education, work environment, and so on. Have students design interview questions and then create a job description based on the planner’s responses. 
Challenge students to design a home-filing system with different file folders to represent different categories. Examples include personal, employment, tax, insurance, and consumer records. Have students take a picture and/or describe their filing system to the class, which should include written accounts of the different types of documents that they would place in each folder.
Have students project the type of expenses a college student would have and create a personal budget based on these expenditures. Then have students research the expenses of a typical college student and compare and contrast their predictions with the information that they actually found. 
Instruct students to research the career of a budget analyst, focusing on such aspects as job requirements and certifications, work environment, earnings, outlook, and companies that employ budget analysts. Students should present their findings to the class. 
STEM Integration
Math: For a simple budgeting activity, have students try the Dream Prom game available at http://senseanddollars.thinkport.org/. This online game asks students to create a budget for their dream prom experience and then helps them recognize what they would need to save in order to have their ideal prom. 
Math: Give students some practice at budgeting and saving for college applications (this is only for applying, not attending college). First, they should make a list of expenses, including application fees, fees for any entrance exams (SAT or ACT), fees for test prep courses or books, time they’ll have to take off of work to complete applications or make college visits, and so on. Tell students to research at least three schools they might be interested in applying to and find out:
Application fee
Required exams
Application deadlines 
Students then should add their college application expenses. Using the budgeting table from Student Resource 5.6, ask them to determine their ability to pay all the expenses of applying to college. If they come up short, where can they tighten their budget? In addition, how might they be able to raise funds to cover their expenses? 
Technology: Discover helpful and practical ways to save with budgeting tips and tools to get students closer to realizing their financial goals. Consider showing and discussing one or more of the following items during the lesson. Check out Bank of America Resource Center: 
Simple ways to add to your savings
Additional Cross-Curricular Ideas
Social Studies: Compare and contrast different patterns of savings among various countries. Explain the variations. 
English Language Arts: Have students practice creating a budget for a specific character in a novel or play they are reading. What would Harry Potter’s budget include for a year of school at Hogwarts? What would Holden Caulfield’s budget include in Catcher in the Rye? This activity allows students to practice the basic skills of developing a budget, and it can also serve as a form of character analysis.
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