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Introduction:

Budgeting is no longer an action limited to governments, corporations and
authorities, but rather extends to include families as social entities with
multiple socio-economic goals. Budgeting brings considerable benefits to
the family, whether on daily basis, short term or long term benefits, where
the family plans for both the present and future. As such, families in all
societies have attached a considerable importance to drawing up monthly
and annual budgeting in an optimum manner serving their short-term and
long-term goals.

Although developing a budgeting plan for a family is simple and easy, unlike
for governmental entities, corporations, authorities and organizations, the
mechanisms and procedures needed for developing such a plan requires
explanation so that the family can draw up a successful, beneficial and valid
budgeting plans. Being extremely relevant to family's economic and social
concerns, family budgeting is worthy to be studied. To this end, we are
keen to provide a simple and clear explanation for budgeting process as well
as its items, including expenditures, revenues, savings and investments.
Additionally, these items were classified according to family's functions and
requirements and suitable for its goals, in order to ensure maximum benefit,
safe future and help the family reaching a high level of the aspired
wellbeing.

1. Concept and functions of family:

Before discussing family budgeting, it is necessary to define the concept of
the family as well as its components, features, characteristics, types and
functions as this will help determining the budgetary limitation appropriate
for such family. Thus, family in professional literature is a social structure
with cultural and human characteristics that differ from one society to
another. However, these characteristics contribute to the formation of every
member in the family since its early childhood according to certain patterns
of social behaviors based upon traditions, values, customs and heritage.

Since time immemorial, family has adopted a number of functions that have
developed and advanced throughout history. In societies existed before the
industrial revolution, family was raising children till grownup and mature
age, providing its support and care for all its members at all times of their
lives, and fulfilling their different requirements. However, in era of scientific
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and technological advancement, where families enter into the modern
scientific life styles, where parent are engaged in outdoor activities as well
as their multiple social commitments, an insistent need for establishing
social service and family care institutions emerged on the scene. Ever since,
these institutions started providing various services, including nursery
school, educational services and care centers for persons with special needs
or the elderly, in addition to other services. As such, family functions were
reduced to only four basic functions; biological, social, educational-cum-
psychological and economic functions.

2- Family types:

Families differ from one society to another in terms of era, and its level of
developed civilization differs according to the development of each society
in terms of location, as well that families in one location differ according to
regions, social classes, standards of living, ethnicity... etc.

Based upon the above, we find that there are two types of families:

e Nuclear Family: Which is a one family comprised of husband, wife
and children living all together in one house. These types of families
live independently of the influence and interferences of relatives, and
usually widely spread in western societies, particularly among the
middle class, rather than the poor class of the society.

e Extended Family: Which is a big family comprising husband, wife,
children and relatives living all together in one house. Members of this
family are connected with a strong kin relationship and share the
management of its activities, bringing up children and confronting
burdens of daily life. Father in such a family acts as the leader, guide
and decision maker who draw up the family's way of life and future.
The extended family includes husband, wife, male and female children,
grandfather (paternal or maternal grandfather) and grandmother
(paternal of maternal) as well as other relatives. This type of families is
common in eastern societies.

3-Definition of Family Budgeting:

Family budgeting is a record of the different sources of income that the
family expects to have compared to a record of different expenditures items
expected (or preplanned) to be spent. The budgeting is prepared so that
income would correspond to all expenditures. In other words, family
budgeting can be defined as:

A financial plan prepared simply to distribute future income resources to
items of expenditures, savings and debts of the family. While preparing
such budgeting, the family's unpaid debts and deferred expenditures are to
be taken into account.
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4- Inclusivity of family budgeting:

The inclusivity of family budgeting differs according to the different
concepts of family defined by the family itself. In this context, opinions
differ in determining whether certain persons are members of a family or
not. Generally, it is possible to say that family budgeting is based on the
different family definitions which were indicated above and, accordingly the
family budgeting includes the following:

1
2
3

Husband and wife
Children (both genders)

Relatives living with the family, such as the husband's or wife's
parents, children's spouses and grandchildren.

4

Servants and followers living at the same house and maintained by
the family.

Based on the above, revenue (income) sources and expenditure items
in the family budgeting can be represented by the following table:

Simplified presentation of family revenues and expenditures

Revenues Expenditures

Incomes under disposal of all | Total expenditures of every family
family members during a certain | member in addition to expenditures
period of time. collectively made by all family
members. List of expenditures shall
also include value of commodities or
services produced by the family.

5 - Benefits of Family Budgeting:
Family budgeting brings the following benefits:

e Helping the family to get closer or to reach its factual ambitions.

e Maximizing benefits that can be derived from resources and
increasing level of satisfaction achieved by commodities and
services purchased.

e Help taking future decisions.

e Help the family identifying its saving capabilities and what should be
done to regulate such savings with a view to ensuring its future
needs and facing any potential emergencies.

e Help family adopting the correct financial behaviors through
avoiding aimless expenditure and regulating expenses and revenues
through budgeting.

e Help the family controlling income through constant identification of
its financial situation.

e Enabling the family to early detect problems and to have
preplanned solutions for such problems.
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Encouraging the family to limit its spending on its requirements to
match its financial capabilities. However, as families tend always to
increase such requirements, therefore, families will seek to increase
their incomes.

Encouraging the family to improve its standard of living through
determining items of expenditures and the amount allocated to
every such object.

Increasing family's responsibility, especially head of the family, to
follow up expenditures items as well as types of commodities and
services that should be purchased, and consequently, eliminating
profligacy and extravagance.

Encouraging family members to cooperate together motivated by
their collective responsibility towards devising and executing the
budgeting and bearing its consequences.

Identifying unnecessary commodities, services, accessories, etc,
which they only can be identified through the budgeting and
consequently avoided by the family.

Drawing family's attention to purchase consequences, especially in
light of enticements extended by advertisements, discounts, etc.

Help the family having a comprehensive view about its expenditure
patterns, being big or small in size as well as importance of each
pattern. This paves the way for prioritizing purchases and
consequently having a better execution of the budgeting.

Providing the family with a continuous training on how to limit
expenditure and prioritize its options. Additionally, helping the
family to establish spending process on adequate information, and
to have plan, objectives, expectations, and lines drawn up to reach
the appropriate budgeting.

-Classification of family expenditures:

Family expenditures are all amounts spent in a certain period of time for
purchasing commodities and services for personal use, and utilize them
directly or indirectly. These expenditures can be classified into groups.
Therefore, international organizations concerned with conducting surveys on
family's living conditions have devised a comprehensive and unified
classification of family expenditures. This classification includes more than
600 items composed into hierarchical groups to eventually form the
following 11 key groups:

Food and beverage expenditure.
Cloths and footwear.

Housing, water, electricity, fuel.
Furniture, home furnishings, maids.
Health care services.

Transport.

cultural and entertainment expenses.
Education.
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e Hotels, cafes and tourist restaurants.
e Different commodities and services.
e Transfer payments.

7- Reasons for changes in family's expenditures:
Change in quantity and type of family purchases is subject to a number of
factors, including:

Change in income.

Change in family objectives.

High prices.

Number of family members.
Emergence of new spending habits.
Change in life style.

Unplanned expenses.

Relocation.

8 - Total family's income is all cash revenues generated by the family
before calculating the income tax. It also includes any wages, salaries,
pensions, and allocations paid regularly by the government or any other
entity, including compensation of employees, child benefits, and transfers
made by other family providers. Additionally, family income also includes
study fellowship payments, benefits and losses of business of the
householder or one of the family members, revenues from personal
investment or from investment in companies, etc.

Net income, however, is the total income after calculating and deducting
income tax, and sometimes called "Disposable Income". It is noteworthy
that monetary aids received by the family from other families are not to be
calculated as part of income of the transferring families, but rather the
family receiving such aids.

Likewise, monetary aids extended by the family to other families are to be
deducted from the income of the granting family. Thereupon, the net
income equation shall be as follows:

Net income = total income - income tax

Meanwhile, negative income represents losses incurred by businesses
owned or managed by the head of the household usually when operating
costs and depreciation allocations exceed the total revenues generated.

9-Avoiding Spending Habits :

Identifying and studying reasons for family's spending and devising the
plans necessary for addressing the same will help the family establishing a
correct outlay of budgeting, to direct its income towards the essential and
beneficial expenditure items and to avoid unwanted squandering and
extravagance.

Spending habits includes the following:

e Taking out loans and investing the same, or having a loan to pay
another debt.
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e Considering loans as grants rather than additional burdens payable in
the future.

e Indifference towards planning and budgeting, and consequently
missing the benefits of expenditure lists as an evidence for family's
spending behaviors.

e Resorting to installment systems.

e Inability to differentiate between essential and luxurious commodities
and services.

e Lack of thinking about results of squandering and random spending
of money, especially in family used to squander.

e Competition between the two spouses to have more purchases,
instead of cooperating together to shoulder family's financial
burdens.

e Complying with children wishes and requirements, especially with
respect to games, ready-made meals, etc.

e Going frequently to markets and not having a weekly schedule for
shopping.

e Not involving family members in spending decisions and
consequently they fail to act responsibly while spending money and
to recognize the difficulty of procuring money necessary for such
expenditures.

e Family's weak desire for saving.

e Lack of family's future goals for promoting its standard.

e Failure to follow up and identify expenditure patterns and to diagnose
objects depleting family's income.

e Extensive use of credit card for shopping.

e Viewing budgeting as no more than a general guide rather than an
important document that must be complied with.

e Considering budgeting as a fixed document, even if family conditions
change and or urgent needs for changing some budgetary items
arises.

e Not fixing and repairing some appliances and tools in the house, even
though it can be easily prepared.

e Non-use of books in public libraries and purchasing the same from
markets.

e Non-use of free services provided by the different entities.

e Adhering to bad habits depleting considerable expenditure, such as
smoking and the like.

e Allowing the occurrence of occasions depleting a great part of the
family budgeting without planning and calculating requirements of
such occasions within reasonable limits.

e Purchasing commodities from markets for just being offered in
promotions, clearance sale, etc.

e Accompanying extravagant friends who eagerly seek to overburden
family members with more purchases to serve their own interests
and desires. This also applies to relationships with extravagant
families.
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10- Simple plan for reducing shopping costs:
In order for the family to regulate its shopping, it is necessary to have the
simple shopping plan summarized as follows:

Determining one day in the week for shopping, and mostly by the
weekend.

Using cash money and not other easy payment means.

Determining the amount to be dispensed and complying therewith.
Preparing a list of commodities and services to be purchased.
Preparing a list for purchasing priorities

Cancelling or delaying purchase of Iluxurious and unessential
commodities.

Benefiting from real offers and discounts while purchasing essential
commodities and services.

Reviewing price lists and selecting low-priced and high quality
commodities and services.

11- Rescheduling debts:
Having the necessary means for scheduling debts and reducing its negative
impacts based on the following plan:

Seeking seriously and strictly to resort to loans only in extreme
emergency cases.

Calculating all debts payable by the family at the present time.

Not to take out any further loans.

Determining all creditors as well as details of debts.

Scheduling such debts according to its maturity dates and interests.
Drawing up a plan for settling such debts according to its priorities.
The following schedule helps families developing plans for repaying
debts to the different creditors:

Debt repayment schedule in order of priority for the year..........

Credi
tor

Debt repayments during the year

Debt repayment in order of priority

Total Total of
Anr:to . gfn'(ljc;ubrg Payable | Deferrable deferrable
Debt bl to a later to the next
c Fre 3/4|15(6]7(8|9]1 1 )12 time during year
during 0|1 the year
the year

Total
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Family debts status

S Proportion of debts to net income

Situation

Less than 15%

Affordable debt that can be settled in the future

15 - 20/%

Extended debt

21- 30 %

Extremely extended debt

More than 30%

The family is in a critical financial situation that needs to be

immediately addressed

While dealing with savings and debts as proportions of the net income, it is
advisable to follow the following recommendations:

Savings or investment should be no less than 5% of the net income.
Debt repayment should not exceed 15% of the net income.
Real estate installments should not exceed 25% of the net income.

12- Saving benefits:

Controlling revenues and identifying expenditure patterns in order to
avoid income depletion.

Urging the family to seriously think about objects necessary for its
future and consequently have a clear image about the future.
Encouraging the family to increase its income as growing its savings
will make it happier and constantly motivated to have more savings.
Protecting the family from critical financial situations, where financial
burdens can be relieved through savings.

Helping the family improving its standard of living in a preplanned
progressive manner achieving future happiness.

13- Procedures facilitating saving plan:

Start saving today instead of tomorrow, even in very small amounts.
Determining and regularly renewing saving objectives.

Depositing in the saving account regularly and not attaching the
same to circumstances.

Increasing saving amount annually or whenever possible.
Transferring saving amount directly from bank account or from
payroll.

Involving all family members, especially children, in depositing in
saving account even in small amounts.

Finding new investments for family savings to secure additional
benefits.

14- Means for maintaining saving account:

Determining a minimum limit of saving that can never be disposed of,
say 10% of income.

Not to withdraw from saving account, except in stringent necessities
and within limits.
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e Following up saving account in the bank and monitoring growth
therein.

e Depositing any additional amounts whenever available in the saving
account, in addition to regular deposits.

15-Diversified saving accounts:

In order to encourage the family to save, to grow saving account and to
have more saving options, it is advisable to have the following saving
accounts in addition to the normal saving account: Retirement saving
account, education saving account and emergency saving account.

16- Investment options:
In order to determine investment opportunities, it is necessary to compare

between a numbers of options associated with such opportunities, such as:

Low risk High risk
Low revenue High revenue
Low growth in capital Considerable growth in
capital
High reserve capital Low reserve capital
Short term payment Long term payment
Taxable Non taxable
Low costs and fees High costs and fees
Requires no or minimum Requires great management
management
Conformist Intrusive

While the family is drawing a mark (of approval) by every choice suitable for
its capabilities, the correct choice can only be adopted through studying all
marked choices.

17-Recommendations before starting any investment:

e Raising family's awareness in field of financial management.

e Economizing living costs to deposit the required amounts into the
saving account.

e Preparing a simple annual closing account including cash flow and low
returns.

e Opening an emergency account for facing unexpected circumstances.

e Auditing taxes payable and finding lawful solutions for reducing its
burdens.

e Having clear financial objectives for investment, being on the short,
medium or long term.
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e Auditing family's spending and saving accounts to address any
deficiencies or failures therein.

18- Steps for preparing family budgeting:

Step One: Determining the amount of monthly income as follows:

Total amount of family incomes

Sr. Member name (1) Monthly Annual income
income (2) (2)x12

1 Head of the household

2 Wife

3 Family member

4 Family member

51 L etc.

6 | Total amount of family incomes

Step Two: - calculating the actual amount of monthly expenditure through
recording all daily expenses on a pocket card and then writing down
contents of the daily card into the monthly card as follows:

Commodity | Item | Cost | Commodity Item Cost
or service no. or service no.
Total
Monthly expenditure card

D Food Cloths Housing Furniture Health 05 Transport Cultural activity Education Hotels Others Transferred Total

01 02 03 04 06 07 08 09 10 11
1
2
3
4
5
6
7

Step Three: - Comparing income with expenditure

The family should be keen to achieve the simple equation that expenses
should be less than or equal to income:

Income ¢ Expenditure
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Step Four:-Having Options
One of the most effective means is that the family adopts one, more or all
of the following options:

1- Reducing expenses

2- Preventing income outflow
3- Increasing income.

4- Growing savings.

5- Deuvising a follow- up plan.

Step five: Defining family objectives as follows:

Short-run_objectives: Including objectives that the family is willing to
attain in the next year, such as replacing the refrigerator, air conditioner,
cooker, furniture, etc.

Long-run objectives: Including all objectives that the family is willing to
reach in the far future and that requires considerable savings, such as
building a house, saving money for children education at a later stage,
saving for retirement time, etc.

Any objective to be established by the family should have the following
characteristics:

- Realistic, specific, measurable, written in plain and intelligible language,
attainable, in harmony with other family objectives and motivational through
making an essential change in the life of the family.

Step Six: Preparing the budget according to the following recommendations:

e Changing the view perceived about the budget as it is a statement of
expenditures, revenues and savings at the same time.

e Affirming that budgeting increases family incomes.

e Being alert to spending enticements, such as advertisements,
promotional discounts and other promotions that lead to more
expenditure.

e Not expanding expenditure in case of any additional incomes, but
rather directing the same towards savings.

e Delaying purchases till considering its importance and benefits and
then taking a rational choice to purchase.

e Adhering to objectives set by the family for its budgeting.

e Drawing up a limit for all expenses and not exceeding such limit.

e Not having cash money in hand that motivates the family to spend.
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e Scheduling expenses and abiding thereby while being flexible in some
purchases.

e Having and maintaining a detailed plan for income and savings.

e Determining payable financial obligations and having a repayment

plan.

e Allocating expenses for emergency situations and saving the same.

Step Seven: Drawing up the budget without going into detail with respect to
expenditure items as indicated in the appendix. However, it might be
suitable to use the key items while leaving the family to add any additional
items serving its purpose.

Family spending plan for the year...............

Actual Preplanned Difference Preplanned Preplanned
Key monthly monthly between actual | Reasons for monthly annual
item Commaodity or spending spending and preplanned | difference spending spending
service (1) 2) spending 4) (Rate) (5) x12
3 (5 (6)
1 Food, beverages
and tobacco
2 Cloths and footwear
3 Housing, water,
electricity, fuel
4 Furniture, home
furnishings, maids
5 Health care services
6 Transport
7 cultural,
entertainment and
amusement
activities
8 Education
9 Hotels, cafes and
tourist restaurants
10 Different
commodities and
services
11 Transfer payments

Total

Step Eight: Indicating final spending figures while using the following
standardized budgeting:
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Annual budgeting based on standardized budgeting

of a number of families

Key preplanned Final
item Commodities and services annual annual
spending spending
%

1 Food and beverages costs 15 | -
2 Cloths and footwear 4 | -
3 Housing, water, electricity, fuel 30 | ------
4 Furniture, home furnishings, maids 2.
5 Health care services 5 | -
6 Transport 14 | -
7 cultural and entertainment expenses 5 | -
8 Education 4 | -
9 Hotels, cafes and tourist restaurants 3
10 Different commodities and services 12 | -
11 Transfer payments 6 | -
12 Total 100 |  --—---

Step Nine: Calculating annual debts of the family

Step Ten: Proposing income estimations
Step Eleven: Calculating amount of income: From the budgeting schedule

above, the family can have the following budgetary equations:

Spending + costs + investment = Income ... (1)
Or
Spending = Income - (Savings + investment) ... (2)

19- Following up and evaluating family budgeting:

Having a good and correct family budgeting is not enough, but rather
proper application of such budgeting should be followed up to obtain its
benefits, where spending process and income resources can be identified
through budgetary follow up. Assessing, however, is the process of
identifying such benefits and results as well as the extent to which the
budgeting has achieved its determined objectives.
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