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What is a crisis budget?
We all know the importance of having a household budget in 
place to help us maintain control of where our money is going. 
But, what if a sudden fi nancial crisis were to hit? Would you be 
prepared? Would you be able to meet your budget obliga  ons 
on a reduced income? Unfortunately, you never know when a 
crisis will hit. Layoff s, over  me reduc  ons, or the death of a 
spouse can happen without much warning, so having a Plan B 
in place before a crisis hits can help you to con  nue to meet 
your obliga  ons as you get back on your feet.

A crisis budget is diff erent from a typical household budget 
because it helps you iden  fy the items on your budget that 
are essen  al and those that are not. When an event happens 
in your life that dras  cally aff ects your fi nances you’ll need 
to make certain adjustments to your spending lifestyle in 
order to be able to stay afl oat un  l things are back to normal 
for you. Too o  en, people faced with a fi nancial crisis fail to 
make appropriate adjustments to their lifestyle and end up 
being unable to meet their primary obliga  ons, such as their 
mortgage or rent payments, which should actually be your 
top priority. For example, if you’ve lost your job and have no 
immediate opportuni  es to supplement that income, do you 
really need cable television to survive? Do you really need to 
go out to dinner? The answer, of course, is no! You do not need 
those things, you want them. That’s the basic idea behind a 
crisis budget – iden  fying those budget items that you need 
and those that you want, and focusing only on the necessi  es. 
A  er all, what good is cable if you don’t have a home to watch 
it in? 

It’s important to understand that these changes that need to 
be made are probably not permanent. Understanding this will 
make it easier to cut expenses out of your life if you know that 
you will be able to bring them back into your lifestyle once 
your fi nances are in a be  er condi  on.
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How am I supposed to cut more out of my budget than I 
already have?
For some, crea  ng and commi   ng to a budget at all is a 
diffi  cult enough task to accomplish, so it’s understandable 
that the thought of an even stricter “crisis” budget might 
seem impossible. Again, you have to remember that these 
extra budget cuts are temporary. Think about the things you 
spend money on right now that you can live without for a 
few months (or however long you foresee your fi nancial 
state to remain in trouble) and cut them out of your budget. 
Things that are needs can stay, while things that are wants 
should be removed un  l you’re fi nancially ready to pay for 
them again. We can some  mes be clouded by what we think 
we need, simply because we’re used to having it. If you’re 
unsure if you need something or not, cut it out anyway. If 
you’re able to func  on day-to-day without it, chances are 
it isn’t needed. Here are some examples of basic needs and 
wants to help you decide:

Needs:
• Rent/Mortgage
• U  lity Bills
• Groceries
• Gas for car
• Insurance

Wants:
• Cable TV – Check out our ar  cle on Cu   ng the Cord 

on Cable TV!
• Dinners out
• Movie  ckets
• Hair/Cosme  c
• Expensive cell phone data plan

Too oft en, people faced with 
a fi nancial crisis fail to make 
appropriate adjustments to their 
lifestyle and end up being unable 
to meet their primary obligations
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How do I create a crisis budget?
First of all, it’s a good idea to create a crisis budget for each 
possible scenario, because each scenario will result in diff erent 
sets of circumstances and, therefore, diff erent outcomes. 
Hopefully, you’ve already created your monthly household 
budget and, in doing so, have gone through the exercise on 
journalizing your expenses. If not, please take some  me to 
read our ar  cle on Crea  ng a Budget. We’ll assume that you’ve 
gone through the journalizing exercises and have created 
your normal household budget. We’ll further assume that in 
crea  ng your household budget, that you’ve also cut back on 
extraneous expenses and that your expenses do not exceed 
your income. This is a good place to start. 

Once your regular monthly budget is in place, you can start 
pu   ng together your crisis budget. In order to create your 
crisis budget, you’ll need to start by categorizing your budget 
items as “wants” and “needs”. Remember, this is a budget that 
will only be used in an extreme fi nancial crisis and your goal 
through this crisis is to survive without losing the things most 
important to you. 

Once you determine what your needs are, you’ll now have to 
try to determine what your income will be, if this crisis budget is 
for a scenario for a loss of income. If you’re laid off , will you get 
a severance package? Will you be eligible for unemployment? If 
so, how much will these benefi ts pay you? A good place to start 
with regard to income is to re-do your budget as if you had half 
of your income available. Imagine your spouse lost their job, 
or you have an enormous hospital bill to pay a  er an accident. 
Surprises happen in life and not all of them are posi  ve. Make 
your crisis budget as extreme as you think it needs to be.

If you fi nd yourself spending an exorbitant amount of money 
on something that isn’t essen  al to your daily life, and would 

bring your expenses down signifi cantly, then you should 
remove it from your crisis budget. Spending $200 on a data 
plan for your smart phone? Switch your plan to a cheaper 
phone and remember to use less data during the day. Is your 
grocery bill holding you back from ge   ng out of the red? A 
study conducted by Consumer Reports found that, by fi lling 
your grocery cart with generic brand items, you could save 
yourself up to 30% on your grocery bill. Afraid of what generic 
brands contain? Generic items are typically iden  cal once 
you ignore the famous label. In fact, some companies have 
even taken to crea  ng their own generic items to save money 
without risking the taste and quality of their product.
Here are some examples of a typical budget for a two income 
family compared to a crisis budget that might be required 
should you suddenly lose one of those incomes.
 
How do I prepare my kids for a fi nancial crisis?
Explain to your kids, in terms they can understand, what 
the problem is and how you plan to fi x it. If you a  empt to 
hide what’s really going on, they will only assume the worst. 
Chances are, if you haven’t explained what’s going on yet, 
your kids already know something is wrong. They don’t 
know the specifi cs of what’s wrong, but they already sense a 
diff erence…and they know it’s not a good one. By explaining 
it to them, even in the simplest of terms, you can put their 
young minds at ease and prevent them from worrying 
needlessly.

Want to know a way to take control of your fi nancial crisis? 
Use it to your advantage. Turn that crisis into a teachable 
moment and teach your kids the events that led up to your 
current situa  on. Spend too much on your credit cards and 
now you’re having trouble paying off  your bills? Teach the 
importance of credit cards and what they should truly be 
used for. Don’t have enough money at the end of the month? 
Explain the importance of star  ng, and s  cking to, a monthly 
budget.

Remember, this is a budget that 
will only be used in an extreme 
fi nancial crisis and your goal 
through this crisis is to survive 
without losing the things most 
important to you. 
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To most children, money seems to grow on trees. They have 
a vague understanding of how their parents get them food, 
clothing and toys. It seems to a child as though people just 
go to the store, get what they want, and leave. So, whose 
responsibility is it to teach them how to handle money? Parents 
hold the weight of that lesson, and it’s an important one! 
Without the proper educa  on in dealing with money, children 
of today are at risk of becoming fi nancially irresponsible in the 
future. The important lessons about money that you need to 
teach your children may seem basic to you at fi rst, but they 
need to be explained in depth to your children to make sure 
they know all they need to know to get by in the world. It’s 
never too young to start.

What is money and what does it do?
Does your child understand that money is used to get “stuff ”? 
Are they asking ques  ons about money and what it does? If 
your answer is yes, then chances are they’re ready to learn 
more about it. The best  me to start this type of explana  on is 
around the age of three. Children tend to no  ce their parents 
at the store and see them handing the cashier money before 
they can get their things. Ques  ons about “what is that?” or 
“what does that do?” start rolling in at a young age and it’s 
important to take advantage of these teachable moments 
and start with explaining to them that, in order to get food 
and toys and clothes for the family, you have to give the store 
money fi rst.

It’s especially important at a young age to teach children 
about money using the real thing. Present your child with one 
of each coin and bill (the bills don’t need to go above $1 at 
fi rst). Prac  ce going over the sizes, values, and have them do 
simple math if they’re old enough to do those calcula  ons. 

Learning to recognize each coin and what it does from a very 
young age is the most basic lesson in learning how to manage 
money, but it provides the founda  on needed to understand 
how it all works.

How do you get money?
So, now that your child understands what money is, you need 
to teach them that it doesn’t “grow on trees.” Explain to them 
that, when you go to work, you do a special job that you get 
money for. This part of the lesson is the perfect  me to introduce 
an allowance. You can either give them a few dollars per week 
to prac  ce coun  ng and saving or you can give them a specifi c 
job to do around the house to “earn” their own money. We 
don’t suggest making this chore something that they normally 
do, such as making their bed or cleaning their room. Carefully 
choose something that your child is able to do, depending on 
their age, but would not necessarily choose to do on their own 
(ex: set table, walk dog, wash car, etc.) and “pay” them for that 
job. This way, they get to see that, when they do their special 
job, they can earn money of their very own.

How to shop savvy
When your child fi rst begins to earn their own money, let them 
choose how to spend it. Take them to the store with you with 
$5 in their pocket so they can see what that $5 will buy them. 
When they see that shiny toy they’ve been eyeing and ask you 
if they have enough money, be honest. This is a lesson they 
need to learn - just because they have a li  le bit of money, 
doesn’t mean they need to spend it right away. This small act 
of wai  ng for a few weeks to save up enough money will teach 
them so much in the ways of fi nancial responsibility.

A trip to the grocery store is an excellent tool in teaching your 
child how far money goes when you are buying things. This 
should be a special learning shopping trip for just a few things 
so they can grasp the idea be  er. Make a list of all the food 
you’re planning to make for dinner that night, have a budget, 

Without the proper education 
in dealing with money, children 
of today are at risk of becoming 
fi nancially irresponsible in the 
future.
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and have your child help you add up the prices of everything 
you need to buy. This will help them learn that they need to 
plan for what they buy; otherwise they might not have the 
money to pay for it.

Needs vs. Wants
“I need it!” is a phrase many children u  er at a very young 
age. Everything they want becomes a need and it’s completely 
logical in their minds to say that they “need” a piece of 
chocolate. According to a child, they DO need that chocolate, 
so it doesn’t make sense to them why they wouldn’t buy it. 
Teaching your child the diff erence between needs and wants 
is not going to be an easy task. The best way to do this lesson is 
to prac  ce while out shopping with your child. At the grocery 
store, show them a gallon of milk (need) and a box of their 
favorite cookies (want) and ask “Which one of this do you 
need to make you healthy?” Eventually they will learn the 
diff erence between things they want because they like them 
and things they need because they are important.

A harder aspect of the needs vs. want lesson is going to be 
understanding that there are some things that cost money 
that we don’t even think about on a daily basis, such as water, 
heat, etc. Those things cost money and are easy to forget as 
an adult that they aren’t free, so it can be diffi  cult for a child 
to grasp this concept. Growing up, most children are always 
warm, always have enough light to see their toys in their 
room, and are always si   ng in a warm bubble bath. They’re 
raised with these things and have no reason to believe that 
they aren’t free or that not everyone is able to aff ord them. 
Bankrate.com suggests explaining these u  lity bills to your 
child and asking them how they think your family could spend 

less on them. For instance, a child might suggest turning lights 
off  when they aren’t using them to save money on electricity.

Borrowing Money (Debt and Credit)
Once your child can grasp the idea of spending and saving 
money, and they’ve begun to manage a li  le bit of their own 
money (either through allowance or extra jobs around the 
house), you can begin to introduce the idea of borrowing 
money. Next  me you’re out at a store and they fi nd something 
that they want to buy but do not have their money with them, 
tell them you will buy the toy for them as long as they pay you 
back when you get home. This can be a very good teachable 
moment to talk about short term loans. Upon returning home, 
remind them of their debt and have them pay you the exact 
amount of the toy so that they can see actual money was spent 
when they borrowed from you.

If, when you return home with the item they purchased on 
credit, they don’t have enough money, have them pay you 
what they do have. With the remaining balance, have them 
write an IOU and take it out of their following allowances un  l 
the debt is repaid. This recurring deduc  on un  l their debt is 
paid off  will help them understand what it is like to owe money 
of a long period of  me.

We know you may s  ll be on the search for other opinions 
and ideas when teaching your children about money and we 
don’t blame you! That’s why we’ve compiled a collec  on of 
educa  onal and helpful “pins” on our pinterest page for you to 
browse through! Click here to check it out! 
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By the  me you’ve reached your thir  es, you’ve probably hit a 
few milestones. Chances are that you have found your career 
path, you are no longer in school, and you may have a family 
of your own. The fi rst and most important step to re  rement 
planning is to establish a budget that allows you not only to 
handle your expenses, but also to save money (See “Crea  ng 
a Budget”). It is not diffi  cult to set up a workable budget, but 
it can be a challenge to s  ck to it. Budge  ng does take some 
discipline on your part. It is very important to keep away from 
wasteful spending and put your eff ort into crea  ng a fi nancial 
cushion for yourself. Without a cushion, it is almost impossible 
to save for re  rement.

Once you have been able to establish a budget and save some 
money, the next step is to increase the amount of money 
you contribute to your re  rement accounts, par  cularly 
to your 401(k) plan. It is generally recommended that you 
start contribu  ng at least ten percent of your income, more 
if possible. Now is a good  me to examine your investment 
alloca  ons, but you s  ll want to stay on the aggressive side. At 
this age, you are s  ll in the wealth accumula  on mode, so it is 
a good idea to strive for higher returns.

If your fi nancial situa  on is more stable than it was when you 
were in your twen  es, it is o  en advised that you think about 
buying a home. A house can be a tremendous fi nancial asset. 
You will gain the following benefi ts with home ownership:

• Over  me, houses tend to increase in value. Like any other 
investment, an increase in the value of your home will 
increase your overall net worth. Keep in mind that home 
prices do not always go up. Real estate is subject to market 
forces like any other investment.

• If you buy your home with a mortgage, like most of us 
do, you will build equity in the home. Equity is the value 
of the home minus your mortgage balance. The equity is 
essen  ally the share of the house that you own. As you 
pay the mortgage down, your equity increases. If you are 
lucky enough to buy a home without a mortgage, the 

en  re value of the home is yours. The point is that you 
will own a tangible, valuable asset that can be drawn 
upon when needed.

• A por  on of the interest in a mortgage is tax-deduc  ble. 
Unfortunately you cannot deduct ALL the interest. The 
amount you are allowed to deduct depends on your 
income tax bracket, but a tax break of any kind keeps 
money in your pocket.

• Homeowners o  en get be  er insurance rates. Many 
insurance companies off er package deals that combine 
auto and homeowner’s insurance at good discounts.

• Owning a home gives you the op  on to take a reverse 
mortgage to supplement your re  rement income a  er 
the age of 63. See “Reverse Mortgage Basics” for more 
details.
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Now is a good time to examine 
your investment allocations, 
but you still want to stay on the 
aggressive side.

It is very important to keep away 
from wasteful spending and put 
your eff ort into creating a fi nancial 
cushion for yourself. Without a 
cushion, it is almost impossible to 
save for retirement.
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Cambridge is more than just credit counseling. We’re striving to reach each 
consumer on a personal level by increasing our online resources. Th rough 
our implementation of social media, we fi nd that we are able to connect with 
individuals in a way that creates an engaging personal fi nance education 
experience.




