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1 of 16 - Welcome
Welcome to this session on managing money in the real world. In this session we will cover the following areas:
· Comparing the hours worked to wage per hour
· Making sense of the units when comparing prices
· Choosing a job and working out the pay per week
· Planning your household budget and savings
2 of 16 – Daily gross income
It is an unfortunate part of life that before we start spending our money, we first have to earn it. In the UK, every employer is required to pay at least the minimum wage as published by the government each April.
Current rates for the National Minimum Wage:
Under 18 = £4.05
18 to 20 = £5.60
21 to 24 = £7.05
25 and over = £7.50
The minimum wage is paid for every hour the employee works.
For example:
If you are over 25 years of age and you work 8 hours a day, your earnings per day will be:
· 8 hours multiplied by £7.50 per hour = £60 per day
3 of 16 – Monthly and annual gross income
Since we now know how to calculate the daily gross income, it is easy to calculate our salary per month and per annum.
Monthly gross income calculation:
If your earnings are £60 per day then your weekly earnings will be:
£60 per day for 5 working days per week = £300 per week
Annual gross income calculation:
If your earnings are £300 per week then your monthly and annual earnings will be:
£300 per week for 4 weeks per month = £1200 per month
£300 per week for 52 weeks per annum = £15,600 per annum (per year)
4 of 16 – Gross income versus Net income
Gross income is the amount of money that the employer pays to you. Unfortunately, you do not receive the full amount.
There are a number of deductions that occur before you receive any money in your account. Employers are responsible for calculating the appropriate deductions from your Gross income and paying your Net income by bank transfer to your personal bank account.
What employer 
5 of 16 – Pay deductions
There are various deductions that may occur to your gross income. The two main deductions that apply to all workers are the following:
Every worker has to pay income tax by law if his/her income is above a certain amount.
· The basic personal allowance in the UK is £11,000 and it can change depending on your circumstances. 
· If your gross income is below £11,000, then it is tax free. You do not pay tax.
All employees have to pay the national insurance contribution. 
· This deduction occurs only if the weekly earnings are above £155.
· The contribution is equal to 12% of the earnings exceeding that limit.
For example, if you earn £200 a week then your NI contribution will be 12% of £45.
6 of 16 – Example 1
Megan is 19 years old. She recently left college and is looking for part time work so she can continue with her studies at university.  Megan has been offered two positions.  Let’s decide which job pays more money.
Megan’s Income Tax Personal Allowance is £11,000 per annum.
She will only pay 12% NI contributions on her earnings over £155 a week.
1. Cleaner needed for bank offices - 4 hours a day for 5 days a week at £35 per day
2. Sales assistant needed for clothing retailer for 16 hours per week at national minimum wage
Cleaner:
· 5 days multiplied by £35.00 per hour = £175 per week  
· £175 per week multiplied by 52 weeks = £9,100.00 per annum
· This means she will pay no Income Tax on her earnings because they are less than £11,000 but she will have to pay 12% NI because her earnings are more than £155 a week.
· Amount exceeding minimum earning per week: £175 minus £155 = £20   
· NI contributions: 12% of £20 = £2.40 per week
· Income after deduction: £175 minus £2.40 = £172.60 per week
Sales assistant:
· 16 hours multiplied by £5.60 per hour = £89.60 per week  
· £89.60 per week multiplied by 52 weeks = £4,659.20 per annum  
· This means she will pay no Income Tax on her earnings because they are not over £11,000 per annum and no NI contributions because her earnings are less than £155 per week.
7 of 16 – Example 2
Patrick is a stay at home father.  His youngest child has just started school and he is looking to return to work.  His old employer has offered him a position with the company working a flexible 30 hour week.  They are offering to pay him £10.75 an hour. How much will Patrick's weekly net income be?
Income tax deductions:
· Offered gross income by the employer: 30 hours per week at £10.75 per hour. Weekly gross income = £322.50.
· Tax free annual income: annual income = £11,000. £11,000 divided by 52 weeks = £211.54 weekly gross income. 
· Taxable income at 20%: £322.50 - £211.54 = £110.96. 20% of £110.96 = £22.19. 
National insurance contributions:
· No contributions for first £155 earned per week
· National insurance at 12%: £322.50 minus £155 = £167.50. 12% of £167.50 = £20.10. 
Net income calculation:
· £322.50 gross income minus £22.19 TAX minus £20.10 NI = £280.21 Net income per week.
8 of 16 – Question 1
Russel works as a sound engineer at a local production company. His basic rate of pay is £8 per hour for 44 hours per week. He is paid for 52 weeks a year. Russel sees an advert from another company. He wants the job with the best basic pay. Which job has the best basic pay per week?
1. Sound engineer – basic pay £8 per hour, 44 hours per week
2. TV engineer – basic pay £19,500 per annum, 44 hours per week
Answer:
Sound engineer - £8 multiplied by 44 hours = £352 per week
TV engineer - £19,500 divided by 52 weeks = £375 per week
The best job is the TV engineer. 
9 of 16 – Budgeting
What is budgeting? In simple words, budgeting is creating a plan on how to spend the money that you earn. Budgeting helps you control your expenses so that you do not spend more money than you earn.
We usually tend to spend more than we earn. If your income is not enough to cover everything you would like to do, then budgeting can be a great tool to prioritize your expenses and spend your income on the most important things.
Budgeting is also important because it helps you track your expenses so that you can make adjustments in the future, plan holidays, make purchases or increase your savings. 
1. Work out your income
If you are employed, receive a pension or benefits and have a regular monthly income, this is relatively easy to work out by taking your monthly income and subtracting any deductions, taxes and pension payments.
If you are self-employed, or you receive an hourly rate depending on how much you work, then this is harder to work out. Probably the best way to do it is to look back at your monthly income over the last six months and take an average. 
If you are a student who receives a payment on a term by term basis, usually in the form of a student loan, then you need to do your budget on a termly basis, rather than monthly.
2. Work out your essential expenditure on fixed priced items
This should include any unavoidable fees, bills and loan repayments such as your rent or mortgage payments, council tax, electricity and gas bills, water bills, phone, broadband and other utilities. Also, any insurance that is paid monthly, for example, buildings, contents or car insurance. 
You will also need to include any annual payments such as road tax, service costs and MOT, all of which tend to fall due at the same time and can be expensive. It makes sense to divide these by 12 and set aside that amount each month to cover the yearly cost. If you can’t remember the precise amounts, check your bank statements as they will include direct debits and regular payments you pay as well as one-off amounts. Do not be tempted to guess.
3. Work out your essential expenditure on non-fixed price items
This should include food, travel and/or commuting expenses and items such as cosmetics and clothes. Don’t be tempted to guess. You will normally underestimate how much you spend. Instead, look back at your food and household bills for the last few months. Although this may not be exact, they should give you a reasonable idea of your average monthly expenditure on food and household items like laundry detergent and other cleaning products. 
Ensure you compare over several months and check whether any month was particularly expensive. If so, why? Should you disregard it, or did you stock up on lots of essential items that you only buy every six months? If that is the case, you should always include that month. If in doubt, make sure your monthly non-fixed expenditure is budgeted higher than you expect.
4. Subtract your monthly essential expenditure from your monthly income
Usually, the outcome is positive which means you earn enough money to cover your outgoings. But, should the outcome be negative, you would need to look into either earning more money or spending less than you are already doing.
5. Set aside a sum for contingencies
Unexpected repair bills or higher than average heating/phone bills can upset your planning. It is therefore essential to set aside a contingency fund. 
The amount of your contingency fund will vary depending on the difference between essential spend and income. You should set aside as much as you can afford to and put it into an instant access savings account that pays a good rate of interest so that in an emergency, you can gain access to funds quickly.
6. Work out your discretionary spending amount
This is the amount that is remaining at the end and is what you have available to spend on other things. This could be hobbies, luxuries or a holiday fund. If there’s nothing left, then you have no budget for discretionary spending.
10 of 16 – Question 2
Saud is buying her first home. She makes a list of the costs:
· House = £112,500
· Solicitor = £594
· Bank fee = £795
· Legal searches = £207.70
How much will it cost to buy the house? Saud has £29,300 in her savings account which she is going to use as a deposit for her mortgage. The mortgage lender requires 25% of the house price as a deposit. Does Saud have enough money in her savings account to pay the deposit?
Answer: Yes.
Cost to buy the house = £112,500 plus £594 plus £795 plus £207.70 = £114,096.70.
25% of £114,096.70 is: 114,096.70 multiplied by 0.25 = £28,524     
£29,300 minus £28,524 = £776 left in her account after paying the deposit.
11 of 16 – Question 3
Mike and Tina want to buy a new van for their catering business. The garage offers them two different deals:
1. Cash deal – pay £11,997 upfront
2. Pay monthly deal (loan) – pay £410 per month for 36 months
How much interest will they have to pay if they take the deal where they pay monthly?
Hint: You can work out the interest rate they will be charged by using the equation below:
Loan deal minus cash deal, divided by the cash deal amount, multiplied by 100 to find percentage. 
Answer:
STEP 1:
How much Interest will they pay?
£410 multiplied by 36 months = £14,760
£14,760 minus £11,997 = £2,763 interest paid 
STEP 2:
Interest rate calculation:   
£2763 divided by £11,997 = 0.23
0.23 multiplied by 100 = 23% interest rate
12 of 16 – Cost of travel
Today we are more aware of our carbon footprint and our impact on the planet.  We are also conscious of the financial costs of the choices we make.
According to the 2011 Census the average distance travelled to work is 15km per day. 
There are different ways of commuting to work. The graph shows how you can estimate the time and money you need to spend based on your needs.
Finding a suitable way to travel can be beneficial when trying to balance your income and expenses. 
Average commuting distances:
The average distance commuted to work in England and Wales increased from 13.4 km in 2001 to 15.0 km in 2011. This is estimated using only workers making a regular commute between their enumeration address and their workplace address.
On average workers resident in the East of England (17 km) had the longest commutes while working residents in London had the shortest commutes (11 km).
In both 2001 and 2011, males commuted further than females. In 2001, 39% of males and 25% of females commuted more than 10 km. By 2011, the rates of commuting such distances had increased to 42% for males and 30% for females.
With the exception of those living in London, workers in managerial and professional occupations were more likely to commute 20 km or more. The difference with other occupation groups was not so noticeable for London residents, where skilled trade workers were most likely to commute 20 km or more.
Full-time workers commuted longer distances in 2011 than their part-time counterparts. While 55% of part-time workers commuted less than 5 km, 38% of full-time workers did the same.
13 of 16 – Question 4
Tianna and Colin want to take their 3 children to visit their grandmother in Gloucester. They need to buy train tickets for all the family. Tianna sees this offer in the local newspaper.
Tianna knows:
· Standard adult ticket £19 
· Standard child ticket £7.25
Tianna uses the Group Saver Offer: Any mix of adults and children – buy a standard ticket at half price for each of 4 people. Extra child tickets £1 each. 
She thinks she will save more than £20. Is Tianna correct?
Answer: She is correct.
Normal price: 
2 multiplied by £19 = £38 
3 multiplied by £7.25 = £21.75       
Cost of tickets: £38.00 plus £21.75 = £59.75
Group Saver Offer:  
£19.00 divided by 2 = £9.50 per adult
£9.50 multiplied by 2 adults = £19.00      
£7.25 divided by 2 = £3.625
£3.625 x 2 children = £7.25  
Extra child ticket = £1.00 
Group Saver Offer price:  £19.00 plus £7.25 plus £1.00 = £27.25       
TOTAL SAVINGS:  £59.75 minus £27.25 = £32.50
14 of 16 – Question 5
The UK currency is pounds and pence. When we trade or travel abroad we need to convert our currency into the currency of the country we are trading with or travelling to. Exchange rates can vary daily depending on the financial markets. 
1 pounds = 1.25 dollars
1 pound = 1.15 euros
Sarah sees the following designer handbag on the internet.  
Which of the two offers is the best value? 
1. Designer handbag – buy direct from the manufacturer for €237 with free post and packaging
2. Direct designer bags - $276 with free postage
Answer:
· €237 divided by €1.15 = £206.086 (round to £206.09) 
· $276 divided by $1.25 = £220.80         
It will be cheaper to buy the bag in Euros.
15 of 16 – Question 6
Liam is looking for a romantic getaway to celebrate his second wedding anniversary. He sees this offer on the internet: 
Trip to Portugal – hotel: 4 night stay in a twin double room, £296 per person, return flight £80 each
1 pound = 1.15 euros
The couple has €580 each for four days including hotels, flights and spending money.   
How much spending money will they have available?
Answer:
Hotel cost: £296 multiplied by 2 = £592
Converting to Euros: £592 multiplied by 1.15 = €680.80 
Flight cost: £80 multiplied by 2 = £160
Converting to Euros: £160 multiplied by 1.15 = €184 
Total cost in Euros: €680.80 plus €184 = €864.80
Final calculation:  €580 multiplied by 2 = €1160
€1160 minus €864.80 = €295.20 spending money
16 of 16 – End
Well done, you have completed this session on managing money in the real world. In this session, you have covered:
· Comparing the hours worked to wage per hour
· Making sense of the units when comparing prices
· Choosing a job and working out the pay per week
· Planning your household budget and savings
If you are unsure or have any questions about any of these topics, make a note and speak to your tutor for more help.

