How to Prioritize Lump Sum Spending When the Amount is Small
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When the lump sum isn’t enough to cover everything you need to do on your list, prioritization
is key. Here's a simple method to help you manage your finances:

1. Assess Your Financial Situation
First, look at your current financial picture:
o Do you have savings?
o Are there high-interest debts?
o Are you behind on any essential payments like rent or utilities?
Action: List your immediate financial needs to see where gaps exist.
2. Rank Based on Urgency
Break your goals into categories:
o Essential Needs: Emergency savings, overdue bills, or debt.
o Long-Term Benefits: Retirement, investments, or education.
o Non-Essentials: Treating yourself or home improvements.
Action: Rank them from most to least urgent. Immediate needs like debt
repayment or emergency savings often take priority over long-term investments or
personal treats.
3. Consider Long-Term Impact
Think about which actions will benefit your financial health in the long run. For example,
paying off debt saves you money on interest, while investing early boosts retirement
savings.
Action: Choose the actions that give the greatest financial advantage, even if they require
short-term sacrifice.
4. Split the Lump Sum Proportionately
You don’t have to choose one thing exclusively. A portion can go toward urgent needs,
another toward long-term goals, and a small part for enjoyment.
Action: Use a 50-30-20 rule:
o 50% for pressing needs (e.g., emergency fund or debt).
o 30% for long-term goals (e.g., retirement or investing).
o 20% for personal enjoyment (e.g., treat yourself).
5. Future-Proof Your Decisions
Ask yourself, “Which decision will I thank myself for in a year?”” Sometimes a decision
that brings short-term relief (like buying something fun) can be less beneficial than one
that sets you up for financial peace later (like savings or debt reduction).
Action: Choose at least one action that secures your future (e.g., saving or investing) and
one that brings immediate peace of mind.

By thinking through the urgency, long-term impact, and balancing needs and wants, it becomes
easier to prioritize how to use the lump sum wisely.
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