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This technical documentation is an extension and supplement to the basic family budget 
calculator that is available on the Economic Policy Institute’s web site (www.epi.org).1 Basic 
family budgets are available for 434 areas: 385 metropolitan areas plus 49 rural calculations. The 
budgets were determined for six family types: one or two parents with one, two, or three 
children.  
 
The items that are included in the basic family budgets represent the necessary components for a 
family to adequately meet its needs: housing, food, child care, transportation, health care, other 
necessities, and taxes. How Much Is Enough: Basic Family Budgets for Working Families 
(Bernstein, Brocht and Spade-Aguilar 2000) provides a detailed discussion of conceptual issues 
in constructing basic needs budgets, and chapter IV of that publication gives detailed information 
on each budget item, including: the reason for its inclusion, what the literature says about how its 
cost should be determined, how various other family budget projects have incorporated the item, 
and the data sources available for measuring its cost.  
 
The focus of this technical documentation is to describe the methodological approach used to 
calculate the cost of each item. The working assumptions for each budget item are discussed, and 
the web site links to access the relevant information and data are provided. In several cases 
limited or missing data made a single data source insufficient or incomplete.  Instances in which 
it was necessary to obtain data outside of the main sources are explained in detail.  
 
 
Family budgets methodology  
 
Housing. Housing costs are based on the Department of Housing and Urban Development’s fair 
market rents (FMRs), which represent the 40th percentile rental cost (shelter rent plus utilities) 
for “privately owned, decent, [structurally] safe, and sanitary rental housing of a modest (non-
luxury) nature with suitable amenities” (Preamble 20052). FMRs for metropolitan statistical areas 
(MSA’s) are used for metropolitan areas, and an average (weighted by population) of FMRs for 
rural counties in each state is used for rural areas. FMRs cover only housing that has been 
recently rented and thus depict current rental prices. Two-bedroom apartments are assumed for 
families with one or two children, and rents for three-bedroom apartments are assumed for 
families with three children, based on HUD guidelines. Full data on FMR’s are available at the 
HUD website at, www.huduser.org/datasets/fmr.html. 
 
 
                                                 
1 The 2004 family budget calculator replaced the 1999 calculator. While the two budgets contain the same line items 
they are not directly comparable since outside sources used in the calculations of the budgets and there consistency 
is not in our control.  
2http://www.huduser.org/Datasets/FMR/FMR2005R/Revised_FY2005_FMR_Preamble.pdf
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Food. Food costs are based on the Department of Agriculture’s “Official USDA Food Plans: 
Cost of Food at Home at Four Levels” report. The USDA food plans represent the amount 
families need to spend to achieve nutritionally adequate diets.  We use the “low-cost plan,” 
which is the second lowest level calculated and represents a very basic diet that assumes almost 
all food will be prepared in the home The age groups used in this report are adult males and 
females ages 20-50 and children ages 3-5, 6-8, and 9-10. USDA food plans are available at 
http://www.usda.gov/cnpp/using3.html.  
 
Two additional details are important to note.  First, food cost estimates are the same for the 
whole nation (the Bureau of Labor Statistics found that food costs vary little by region; see 
Bernstein, et al. 2000).  Second, the USDA reports food costs on a monthly basis, so we 
determine family budget food costs by averaging food costs over a 12 month period after 
adjusting all costs to a constant dollar amount using the CPI-U food-at-home deflator.3  
 
 
Transportation. Transportation costs are based on the costs of owning and operating a car. We 
employ the National Travel Household Survey (NTHS) to derive the average cost of miles driven 
per month by size of the metropolitan statistical or rural area multiplied by the cost-per-mile. 
NTHS calculates average trip lengths for five MSA sizes and for areas not in an MSA.4 The data 
used in these calculations are available at: http://nhts.ornl.gov/2001/index.shtml. 
 
Transportation costs per mile are from the IRS cost-per-mile rate, which includes the cost of gas, 
insurance, vehicle registration fees, maintenance, and depreciation.  This cost can be found at: 
http://www.irs.gov/publications/p15b/ar02.html#d0e2427.  In 2004, it came to 40.5 cents/mile. 
 
Our calculation of transportation costs include only costs for non-social trips--i.e., work, school, 
church, and errands--for the first adult, and costs for work trips for the second adult. The formula 
we used to derive those transportation costs is: 
 
[(% work & non-social trips 1st adult)/100 * Average miles/month/MSA * (IRS cost/mile)]  
* [(% work trips 2nd adult)/100 * Average miles/month/MSA*(IRS cost/mile)]  
 
Under this system, transportation costs vary by the size of the MSA or rural area -- which falls 
into one of six categories-- and by the number of parents in the family--one or two parent 
families. So there are twelve total transportation calculations in our family budgets. The monthly 
costs by MSA size and family type are as follows: 
 

 Costs by family type 

MSA Size Single parent Two parents 
Less than 250,000 $274.80 $375.10 
250,000 to 499,999 239.40 323.60 

                                                 
3 The 12 month period used for the 2005 calculator was March 2004 to February 2005. Converting nominal dollars 
to real dollars is discussed in Appendix A. 
4 These six categories are exhaustive as reported by the NTHS. 
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500,000 to 999,999 271.70 386.80 
1 million to 2.9 million 255.40 358.10 
3 million or more 222.50 321.30 
Rural 312.60 420.30 

 
It is a fairly complicated procedure to get to the final cost calculations, as several NHTS data 
series are employed in the equation. A detailed analysis of the transportation cost calculations are 
in Appendix B of this paper.  Note that, in general, rural areas have higher transportation costs, 
and very large cities have the lowest such costs. 
 

Child care. Child care costs are calculated for each state, and within each state costs are 
differentiated between urban and rural areas based on family size. However, for each state only 
one specific urban and rural area is available. Costs are calculated for 4-year-olds in one-child 
families, one 4-year-old and one school-age child in two-child families, and a 4-year-old and two 
school-aged children in three-child families. For the most part, costs are based on “child care 
centers,” but when necessary, we use costs for “family child care centers”. 

Child care costs are based on the Children’s Defense Fund’s 2000 report “The High Cost of 
Child Care Puts Quality Care Out of Reach for Many Families,” which is available at 
(http://www.childrensdefense.org/earlychildhood/childcare/highcost.pdf).  It is scheduled to be 
updated mid-20055 at which time child care costs for the family budgets will also be updated. 
 
Tables A-2 (child care center costs for urban areas) and A-3 (child care center costs for rural 
areas) were the preferred tables used in this analysis, but Incomplete data in the CDF report 
made it necessary to employ other tables from the study as well. When Tables A-2 and A-3 alone 
were used, there were 11 states and the District of Columbia, or five scenarios total, where child 
care costs were incomplete.  
 
Alaska: There are no data on urban center care for school age children. The average statewide 
cost for center care for school age children was used instead.   
 
Colorado and West Virginia: There were no data on rural center care for school age children. 
The average state costs for center care for school age children were used instead.   
 
Indiana, Mississippi and Rhode Island: There were no data by urban/rural distinction for center 
care for 4-year-old or for school age children. The average state costs for 4-year-old and for 
school age children were used instead. 
 
Massachusetts, New Jersey, New Mexico and Vermont: There were no data for rural areas for 4-
year-old or for school age children, nor were data on state averages available.  Therefore, the 
urban area costs were used for both urban and rural areas. 
 
District of Columbia and Hawaii: There were no reported child care costs in any table of the 
CDFs report. Therefore, costs were used from EPIs 1999 family budgets and converted to 2004 
                                                 
5 2000 data were converted into 2004 dollars by using the Bureau of Labor Statistics child care deflator. 
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dollars by using the Bureau of Labor Statistics child care deflator.6 This deflator can be found at: 
http://data.bls.gov/PDQ/outside.jsp?survey=cu under the Prices & Living Conditions section. 
The data series are located under the CPI for All Urban Consumers. 
 
 
Health care. For basic family budgets it is assumed that all adults are workers and that those 
who do not have health insurance through either their employer or Medicaid would purchase 
health insurance through a non-group plan. The relevant formulas are as follows: 
 
Health care for a two-parent family: 
 
0.70 * employer-sponsored premium + 0.035 * $0 (no premium cost for Medicaid) + 0.265 * 
non-group premium + out-of-pocket costs.  
 
Health care for a one-parent family: 
 
0.66 * employer-sponsored premium + 0.05 * $0 (no premium cost for Medicaid)  
+ 0.29 * non-group premium + out-of-pocket costs. 
 
The weights in each equation were determined based on the 2004 March Current Population 
Survey, which contains questions regarding health care coverage. For families to be included in 
the CPS analysis, they had to meet some basic assumptions, including at least half-time salary- 
or wage-based work for all adults, who had to be of working age and at least one minor child in 
the household.  The income restrictions are $31,251 to $48,377 for a two-parent family and 
$25,506 to $43,788 for a single-parent family. These ranges were determined by taking the 
average of one and two parent family budgets from EPIs 1999 calculations plus and minus one 
standard deviation in 2004 dollars.   
 
CPS included five possible health insurance categories: employer-provided, Medicaid, other 
government provided care, private insurance, and none. For family budget purposes these five 
categories are aggregated into three: employer provided, Medicaid (other government included) 
and private (non-covered assumed to buy private).  
 
To calculate the employee’s cost for premiums for employer-sponsored insurance, we used the 
average employee cost for premiums for family health insurance plans. These data are broken 
down by firm size, but the overall average contribution by state is used in this analysis. The data 
which were obtained from the Medical Expenditure Panel Survey can be found at: 
http://www.meps.ahcpr.gov/MEPSDATA/ic/2002/Tables_II/TIID2.pdf.  
 
Premium costs for a non-group plan were obtained from an online health insurance quote firm: 
www.ehealthinsurance.com. This site provides quotes from major providers for non-group health 
plans, based on the ages of family members and zip codes. We assume, for budget calculation 
purposes that parents are 33 years old and children are 4, 8, and 10 years of age, for one, two and 
three children, respectively. A plan closest to a $500 deductible and a $20 co-pay was selected. 
                                                 
6 Data for DC and HI are from EPIs 1999 family budget calculations. See Endnote 12 and 13 in Boushey et al.  
2001. 
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Consistency is attained by adhering to these assumptions. Although an urban zip code within 
each state is used, we determined that using zip codes for different areas in the same state did not 
significantly change the cost of the plans. This process worked for all but seven states. Ehealth 
representatives explained that there are several reasons why premium costs are not available for 
all states, i.e., state mandates that do not allow insurers to work with electronic agencies such as 
Ehealth, or rules that only allow insurers to sell and work within a state. Other means were 
employed to acquire health insurance premium costs for those eight states, leading to a lack of 
consistency, and, thus, direct comparison between these seven states and the others.  
  
Maine, New Hampshire, Rhode Island: For these three states short term premiums are available 
from Ehealth. In an effort to convert short-term premiums into long-term insurance plans, we use 
the cost of short- and long-term premiums for those states in close proximity to ME, NH and RI 
that met our assumptions ($500, $20). The ratio between short- and long-term premiums was 
then calculated and applied to the short-term premiums in ME, NH, RH. 
 
Massachusetts: The plan that most closely matched our assumptions was HMO Blue Direct, 
which had no deductibles but had a $500 per admission cost. This plan is available at: 
http://www.bluecrossma-directpay.com/directpay.php. In general, the costs associated with this 
plan are above the costs for states with our regular plan; however, this plan is typical for MA so 
the higher cost is justified. 
 
Vermont: The plans available in VT all have extremely high deductibles, but they are countered 
by relatively low premium rates. For individual (non-group) plans in Vermont go to: 
http://www.bishca.state.vt.us/InsurDiv/insur_index.htm.  MVP Health Insurance Company had 
the lowest available deductible at $3,500. 
 
New Jersey: A plan from Ehealth with a $1000 deductible and a $20 co-pay is used from NJ 
Individual PPO Plan C. 
 
Hawaii: Family budget numbers from 1999 are used along with the CPI-U Medical Care 
deflator –http://www.bls.gov/cpi/home.htm. See Appendix A for deflator information. 
 
Out-of-pocket costs are derived from the Medical Expenditure Panel Survey, for which the data 
can be accessed at: http://meps.ahrq.gov/MEPSNet/HC/MEPSNetHC.asp. Several restrictions 
were used to determine out-of-pocket costs. To get a sample of sufficient size, the age restriction 
for children was set between 0 and 12 years, and parents’ age is limited to between 28 and 38 
years old. The most recent MEPS survey year is 2002. We thus converted the data into 2004 
dollars by using the consumer price index for medical care, which can be found at 
http://www.bls.gov/data/home.htm, under the Prices & Living Conditions section. The data 
series are located under the CPI for All Urban Consumers.  
 
The MEPS site can be used to implement various restrictions or a combination of many 
restrictions. It takes a little practice to get the hang of using the MEPS but once you do it is very 
useful. The following table was constructed from the MEPS site. 
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2002 Full Year Person-Level File 

Analysis Variable: TOTSLF02 - TOTAL AMT PAID BY FAMILY 
Records Used: (POVCAT02 GE 2) and (POVCAT02 LE 3) 

 

Age Unweighted 
Count 

Weighted 
Count Mean SE Mean 

Children 0 to 12 2,216 11,603,437 93.50 8.55 
Adults 28 to 38 1,275 7,477,319 311.63 31.43 

 
 
This table from MEPS is used to construct out-of-pocket costs for the six family types (below).  
To reconstruct the above table go to the MEPS site and click start. Notice the five large tabs at 
the top of the page: data source selection, variable selection, variable recoding, record selection, 
and descriptive statistics. First, select the year that you want: 2002 in this case. Second, go to 
variable selection. There are listed many variable groups. Under Demographic Variables choose 
AGE. Under Income and Tax Filing Variables choose POVCAT02: which is family income as a 
percent of the poverty line. And, under Utilization, Expenditure and SOP Variables choose the 
secondary category All Types of Services and choose TOTSLF02--which is the total amount of 
out-of-pocket expenses. 
 
Variable recoding is optional. We recoded AGE to include two age categories: children up to age 
12 and adults 28 to 38 years old--to coincide with our family types. The Record Selection tab is 
used to restrict the sample. For our purposed, the sample was restricted to family income’s that 
are 100% and 200% of the poverty line. POVCAT02 between 2 and 3 implements this 
restriction. 
 
Lastly, under Descriptive Statistics click on Minimums, Maximums, Sums, Means and Medians. 
For the variable of interest, in this case, TOTSLF02 click the mean box. In the bottom half of the 
page enter TOTSLF02 and AGE to get the table above. 
 
Using these data, costs are generated for the six different family types by adding average costs 
based on family type. The final results for annual out-of-pocket costs by family type are:  

 
Out-of-pocket costs (2004 dollars) 

 
Number of children Family type 

One  Two Three 
One parent $439.88 $541.40 $642.93 
Two parents $778.25 $879.77 $981.29 

 
 
Other necessities. Included in the other necessities category are the costs of: clothing, personal 
care expenses, household supplies, reading materials, school supplies, and other miscellaneous 
items. The Consumer Expenditure Survey (http://www.bls.gov/cex/) says that purchasing these 

http://www.bls.gov/cex/


basic item costs a family the equivalent of 27% of housing and food costs, so we used that figure 
to calculate the cost of other necessities for each family budget. The bundle of necessities can be 
varied by going to the CEX site under Get Detailed Statistics and then to Create Customized 
Tables. 
  
Taxes. Citizens for Tax Justice (CTJ) computed the taxes for the tax year 2004. Taxes include 
federal personal income taxes, federal Social Security and Medicare payroll taxes (direct worker 
payments only), and state income taxes, as well as local income or wage taxes.  Note that these 
latter taxes may vary substantially from jurisdiction to jurisdiction within a state. Our figures 
take account of those variations where significant. For example, in Alabama, only Birmingham 
has a local wage tax. In contrast, Maryland’s local income tax is similar enough across the state 
that we used a statewide average (which simplified our computations). 
 
Sales and property taxes are not included in this section, because sales taxes are included in the 
cost of other necessities, food is generally not taxed, and property taxes are included in the cost 
of housing. CTJ calculated taxes based on the after-tax incomes necessary to meet basic needs 
(i.e., after-tax family budget levels). It calculated the pretax incomes necessary for families to 
achieve this after-tax income.  
 
The taxpayer family types are married couples with one, two, or three children, filing jointly for 
federal income taxes and single parents with one, two, or three children filing federally as heads 
of household. We assume all income is from wages, none of the adults is elderly, all families are 
renters, and all couples have two wage earners (with one earner making two-thirds of total 
wages). Included in the output are federal tax credits for children, specifically the earned-income 
tax credit (refundable), the per-child tax credit (often refundable) and the dependent-care tax 
credit (non-refundable). Families with two workers are assumed to have dependent care expenses 
of $3,000 for one child and $6,000 for two or more children. In those states that have tax credits 
for children, these are reflected in the state income tax calculations. 
 
A note about metropolitan statistical areas. Many MSAs include areas from two or more states. 
Families living in the same MSA but in different states will pay different state taxes. In such 
cases we calculate separate budgets for the parts of the MSA in each state. For example, the 
Washington, D.C. MSA includes the District of Columbia and portions of Maryland, Virginia, 
and West Virginia. Therefore, budgets are calculated for the MSA in D.C. and the three states. 
When we calculate the number of families that fall below family budget levels, we use both the 
MSA and state codes to identify which budget should be used. Housing and transportation costs 
are based on the costs for the MSA, so these costs remain the same across states. For food, health 
care, and child care, however, we use the same average for the whole state, so these items will 
vary in the same MSA, depending on the state in which the family lives.  
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Appendix A 
 
Current Price Index series used in this project can be located at: 
http://www.bls.gov/cpi/home.htm#data. Use the CPI for All Urban Consumers. 
 
Food at home for Food Costs  
Medical care for Health Insurance 
Child Care for Child Care Costs 
 
In order to transform nominal dollar values into real or constant dollar values, first specify a 
reference period from which changes in the CPI will be measured. This is usually a single month 
(the CPI does not correspond to a specific day or week of the month) or an annual average. There 
is about a 2-week lag from the reference month to the date on which the index is released (e.g. 
the CPI for May is released in mid-June). The CPI's for most metropolitan areas are not 
published as frequently as are the data for the U.S. City Average and the 4 regions. CPI tables 
created by BLS are the most commonly used indices. To get other indices go to Get Detailed 
CPI Statistics and then to Create Customized Tables. 
 
Below is an example that illustrates the conversion of nominal values into real values (in the 
example 2004 is the base year). 
 
 
 

 
Year Nominal 

series 

CPI-U 
All Urban 
Consumers 

CPI-U 
Indexed to base year 

2004 

Real series 
 

2000 $325 172.2 172.2/188.9=0.91 $325/0.91=$356.52
2001 $329 177.1 177.1/188.9=0.94 $329/0.94=$350.92
2002 $340 179.9 179.9/188.9=0.95 $340/0.95=$362.26
2003 $345 184.0 184.0/188.9=0.97 $345/0.97=$354.19
2004 $346 188.9 188.9/188.9=1.00 $346/1.00=$346.00

 
 
 
 
 
 



 
Appendix B 
 

 
Population size of  MSA 

Trip information  Less than 
250,000 

250,000 - 
499,999 

500,000 - 
999,000 

1,000,000 - 
2,999,999 

3 million or 
more Rural 

 Percent of work-related trips  23% 22% 29% 26% 29% 23% 
 Percent of non-social trips  41% 40% 40% 39% 37% 44% 
 Percent of private trips (private vehicle)  83% 81% 83% 80% 74% 82% 
 Number of trips a year (thousands)  30,170,000 33,975,000 32,046,000 87,214,000 145,657,000 78,200,000 
 Number of persons (thousands)  19,087 22,763 21,256 58,221 101,741 54,135 
 Average trip length (miles)  9.75 9.42 9.37 9.65 9.47 11.66 
 Average number of trips per person  1,581 1,493 1,508 1,498 1,432 1,445 
 IRS cost per mile (dollars) 12/30/04 $0.405 $0.405 $0.405 $0.405 $0.405 $0.405 
 Average number of miles per person  12,761 11,403 11,683 11,622 10,033 13,744 
             
 Monthly transportation cost for 1 adult  $275 $239 $272 $255 $222 $313 
 Monthly transportation cost for 2 adults  $375 $324 $387 $358 $321 $420 
 
 

 
 

 
 



 
 

 
 

 
 


