CHAPTER 1: PERSONAL FINANCIAL PLANNING: AN INTRODUCTION

THE FINANCIAL PLANNING PROCESS

1. Determining your current financial situation
2. Developing financial goals
3. Identifying alternative courses of action	
4. Evaluating alternatives
a. Considering life situation
b. Personal values
c. Economic factors
d. Assessing risk
e. Time value of money
5. Creating and implementing a financial action plan
6. Re-evaluating and revising the plan

· The process of managing your money to achieve personal economics satisfaction
· Helps reduce uncertainty about future needs and resources
· Increased effectiveness in obtaining, using and protecting financial resources
· Increased control of financial affairs
· Improved personal relationships
· Sense of freedom from financial worries

· Being aware of values/attitudes towards money helps differentiate needs from wants and makes financial goals clearer
· Financial goals should be realistic and stated in specific dollar term and time frames and listed in order of priority
· Personal opportunity cost vs Financial opportunity cost (measured in time value of money)

Economic and Product Risk: 
· Interest Rate Risk: effects costs of borrowing and benefits when you invest
· Inflation risk: rising prices cause lost buying power
· Liquidity risk some investments are harder to convert to cash without significant loss in value
· Product risk: products might be flawed or not meet expectations

Personal Risk
· Risk of death: might cause financial hardship to family members left behind
· Risk of income loss
· Health Risk: rising medical costs, reduces working capacity
· Asset and Liability Risk: stolen assets or court damages


DEVELOPING PERSONAL FINANCIAL GOALS

Factors that influence financial goals:
· Timing of goals:
· Short term goals (<1 year), intermediate goals (2-5 years), long term goals (over 5 years)
· Setting anc achieving short goals is commonly the basis for moving toward success of long term goals
· Consumable product goals, durable product goals, intangible purchase goals
· Life Situation
· Factors such as age, income, household size, and personal beliefs
· Adult life cycle: stages in family situation and financial needs of an adult
· Life cycle approach: average person goes through four basic stages in personal financial management
· Goal Setting Guidelines
· Should be REALISTIC
· Stated in SPECIFIC, MEASURABLE TERMS
· Should have  a TIME FRAME
· Should indicate TYPE OF ACTION to be taken

INFLUENCE OF ECONOMIC FACTORS ON PERSONAL FINANCIAL PLANNING

· Marketing Forces:
· High demand for money forces interest rates high
· Financial Institutions
· Financial institutions provide services that facilitate financial activities in our economy
· Bank of Canada is concerned with maintaining an adequate money supply
· By influencing borrowing, interest rates and the buying/selling of securities
· Global influences
· Economy is affected by financial activities of foreign investors and competition from foreign companies
· Reduced money supply occurring from decreased foreign investment or trade surplus  can cause higher interest rates
· Economic Conditions
· Consumer Prices: (PAGE 15 CHART)
· Inflation: rise in general level of prices (increase in demand without increase in supply)
· Inflation can adversely affect lenders of money. Interest rates usually rise in periods of high inflation
· CPI is a measure of the average change of prices urban consumers pay for a fixed ‘basket’ of goods and services
· Consumer Spending
· Total demand influences employment opportunities and potential in income
· Interest Rates
· Represent cost of money
· Consumer saving and investing increase the money supply, rates decrease
· More borrowed, higher interest
· Every dollar of interest we earn must be added to our taxable income

OPPROTUNITY COSTS AND THE TIME VALUE OF MONEY
· Spend, invest, save, or borrow money, you should consider the time value of that money as an opportunity cost
· Simple interest
· AMOUNT IN SAVINGS (P) x ANNUAL INTEREST RATE (R) x TIME (T) = (I) INTEREST
· Compounding: interest that is earned on pervious earned interest (better)
· The more compounding, the higher the return (intra-period compounding)
· [bookmark: _GoBack]FV = PV (1 + i)n
· When compounding is more than once a year 
· FV = PV (1 + i/m)nm
· Annuity: series of equal amounts (deposits or withdrawals) made at regular time intervals
· Present value: the current value for a future based on a certain interest rate, and a certain time period: also referred to as discounting


