MODULE 1 - Overview of a Financial Plan

TEXTBOOK- CHAPTER 1 

Definition Personal Finance: is the process of planning your spending, financing, and investing activities, while taking into account uncontrollable events such as death or disability, in order to optimize your financial situation over time. 

Definition Financial Plan: A plan that specifies your financial goals, describes the spending, financing and investing activities that are intended to achieve those goals over time, and uses the risk management strategies that are required to protect against uncontrollable events such as death or disability. 

Data: 
- From 1990 to 2011, consumer bankruptcies increased 122 percent.
- According to a 2011 study, 51 percent of youth, defined as those between 17 to 20
years of age, carry debt. In addition, 25 percent of these youth have an outstanding
credit card balance.

Definition opportunity cost: represents what you give up as a result of that decision.

The Financial Planning Standards Council (FPSC): is a not-for-profit organization that
was created to benefit the public through the development, enforcement, and promotion of the highest competency and ethical standards in financial planning. It provides a series of questions that you can ask a financial adviser, also known as a financial planner

5 KEY COMPONENTS:

1. Budgeting and tax planning: 
 Budget: is the process of forecasting future income, expenses, and savings goals. 
Requires you to decide whether to spend or save
Helps you estimate how much of your income will be required to cover monthly expenses so that you can set a reasonable and practical goal. (Big spenders or Big savers)

- Evaluate your financial position:
Assets: what you own 
Liabilities: what you owe (your debt)
Net worth: the value of what you own minus the value of what you owe

2. Financing your purchases
Liquidity: access to ready cash to cover short-term cash needs 
Money management: decisions regarding how much money to retain in liquid form and how to allocate the funds among short-term investment

Emergency fund: a portion of savings that you have allocated to short-term needs such as unexpected expenses in order to maintain adequate liquidity

Credit management: decisions regarding how much credit to obtain to support your spending and which sources of credit to use 

3. Protecting your assets and income (insurance)

Risk: Exposure to events that can cause a financial loss

4. Investing your money

Any funds you have beyond what you need to maintain liquidity should be invested with the primary objective of earning a return like stocks, bonds, mutual funds and real estate.



5. Planning your retirement and estate

Developing the Financial Plan:

Step 1 – Establish your financial goals 

Specify Goal
Measure Goal 
Act on your goal 
Realistic Goal
Timing of Goal = Short term (within one year) , Medium term (between 1-5 years), Long term ( five year +)

Step 2 – Consider your current Financial Position 

Step 3 – Identify and Evaluate Alternative Plans that could help you achieve your goals.

Plan could be conservative or aggressive 

Step 4 – Select and Implement the Best Plan for Achieving your goal 

The type of plan you select to achieve your financial goals is influenced by your willingness to take risk and by your self-discipline

Step 5 – Evaluate your financial Plan 

Keep plan in an accessible place and monitor your progress

Step 6 – Revise your financial Plan 

[bookmark: _GoBack]Change plan as financial condition and financial goals change
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