Personal Finance FINA 200
Lesson 1: Overview of a Financial Plan 


Notes from Reading the Textbook

Tools for Financial Planning 
-Overview of a Financial Plan 

Personal Finance: process of planning your spending, financing and investing activities while considering uncontrollable events such as death, disability in order to optimize your financial situation over time 

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

Benefits of understanding personal finance: 
 Make your own financial decisions
 Judge the advice of financial advisers/ be informed 

Per capita debt: the amount of each individual in Canada would have if the total debt (consumer debt plus mortgages) was spread equally across the population 

 Opportunity cost: represents what you give up as a result of that decision 

The Financial Planning Standards Council (FPSC) is a non-profit organization created to benefit the public through the dev, enforcement and promotion of the highest competency and ethical standards in financial planning

Components of a Financial Plan:
1. Budgeting and tax planning
2. Financing your purchases
3. Protecting your assets and income (insurance) 
4. Investing your money 
5. Planning your retirement and estate 

A Plan for your Budgeting and tax planning

Budget planning -budgeting: is the process of forecasting future income, and savings goals (basically requires u to spend or save $) 
U decide whether to spend or save ! 
-helps u estimate how much of your income is required to cover monthly expenses so that you can set a reasonable and practical goal 
Big spenders: focus on spending (w/ little or no money for savings)
Big Savers: save and consider spending only after allocating a portion toward saving 
1st step in budgeting 
= evaluating your current financial position by assessing your income, your expenses, your assets (what u own) and your liabilities (Debts, what u owe) 
=Your net worth (wealth) is the value of what you own minus the value of what u owe/ can measure wealth by your net worth 
=Budget is influenced by income, which in turn influences your life stage 

Tax Planning: Many financial decisions are affected by tax laws and by understanding how your alternative financial choices affect taxes, you can make financial decisions that have the most favourable effect on your after-tax cash flows 
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Another key part of budgeting is estimating the typical expenses that you will incur each month

A plan to Manage your Financial Resources 

Emergencies will always occur in life, instances where u need cash quickly is very important! Ability to cover them depends on our liquidity 

Liquidity refers to your access to ready cash, this includes savings and credit 

Money Management: involves decisions regarding how much money to retain in liquid form and how to allocate the funds among short-term investment instruments. If there is no access to money to cover short term needs, u have insufficient liquidity 

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

Amount of financing needed: difference between the amount of the purchase and the amount of money you have available 

Managing loans: determining how much u can afford to borrow deciding on the maturity (length of time) of the loan and selecting a lean that charges an appropriate interest rate 



A Plan for Protecting your Assets and Income 

Risk: exposure to events that can cause a financial loss 

Risk Management: decisions about whether and how to protect against risk 

Insurance Planning: determines the types and amount of insurance that you need 



A Plan for your Investing 
 
Any savings that you have beyond what you need to maintain liquidity should be invested
This money is not being used to satisfy liquidity means, so therefore it should be invested so that it may earn a return (stocks, bonds, mutual funds, real estate) 
Potential Investments: stocks, bonds, mutual funds and real estate 

BUT, investments are subject to investment risk
Risk: a potential loss of return and/or loss of capital
Investment risk: uncertainty surrounding their potential return and future potential value 
Risk Tolerance: ability to accept such potential losses 

A Plan for your Retirement and Estate 


Retirement planning: determining how much $ you should set aside each year for retirement and how you should invest those funds 
And this should happen WELL before u retire 
Money contributed to different kinds of retirement plans are sheltered from taxes until it is w/drawn 

Estate Planning: act of determining how your wealth will be distributed before and/or after death// Effective estate planning makes it such that it protects your wealth against unnecessary taxes and ensure that wealth is distributed in a timely and orderly fashion. 


The Components of a Financial Plan 

Budgeting focuses on how $ received is allocated to savings, spending and taxes
Budget planning serves as a foundation of the financial plan as it is your base for making personal financial decisions 

Managing Financial resources: must have adequate liquidity and a plan for financing major purchases 
Insurance is used to protect your wealth 

An effective financial plan builds your wealth and therefore enhances your net worth 



How Psychology Affects your Financial Plan 

-How the components relate to your cash flows 
Allow their desire for immediate satisfaction and their focus on peer pressure to make most of their financial planning decisions 
THIS causes excessive spending, meaning make purchases that are not necessary! 
They spend every $ they earn w/o consideration to use the $ money for some other more important purposes 
They make impulse purchases 
They have a strong dose of pleasure from the purchase 
Referred to as “retail therapy” or “shopping therapy” , the act if shopping boosts the morale of some ppl 

There are ppl who spend based on peer pressure, and these types on ppl purchase things they cannot afford they receive immediate satisfaction from having a new car 

These two types of behaviour cause people to spend excessively now and this leaves them with nothing for the future! 
What some other people do is justify spending so much money! 



Developing the Financial Plan 

Step 1: Establish your Financial Goals 
-establish SMART goals (Specific, Measurable, Action-oriented, Realistic and Time-Bound) 

>Specify your goals 
>Measure your Goals = need to know how much $ u will need to accomplish each of these goals 
> Act on your goals = Take the necessary steps towards making your goals a reality 
>Set realistic goals 
> Timing of Goals= short term- w/in the next year, med term- 1 -5 years, long term 5+ years 

Step 2: Consider your current Financial Position 

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

Step 4: Select and Implement the Best Plan for achieving your Goals 
· Using the internet: has good information for making financial decisions, but some may not be accurate as well! Always have to be weary as to what we read ! 

Step 5: Evaluate your financial Plan – need to monitor progress to ensure that the plan is working as you intended 
-keep financial plan easily accessible so that I can evaluate over time, generally should review plan annually! 

Step 6: Revise your financial plan 
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