Presentation Notes

Why is Financial Planning Relevant?

Today people want to control their health, their politics, their privacy, and their money.  At the same time, two of the hardest things for people to do are to ration funds to accomplish certain objectives and to set plans to work toward others.   Especially if you don’t know how much you need.  These days, people depend less and less on traditional banks and the government, and have the desire to take more control of their finances.  Financial planning provides a blueprint or roadmap that shows people very clearly what they have to do to reach their goals.
So how does financial planning work?  What’s the process?

Financial Planning is a process

Financial planning is a process.  It has 6 steps.  The first one is understanding your current situation.  Think of financial planning like taking a long and adventurous trip.  To go on any travel, you need to know very specifically where you want to go.  Simply saying to your travel agent “I want to go somewhere interesting.” Is not clear enough.  Also, if your travel agent says to you, “Here is a ticket to some place interesting.”  your first question would probably be, “Where?”.  So you see that the journey has to be specific, and that has to be established in the beginning.  It can change as the situation progresses, as your life unfolds, but you have to have specific GOALS.  Goals affect everything else in the financial planning process.  They are essential.  Maybe some of you have already established some clear goals, so the next thing to do is understand your current situation, you need to know what your starting point is.  Continuing with the travel agent analogy, you wouldn’t accept it if your travel agent said, “here’s a ticket leaving from somewhere and going to Tibet.  For financial planning, we need certain information in order to begin the process.  We need quantitative data.  This is information like general family profile, assets and liabilities (or debts), what investments you have already, what retirement and pension benefits you will get (or social security if you are in the American system), and cash inflows and outflows.  These are examples of quantitative data that we need, they are all hard facts and numbers.  The other type of information that we need is qualitative.  It includes your goals, which we’ve already talked about, and also questions like “what is your risk tolerance?” are you comfortable taking lots of risk, or little risk?, what are your expectations about your job:  is it stable?, will you be changing jobs soon, maybe?, 
Once we have all that, we evaluate the situation.  Can we identify any potential strengths and weaknesses in your financial situation?  Does anything need immediate attention?  Are there any potential problems that could affect your ability to achieve your goals?  Are you exposed to risks?   In conjunction with this we look at various options and compare them with your personal situation to see if it is a good fit for you.  It may be necessary to change the priorities of your goals, depending on the resources that we have available to us to achieve your goals.  Economic conditions also need to be considered here.  
Once we have understood your situation very clearly, we develop a plan which shows a path from your current situation to your goals.  This can be complicated.  It can even involve things like appropriate insurance products, forms of business operation intra-family transfers, tax strategies, retirement plans, and estate planning techniques.  This is sort of the “rocket science” part of the process.  But it’s not always super-complicated.  Often it can be pretty straightforward.   And anyway, through this course we will learn how to approach this.  And learn how to handle it.  
Next we implement the plan.  That means putting it into action.  It is usually a straightforward process, but a financial professional is needed to do it.  For example, if you decide that as a part of your plan you need to buy some stocks or a mutual fund, you may need a stockbroker to make the transaction for you; and you will definitely need to do the transaction through an investment company or bank.  But other than the transactions, there’s not much to “implementing the Strategy”.  However, it is a necessary step, because if you don’t implement the plan, then the plan is basically useless.
Financial Planning is a process #2

The plan should be reviewed periodically, not every day or every week but on a regular basis.  A simple plan can be reviewed once a year or so.  But remember that changes in your life or in the world around can affect your plan.  So anytime something major happens, you should have it reviewed.  For example, if  your family has a baby – that’s a good time to review your plan to see if any changes need to be made.  Or if you lose your job, or if you get a promotion.  Also, your goals may change and if that happens, your plan should be looked at.  For example if you decide that you want to retire in Bali at age 60, instead of retiring in Karuizawa at age 65, you should look at your plan and see where it needs to be adjusted.  Finally, things like changes in the tax laws, dramatic shifts in the economy or the financial markets may be reason to review and change your plan.  
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Summary

So, In conclusion, financial planning is a roadmap or a blueprint which guides you to your goals for the future.  First we determine where you are right now, your current financial situation.  This involves looking at how much money and assets you have, and also looking at how much debt you have right now.  This forms the basis or starting point of your plan.  At this same stage we have to look at your goals, where do you want to go, what do you want to do?  Is it buying a house?  Sending your children to college?  Retiring early?  Or late?  Is it donating money to charity?  Is it deciding whether to quit your job and get into something else?  All these life goals have financial costs or implications.

What financial planning can do for you..  
Through financial planning you can gain control of your life.  It is a process of exploration, both of your own goals and values, and of the technical aspects of finance.  A successful financial plan can help you beat inflation, because money that you save and invest grows faster than the rate of inflation.  It can help you minimize taxes.  It can help you manage the unexpected, through risk management strategies.  It can provide money for special expenses – things like college, a vacation home, or travel and leisure activities.  And it can enrich your retirement.  For most people the national pension system will not be enough.  With proper planning you are more likely to be able to maintain your lifestyle when you decide to stop working.
It takes time and effort to achieve a good financial plan, but it cost a lot more not to plan.  
