Good evening everyone,  I hope you all had a very good weekend and are starting into another good week.  Before we begin tonight, did everyone receive an email from me with the Personal Financial Statements, and the corrections to the Leslie James case study?  

Okay so how was it?  Remember the purpose is to establish a baseline reading on what you have right now in terms of assets and liabilities.  And also to establish where your money is coming from, and where it is going.  When we begin looking at investing, a common complaint that many people have is that they don’t have any money to invest.  They want to invest, they know it’s important, but they can’t find the money to do it.  What I do as a financial planner, at that point, is to look at the Cash Flow Statement and see if there is any way to squeeze some money out of their budget.  So for example, we might try to reduce the entertainment spending by 10%, and then we might try to reduce the “dining in restaurants” part of the budget by 10%.  Not that we want to squeeze the budget until it hurts; because then no one will stick to the plan.  They say they will, but they won’t.  It’s like going on a diet, or starting a new exercise program.  You promise yourself that you’ll do it, and you really try, but you just quit after a while.  

Unless you are so wealthy that your supply of money is boundless, you have to learn to live within your means.  And you have to learn how to save.  Overspending will delay the fulfillment of your goals, or eat away at the net worth that’s supporting you.  Often we can find people that can retire now if they just trim down their spending and invest their money more wisely.  

Actually, that brings up an interesting point.  Financial Planning is often about behavior modification.  In creating a budget, and following it, you have to adjust your spending patterns and your saving patterns.  And while this is easy to understand, it’s not always easy to do, like the diet or the exercise program.  Or promising yourself that you’ll get up 

at 6am every morning and study, or something like that.  It’s easy to say but tough to do in the long run.  One thing that helps you to actually follow through with your plan is to have definite clear goals that you really want.  If you keep your goals firmly in front of you, you remember why you are sticking to your budget.  It helps when you want to quit.  That’s one reason I said that goals need to be specific, not just “I want to be rich.” Or something like that.  A good clear goal that you are really motivated to get will help you out a lot.  A good clear goal is your friend, in a sense, because it helps you stick to a plan, whereas a vague goal will not.  You can’t make real plans with a vague goal, and it’s easy to quit.  And frankly, you have to be a little excited about achieving your goal, because that will motivate you to try hard.  

Now, so far the equation is examine your resources, and clearly understand what your goals are, then see if you have enough resources to get to that goal.  



And if you don’t have enough resources, how big is the gap between what you have and what you need?  The question of what we fill that gap with is largely answered by investing.  Also, unless you are ready to retire today, you will have income to help fill the gap so the basic model looks more like this:




Also please be aware, that the income part of your plan is major.  It is the way that you will probably make most of your money.  Investments can make a lot of money for you, but generally, they only do part of the work for you.  For most people, income is the #1 way to accumulate wealth.  So part of your consideration should be to consider your career, what it pays you, and if that is enough for you.  Of course, that part of things is a little outside the scope of this course, but please consider it.  

So here is the plan for today:  we will look a little closer at budgeting, or the Cash Statement.  We will then analyze briefly how much money you need for your goals – and the time frame necessary to achieve them.  For example, for Didier, he is ready to retire now, but for someone else, say me for example, I still have many years to plan.  And even then, retirement, what is that?  If you work part-time, you need less money than if you work full-time, etc.  So goals are always attached to time frames.  And we want to reduce everything to numbers:  that means monetary amounts and specific dates.  Here is the basic idea:  name a goal, put a price on it, and put a deadline date on it.  Now the goal is quantified – it has been turned into a number.  And once it’s been turned into a number, we can apply certain strategies to it.  

Once we have begun to quantify your goals, we will begin to look at some ways to make your money grow.  Let’s look at an example

Let’s review the Personal Financial Statements of Leslie James.  Here is his Statement of Financial Position.  Here we can see her Net Worth – this is an important number.  But also it shows her cash and investment assets.  This is an important number too because it shows us what she can begin and investment program with right now.  

Now if we look at her cash flow statement, we can see how much she is earning and spending.  This shows us how much money she can contribute to her plan on an ongoing basis.  

This gives us a frame of reference.  Now let’s look at her profile to learn a little more about her

Okay, now let’s look at her goals, what does she want to do in the future.  

Now, of course we add deadlines to each goal.  

Finally, we decide how much each goal is going to cost.  Now, there are a couple of steps to this part of the process.  First we need to know what the goal costs.  Then we need to know what the goal costs in the future.  For example, the average cost for college in the Midwestern part of the United States costs about $17,000 per year.  However we don’t know what it will cost 15 years from now; so we have to determine that.  

And that brings us to a very important concept in financial planning.  It is essential to all future projections involving money.  It is called, the Time Value of Money.  And here’s how it works:

I’m sure you’ve all heard of inflation and what that means.  Essentially it means that the price of goods goes up, and then wages and salaries go up, and then prices, and then salaries again.  Everything keeps getting more expensive, but at the same time salaries keep going up too, so things kind of even out.  If your salary goes up and the prices of everything go up too, you’re still okay right?  But what about your money sitting in the bank?  It’s not okay.  Think about it:  in 1968 I could buy a new Ford Galaxy car for $3,000 and today a new Ford Explorer costs $30,000 or more.  If I keep $3,000 sitting in the bank it goes down in value.  In 1968 my money could buy a nice car, and now that same money can’t buy a car – it can’t even come close to buying the same kind of car.  That’s inflation.

So, how fast does inflation grow?  The fact is that we don’t know what inflation will be like next year, or 10 years from now.  Lot’s of economists study the question and they have different answers, but the future is unknowable.  However, we do know what has happened in the past, and we know that for the past 50 to 60 years, inflation has grown at an average of 3.1% per year.  Some years it’s higher and some years it’s lower, but on average it is 3.1%.  And we will use this number to determine what our money will be worth in the future.  The basic idea is that our money gets 3.1% smaller every year – on average.  

Here is the mathematical equation for the time value of money:

Future Value = Present Value * (1 + i)n  where I is the interest rate or inflation rate and is 3.1%.  And n is the number of years from now.  

Here’s an example, if you want to send your child to college in the Midwestern United States, and she is 5 years old now, that means that you have 13 years until she starts school.  We know the present cost ($17,000), we know the inflation rate (3.1%) and we know the number of years (13).  The equation now looks like this:

Future Value = 17,000 (1 + 0.031)13.  And the answer is this: $25,282.  
As you can see you need more than $25,000 sitting in the bank doing nothing today to pay for $17,000 worth of college.  The costs have grown about 33% in that time.  

I know that most of you don’t want to do a lot of math so here is a Time Value of Money Table for you to use:

Add TVM table for 1 – 30 years.

At the end of this process, you should have and idea of what your goals are going to cost.  And at that point, we must consider what the various vehicles are that will get you to your goal.  
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