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CH. 1 UNDERSTANDING THE FINANCIAL 
PLANNING PROCESS

WHAT IS MONEY?
 Origin of Money

 Barter System 
 Bilateral barter system requires “double coincidence of 

wants.”

 Money = Medium of Exchange

 Monetary System
 Basic service of money:  “Convenience”
 Secondary service of money: “Investment”
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PROPERTIES OF MONEY
 Portability 

 Indestructibility 

 Homogeneity 

 Divisibility 

 Cognizability

TYPES OF MONEY
 Multiple monetary system 

Considerable number of different media of 
exchange (coins, checks, credit cards, foreign 
currencies, venmo, bitcoin, etc.)

 Fiat money: Intrinsically useless.
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THE FINANCIAL PLANNING PROCESS 
 Managing your money
 The heart of financial planning is making sure your 

values line up with how you spend and save.
 An informed financial plan should reflect uncertainties 

and more.

PERSONAL FINANCIAL PLANNING
 A systematic process that considers important 

elements of an individual’s financial affairs in 
order to fulfill financial goals
 Flexibility
 Improved standard of living
 Spend money more wisely
 Accumulate wealth
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SIX-STEPS OF FINANCIAL PLANNING PROCESS

ORGANIZATIONAL PLANNING MODEL
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THE AVERAGE NORMAL AMERICAN, 
FINANCIALLY SPEAKING

FINANCIAL GOALS
 Results that an individual wants to attain, such as 

buying a home, building a college fund, or 
achieving financial independence

 Examples:
 Controlling living expenses
 Retirement planning
 College education for kids
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FINANCIAL GOALS MYTHS
 Emergency fund that lasts three months should be 

adequate.
 I will be able to retire at 65 and should have 

plenty to live on in retirement.
 Saving a few thousand dollars a year should 

provide enough to fund my child’s education.
 I am relying on the rule of thumb that I will need 

only 70 Percent of my pre-retirement income to 
manage nicely in retirement.

PUTTING TARGET DATES ON FINANCIAL GOALS
 Short-term: Next year

 Intermediate-term: Next 2-5 years

 Long-term: 6 years or more
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THE PERSONAL FINANCIAL PLANNING LIFE CYCLE

RETIREMENT PLANNING
 The sooner, the better!
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HOW A $1,000 INVESTMENT GROWS OVER TIME

PROFESSIONAL FINANCIAL PLANNER
 An individual or firm that helps clients establish 

financial goals and develop and implement 
financial plans to achieve those goals
 Commission-based planners earn commission on selling 

financial products such as insurance or annuities.
 Fee-only planners charge fees based on complexity of 

prepared plans and time.
 Hybrid approach involves both charging fees and 

collecting commissions.
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FINANCIAL PLANNERS DESIGNATIONS 

THE PLANNING ENVIRONMENT
 Financial planning takes place in a dynamic 

economic environment created by the actions of 
 Government – through regulation, expenditures and tax 

policies
 Business – provide consumers with goods and services 
 Consumers – their choices determines the kinds of goods 

and services that businesses will provide
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BUSINESS CYCLE – FOUR STAGES:  EXPANSION, 
PEAK, CONTRACTION, TROUGH

19


