TOPIC TWO
PERSONAL FINANCE
Definition
This is a field of finance that deals with management of individual, family or household financial resources.
It is also defined as the management of financial resources or making financial decisions relating to an individual or family including budgeting, sourcing, investments, savings as well as retirement planning.
Objectives of personal finance
The main objective of personal financial management to an individual or household is to achieve;
i. Financial security.
This is the ability of individuals or households to maintain a given level of financial threshold in terms of income and wealth sufficient to sustain their livelihood, emergencies and periodic goals as and when they are needed.
ii. Financial independence.
It refers to a situation in which an individual has sufficient financial resources to meet his/her living expenses without having to depend on others.
iii. Financial freedom.
It refers to the ability to make life decisions without worrying about the financial impact because one is prepared. In other words, funds are readily available and one has the financial freedom to acquire any item of his/her desire.
Rational for personal finance
i. Incidences of family arguments
ii. Presence of emergencies
iii. The need to achieve long term targets
iv. Unending human needs
Benefits of personal finance
i. Encourages needs assessment and planning
ii. Promotes saving for the future
iii. Ease in addressing emergencies
iv. Encourages matching revenues and expenditures
v. Creates harmony in a family
vi. Eliminates or reduces wastage



Management of incomes
Personal income refers to an individual’s or family’s cash inflows received from different sources over a given period of time to meet their needs or support their livelihood. 
Sources of income
A family or an individual may generate income from one or more sources which can be categorized into six major areas;
i. Employment income
ii. Business income
iii. Property income
iv. Savings and other investments income
v. Retirement income
vi. Donations and handouts
Strategies for managing personal income
There are several strategies that individuals can follow in regards to management of income if they are to succeed in attaining their financial goals.
i. Plan for personal income
ii. Allocate part of the income to savings
iii. Invest part of the income
iv. Broaden the income
v. Adopt insurance practices
Benefits of a financial plan (Budget)
i. Setting priorities
ii. Controlling expenditures
iii. Performance management tool
iv. Meeting individual goals
v. Encouraging savings and investments







Expenses and Debt management
Personal expenses
These are cash outflows or spending at an individual or household level.
Categories of personal expenses
When individuals receive money, they allocate it to different usage and these are what we call the expenditure areas. Personal expenditures may be categorized into five major areas to include;
i. Recurrent expenditures
ii. Savings
iii. Planned investments
iv. Emergencies
v. Debt repayment
Strategies for efficient spending
For one to be able to manage his/her expenses he/she must practice the basic guidelines of efficient spending. Over the years a number of strategies have been adopted as best practices in regards to spending and these are also referred to as principles for efficient spending;
i. Expenditure planning
ii. Expenditure documentation
iii. Living within your means
iv. Focusing on value not cost
v. Buying in bulk
vi. Buying on cash basis
vii. Carrying just enough cash
viii. Prioritizing expenditure
ix. Buying from companies with fair return policy
x. Adopting a responsible life style
xi. Take advantage of rebates
Debt management
Debt refers to borrowings from another or money owed to either an individual, business or a financial institution. It may arise as a result of credit purchase or borrowing inform of a loan. For purposes of this text, we shall be looking at managing debt which is obtained in form of a loan.
Factors to consider before borrowing
i. Seek financial advice
ii. Cost of debt
iii. Individual debt capacity
iv. Purpose for the loan
v. Urgency of the need
Strategies for debt management
i. Budget on debt servicing
ii. Use funds for its intended purpose
iii. Prioritize payments of high cost debts
iv. Prioritize payment of smaller debts
v. Debt consolidation
Savings and investment management
Savings
This refers to the portion of income allocated for future consumption/expenditures or future investment. An individual may choose to save for a specific purpose especially investment, save to spend during tough times, retirement, holiday, education etc.
Strategies to successful savings
i. Set a saving goal
ii. Choose an attractive saving plan
iii. Create a standing order
iv. Restricted access accounts
Investment
An investment refers to commitment of resources to a project or business with intention to generate more returns through periodic cash flows or create capital gains in future. Individuals must be sure of the areas they intend to put their money to avoid losses, this is normally done by assessing the risk associated with a given investment opportunity.
Avenues for personal investment
There are endless investment avenues that can be undertaken by an individual or a household in pursuit of wealth creation. These may however, be categorized into two major investment areas;
i. [bookmark: _GoBack]Investment in securities.
These are contracts that entitle the holder to future financial benefits arising from past transactions, commitment of resources or payment of premium. Examples of securities include; ordinary shares, preference share, bonds, debentures, treasury bills and commercial papers, certificate of deposits, notes and unit trusts among others.
ii. Investment in non-securities
This refers to investment or commitment of resources in real assets expected to generate future benefits. It also refers to investment in assets used in the production of goods and services from which future cash flows are expected. Example of such investments include; real estates, plant and machinery, farming, art, precious stones, general supplies etc.

Factors to consider when choosing personal investment
· Expected returns
· The level of risks
· Marketability of the investment
· Convenience and knowledge about the investment
· The duration of the investment
· Tax implication
Digital financial tools
These are devices, financial cards or applications that enable individuals to make or receive payments electronically and sometimes without necessarily going to the banking halls. These include;
· Credit card
This allows the holder to borrow funds from the issuing company which is often a financial institution either through credit purchases or cash withdrawal. Each card has a credit limit depending on the individual’s expected cash flows and credit worthiness.
· Debit card
The card is issued to an individual with a savings account in a given financial institution and carries the value of money held by an individual. A debit card is used to make payments by deducting money directly from a consumer’s checking account during purchases or withdrawals.
· Financial card
This card carries a borrower’s bio-data and once swiped through a card reader reveal all credit history of an intending borrower.
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