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Money Management Skills
Chapter Learning Objectives

LO2.1 Identify the main components of wise 
money management.

LO2.2 Create a personal balance sheet and cash 
flow statement.

LO2.3 Develop and implement a personal budget.

LO2.4 Connect money management activities 
with saving for personal financial goals.
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A Successful Money Management Plan
LO2.1

 Daily spending and saving decisions are the focus 
of financial planning
◦ Must be coordinated with needs, goals, and personal 

situations

 Money management refers to the day-to-day 
financial activities necessary to manage current 
personal economic resources while working 
toward long-term financial security
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Components of Money Management

 Three main money management activities re 
interrelated:
◦ Personal financial records and documents help you 

plan the use of your resources

◦ Personal financial statements measure and guide your 
financial position and progress

◦ Your spending plan, or budget, is the basis for effective 
money management
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A System for Personal Financial Records

 Purchase receipts, credit card statements, 
insurance policies, and tax forms are the basis of 
financial recordkeeping and personal economic 
choices

 Organized system of records provides a basis for:
1. Handling daily business affairs, such as bill paying

2. Planning and measuring financial progress

3. Completing required tax reports

4. Making effective investment decisions

5. Determining available resources for current and 
future spending
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A System for Personal Financial Records 
(Continued)

 Most financial records are kept in one of three places:
◦ Home files should be used to keep records for current needs 

and documents with limit value
 Examples would be a series of folders, a cabinet with several 

drawers, or even a box

◦ Safe deposit box is a private storage area at a financial 
institution with maximum security for valuables

 Important financial records and valuable articles should be kept 
in a safe deposit box because it provides better security than a 
home file

◦ Computer, or online, system, such as “the cloud”
 Download copies and back up files, secure data with passwords 

and encryption, and permanently erase files when deleting 2-6
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Categories of Financial Records

 Personal and employment records

 Money management records

 Tax records

 Financial services records

 Credit records

 Consumer purchase and automobile records

 Housing records

 Insurance records

 Investment records

 Estate planning and retirement records
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How Long Should Records be Kept?

 Birth certificates, wills, and Social Security data 
should be kept permanently

 Records for investments should be kept as long 
as you own the items

 Federal tax documents should be kept for three 
years from the date you file your return
◦ Consider keeping tax records for six years

 Keep documents related to the purchase and sale 
of real estate indefinitely 
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What to Keep in a Safe Deposit Box or 
Fireproof Home Safe
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Records on Your Computer, Tablet, or Phone
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What Not to Keep
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Personal Financial Statements
LO2.2

 Personal financial statements tell you the starting 
point of your financial journey

 Most financial documents come from financial 
institutions, businesses, or the government
◦ Two documents you create yourself are the personal 

balance sheet and the cash flow statement

 Main purpose of personal financial statements 
are to:
1. Report your current financial position
2. Measure your progress toward financial goals
3. Maintain information about your financial activities
4. Provide data for preparing tax forms or applying for 

credit 2-12
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Your Personal Balance Sheet:
The Starting Point

 A balance sheet (i.e., net worth statement or 
statement of financial position) is a financial 
statement that reports what an individual or 
family owns and owes 
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Creating a Personal Balance Sheet
 Step 1 – List items of value

◦ Liquid assets are cash and items of value that can easily 
be converted to cash

◦ Real estate
◦ Personal possessions
◦ Investment assets

 Step 2 – Determine amounts owed
◦ Current liabilities are debts that must be paid within a 

short time, usually less than a year
◦ Long-term liabilities are debts that you do not have to 

pay in full until more than a year from now

 Step 3 - Compute your net worth
◦ Net worth is the difference between total assets and 

total liabilities
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Creating a 
Personal 
Balance 
Sheet

Exhibit 2-2
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Computing Net Worth

Assets - Liabilities = Net Worth

Assets = Liabilities + Net worth

 Example: If a household has $193,000 of assets and 
liabilities of $88,000, the net worth would be 
$105,000 ($193,000 minus $88,000)

 Insolvency is the inability to pay debts when they are 
due because liabilities exceed the value of assets
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Methods to Increase Net Worth

 Individuals and families can increase their net 
worth by any one of the following:
◦ Increasing their savings;

◦ Reducing spending;

◦ Increasing the value of investments and other 
possessions;

◦ Reducing amounts owed

 Remember, your net worth is not money 
available to use but an indication of your 
financial position on a given date
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Your Cash Flow Statement

 Cash flow is the actual inflow and outflow of cash 
during a given time period

 Cash flow statement (i.e., personal income and 

expenditure statement) summarizes cash receipts 

and payments for a given period
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Your Cash Flow Statement:
Inflows and Outflows

 Inflows are deposits made into your account and 
include the following:
◦ Income from employment

◦ Interest earned on a savings account

 Checks written, cash withdrawals, and debit card 
payments are your outflows, such as the 
following:
◦ Rent

◦ Food

◦ Loans
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Preparing a Cash Flow Statement
 Step 1 – Record income

◦ Income is the inflow of cash to an individual or  household
 Take-home pay, or net pay, is earnings after deductions for taxes and 

other items; also called disposable income

 Discretionary income is money left over after paying for housing, 
food, and other necessities

◦ Main source of income is usually money received from a job

 Other income sources include commissions, self-employment income, 
interest, dividends, gifts, grants, scholarships, government payments, 
pensions, retirement income, alimony, and child support

 Step 2 – Record cash outflows
◦ Fixed expenses and variable expenses

 Step 3 – Determine new cash flow
◦ Use this statement as a foundation for preparing and 

implementing a spending, saving, and investment plan 2-20
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Creating a 
Cash Flow 
Statement
Exhibit 2-3
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A Plan for Effective Budgeting
LO2.3

 A budget, or spending plan, is necessary for 
successful financial planning

 Budgeting will help you do the following:
◦ Live within your income

◦ Spend your money wisely

◦ Reach your financial goals

◦ Prepare for financial emergencies

◦ Develop wise financial management habits
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Common Financial Goals
Exhibit 2-4
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7-Step Process to Budgeting Activities

1. Set financial goals

◦ Goals should take a SMART approach

2. Estimate income 

3. Budget an emergency fund and savings

4. Budget fixed expenses

5. Budget variable expenses

6. Record spending amounts

◦ Budget variance is the difference between the amount 

budgeted and the actual amount received or spent

7. Review spending and saving patterns
2-24
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Review Spending and Saving Patterns

 Budgeting is an ongoing process, and you will 
need to review and perhaps revise your spending 
plan on a regular basis
◦ Review your financial progress

◦ Revise your goals and budget allocations

◦ Successful budgeting are well planned, realistic, 
flexible, and clearly communicated

◦ Selecting a budgeting system

 Mental budgets exist in a person’s mind

 Physical budgets involve envelopes, folders, or containers

 Written budget can be kept in a notebook

 Digital budget may involve spreadsheets or software
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Developing 
a Monthly 

Budget
Exhibit 2-5
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Typical After-Tax Budget Allocations
Exhibit 2-6
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A Money Management SWOT Analysis
Financial Literacy in Practice

 SWOT (strengths, weaknesses, opportunities, threats) 
analysis, a planning tool used by companies, can also 
help with money management and budgeting activities
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Money Management and Achieving 
Financial Goals
LO2.4

 Personal financial statements and a budget help 
you achieve financial goals with the following:

1. Your balance sheet: reporting your financial position – 
where you are now

2. Your cash flow statement: telling you what you received 
and spent over the past month

3. Your budget: planning spending and saving to achieve 
financial goals
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Changes in Net Worth

 Changes in net worth result from cash inflows 
and outflows
◦ In periods where outflows exceed inflows, you must 

draw on savings or borrow 
◦ When inflows exceed outflows, putting money into 

savings or paying off debts results in a higher net worth
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Selecting a Saving Technique

 Traditionally, the U.S. ranks low among industrial 
nations in savings rate, but these methods can 
help make saving easier:

1. On each payday, deposit an amount in a separate 
savings account

2. Payroll deduction, under a direct deposit system, will 
automatically deduct an amount from your salary to 
deposit in savings

3. Save coins or spend less on certain items
◦ Examples: bring lunch to work and avoid expensive 

coffee/snacks
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Using Savings to Achieve Financial Goals 
Exhibit 2-7
 To achieve your financial objectives, convert 

savings goals into specific amounts

2-32



Copyright © 2022 McGraw Hill. All rights reserved. No reproduction or distribution without the prior written consent of McGraw Hill.

Chapter Summary
LO2.1: Identify the main components of wise 
money management.

 Successful money management requires 
coordination of personal financial records, 
personal financial statements, and budgeting 
activities. 

 An organized system of financial records and 
documents should provide ease of access as well 
as security for financial documents.
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Chapter Summary
LO2.2: Create a personal balance sheet and cash 
flow statement.

 A personal balance sheet, also known as a net 
worth statement, is prepared by listing all items 
of value (assets) and amounts owed to others 
(liabilities). 
◦ The difference between your total assets and your total 

liabilities is your net worth. 

 A cash flow statement, also called a personal 
income and expenditure statement, is a summary 
of cash receipts and payments for a given period, 
such as a month or a year.
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Chapter Summary
LO2.3: Develop and implement a personal 
budget.

 The budgeting process consists of seven steps:

1. Set financial goals;

2. Estimate income; 

3. Budget an emergency fund and savings;

4. Budget fixed expenses;

5. Budget variable expenses;

6. Record spending amounts;

7. Review spending and saving patterns
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Chapter Summary
LO2.4: Connect money management activities 
with saving for personal financial goals.

 The relationship among the personal balance 
sheet, cash flow statement, and budget provides 
the basis for achieving long-term financial 
security.

 Future value and present value calculations may 
be used to compute the increased value of 
savings for achieving financial goals.
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