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Recommended training

The purpose of this case study is for you to practice what you learned from the self-study options
below. It is recommended that you access the online training program from
http://support.eisi.com for these modules before completing the case study.

Profiles Forecaster self-study options

X Profiles Forecaster self-study options
Note: The self-study options for Forecaster include a learning guide and two Training Video
Clips: Modeling the Current Financial Situation, and Analyzing Output Pages.


http://support.eisi.com/
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Getting started

During your client meeting, you gathered financial information to analyze the clients’ current
situation and address their financial planning concerns.

Using the financial information from the “Know your client” section and Fact Finder in this
document, do the following:

e Create the Welch client file
e Enter their financial data in Profiles Forecaster
e Select the Needs in the Event of Death, College Funding, and Retirement modules
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Know your client

Mike and Jill Welch—ages 35 and 33 respectively—have been married for eight years and live
in Sterling, lllinois. The couple have two children; a daughter, Monica and a son, Miles. Mike
has been working full time as an engineer for Jones & Associates for over ten years; he also does
contract work on the side. Jill is employed as a lawyer at Richmond & Associates. She recently
returned to work on a part-time basis after a three-month maternity leave. Although the couple’s
combined income has declined since Jill decided to reduce her work schedule, the Welches view
the change as positive and are comfortable with Jill working part time, at least until Miles is five
years old.

Mike and Jill have a number of financial concerns, one of which is their children’s post-
secondary education costs. The Welches want both their children to experience college life at its
fullest and live on campus for a four-year period. At this stage in their lives, they are fine
planning for their children’s education with the expectation that each child will live nearby in-
state. Mike and Jill currently have $18,000 saved towards separate 529 plans for each child.

The couple’s biggest goal is for Mike to retire at age 60, and Jill at age 58. Mike’s parents have
struggled financially during their retirement, and the couple is determined to not experience the
same financial constraints during their own retirement. Their dream retirement is to have the
financial freedom to travel and enjoy other recreational activities, and they want a financial plan
to make this possible. They are comfortable with a retirement income of 80% of their current
household income, supplemented by regular Social Security retirement benefits when they each
turn 67.

Mike and Jill want to ensure that if something happens to either of them, the surviving spouse
and children will have sufficient resources to maintain their current standard of living while Jill
is alive, and as long as the children remain dependents. The Welches have mentioned that they
feel comfortable with a survivor needs goal of 70% of their current household income until the
youngest child turns 18, after which the goal drops to 50%. They also want to guarantee that both
children’s education expenses are fully funded should Mike or Jill die before their children have
completed university. Currently, Mike has $500,000 in life insurance coverage and Jill has
$600,000; both are group policies sponsored by their employers. Although they feel their
coverage is sufficient, they want to ensure that it will meet all their needs during survivorship.
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Financial concerns

1. Mike and Jill have asked you to assess their retirement objective. Will they be able to meet
their goal of 80% of their current household income given their present savings and
investment strategies?

2. Are the Welches able to support their children’s in-state tuition, and room and board costs, if
both Monica and Miles attend Illinois State University in Normal, IL?

3. With life insurance coverage of $500,000 (Mike) and $600,000 (Jill), are the Welches
adequately insured in the event of either client’s death?
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Fact Finder

Fact Finders are an easy and convenient way to collect client data because the forms

directly corr

espond to fields in your Forecaster software.

Consult the “Answer key: Recommended data entry” section of this document to
understand how to enter the information included in the “Know your client” section
and Fact Finder can be entered into NaviPlan. If you require assistance entering the
financial data from the Fact Finder, access the NaviPlan Help for step-by-step
instructions.

Note: Your answers may differ based on your asset allocation data and the Profiles Forecaster

version you are using.
Client Data

Name Date of Birth | Gender
Client A Mike Welch 04/12/1974 male
Client B Jill Welch 02/28/1976 female
Dependent Monica Welch | 10/16/2002 female
Dependent Miles Welch 08/13/2008 male
Home Address

211 Lynn Blvd., Sterling, IL 61081

Incomes

Recipient | Salary Indexed at
Mike $74,000/yr | 4%

Jill $46,500/yr | 4%

Other Income Sources

Recipient

Type Amount Indexed at Period

Mike’s cons
income

ulting | Salary $24,000 4% Now to retirement
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Assets
Account Type Market Return rate | Monthly Savings | Co. Match
value (pre-
retirement)

Jill’s 401(k) $41,500 7.5% $300/month $200/month
Mike’s 401(k) $56,000 8 % $300/month $300/month
Joint savings for $24,850 4.8% $300/month
retirement
Monica’s 529 plan | $14,000 8% $250/month
Miles’s 529 plan $ 4,000 8% $250/month
Hard Assets
Type Owner Market value Indexed at
Residence Joint $402,500 N/A
Honda CRV Jill $28,200 N/A
Land Rover Mike $43,500 N/A
Liabilities
Liability Name Loan Details
Mortgage for primary = Current balance: $319,445
residence = Monthly payment: $1,905

= 30-year term

= 5.25% interest
Credit card: MasterCard = Current balance: $5,000

= Monthly payment: $600

= Interest rate: 9.8%
Additional liability:
Honda CRV car loan = Current balance: $20,200
Additional liability:
Land Rover car loan = Current balance: $19,600

Retirement Objective

Mike Jill
Retirement age 60 58
Include Social At age 67 At age 67
Security benefits

Monthly need as

80% of current income
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% total income
Life expectancy 90 \ 90
Increase need by 4%
Education Objectives
Monica | Miles

School

Illinois State University

Education goal details

= |n-state tuition and
required fees

= Room and board

= Indexed at 6%

Years to Attend 4 4
% clients want to provide 100% 100%
Increase need by 6% 6%
Survivor Needs Obijective

Mike | Jill

Monthly need as % of
total income (with
children at home)

70% of current income

Monthly need as % of
total income (with no
children at home)

50% of current income

Duration of income need lifetime

Life expectancy 90 90
Insurance benefit $500,000 $600,000
Insurance company MetL.ife MetL.ife
Annual premium $960 $780
Insurance type Group Group

10
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Addressing financial concerns

Once the financial data entry is complete, the next step is to address the clients’ financial
concerns. For each question below, use Forecaster to help you analyze the case and answer the
following components of each question (when applicable):

Short answer: provide a brief answer to your clients’ concerns

e Solution: explain where you found your answer in Forecaster and why you chose this
solution

e Report analysis: describe the report and/or graph that could be generated during your
analysis or printed as supporting documentation (if needed)

¢ Client presentation: describe the client report you would generate to present your
analysis

Addressing financial concerns” section of this document to assist you in
understanding how to use Forecaster to perform an analysis of the plan. Note: Your
answers may differ based on your asset allocation data and the Profiles Forecaster
version you are using.

After addressing the clients’ financial concerns, consult the “Answer key:

1. Mike and Jill have asked you to assess their retirement objective. Will they be able
to meet their goal of 80% of their current household income given their present
savings and investment strategies?

» Short answer:

» Solution:

> Report analysis:

» Client presentation:

11
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2. Are the Welches able to support their children’s in-state tuition, and room and
board costs if both Monica and Miles attend Illinois State University in Normal, IL?

» Short answer:

» Solution:

> Report analysis:

» Client presentation:

3. With life insurance coverage of $500,000 (Mike) and $600,000 (Jill), are the Welches
adequately insured in the event of either client’s death?

> Short answer:

> Solution:

> Report analysis:

» Client presentation:

12
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Answer Key: Recommended data entry

Use this section to understand how the information included in the “Know your client” (KYC)
section and Fact Finder can be entered into Forecaster.

Note: Your answers may differ based on your asset allocation data and the Profiles Professional
version you are using.

Profiles: Create New Client category — Create New Client and Initial Case screen

Fact Finder: Client Data section

» Data entry: You are required to enter information in the fields marked with an asterisk,
(i.e., Last Name and Case Name).

Profiles: Create New Client category — Create New Case screen

> Data entry: Select the Needs in the Event of Death, College Funding, and Retirement
modules to define the scope of the case

Profiles: Case Data category — Personal Information screen

Fact Finder: Client Data and Home Address sections

KYC: Mike and Jill Welch—ages 35 and 33 respectively—have been married for eight years
and live in Sterling, Illinois. The couple have two children; a daughter, Monica and a son, Miles.
Mike has been working full time as an engineer for Jones & Associates for over ten years; he
also does contract work. Jill is employed as a lawyer at Richmond & Associates.

» Data entry: Enter an Analysis Date of January 1 of the current year.
Note: The Analysis Date is the date on which all plan calculations are based, including
clients’ ages, valuation date of lifestyle assets and investment accounts, and the clients’
life expectancies for the survivor needs analysis.

> Data entry: Employment information is not mandatory; however, you can enter it into a
case for record-keeping purposes.

Profiles: Planning Preferences category — Planning Preferences screen

» Key point: It is important to be aware of Forecaster’s default assumptions on the
Planning Preferences screen in order to perform an accurate assessment of the clients’
financial needs and objectives. Understanding how Forecaster’s underlying assumptions
are used to calculate the clients’ financial needs (i.e., education, retirement, survivorship)
1s imperative to your analysis of the case. For instance, during the retirement analysis

13
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period, all accounts will grow by the rate of return defined on the Planning Preferences
screen; this in turn will affect the clients’ available resources during the retirement
period. Also, college costs will be projected by the inflation rate defined on this screen.
Note: Modifications to these assumptions can be made globally, or on a case-by-case
basis.

Profiles: Case Data category — Survivor Needs screen

Fact Finder: Survivor Needs Objective section

KYC: The Welches have mentioned that they feel comfortable with a survivor needs goal of
70% of their current household income until the youngest child turns 18, after which the goal
drops to 50% of their current income. They also want to guarantee that both children’s education
expenses are fully funded should Mike or Jill die before their children have completed
university. Currently, Mike has $500,000 in life insurance coverage and Jill has $600,000; both
are group policies sponsored through their employers.

» Data entry: Click the Details button to enter additional optional information about your
clients’ current life insurance policies.

» Data entry: On the Life Insurance Details screen you can further define the details of the
Welches’ life insurance policies, such as the annual premium payment amount and policy

type.

» Key point: The Annual Premium and Type fields are optional, and the data entered on
this screen will only appear in the Personal Information Summary report. Annual
premiums entered on this screen will not affect the clients’ cash flow.

» Key point: When performing a survivor needs analysis, Forecaster assumes that the
spouse of the surviving client is deceased as of the Analysis Date defined on the Personal
Information screen; this assumption cannot be modified.

» Key point: Refer to the Planning Preferences screen to view and modify the assumptions
that will be used in the survivor needs analysis, such as the return rate on assets in the

event of death, value of emergency reserves, life expectancy, and final expenses.

Profiles: Case Data category — College Funding screen

Fact Finder: Education Objectives section

KYC: The Welches want both their children to experience college life at its fullest and live on
campus for a four-year period. At this stage in their lives, they are fine planning for their
children’s education with the expectation that each child will live nearby in-state. Mike and Jill
currently have $18,000 saved towards separate 529 plans for each child.

14
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» Data entry: Click Search to open the College Cost Search screen and access the College
Cost Database, which lets you search for education-related expenses such as tuition fees,
and room and board.

» Data entry: On the College Cost Search screen, use the top search list to select the type
of search you would like to perform (i.e., Name of School, City, or State), and then enter
the specific name in the field below the search list (e.g., Illinois State University). Once
the database populates with the information specified, click Select beside the result to
define the type of expenses you would like to have calculated (e.g., In-State tuition/Room
& Board), and then click OK.

» Data entry: On the College Funding screen, enter current savings strategies for all
accounts that have been allocated to the children’s education goals.
Note: You will not be able to specify whether the goal’s funding accounts are education-
specific accounts such as 529 plans or UTMAs/UGMAs. You are only required to enter
the aggregate value of all accounts funding the goal (i.e., $18,000), as well as the amount
of total savings (i.e., $500/month) and the average return rate of all funding accounts (i.e.,
8%).

» Key point: It may be necessary to modify the default inflation rate that will be applied to
college-related expenses on the Planning Preferences screen; in this case study, college-
related expenses are indexed at 6%.

Note: Modifications to these assumptions can be made globally, or on a case by case
basis.

Profiles: Case Data category — Retirement screen

Fact Finder: Retirement Objective section

KYC: The couple’s biggest goal is for Mike to retire at age 60, and Jill at age 58. Mike’s parents
have struggled financially during their retirement, and the couple is determined to not experience
the same financial constraints during their own retirement. Their dream retirement is to have the
financial freedom to travel and enjoy other recreational activities, and they want a financial plan
to make this possible. They are comfortable with a retirement income of 80% of their current
household income, supplemented by regular Social Security retirement benefits when they each
turn 67.

» Data entry: You can define the clients’ retirement needs in one of two ways: as a
percentage of current income, or as a specific dollar amount.
Note: Optional questions have been included on the Retirement screen to allow you to
determine what resources are available to help fund retirement and to assist you in
determining whether or not the clients are getting the maximum benefit from their
available resources.

» Key point: Refer to the Planning Preferences screen to view and modify the assumptions
that will be used in the retirement analysis, such as the return rate on assets (7%), return

15
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rate for Social Security (2.5%), and life expectancy (90 years). During the analysis period
all accounts that have been allocated to the goal will grow by the rate of return assigned
to assets during retirement (as specified on the Planning Preferences screen).

Note: The retirement period will be analyzed from the date on which the first client
retires (specified on the Retirement screen) until the date the last client dies (based on the
life expectancy specified on the Planning Preferences screen).

Profiles: Case Data category — Earnings and Assets screen

Fact Finder: Incomes, Hard Assets, and Liabilities sections

» Data entry: Under Earnings, enter Mike’s and Jill’s gross pre-tax annual wages/salaries
in the appropriate fields.
Note: Forecaster is not a tax-sensitive planning tool; therefore, incomes that are defined
on this screen will not be subject to income taxes.

» Data entry: Select Yes to the question Do clients contribute to Social Security? to
indicate that Mike and Jill expect to receive Social Security benefits. Forecaster will
automatically calculate retirement and survivor benefits based on the employment income
defined on the Earnings and Assets screen.

Note: Social Security benefits will appear as a separate income stream in related reports
and graphs.

» Data entry: Under Assets and Liabilities, enter the clients’ personal property, such as
their primary residence, liabilities, and vehicles.
Note: Click the Details button to enter both Mike’s and Jill’s vehicle loans. button

> Data entry: Since the clients own their residence, enter their current mortgage balance in
the Mortgage Amount field, and then click Details. On the Mortgage Details screen, enter
the current market value of the home, the monthly mortgage payment, and the loan’s
interest rate. Alternatively, click Calculate under Loan Calculator to solve for the loan’s
current balance, monthly payments, and final payment due date.
Note: When the Loan Calculator is used, Forecaster updates the Mortgage Details screen
with the appropriate information regarding balance and interest rate values. The
outstanding balance of the loan is calculated based on the Analysis Date entered on the
Personal Information screen.

» Key point: Mortgage payment details are for informational purposes only and will not
affect the clients’ cash flow in Forecaster.

> Key point: The value of any asset or liability entered on the Earnings and Assets screen
will only be included in the Net Worth report. The clients’ net worth will not affect the

analysis of their goals (i.e., retirement, education, and survivor needs).

» Key point: For the survivor needs analysis, a debt payment fund will be created for the
outstanding balance of all liabilities (i.e., mortgage, credit cards, and car loans) entered

16
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on the Earnings and Assets screen. This fund will automatically be payable upon the
death of either client.

Profiles: Case Data category — Savings/Investments screen

Fact Finder: Assets section

» Data entry: Under Retirement Funds, click Details to open the Retirement Fund Details
screen to enter individual account information, such as owner, account name, monthly
and employer savings contributions, and a savings increase rate. Forecaster then
calculates the total amount, total monthly savings, and average rate of return of all
retirement accounts, and this information will appear on the Savings/Investments screen.

> Data entry: Under Bank Accounts and Investments, enter the total amount, total monthly
savings, and average rate of return of all of the clients’ investment accounts (excluding
retirement-specific accounts such as IRAs and 401 (k) accounts. Click Details to open the
Asset Details screen to enter individual account information, such as owner, account
name, monthly savings, and savings increase rate. Note: The process for entering
retirement funds is identical to your data entry for bank and investment accounts except
for the fact that employer matching contributions can only be made to those accounts that
have been identified as retirement funds.

Profiles: Case Data category — Other Income Sources screen

Fact Finder: Other Income Sources section

> Data entry: Click Add Sources to open the Other Income Source Details screen, and
then enter details for Mike’s consulting income.

» Key point: You can specify the exact age at which the client’s income stream will end by
selecting the appropriate keyword from the Ending list (e.g., Retirement).

» Key point: It is important to specify whether or not this income stream will apply to the
retirement and/or survivor needs analyses. To exclude the income stream from an
analysis, clear the appropriate check boxes under Apply this income to the following
analysis.
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Answer key: Addressing financial concerns

Once you have completed your own analysis of the Welches’ financial concerns, use this section
to compare your responses in the “Addressing financial concerns”’section of this document to
those provided below.

Note: Your answers may differ based on your asset allocation data and the version of Profiles
Forecaster you are using.

The information under “Troubleshooting potential errors” will help you identify where you may
have gone off track if your results are different from the solutions provided here.

1. Mike and Jill have asked you to assess their retirement objective. Will they be able to
meet their goal of 80% of their current household income given their present savings and
investment strategies?

» Short answer: No. The assets that Mike and Jill have allocated to retirement will be fully
depleted at age 74. Their remaining income sources will then be limited to Social
Security, which will only provide 26% of their income during retirement. The Welches
will need an additional $1,938,045 to meet their retirement objective. Saving an
additional $2,343 a month to an account earning a 7.33% return rate will let them reach
their retirement goal.

» Solution:
Go to the Output menu, and then select Client Presentation. The Forecaster
Reports dialog box opens. This dialog box can also be accessed by clicking Client
Presentation on the navigation bar or by pressing CTRL+P.
Under Pages Available, scroll down to the Retirement category, and then highlight
the Retirement Analysis presentation page.
Click Add to move the highlighted page under Pages Selected, and then click Print
Preview to generate the output.
Retirement Needs Analysis output page

o The text box on the left of the page states that the Welches will not be able to

meet their stated goal of retiring with 80% of their current income at ages 60
(Mike) and 58 (Jill).

The graph on the right supports the text by visually illustrating that the
Welches’ assets are entirely depleted when Mike is 74. Thereafter, the
Welches begin to incur substantial deficits which are funded, in part, by
regular Social Security retirement benefits.

The text below the graph provides four options for the Welches to consider in
order to meet their retirement need, such as saving more, increasing the rate of
return of their retirement accounts, delaying retirement, or reducing their
needs at retirement.

The Save More or Earn More graph at the bottom of the page displays the
monthly savings required when assets are earning a specific return. The bar at
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the far left illustrates the additional savings required given the current average
return rate of the Welches’ accounts. Alternatively, the bar at the far right
indicates that no additional savings are required if the Welches increase the
average rate of return of their retirement accounts.

o Note: The assumptions used in the analysis appear as footnotes at the bottom
of the page

» Troubleshooting potential errors:

Are the Welches’ assets depleted before or after Mike is 747?

Did you enter a desired retirement age of 60 for Mike and 58 for Jill?

o Be sure that you have defined the correct time period for the goal on the
Retirement screen. The retirement analysis will begin on the date when the
first client is set to retire. In this instance, since Mike is older than Jill the
retirement period starts when he turns 60.

Are Social Security benefits calculated?

o In order to have Social Security benefits calculated for the clients, you need to
indicate the age at which Social security benefits begin on the Retirement
screen (in this case, age 67) and select Yes to the question Do clients
contribute to Social Security? on the Earnings and Assets screen. Note: Social
Security benefits are not automatically calculated for the clients if you have
selected No to this question.

o Go to the Planning Preferences screen to ensure that a 2.5% inflation rate is
applied to Social Security benefits.

Did you assign an appropriate return rate to the assets funding the retirement
objective?

o On the Savings/Investments screen, under Retirement Funds, click Details to
confirm that you have entered the correct return rates for Jill and Mike’s
401(k) accounts. Also, click the Details button under Bank Accounts and
Investments to validate the return rate you assigned to the couple’s joint
checking account.

o Go to the Planning Preferences screen to confirm that assets during
retirement earn a 7% return rate. A different return rate will significantly
affect the analysis, specifically the year/age in which the goal becomes
underfunded.

» Report analysis:

Retirement Needs Analysis Detail audit page:
o Go to the Client Presentation category — Forecaster Reports dialog box to
generate this page.
o This audit page has six tables: Income Objective, Income Sources, Capital
Needed to Meet Objectives, Capital Available, Additional Capital Needed to
Meet Objectives, and Assumptions.
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(@]

Income Objective
= Displays Mike and Jill’s current household income ($120,500). This
value serves as a reference point from which to evaluate their annual
needs during retirement ($96,400 in today’s dollars), calculated as
80% of current household income. The Capital Value column displays
the aggregate value of their projected retirement needs throughout
retirement (starting with Mike’s retirement at 60 and ending when Jill
dies at age 90).
Income Sources
= |dentifies the Social Security payments Mike and Jill will receive
during retirement. Keep in mind that they will receive these payments
once they reach full retirement at age 67 ($24,755 for Mike and
$19,829 for Jill). The Total Income Sources line displays the total
projected value of Social Security payments received throughout
retirement.
Capital Needed to Meet Objectives
= To determine the total capital needed to meet Mike and Jill’s
retirement objectives ($4,643,238), Forecaster reduces the total value
of their income objective ($5,522,624) by their total income sources
($879,386).
= Note: These capitalized values are determined by the inflation rates
specified on the Planning Preferences screen.
Capital Available
= The projected value of the clients’ investment accounts (401(k), joint
checking) appear in this table, including the total capital available at
the start of retirement ($2,727,816).
Additional Capital Needed to Meet Objectives
= The value displayed in this row is the total value of Mike and Jill’s
retirement shortfall, or the total value of Mike and Jill’s accumulated
deficits. This amount is determined by subtracting their available
resources at retirement ($2,727,816) from the capital needed to meet
the objective ($4,643,238).
Assumptions
= This table lists the assumptions that are used in the analysis, such as
the inflation rate (4%) and return rate assigned to the clients’ assets
(7%). These assumptions are specified on Planning Preferences
screen.

» Client presentation:

o

Go to the Client Presentation category — Forecaster Reports dialog box to
generate a combination of output pages for retirement that will suit your
presentation style. You may choose to select only presentation pages, or you
can include additional pages such as audit pages. For example,

= Retirement Analysis presentation page

= Retirement Needs Analysis Details audit page

= Your Retirement Timeline audit page
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2. Are the Welches able to support their children’s in-state tuition, and room and board
costs if they both attend Illinois State University in Normal, IL?

» Short answer: While Monica’s education expenses will be fully funded with the
Welches’ current savings and investments strategies, baby Miles’s education will become
underfunded the year before the expense will end. The Welches need to save an
additional $102 a month to meet their goal of sending both children to university.

» Solution:
e (o to the Output menu, and then select Client Presentation. The Forecaster
Reports dialog box opens. This dialog box can also be accessed by clicking Client
Presentation on the navigation bar or by pressing CTRL+P.

o Under Pages Available, scroll down to the College Funding category, and
then highlight College Needs Analysis.

e Click Add to move the highlighted page under Pages Selected, and then click Print
Preview to generate the output.

e College Needs Analysis page

o

The text box on the left includes information about Mike and Jill’s current savings
strategy and the return rate that is applied to the children’s education accounts. It
also states that the children’s college expenses will be underfunded unless the
Welches begin to save an additional $102 per month.

The graph on the right illustrates both children’s education needs and the number
of years for which each expense will occur. Since Monica is several years older
than Miles, you will notice a two-year gap between the final year of her education
expense and the start of Miles’s. The blue bars represent the years in which the
goal is fully funded. Although Miles’s education expense is partially funded in
year nine, the red bar in year ten indicates this goal will incur a large deficit.

The table below the graph highlights the projected college costs for Monica and
Miles. Keep in mind that these expense amounts have been projected using a 6%
inflation rate (as specified on the Planning Preferences screen).

The graph at the bottom of the page includes Forecaster’s recommended savings
strategies. As indicated, if the Welches save an additional $102 per month for the
next 21 years, both children’s expenses will be funded completely.

The educational text box at the bottom of the page is for informational purposes
only and is not specific to the case; it highlights the benefits of preparing for
college at an early date.
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» Troubleshooting potential errors:
Are college expenses fully funded for each child?

e Did you use the College Cost Database to search for education-related costs at Illinois
State University?

o The Welches plan on fully funding their children’s college expenses when
each child turns 18. Go to the College Funding screen, and then click Search
under College Cost to have Forecaster automatically calculate the in-state
tuition, and room and board costs for Illinois State University, then click OK
to return to the College Funding screen. The Annual Amount (in today’s
dollars) column displays the total annual cost for each child’s education
expense. If a value other than $15,867 appears on this screen, the goals may
be significantly affected and therefore may appear as either overfunded or
underfunded in related reports.

e What is the duration of each education expense?

o Each goal lasts four years. Ensure that you have entered the number 4 in the

Years To Attend fields for each child’s expense.
e Have current savings strategies been entered correctly?

o To date, Mike and Jill have saved $18,000 in total for the children’s education
expenses. They also make monthly savings contributions of $250 to each of
their children’s education accounts (529 plans). Forecaster assumes that
savings will continue until the start of the last year of college.

e Did you assign an appropriate rate of return to the Welches’ education accounts?

o The average rate of return for both accounts is 8%. This same value should be

entered in the Average Rate of Return field on the College Funding screen.

Is Forecaster’s additional savings recommendation greater than $102 per month?

e What long-term inflation rate have you entered for the children’s education costs?
o Typically, education-related expenses are increased at a rate higher than
inflation. On the Planning Preferences screen, ensure that the Welches’
education costs are indexed at 6%.

> Report analysis:
e College Needs Analysis Detail audit page:

o Go to the Client Presentation category — Forecaster Reports dialog box to
generate this page.

o This audit page has five tables: Goal Summary, Savings Summary, Single Sum
Needed Today to Fund Shortage, Additional Monthly Savings Required, and
Assumptions.

o Goal Summary

= Displays the current age of each child, their annual education needs
(expressed in today’s dollars), the number of years until each need
begins, and the present value of the total cost for the children’s college
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expenses. The total cost for each child’s education expense is added
and appears as the Present Value of Total Need.
Savings Summary
= Identifies the clients’ current savings strategy, including the amount
saved to date, monthly savings, and the total projected value of all
future savings at the end of 21 years ($500/mo. @ 8% = $315,493).
The Present Value of Savings amount is determined by adding the
current and total value of all future savings based on the clients’
monthly savings contributions as well as the return rate assigned to the
education accounts.
Single Sum Needed Today to Fund Shortage
= The amount displayed in this row is the difference between Present
Value of Total Need and Present Value of Savings.
Additional Monthly Savings Required
= Based on their shortage, the Welches will need to save an additional
$102 each month until the start of the last year of Miles’s education
expense.
Assumptions
= The last table lists the assumptions that are used in the analysis, such
as the inflation rate and average return assigned to the education
accounts. These assumptions are specified the on Planning
Preferences screen.

(@]

O

O

O

» Client presentation:

o Go to the Client Presentation category — Forecaster Reports dialog box to
generate a combination of output pages for retirement that will suit your
presentation style. You may choose to select only presentation pages, or you
can include additional pages such as audit pages.. For example,
= College Needs Analysis presentation page
= College Needs Analysis Detail audit page

3. With life insurance coverage of $500,000 (Mike) and $600,000 (Jill), are the Welches
adequately insured in the event of either client’s death?

» Short answer: In the event of either client’s death, the surviving client will experience
significant cash flow shortages unless they purchase additional life insurance coverage. If
Mike were to die today, his family would need an additional $815,584 in insurance to
cover their ongoing needs. Alternatively, if Jill were to die today, the family would need
an additional $207,317 to meet their needs.

» Solution:

e Go to the Output menu, and then select Client Presentation. The Forecaster Reports
dialog box opens. This dialog box can also be accessed by clicking Client Presentation
on the navigation bar or by pressing CTRL+P.

e Under Pages Available, scroll down to the Survivor Needs category, and then highlight
the following presentation pages:
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o Financial Needs - Client A Dies
o Financial Needs - Client B Dies

> Click Add to move the highlighted pages under Pages Selected, and then click Print
Preview to generate the output.

¢ Financial Needs in the Event of Mike’s/Jill’s Death

o The text box on the left provides a breakdown of all of the items that need to be
funded upon Mike’s or Jill’s death. These items include final expenses, debt
payments, an emergency reserve fund, and education funds. Apart from the
education fund—whose value is determined based on the children’s combined
education costs—these funds are calculated based on the assumptions specified on
the Planning Preferences screen.

o The bar graph on the right illustrates the total immediate cash needs of the
surviving client. The value of each fund appears in present dollars (i.e., not
inflated) since Forecaster assumes that the client will die as per the analysis date
specified on the Personal Information screen.

o The Total Income Needs graph at the bottom of the page highlights the various
types of income the surviving client can expect to receive from the analysis date
(as entered on the Personal Information screen) until the end of the analysis
period (i.e., the life expectancy age specified on the Planning Preferences screen).
In pre-retirement, in addition to regular employment income, the survivor will
receive Social Security survivor benefits until Miles turns 18. Once the survivor
retires, his or her regular employment income will be replaced by capital
withdrawals from any retirement accounts and Social Security retirement benefits.
Note, however, that Mike will continue to receive income from his consulting
work until age 68.

o In both analyses, Mike and Jill will begin to experience cash flow deficits later in
their retirement periods (age 78 for Mike, age 72 for Jill).

o The text box to the right explains how Forecaster calculates total income needs
for each client. The assumption for each client is that the survivor will require
70% of total household income ($120,500) when children are at home, and 50%
thereafter. Based on these assumptions, Jill will only be able to meet 87% of the
family’s income needs if Mike dies, and Mike will only be able to meet 92% of
the household’s needs if Jill dies.

» Troubleshooting potential errors:

Is the recommended life insurance coverage significantly more than $350,000 for
either client?

¢ Did you modify the rate of return applied to assets during survivorship?

o As adefault, Forecaster assigns a 6% return rate to assets during
survivorship. This assumption can be changed on the Planning Preference
screen. Note, however, that assigning a more conservative rate of return
(e.g., 4%) to their assets may cause the surviving client to experience
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greater cash flow shortfalls because they will be redeeming their assets at
an earlier date to compensate for less investment income. This, in turn,
will increase their need for additional insurance coverage.

e When does the analysis period begin and end?
o The survivorship analysis begins as of the Analysis Date entered on the

Personal Information screen and ends at the client’s life expectancy.
While Forecaster assumes that either client will die as per the analysis
date, you can modify their life expectancies on the Planning Preferences
screen. Entering an age younger or older than 90 will affect the number of
years in which the surviving client will experience deficits, which in turn
will create an increased or decreased insurance need.

e Have you entered final expenses?

o Go to the Planning Preferences screen and confirm that final expenses of
$10,000 have been entered in the case. Upon either Mike’s or Jill’s death,
these expenses will contribute to the surviving client’s immediate cash
needs at death.

Is either client unable to resolve their immediate cash flow needs upon the death of
their spouse?

¢ Did you enter the correct death benefit amount for each client?

o Ensure that you have entered an insurance benefit of $500,000 for Mike,
and $600,000 for Jill, on the Survivor Needs screen. The client’s death
benefit will be paid out upon his or her death and be used in addition to the
couple’s investment accounts to resolve all immediate needs at death.

e Have all account values and related savings strategies been correctly entered into
the case?
o Go to the Savings/Investments screen and confirm the total value of all
retirement funds, bank accounts, and investments. The current value of
Mike and Jill’s retirement accounts is $97,500 with monthly savings of
$600, while the value of their bank accounts and investments is $24,850
with monthly savings of $300.

e What is the rate of return on assets during the survivorship period?

o Go to the Planning Preferences screen and confirm that Mike and Jill’s
investment accounts are growing at 6% upon either client’s death. For the
purpose of the survivorship analysis, Forecaster will liquidate all available
investment accounts, in addition to the deceased client’s life insurance
policy, to satisfy any immediate cash needs (final expenses,
education/debt payment funds). The balance of the clients’ available
resources are pooled together and will form a Beginning Balance that will
grow by the rate of return specified on the Planning Preferences screen.
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» Report analysis:
e Survivor Needs Analysis Details - Client A/B Dies audit page:

o

(@]

Go to the Client Presentation category — Forecaster Reports dialog box to
generate this page.
This page has eight tables: Assumptions, Income Objective, Income Sources,
Capital Needed to Meet Income Goals, Immediate Cash Needs, Total Capital
Needed to Meet Objectives, Capital Available, and Additional Capital Needed to
Meet Objectives.
Assumptions
= Lists the assumptions that are used in the analysis, such as the income
replacement objective with or without dependents, inflation rate, return
rate on assets during survivorship, and the client’s mortality age. Apart
from the income replacement objective which is specified on the Survivor
Needs screen, these assumptions are based on the defaults specified on the
Planning Preferences screen.
Income Obijective
= This table breaks down the income objective of the surviving client into
two time periods: with dependents or without In the event of Mike’s
death, Jill’s income objective (with dependents) begins at age 32 and is
reduced at age 50 when the last child turns 18. Similarly, in the event of
Jill’s death, Mike’s income objective (with dependents) begins at age 34
and is reduced at age 52. The client’s income needs appear in today’s and
future dollars. The final column in this table includes the total projected
need for each time period. These values are added and identified as Total
Capital Needed to Provided Income Objective.
Income Sources
= All incomes that will be received by the surviving client, such as full- and
part-time salary and Social Security benefits, appear in this table. Notice
that the amounts for Mike’s and Jill’s current salaries are identical to the
values entered on the Earnings and Assets screen, since Forecaster bases
the survivor analysis on the assumption that either spouse will die today.
The projected value of each client’s total income sources appears as Total
Income Sources.
Capital Needed to Meet Income Goals
= The amount displayed in this table is determined by subtracting the
client’s Total Capital Needed to Provide Income Objective from the Total
Income Sources.
= All items making up the survivor’s immediate cash needs, such as final
expenses, debt payments, emergency and education funds, appear in
today’s dollars and will be resolved immediately upon either client’s
death.
Total Capital Needed to Meet Objectives
= This amount is calculated by adding the client’s Capital Needed to Meet
Income Goals to Total Immediate Cash Needs.
Capital Available
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= The present value of all of the client’s accounts (including those owned by
the deceased) is represented in this table. Notice that the client’s real estate
and personal assets are not included in this amount.
o Additional Capital Needed to Meet Objectives
= This amount is determined by subtracting the client’s Total Capital
Needed to Meet Objectives by the Total Capital Available. This amount
also represents the client’s additional recommended insurance coverage.

e Survivor Needs Analysis Timelines - Client A/B Dies audit page:
o Go to the Client Presentation category — Forecaster Reports dialog box to
generate this page.
o Beginning Balance
= This amount represents the total capital that is available for the surviving
client after the immediate needs have been met.
o Annual Income Desired
= The client’s annual income needs are determined based on 70% of their
current household income until age 48 for Jill and age 51 for Mike. Their
needs are reduced to 50% of their household income once Miles turns 18.
o Social Security
= Each client will receive Social Security survivor benefits until Miles turns
18, and then there is a blackout period until the survivor turns 67, when he
or she will each receive full retirement benefits.
o Other Income
= The values in this column represent the annual employment income
received by each client. Notice that Mike does not receive compensation
from his consulting work since the income is not available in the survivor
analysis.
o Interest and Dividends
= The values in this column represent the annual growth of the beginning
balance. The growth rate of the beginning balance is determined by the
rate of return assigned to assets during survivorship (specified on the
Planning Preferences screen).
o Balance
= The annual ending-year balance is calculated by adding all of Mike and
Jill’s income sources for the year (including investment income), and then
subtracting their annual income needs from this amount.
= In the first year of the survivor needs analysis for client A (i.e., when Mike
dies), the Beginning Balance is added to Jill’s year-end surplus. At age 72
for Jill, all available resources are depleted and she begins to experience
cash flow deficits that continue to accumulate until her death at age 90.
Similarly, when Mike is 78 his assets are completely liquidated and
deficits emerge; these deficits also continue until his death at age 90. In
both cases, each client’s final accumulated deficit drives home the
importance of purchasing the additional life insurance requirement now
rather than later when the costs for insurance may be significantly higher.

28



Profiles Forecaster v4.0 Case Study: Welch Family

» Client presentation:

o Go to the Client Presentation category — Forecaster Reports dialog box to
generate a combination of output pages for retirement that will suit your
presentation style. You may choose to select only presentation pages, or you
can include additional pages such as audit pages. For example,
= Financial Needs - Client A/B Dies
= Survivor Needs Analysis Detail - Client A/B Dies
= Survivor Needs Analysis Timeline - Client A/B Dies
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