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A éOMPUTER SIMULATION MODEL UTILIZING SELECTED
FINANCIAL PLANNING VARIABLES
CHAPTER I
INTRODUCTION

To many individuals the term "estate planning" brings to mind
the problems of transmitting vast fortunes to the appropriate benefi-
ciaries with the least possible tax cost. The subject does include
these aspects, but further encompasses a much larger territory as
indicated by the following definition:

Estate planning is planning for coordinated production of

income, accumulation and preservetion of wealth, and utili-

zation of the income and wealth to create, maximize, maintain,

and improve the personal heppiness and comfort and financial

gecurity of the planner's family during and after his life-
time.l

It is with this larger definition of estate planning that this
study is concerned. Specifically, attention will be directed to the
lifetime accumulation of wealth é.nd the production of income and cash
flows necessary to "create, maximize, maintain, and improve the per-
sonal happiness and comfort and financial security of the planner's
family during...his lifetime." Implicit in the definition are the

ideas that successful estate planning of the ex ante nature must begin

1



2
well in advance of the estate owner's demise and that personal factors
are of paramount importance throughout the planning process. Elaborate
schemes which limit themselves to financlal considerations only and
ignore the estate owner's personal goals do him and his family & great
disservice and render such schemes all but useless. Accumulation
plans as well as dispositive plans must first conform to the estate
owner's desires, and then attention may be directed to the appropriate

means of accomplishing those desires.

Purpose of Study

The purpose of this study is to develop a computer simulation
model to aid the tax or financial planner in projecting future values,
incomes.and cash flows to a designated future time. The information
so developed can then be used as a basis from which various plans for
the disposition of the estate can be developed. Or, alternatively,
the planner can use the model to facilitate the accomplishment of the
estate owner's lifetime financial goals by evaluating the anticipated
effects of various investment plans or business changes in terms of

value, income and cash flow at a given future time.

Need for Study

There are several reasons for undertaking a study of this
nature. The most important reason is that the potential for computer-
assisted tax planning has been largely overloocked, particularly in its
application to individuaels. The computer has been utilized in recent
years to relieve the tax practitioner of the more mundane chores in-

volved in the preparation of certain tax returns, but as a planning

N ey -
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device, it has been almost totally ignored. A properly designed pro-
gram can relieve the planner of the burdens of involved and repetitious
calculations and allow him to devote his time and energies to the
creative aspects of tax planning. In fact, it was pointed out in a
recent article that computer-assisted tax plenning may well be essen-
tial in the near future:

The surface has only been scratched in possible applications

of the computer as a tax planning tool. Those who begin to

participate in computer usage today will be able to continue

exploration and adoption of these undiscovered uses, while

those practitioners who avoid the commitment may be unable

to remein in the race for a relevant tax practice.2

In addition to focusing attention on the use of the computer
in tax planning, this study emphasizes an area of estate planning
which is frequently taken as given-—that of building up one's lifetime
wealth, comfort, and security. This involves exploring the impact on
the estate owner's future financial position if alternative ways of
conducting the owner's business and investing excess funds are con=-
gidered. Needless to say, projections and estimates involving future
values are fraught with uncertainties and inherent lack of total pre-
ciseness. Nevertheless, future events must be recognized and dealt
with if goals are to be successfully met, and avoiding projections
because of inevitable impreciseness can render impossible meaningful
plans for the future disposition of .the estate.

A fingl reason for this study is that tex practitioners have
all too often confined their services to preparation of the annual tax

return with only occasional attention given to piecemeal tax planning.

An opportunity to extend services to the client has been ignored. The
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development of & computer simulation model that brings together the
major variables affecting individual financial wellbeing will aid the
tax planner in determining, with a minimum of additionsl work, the
current and expected influence on income, cash flow, and wealth of
various financial decisions. Such information should prove beneficial
to an individual attempting to accomplish specific lifetime goals,

whether or not he wishes to pursue possible estate plans.

Scope
The scope of this study will be limited to those factors

which appear to most directly affect the character and amount of an
individual's financial position. Accordingly, the relevant variables
selected for inclusion in this study are:
I. Personal Information
A. Marital status, dependents, special factors to be
considered concerning spouse or dependents
B. Personal living expenses, itemized deductions and
exemptions, and the amounts by which these are
expected to change over time
C. Personal financial goals in terms of desired wealth,
income, and cash flow at & designated future time
II. Information Relating to Business Interests
A. Form of organization and attitudes toward conducting
business in an alternative form
B. Business net income and estimated growth or decline

over time
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C. Cost and fair market values and estimated rates of
change over time
D. Cash flow genersted by businesses
E. Tax credits passed through to business owner
III. Information Relating to Investments and Lisbilities
A. Cost and fair market value with estimated change in
value over time for each investment or group of
similar investments
B. Income and cash flow generated by each investment or
group of similar investments
C. Outstanding balances of liasbilities
D. Deductions and cash outflows attributeble to lia-
bilities
E. Rate of return required on excess funds
F. ©State income taxes as a percentage of total federal
tax
G. Tax credits produced by investments and available to
the owner
Some of the variables are not quantifiable by nature and can-
not be functionally related to those that are quantifiable. These
factors are, nevertheless, important in the development of alternatives
since they include the personal preferences and wishes of the indivi-
dual for whom planning is being performed. The simulation model will
allow the planner to evaluate quickly how planned actions are expectgd
to affect the owner's financial status both now and in the future, but

the decisions themselves will be made by the responsible planner in
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consultation with the eatate owner. The repetitious tasks and func-
tions will be performed by the machine, the decision-making functions
can best be accomplished by the planner.
The role of program planning has been outlined in the follow-
ing terms:
The role of program planning and analysis should be placed in
its proper perspective. It is not a decision-making function.
It is a method to identify relevant courses of action and
clarify their respective implications in terms of costs and
benefits. In this sense, it is a tool to sharpen the judg-
ment and intuition of the decision-meker. In addition to
cost and benefit factors, there are numerous qualitative fac-
tors that must be considered. The qualitative factors may
be over-riding ones in some decisions. But, as & minimum,
analysis of the program plan can supply some insight into the
effects of selecting particular activities, and assist in

generating plans which may be more effective in the attain-
ment of organizational objectives.3

Methodology

The study will be performed using a computer program which is
a generalized simulation of an iuadividual's eéonomic situation. It
encompasses his business, investments, net income and cash flow gene-
rated by each, and his personal living expenses, functionally relating
the varisbles so that it can simulate the operation of an individual's
financial status. Beginning with the actual assets, lisbilities, and
personal spending habits and needs of the owner, it simulates his
future state by yearly intervals for the designated number of years,
based on the assumption that present policies and environment will
remain unchanged. The estimated financial position at the designated
time horizon is then compared with the desired financial goals, thus'

giving a measure of the divergence of the two. If, for example,
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anticipated cash flow is revealed to be inadequate to meet expected
demands, it may be possible to take remedial action now to prevent
that undesirable development. Alternative investment plans or busi-
ness operations can be quickly tested to determine their impact on
estimated future liquidity.

The data to be utilized in the simulation model will be
gathered on input forms and will consist of the varisbles previously
indicated. The model will be tested for utility and flexibility as
well as for mechanical accuracy by gathering sets of information for
four individuals with varying ages, business and investment interests,
degrees of wealth, and personal requirements. Computer results for
one set of data will then be compared to the results obtained by
manual calculation to verify the accuracy of the model-generated out-
put. Throughout the study, attention will be directed toward the
development and testing of a progrem that will be utilitarian in addi-
tion assuring arithmetic accuracy. Utiliterian aspects will be
demonstrated by varying investment input data for two persons in order
to observe the expected result on net worth, income, and cash flow at
the end of the planning horizon.

During the span encompassed by the plenning horizon, it is
anticipated that funds will be generated in excess of those required
for personel living éxpenses. A decision must be made concerning the
investment of those funds and their influence on the generation of
additional income arid cash in future years. The model provides for '
the reinvestment of excess funds at the rate of return required by the

individual estate owner. The owner with conservative expectations
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would tend to choose a lower rate of return, while the owner who has
more optimistic outlooks on investment opportunitiés would regard a
higher rate of return as appropriate.

The simulation model will be designed to accomodate planning
for as many as thirty years. However, a maximum planning horizon of
ten years is recommended for three reasons. First, proJecting values
and environments into a very distant future greatly reduces the accu-
racy of the projections. Secondly, ten years is of sufficient length
for many proposed changes in investments and business operstions to
have produced their majJor effects. Lastly, personal wishes and cir-
cumstances can change drastically. Since the model is designed to
facilitéte the accomplishment of personal goals, it is essential that

goals for & reasonably predictable period be utilized.

Limitations

Within the restricted area of this study, other limitations
must be recognized. The projections generated by the computer pro-
gram can only be as accurate as the information contained in the input
document and only as flexible as the program permits. The reliasbility
of the input'data will probably be superior for those individuals with
a relatively stable business and investment history. Anticipating the
probable future course of an established business would generally be
less hazardous than would be the case if the owner repeatedly changed
from one venture to another. The active commodity trader, for example,
vould not be a suitable individual for inclusion in this model due to

the volatility of his investment income and cash flows. They cannot
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be predicted with any assurance of reliasbility. However, if his com-
modity activities can be separated from other investments, financial
planning could be limited to only those more stable activities.

As to flexibility, it is not feasible to allow for all pos-
sible types and quentities of investments in which individuals may
involve themselves. Nevertheless, major categories have been provided
for and in sufficient quantities that investments can, in some cases,
be dealt with separately, but where this is not possible, they may be
grouped into investment categories with each group being handled as a
separate undertaking.

As has been pointed out, the main emphasis of the program
developed as & result of this study will be the lifetime development
of an individual's estate. Accordingly, the program will be referred
to in future chapters as "BUsiness and Investment Lifetime Develop-

ment" (BUILD).
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FOOTNOTES
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3. J. A. McNicole, "Program Planning and Operations Analysis,"
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CHAPTER II
COMPQSITION OF THE INPUT FORM AND THE OUTPUT REPORTS

Many factors affect the future financial wellbeing of indi-
viduals. Some factors are of a nonquantifiable nature and may serve
to circumscribe what would otherwise be a larger range of workable
choices. Others can be expressed in numerical terms and be func-
tionally related to each other in such a way that present and future
financial positions can be approximated. Both kinds of variables are
necessary for the preparation of financial projections and the deve-
lopment of attractive business and investment alternatives.

Information pertaining to major factors of both kinds can be
gathered on the input form utilized with the simulation model. Only
those variables which can be expressed numerically, however, have been
incorporated into the computer model. Qualitative factors, although
not inecluded in the machinations of the program, must, nevertheless,
be given due consideration when the program output is evaluated and
plans for future financial changes are developed. The influence of
non-numeric data on the owner's overall plans and responsibilities may
be of over-riding importance.

The result of the program computations is presented on a
series of reports, one summarizing the owner's present status, and

11
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one for each year in the estate owner's planning horizon. An addi-
tional report compares certain projected veluations with thé owner's
desired values for these areas. The discrepancies between the two
sets of data provide insight into potential future strengths or weak-
nesses. If unfavorable divergences appear, BUILD may be used to test
the effect of proposed changes to bring about & closer matching of the

two sets of data.

Input Form
An input form has been presented in Chapter IV for each set

of data for the persons participating in testing the model. Each form
consists of eleven pages and is divided into three main sections. The
first section is two peges in length and contains background informa-
tion pertaining to the estate owner, his family, business activites,
and attitudes toward certain types of changes. The second section is
eight pages in length and is designed tovgathér quantitative data
relative to personal living expenses, business and investment costs,
market values, incomes and cash flows, and estimated annual rates of
change in certain of these values. The third section consists of one
page on vhich are placed the estate owner's finagéial goals at a
given future time. These data are manipulated by the program in such
a way as to provide projections of future values for investment and

business undertakings and comparison of these values with the prede-~

termined goals.

Nonquantifiable Data

Although the nonquantifiable data cannot be incorporated
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explicitly into the warkings of the model, it is, nevertheless,
necessary that the planner be aware of this information and consider
it carefully as program output is evaluated. Data in this category
fall into two main groups-~that dealing with personal preferences and
responsibilities and that pertaining to business preferences and
needs.

Personal. The input form is designed to gather data con-
cerning the client's spouse, children or other dependents, and such
other information as might be helpful in understanding the restric-
tions imposed upon the estate owner or the directions required of
future investment or business plans. Dependents'’ ages, health, and
educetional needs may be noted, as well as their other sources of
weelth if these exist. Any information that affects the scope of the
client's financial planning may be noted.

Business. If the client is engaged in business, background
information may be desirable. TFor example, the nature of the business
activity and the legal form in which it is conducted, as well as
attitudes of the sole proprietor, partners, or fellow shareholders
toward changes in form or activity necessarily influence the type and
degree of planning to be done. In some cases, personal data about
business éssociates will be important, and planning will include those
assoclates. Such would be the case if stock redemption agreements or

qualified pension and profit-sharing plans were being considered.

"Personal and Business Documents. The accumulation of meaning-
ful data for preparation of useful quantitative input will be greatly

facilitated by the acquisition of certain documents. Most important
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among these are prior years' tax returns, both personal and business,
existing formalized agreements hetween partners or shareholders, and
trust, wills, or other instruments affecting the accumulation or dis-
tribution of the client's property. Not only will such documents aid
in locating existing assets and liabilities, but also more accurate
date on income, cash flow, and rates of changes in these amounts can
be determined and utilized in the second, quantitative, section of

the input form.

Quantitative Data

Through interviews with the estate owner and examination of
pertinent documents, numerical data relating to the owner's invest-
ments and business activities can be developed and placed on the
input form. The data so developed will then be key-punched, read
into the computer, and processed in accordance with the programmed
instructions outlined in Chapter III. Since the output can only be
as accurate and useful as the input data, it is imperative that this
data be developed carefully. Precise placement of the various data
on the form is explained in future chapters.

Fumeric data can be grouped in one of four categories:
personal financial information,.business financial information, in-
vestment information, and financial goals of the estate owner. The
categories utilized and details required by eny particular estate
owner will be determined by the type and extent of his interests.

Personal Financial Information. Included in this category

are estimated annual living expenses, estimated itemized deductions

v e oy s S
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and exemptions, and expected annual percentage changes in amounts
over the planning range. These categories are not mutuelly exclusive,
since a portion of annual living expense will probably be spent on
items qualifying under the Internal Revenue Code as itemized deduc-
tions. No attempt should be made by the planner to eliminate this
"double counting" since the program will use the data for different
purposes.

In addition to the data indicated above, this category in-
cludes space for the estate owner to indicate the planning horizon
to be used. The program is designed to accomodate planning for as
many as thirty years, although a much shorter period may be found
more uéeful and reliable in many situations. Since the accuracy of
projected data may tend to diminish as it is projected farther into
the future, a shorter planning horizon will tend to yield more reliable
results. If an extremely long period is chosen, the results should be
viewed as an indication of the general direction in which the owmer's
financial affairs are heading rather than being considered an infal-
lible calculation of the precise stetus at a given future time. With
any time horizon other than an extremely short one, annual review of
input date and reports generated for reasonsbleness and continuing
accurecy would appear to be ver& desirable.

A final.bit of information to be included in this category
is the tax table to be used throughout the program. Two choices are
provided. If tax calculations are to be made assuming the owner ié
single, a "1" is placed in the space provided, If the tax table for

a married individual, filing Jointly, is to be used, a "2" i placed
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in the proper place on the input form. All calculations of annual
income after taxes will then be made in accordance with the instruc~

tions contained in this section of the form.

Business Financial Information. Included in this group of

data is information concerning five areas important to or indicative
of the financial wellbeing of a business. The first area is the
owner's capital investment. This includes not only his initial and
subsequent capital contributions, but alsoc a provision for internal
growth through anticipated annual increases (or decreases) in the
capital balance. Such changes are expressed by placing an appropriate
percentage rate of change in the place provided.

A second kind of necessary business information is an esti-
mate of the fair market value and expected annual rate of change in
this amount over the planning horizon. A great deal of judgment and
care will be necessary in arriving at a reasonable figure. Expert
appraisael may be necessary or the client's estimate may be used
depending upon the complexity of the underlygzg assets and the
client's future plans for disposal or retention of the business
interest. If the business is service oriented, as many professional
activities are, assets used in the production of income mey consti-
tute a rather small part of totél value.

Of importance in reflecting financial wellbeing is the
annual net income of a business. For purposes of the input form,
only that portion of income allocable to the estate owner should be
included. There may be partners or others with interests in the

total income, but their portions are excluded. In developing a
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useful income figure, prior years' income statéments or tax returns
can be consulted in addition to any pertinent currént information that
may be available. Unusual, nonrecurring items may be eliminated if,
in the judgment of the preparer of the input form, a more representa-
tive figure will result. The projected annuel rate of change in
income will depend upon such factors as anticipated general economic
conditions, the outlook for the business sector with which this enter-
prise is connected, and specific, unique factors that have a bearing
on the future profitebility of the particular business undertaking in
question,

Annual cash flow generated by the business can be developed
from mény of the same sources used to develop the income information.
If the business is other than a sole proprietorship, only the portion
of cash flow available to the estate owner for further investment in
the business or for personal use and investment is of importance for
input form purposes. The rate at which cash flow is expected to
change over time will be influenced by such factors as future changes
in profitability, the method of asset depreciation used, and addi-
tional business investment in new depreciable facilities.

The final kind of data required is an estimate of the annual
tex credits available to the business owner. In the case of a corpo-
ration not electing Subchapter S treatment, no tax credit due to
business investments will be availasble to offset the tax liability of
the individual shareholder. The other forms in which the business may
be conducted will result in a pass through of investment credit as

well as tax credits arising from WIN program employees or foreign
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taxes. If credit is passed through, the owner should éstimate the
annual amount and the rate at which it is expectéd to change during
the planning périod. In view of thé eratic history of investment

credlt legislation, he may well decide to estimate the amount and

rate of change conservatively.

Investment Financial Information. A third category of

quantitative data contains information pertinent to a variety of %

investments in which the owner may have interests and liabilities
for which he may be obligated. Specifically, the types of invest-
ments provided for are: cash (checking accounts and time deposits),
notes and receivables, stock holdings, bonds, life insurance, real
estate, employee benefits, salary, and other assets and receipts.
The types of liabilities provided for include mortgages on realty and
miscelleneous other liabilities and disbursements.

The information required for each classification of asset or
liability depends upon its charaéteristiés. For many assets, their

costs, estimated fair market values, income produced, and annual cash

flow generated is necessary in addition to estimates of rates of
change in values. Certain investments such as life insurance, for
example, will not typically produce income and will, in fact, have
negative cash flows. Notes and receivables, on the other hand, may
have income and cash inflow, but will be decreasing in principsal and
face valug due to the periodic receipt of payments on the face amount.
Likewise, certain liabilities will decrease over time as payments are
ma&e. These cash outflows are broken down into the part representing

principal and that consisting of interest depending upon the interest
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rate applicable ta the liability. The total payment is a cash out-
flow, the principal portion reduces the outstanding balancé of the
liability, and the interest portion is a negative income item.

In addition to gathering information concerning assets and
liabilities, the form provides space for listing sources of invest-
ment tax credit or other credits other than those available through
the business interest, the rate of return required on reinvested
cash flows, and the state income tax expressed as a percentage of the
federsl tax. Other séurces of tax credit are necessary to include in
order that a complete tax calculation can be made for each year in the
planning horizon. The rate at which these amounts will change over
time depend, as they did in the case of business tax credits, not only
on investment choices but also on the vagaries ofvfuture tax legisla-
tion. For these reasons, conservative estimates may be approprisate
for many estate owners.

The rate of return required on reinvested cash flow is the
minimum interest rate the estate owner requires on new investments.
This rate is used by the program to calculate the income and cash
inflow arising from the cash flow created the previous year. To the
extent actual investments yield greater or lesser incomes and cash
flows, some inaccuracy will be introduced. This will be minimized,
however, if the rate of return is carefully chosen and, in any case,
the error will be less than would occur if no estimate were made of
future earnings.

The state income tax as a percentage of the total federal

tax should be estimated and placed on the input form as Item N. This
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figure is necessary for the preparation of a calculation of annusal
after tax cash flow for each year in the planning horizon.

Financial Goals. The final page of the input form contains

space for the estate owner to place finanecial goals desired at the
end of the planning period. These goals can be stated separately for
business and investment interests. In the first part of the financial
goals section, desired annual income and cash flow are listed for the
business or professional interest and for investments. 1In the second
section, the desired sources of net worth are listed in terms of cost
and market value generated by business interests and investments.

Precise sgreement of predetermined goals and projected re4
sults of financial activities in unlikely. However, if the estate
owner will carefully consider the goals he has set for himself and
will refine them sufficiently to include them in the form required by
BUILD, his understanding of his goels and the possibilities of their
accomplishment should be enhanced.

It may be necessary for the planner to work closely with the
estate owner throughout the process of completing the input form. As
a minimum, the planner will thoughtfully review the data for reaso-
nebleness, comparing it to information of which he has direct know-
ledge. Since the careful development of input data is crucial to the
realization of useful ocutput, the planner may need to aid the owner
extensively in developing informstion in a form that may be unfamiliar
to him. For example, cash flow and income may be nearly synonomous
in.the owner's mind, although they must be separately developed and

used by BUILD. In other situations, the opinion of appraisers or
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other experts may be necessary to develop realistic factors for such
data as percentege changes in fair market value of real estate hold-

ings or current value of other investments.

Reports Generated

BUILD produces a series of reports based on the data con-
tained in the quantitative sections of the input form. The first
report is a statement of the estate owner's present business and
investment interests and the income and cash each produces. Next, a
series of reports is produced based on prolected financial data. The
final report compares the proJected financial data with the goals the
estate owner expressed on the final page of the input form. If con-
gruence between expected results and goals is high, the estate owner
may be satisfied with expected results and not wish to explore ways of
improving his financial situation. A high degree of divergency, on
the other hand, may indicate the desirability of exploring other ways
of deploying assets in order that more satisfactory results may be
obtained. In this case, BUILD can be useful in quickly testing the

effects of verious proposels on the expected overall financial

picture.

Present Financial Status
Net Worth. The first report is essentially a balance sheet
in which individual assets and lisbilities are gathered, grouped into
the various categories provided on the input form, and expressed in
terms of cost or principal in the first column and fair market valué

in the second column. The costs of all assets are totaled, and from
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this is subtracted the total principal of outstanding liabilities.
By a similar method, the fair markét values of all the assets are
totaled, and the total fair market values of liabilities is subtrac-
ted. The results of these procedures is the net worth of the estate
owner in cost and fair market value.

Income. Taxable income or loss attributable to each type of
asset as well as the deductible expenses associated with the various

ligbilities are gathered in column three. By suming the income from

agsets and subtracting the total deductions resulting from liabilities,

& net income figure is derived. This figure is not identical to tax-
able income since itemized deductions and exemptions have not been
deductéd. It does correspond, however, to the adjusted gross income
figure provided for in the Internal Revenue Code.

Cash Flow. In the final column is listed the cash flow pro-
duced or required by each category of asset or liability. Occasio-
nally this may be the same as income, but in many situations it will
differ. Certain investments, for example, produce cash inflows that
exceed taxable income due to the dedugtibility of certain noncash
expenses for tax purposes. An example of such an investment is found
in assets that are depreciated over their useful lives, the deprecia-
tion belng a deductible expense that does not require the present
outlay of cash. Other investments, such as life insurance policies,
may be expected to produce only the negative cash flows of premium
payments with no portion being tax deductible. Conversely, liabili-
ties may be expected to require cash outflows that exceed the tax

deductible portion attributable to interest. The sum of positive
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and negative cash flows results in the net cash generated by busi-
ness and investment activities. This is not the samé as cash avail-
able for reinvestment since personal living éxpenses and federal and

state income taxes have not yet been deducted.

Projected Financial Data

Report Number 2 is a series of reports, one for each year in
the estate owner's planning horizon. These reports begin with the
data contained in Report Number 1, but project it to future years
using the information developed with regard to estimates of changes
in value, expected earnings, and cash flows. The data projected for
each year is arranged in a format similar to that used for Report
Number 1 with a few rather important differences with respect to tax-
able income, after tax cash flow, and investment of cash flow.

Taxahle Income. In Report Number 1, the income figure was

the sum of taxable income and deductible expenses attributable to
business interests and various groups of investments. To find taxable
income, the business and investment income must be reduced by the
itemized deductions and exemptions of the estate owner. Data concer-
ning these smounts are contained on page three of the input form
together with information concerning their expected rate of change
over the relevant time span. In addition to computing the expected
income for the particular year covered by the report, BUILD computes
the corresponding expected deduction for exemptions and itemized
deductions. The amount is subtracted from projected Income to arrive

at taxeble income for that year.
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After Tax Cash Flow. For each year in the planning hori-
zon, BUILD computes the cash.producéd or reqniréd by business or
professional interests, investments, and liabilities. From this
figure, it is necessary to deduct cash required for the estate owner's
personal living expenses and federal and state income taxes to arrive
at cash available for future investments. The amount available each
year will necessarily vary in accordance with the projected cash
available from investments, the income taxes attributable to expected
income, and the projected amounts needed for the personal living
expenses of the estate owner and his family.

Investment of Cash Flow. Cash available for investment from

the fifst year of the planning pericd is included with the assets of
the second year under the category labeled "Investment of Cash Flow."
The first report of the Report Number 2 series will not register an
amount under that heading. Succeeding years, however, will state the
amounts produced in previous years. Since precise investment plans
for excess cash are not known, some assumptions must be made with re-
gard to the income and cash flow that these funds will produce for
the use of future years. The rate of return required by the estate
owner and specified in the input form is used to project the contri-
butions of cummulative excess funds to future taxable income and

cash flows.

Comparison of Projected Financial Data and Goals
Report Number 3 highlights those variances existing between

projected financial information and goals aspired to by the estate
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owner. Thege differences are displayed in four aréas-—cost, fair
market value, income and cash flow~~for both business interests and
investments.

Assuming the goals have been realistically determined and
the underlying data carefully and accurately developed, the existence
of a significant disparity presumes some type of corrective action.
The precise action to be taken is contingent upon several factors,
the principal ones of which include opportunities for alternative
action, qualitative, personal constraints, and the area in which the
divergence exists. For example, if expected cash flow is less than
that desired, the estate owner may have opportunities to improve the
variance. The means selected to accomplish this, though, may affect
some other variance. The type of investment that improves cash flow
may simultaneously reduce taxable income, or may be of the type that
reduces cost due to the return of investment. On the other hand,

investment alternatives may be such that opportunities existing for

the improvement of fair market value variances may produce no improve-

ment in cash inflows. Under these conditions, the estate owner will
have choices to make, but, as & minimum, he will have information

which may provide insight into the consequences of his decisions.

Summary
An input form has been developed in order that substantially
gll ma)or factors affecting personal estate building may be gathered
for each owner., The form allows for both qualitative, personal

information which will shed light on the restrictions or directions
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required of future estate modifications, as well as numeric data
concerning the owner's financial intérests of a pérsonal and business
nature and certain changes in this data that are éxpectéd to take
place over the planning period.

Based on the data contained in the input form, three reports
are produced. The first is a statement of the estate owner's currenf
position expressed in cost, estimated fair market value, income, and
cash flow generated. The second report is a series of statements pre-
pared for each year in the period under consideration. The program
instructions call for annual projected data in the areas of cost,
fair market value, taxable income, and after tax cash flow. The
final report compares the data projected for the end of the planning
period with that desired. Unfavorable variances between the pro-
Jected values and the oﬁner's goals indicate that possible corrective
action may be desirable. Favoreble variances give a measure of
assurance that goals are likely to be realized. BUILD does not pre-
scribe the type of corrective action to be taken, but it does indi-
cate that such action mey be necessary, and it does allow the owner
certain information to aid him and his planners in the decision-

meking process.



CHAPTER III
DESCRIPTION OF PROGRAMMED INSTRUCTIONS

BUILD instructions call for accumulation and computation
of cost, fair market value, incomé, and cash flow data relating to
investments, business interests, and personal items. The data put
into the program or computed by it are used to produce a series of
reporté designed to aid the estate owner and his advisers in asses-
sing his present financial position or selecting and implementing
future corrective measures. This chapter will describe the compu-
tations BUILD is instructed to meke and the procedures it will follow

in generating and utilizing informsation.

Calculations of Cost, Fair Market Value,

Income and Cash Flow

For purposes of preparing a bé.la.nce sheet on the owner's
present position and in order to project his position so that pro
forma financial statements can be prepared for each year of his plen-
ning period, financial input and data from which future projections
can be made is necessary. It is essential that this information be
carefully gathered since it is an inventory of assets, liabilities,
incomes, and cash flows upon which present and future calculations

27
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will be based and upon which important financial and personal deci-

sions may turn.

Calculations for Business Interests

Cost. Business cost is the owner's unrecovered investment
in a business undertsking. For sole proprietorships, the concept cor-
responds to owner's capital. In a corporate undertaking, the cost of
the purchase of stock is the sppropriate figure. Cost of an investment
in a Subchapter S corporation or in a partnership is the initial in-
vestment increased by additional investments and undistributed earnings,
or reduced by losses and withdrawaels. The present cost figure is
placed on the input form and used by the computer in the preparation
of Report Number 1.

For reports on projected future cost, date must be presented
from which the computer can calculate appropriate future amounts. If
the business venture is operated as a sole proprietorship, partner-
ship, or‘Subchapter S corporation, expansion will require future
investment by the owner or retention 6f business income for internal
growth. If additional investment is necessary, or if less cash with-
dravals are made due to business expansion, the rate at which cost is
expected to increase will be placed on the input form and used to
calculate future cost. Since increases in cost reduce cash available
to the owner, cash flow will be reduced each year by the increase in
investment.

If the business is organized in the form of a non-electing

corporation, changes in expansion will not be reflected by the
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individual shareholder except in the form of larger or smaller divie
dends flowing from the corporation and in changés in ma.rkét value of
his stock investment. Additional capital investment by the share-
holder will simply be reflected when additional purchases of shares

of stock are made.

Tair Market Value. An estimate of the current fair market

value of the business interest will be placed on page three of the
input form. The ease or difficulty with which this figure can be
determined will depend in large measure on the form of the business
undertaking and the underlying assets. For a servicé;oriented profes-
sional person, the fair market value of the business may be relatively
insignifice.nt in comparison to that of an organization whose income

is produced by business assets. Expert appraisal may be needed in
the latter situation as well as in determining an appropriate rate of
change in value over time. Another factor that will impact upon
value is the continuity of the business in the event of the owner's
death or retirement. If family members or business associates will
continue its operation, value will be that of an ongoing business
rather than that applicable to a liquidating interest.

Income. For purposes of report preparation, income will be
taxable income adjusted for any nonrecurring items. Although prior
years' income tax returns provide clues for determination of a suit-
able figure, the estate owner can undoubtedly furnish insight into
‘selecting a representastive amount. In addition, his closeness to
changing conditions in his business and its énvironment will aid the

estate owner in establishing a suitable rate of change in expected
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income over the time horizon. Given the present taxable income and
an assumed rate of change in income, BUILD will compound the present
income each year in the planning period.

Cash Flow. Annual cash inflow produced by the business acti-
vity is listed on the input form along with other information relating
to business wellbeing. As with the determination of income, a
representative figure which eliminates nonrecurring cash drains or
sources will produce the most useful figure for planning purposes.
Computer instructions direct the increase or decreasse in the initial
figure as the result of two influences over the planning period.
First, an estimated rate of change in cash flow over time is developed
and applied to the initial figure by means of a compounding procedure
similer to that used in compounding value, cost, or income. Secondly,
increases or decreases in cost will affect annual cash flow. In-
creases in cost imply reductions in cash available to the business
owner, and, therefore, result in reductiéns of ca.éh flows. On the
other hand, if disinvestment is taking place, cash flow will be

increased.

Investment Calculations
On Report Number 1 are presented the historic costs or out-
standing balances for each investment group along with their fair
market values, incomes, and cash flows. Data related to individual
investments are placed on the indicated spaces on the input form.
The information is keypunched, read into the computer, and then summed

and a total reported for each group under the proper column of each
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report.. The computer totals business and investmént costs and from
thia subtracts the total outstanding lisbilities. Thé result is owner
net worth expressed in terms of historic cost. A like procedure is
followed in totaling feir market values and subtracting outstanding
liabilities to arrive at net worth in terms of fair market value.
For some purposes this may be a more useful manner of expression.
Taxeble lncome or loss produced by assets and lisbilities is also
summed as is the cash flow utilized or produced by the various busi-
negs and investment interests.

The manner in which amounts in each of these areas are pro-
Jected to future years depends upon the nature of the obligation or
property itself. Therefore, the investment categories provided for
on the input form will be separately considered below, or, if the
instructions for calculating future amounts are similar, groups of
like assets will be described together.

Cash. Cash investments are primarily of two types--demand
deposits vwhich produce neither income nor cash flows and time deposits
which produce both. For purposes of this program, it has been as-
sumed that demend deposits remain at a constant amount. Time deposits,
by contrast, will increase at the rate assigned to that deposit. Each
year's interest will be added tb the principal and the new principal
will then earn interest in future years. Interest income generated
each year will be picked up by the computer as taxable income. Cash
flow in an amount equal to the interest income will be produced, but
it will not be listed in the reports with other cash sources. Rather,

this amount will be automatically reinvested at its original rate of
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interest and added to the principal on deposit.

Notes and Receivables. Program instructions call for the

outstanding balance of each separaté note or réceivable to be re-
duced each year by the portion of each payment that applies to
principal. The input data required is composed of the outstanding
balance at the present time, the total annual payment to be received,
end the interest rate. BUILD cemputes the interest income and the
payments on principal and reduces the outstanding balance by the
principal portion. If the note extends for a longér term than the
planning horizon, & new declining balance is reported for each year.
Should the note be fully paid before the end of the planning span, no
furthef calculations will be made. The outstanding balance will have
been reduced to zero. Both cost and fair market value each year are
reported at the outstanding balance calculated for that yéar.

Income for the current and future years will be calculated by
the computer. The outstanding balance of each note will be multiplied
by its respective interest rate, and the result will be included with
other taxable income. Interest income will decline each year as pay-
ments are received on the principal of the note.

Cash stenming from notes and receivables will be determined
by reference to the annual payﬁents received. The total amount of
each payment will be considered cash inflow irrespective of the por-
tion that applies to interest or principal. This figure will remain
constant over the relevant planning period.

Shares of Stock. Cost of shares of stock will remain at the

historic cost figure for Report Number 1 and all subsequent reports.
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There ig no provision for increasing or decreasing thé cost of stock
investments over the time span. Fair market valué; howéver, will be
compounded at the rate provided for in the input form. Each separate
stock investment or group of similar stocks will increase or decrease
in value at the stated rate.

Income and cash flow attributable to stock investments will
be identical amounts determined by the cash dividends distributed to
shareholders. There is no provision for increases or decreases in
these amounts.

Bonds. In the input form, bonds are listed at their original
costs adjusted by amortized premium or discount to their carrying
va.lues' as of the current date. Carrying value for future years will
be calculated by BUILD. If the bonds were purchased at a price in
excess of the face value, the excess (premium) will be reduced over
the years to maturity until cost (carrying value) equals the face
amount. When this occurs, the bonds have reached maturity and the
estate owner will receive cash for the bonds.

If the bonds were I}urchased at a price less than face value,
the discount will be added over the years to maturity to the carrying
value of the bonds until the carrying value equals the face value.

At this point, the bonds have reached maturity and cash is received
for them.

The only items of information needéd on the input form are
the present carrying value, the effective yleld of the investment,
number of years to maturity, and the nominal interest rate. The

amount of premium to be subtracted or discount to be added is
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determined by the difference hetween the cash Interest received and
the taxable. income ea.rnéd as specified by the effectivé yield. Eﬁch
year's taxasble income will change as the carrying value increases or
decreases. The precise amount will be calculated by the computer.
Cash flow will be found each year by summing total cash interest
receipts and adding to this the face value of any matured bonds as
calculated above.

Fair market value for bonds will be considered the same as
carrying value, since the method of determining income outlined gbove
assumes the bonds are being held as long-term investments. According-
ly, temporary fluctuations in market value are of less concern than
might 6therwise be the case.

Life Insurance. For the first report, both cost and fair

merket value are reported at the current cash surrender value of the
life insurance policies. Although actusl cost may differ considerably
from cash surrender value, the latter figure appears to be the more
relevant one since insurance includes elements of nondeductible per-
sonal expense and reflecting such amounts in & balance sheet would

be of little value to the estate owner and his planner.

Increases in cost and market value will occur each year in
accordance with the percentage ‘rate applicable to each policy. The
rate of increase in value is applied to the annual premium payments
and then added to the previous cash surrender value in arriving at a
new, adjJusted value.

The annua.i cash outflow will be the sum of annual premium

payments on each policy. There is no provision for changes in these

e e s SR
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amounts over the planning horizon.

No allowance has been made for taxsble income arising from
life insurance or for deductible expense. Rélatively féw insurance
policies produce dividends in excess of the premiums paid and thereby
give rise to taxable income. Also, premiums pald on personal life
insurance policies are not tax deductible.

Real Estate. Cost of real estate is the historic cost of
the property. This will remain unchanged over the planning period.
Determination of current fair market value may requiré expert apprai-
sal as may the ascertaimment of an appropriaté rate of change in
value for each property or group of similar property. Value will be
compouﬁded annually at the rate specified.

Income to be reported for each property is its taxable in-
come without regard to deductions due to indebtedness incurred in
purchasing or carrying the property. Likewise, cash flow will not
reflect payments made on such indebtedness. These adjustments are
handled in the section entitled "Mortgeges on Realty" and are col-
lected with other liabilities. Income will differ from cash flow by
the amounts resulting from depreciation or other non-cash expenses.
The amounts so reported on the input form will remain unchanged over

the period covered.

Employee Benefits. This category is intended to include such

investments as employee retirement plans that build up the estate
owner's equities through either the employer's contributions, the
employee's contributions, or a combination of the two. Cost for these

purposes 1s the employee's total investment in the plan. It is
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expected that the cast will eventually be récovered by the employee
upon retirement or by his heneficiariés in the event of his déath.
This is in contrast to life insurance policies which require a cash
outlay, only part of vhich may build up assets obtainable by the
policy owmer.

The fair market value of the benefit depends upon several
factors and must be separately determined for each investment. If
the employer's contributions to the plan vest in thé employee, they,
along with any earnings of the plan will increase the value of the
agsset. If the only portion of value obtainable by the employee is
his contributions and earnings, a lower rate of increase in value
will bé in order.

Normally, such plans will produce no immediately taxable
income, but taxation will occur vhen the benefits are withdrawn upon
retirement. In the case of a tax-sheltered anmuity, the effects can
be shown in an alternative way. The employee benefits section of the
input form could reflect negative income in the amount of the em-
ployee contribution and the salary section of the form could report
the salary from which the payment is made at the entire amount,
unreduced for the payment.

Cesh flow, if any, is éxpected to be negative for each em-
ployee henefit plan. Only the amount invested by the employee will
be placed on the input form, and this amount will increase the cost
of the plan each year. If withdrawals are being made from thé plan,
feir market value will reduce at the rate specified, and cash flow

will, in that case, be positive.
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Selary. There ig no provision in the program for cost or
fair ma.rkét velue with respect to sala.riés. Income and cash flow may
be the same, but occasionally this will not be the case. For example,
if the employee authorizes payroll deductions for contributions to
tax-gheltered annmuities, the amount of taxeble income will be less
than the cash inflow. The amount of the deduction will then be
shown as a negative cash flow in the employee benefits section. Or,
as described above, taxable income and cash flow could be reported
as the same figure, with the portion used for the annuity shown as &
negative income in the employee benefits section. Both income and
cash flow will be compounded at the rate provided on the input form.
The chosen rate will reflect employment and promotion policies of the
employer to the extent these can be determined.

Other Assets and Receipts. Assets and sources of income or

cash not included in other sections of the input form may be listed
in this category. Provision is‘ma.de for cost, estimated fair market
value and changes in value, taxable income, and cash flow. Cost will
remein constant at the original figure placed on the input form.

Falr market value will compound at the rate indicated for each asset
in this category. No allowance is made for income and ’cash flow to
change over the planning period. Therefore, if the amounts are not
constant each yeer, an average or representative amount should be

used for esach.

Mortgages on Realty. As the name indicates, this section

includes indebtedness incurred on the purchase or carrying of real

property. ~Cost and fair market value in Report Number 1 are the
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current outstanding balances of the liabilitles. The balancés will
be reduced aver timé as a result of periodic payménts;

Three kinds of information ere necessary to fulfill the compu~
ter instructions: current outstanding balances of the liasbilities,
annual payments on each, and the interest rate applicable to each.

From this information, BUILD is instructed to compute the tax deduc-
tible interest expense for each obligation by multiplying the outstan-
ding balance of the liability by its respective interést rate. The
interest expense, subtracted from the total payment made on the obli-
gation, results in the portion of the payment that applies to principal.
This portion is then subtracted from the cerrying value of the
ligbility to arrive at a new, reduced balance.

Although interest expense will be declining each year, cash out-
flow will remain the same. It is composed of the entire payment made
onAeach debt. When the outstanding balance of any debt has been
reduced to zero, BUILD will cease computations for that debt.

Other Liabilities and Disbursements. This category is designed

to inelude ligbilities not associated with real estate holdings as well
as any other sort of obligation extending over a period of time. The
outstanding balance of the liability is reported as both cost and fair
market value. Some types of disbursements may not involve an enforce-
able claim against the estate owner but may be of the nature of a moral
obligation. One of the participants in testing the program had this
sort of disbursement due to the support of an elderly relative. A
principal amount was not due, but annual payments were made. Since

these payments did not include interest and principal elements, the

[ VT
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the cut~off of the payments was governed by the number of annual pay~
ments to bé made. When it is unknown how long payments will continue,
one can assume they will continue at least as long as the planning
horizon and indicate in the appropriate column on the input form a
number of payments in excess of the number of years in the planning
period.

If the obligation is such that an outstanding principal is
owed, the applicable interest rate is insérted in the form and calcu-
lations similar to those described in the previous section are made.
The deductible interest expense is calculated based on the réducing
principal of the debt and the corresponding interest rate, and cash
outflow is determined by reference to the amount of annual payment to

be made.

Instructions for Preparation of Report Number 1

Report Number 1 is assigned the function of gathering four
categories of information on assets and lisbilities currently owned.
The four types of information are: cost or carrying value, fair market
value, taxable income or deductible expense, and cash inflows or out-~
flows. In the previous section, general outlines of the instructions
followed by BUILD in arriving at these figures have been described.

In this section, the instructions for compiling Report Number 1 will

bhe outlined.

Accumulations of Coust
BUILD is instructed to compile a balance sheet in Report Num-

ber 1 based on the historic costs and carrying values of assets and

e A R st



ko
outstanding balances of lisbilities. The amounts reported are the
beginning data placed on the input form. BUILD will s{m by categories
all smounts placed in the cost columns of thé input form. For example,
if the cash section of the form reports balances for three checking
accounts and two savings accounts, the program will instruct the compu-
ter to add together the five amounts and report their total in the cost
column of the first report in the investment catégory labeled "Cash.”
A similar process is followed for each of the remaining asset cate-
gories. A summation is then made 61‘ the separate investment totals,
and the result is listed as "Total Assets" in the cost column. Simi-
larly, outstanding balances of liabilities are summed for the two
categories "Mortgages on Realty" and "Other Lisbilities and Disburse-
ments." The two category totals are added together and the summation
reported as "Total Liabilities" under the cost column. "Total
Lisbilities" is then subtracted from "Total Assets" to arrive at the

estate owner's net worth calculated in terms of historic cost.

Accumulations of Estimated Market Value

The BUILD program calls for accumulations of estimated fair
market values by asset or lisbility category. The amounts used in the
first report are those contained on the input form. In some cases the
values will be the same as costs. This will be so for cash, notes and
receivables, long-term bond investments, life insurance, and mortgages
end other liabilities. In other cases, estimated fair market values
may ‘bear little resemblance to cost. As with cost accumulations,

values of assets are summed by category and from this is subtracted the
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total value of liebilities. The result is owner net worth in terms of

estimated value.

Reportiﬁg Texable Income

A report on the estate owner's present circumstances requires
information on his current income produced by business interests or
investments. The current annual income from each of these sources is
listed on the input form. The computer sums income by categories and
places it on Report Number 1 in the third column. Since negative
income is produced by liabilities, this is deducted from the normally
positive income produced by assets, and the result is reported at the
bottom of the third column of the first report. This is not income
upon which federal and state taxes will be calculated, sincé personal

expenditures for itemized deductions or exemptions have not yet been

deducted.

Reporting Cash Flow

Cash produced or required by each type of asset or liability
is obtained from the original data placed on the input form. Occa-
sionally, income and cash flow will be the seme, as when taxable
income is totelly received in the form of cash inflows or deductible
expenses are completely paid for with cash. Other types of obligations
and assets, though, may produce very dissimilar amounts. For cash
sccounts, income and cash flow would be the same, but the program is
designed to add interest income to the principal of the cash invested,
therefore, no cash inflow is reflectéd for these investments. The sum

of cash outflows yields cash flow arising from business and investment
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undertakings. This is not the same as "After Tax Cash Flow," since

cash required by persconal living expenses and income taxes have not

been deducted.

Preparation of Reports on Projected

Financial Status

A report on financial status will be prepared for each year
in the planning period designated on page three of the input form. All
amounts used in preparation of these reports will be those calculated
according to the instructions designed for each type of asset or lia~
bility and discussed earlier in this chapter. Four additional types
of calculations to be made are those pertaining to determinations of
taxable income, federal and state taxes on that income, cash required

for personal living expenses, and after tax cash flow.

Computations of Costs

Cost, for the report prepared for the end of the first year
of the planning period, is the original cost increased or decreased in
accordance with the instructions previously outlined. Cash investments
will be increasing each year as a result of the compounding interest
calculation BUILD is instructed to make. Notes and receivsbles, in
‘contrast, will usually be decreasing as payments are received. Other
coste will remain unchanged if no provision has been made for specific
changes.

At the end of the first year, all costs calculated for that
yeai or carrying over from original input date will be summed and the'

newly calculated carrying values of liabilities will be subtracted to




43
arrivé at prol}ected cost of net worth at the end of that year. A simi-
lar proc.edt-ir.eAwill be followed in subsequént years with one important
exception. For all years after the first year, another asset category
celled "Investment of Cash Flow" will be added. For the second year,
the amount to be included in this category willl be the after tax cash
flow generated in the first year. In the third year of the planning
period, that category will include the amounts generated the first
year, smounts earned on that sum during the second year, plus after
tax cash flow produced in the second year. Subsequent years include
the cash flows produced in prior years plus the earnings on those
smounts compounded at the rate provided for on pege ten of the input

form.

Accumulations of Market Values

Estimated fair market values for the first year and subsequent
years will be calculated in accordance with the instructions discussed
earlier. Some values will be the same as cost, others will be incres-
sing or decreasing over time depending upon their characteristics and
- economic enviromments. Fair market value of "Investment of Cash Flow"
will be the ssme as its cost and will be calculated as described pre-
viously.

At the end of each year, all values calculated for that year
or carried forwasrd from the original data will be summed and the values
of the liabilities will be subtracted to arrive at prolected fair mar-
ket value at the end of the year. Név values will bhe calculated and

displayed for each year of the Report Number 2 series.

wCodaP.
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Calculation of Taxable Income

Taxeble incoine and deductions for each year are either com-
puted according to the instructions outlined or are carried forward
from the original data in those cases in which annual average income
from an investment has been used. In addition to the deductions and
income arising from investments and listilities, one other type of
calculation must be made to arrive at incomé subject to tax. On psge
three of the input form, information has been gathered relating to the
estate owner's estimated annual itemized déductions and exémptions and
the rate at which these a.ré expected to change over time. For Report
Number 2 for the first year, this deduction is the amount shown on the
input fofm increased or decréased at the rate given. The amount so
calculated is subtracted from taxable income attributable to assets
and liabilities to arrive at income subject to federal and state income

taxes.

Calculation of After Tax Cash Flow

The calculation of cash flow available for futuré invéstment

. requires the computation of two additional kinds of data: federal and
state income taxes arising from taxable income and cash required for
personal living expenses of the estate owner and his family. The cash
flow due to investments and liabilities is calculated for each year in
accordance with the instructions previously discussed. For some
liebilities or assets, cash inflow or ocutflow will be the same as
income, but for others it will be quite different due to the separation

of income elements from return of capital.
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Federal and State Income Taxes. The input form indicates the

tax schedule to be uséd in computing federal income taxes. State taxes
are calculated as a percent of federal taxes with the appropriate per-
cent indicated on page ten of the input form. Also contained in the
input form are various tax credits arising from business or investment
activities. BUILD is instructed to compute the federal income tax,
calculate and add to this amount the correct staté income tax, and
subtract from this sum the total tax crédits given in the input form
or calculated from the information given for the various credits., The
result is the estate owner's estimated tax liability for the year.

This is a negative cash flow on th.é report for that year.

Personal Living Expenses., On page three of the input form,

the estate owner estimates the annual cash needed for the personal
living expenses of himself and his family. This may include expendi-
tures for items that are tax deductible as itemized deductions. No
effort should be made to eliminate such amounts from personal living
expenses since total living expenses will he used by the program for
a different purpose than will itemized deductions. A space is also
. provided in which the owner can estimate the rate of change of living
expenses over the planning horizon. If a rate is provided, it will be
used to compound annual living eipenses in arriving at estimated
amounts for future years. The amount provided or computed 'xn‘.ll be
reported in column four of the annual reports for the Report Numbér 2
series. Cash produced by investments and business interests will be
reduced by the income taxés on that year's income and by personal

living expenses of the estate owner and his family. The resulting
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total is "After Tax Cash Flow" which will be reported as "Investment

of Cash Flow" in next year's report.

Comparisons of Projected Financial Status and Goals

The final set of programmed instructions calls for the pre-~
paration of Report Number 3, Comparison of Projected Financial Status
with Desired Financial Goals. In this report, financial goels are
compared in four areas with the expectéd values in those areas as
shown in the final report of the planning horizon for the Report Num-
ber 2 series.

On page eleven of the input form, the estate owner is asked
to state the financial goals he wishes to reach at the end of the plan-
ning period. The goals are grouped according to business and profes—
sional sources, and are expressed in terms of cost, fair market value,
income and cash flows arising from those origins. These goals are
then compared to the projected amounts in each of these areas, and the
differences are reported. If the estate owner regards the disparities
as significant, he may wish to explore methods of improving his ex-

. pected future financial state. The precise means by vhich he can
achieve an improved condition cannot be identified by the BUILD
program. However, as & minimum, insight can be provided into the con-
sequences of selecting particular, alternative activities. The program

can sharpen the decision-making abilities of the estate owner and his

advisers.

Summary
In this chapter, a general outline has been drawn of the
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instructions contained in the BUILD program. The program uses the
data contained on the input form to prepare Report Number 1, a state-
ment which expresses the estate owner's current financial status with
regard to cost, estimated fair market velue, income and cash flow.

The computer is further instructed to utilize input data to
calculate future costs or carrying values, project market values, and
estimate income and cash flows arising from business activities and
other investments. The results of these projections and calculations
are presented on Report Number 2. A separate report'is prepared for
each year in the planning horizon established by the estate owner.

The data contained in the final report of the second series is then
compared to the owner's predetermined financial goals and a measure of
disparity is obtained. If the variances should prove to be unfavorsable,
the program can be used to quickly test the impact of various strate-
gems designed to improve the owner's financial condition or meet his

personal requirements.



CHAPTER IV

TESTING PROCEDURES FOR COMPUTER SIMULATION MODEL

Procedures for testing the BUILD program were designed to ac-
complish two objectives: assure accuracy and establish its utility.
The mechanical accuracy of the program was established during the de~
velopment and testing by manual calculations of the computer-generated
output. The ability of the program to conveniently handle a wide
range of realistic circumstances was determined by the careful selec-

tion of individuals whose data would be used for testing.

Selection of Persons for Program Testing

Four individuals were found who eﬁhibited the desired diver-
sity. Those persons selected varied considerably in sge, type of
profession or business interest, present investments and opportunities
for alternative investments, degree of wealth, and nonquantitative,
personal factors. Ages range from 3T to 65, and present net worths
vary from $90,000 to $2,100,000. Business interests and professions
represented include a medical doctor, an ;ngineer and his business-
owner wife, a salaried chief of maintenance for a large public
institutioh, end & semi-retired bank executive. Investments consist

of such diverse interests as life insurance policies, part ownership

18
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of an orange grove, and inventories of raw turquoise and geodes.

Those persons kind enough to participate in the development
of this program have been assured complete anonymity. Accordingly,
each will be referred to only by the client code assigned, and specific
descriptions of property locations or other identifying references
will be eliminated. Further, names of dependents, businesses, and

business associates will be changed to insure privacy.

Range of Ages

Requirements of Different Ages. In selecting individuals with

suitable data, a wide range of ages appeared to be desirable for two
primary reasons. First, if the program is to be helpful in the accumu-
lation of =& lifeﬁime estate and in meking more efficient use of
existing resources, estates of persons in various stages of estate
development should be included. Then, if different needs or require-
ments due to age differences were manifested, program modificsations
might be possible to accomodate those differences. If individuals of
varying ages could not be accomodated through BUILD, this limitation
would then be recognized.

Modular Use of BUILD. Secondly, if persons of various ages

do have different requirements, insight could be gained into the use
of the simulation model as part of a niodula.r approach to financial

and tax planning. For example, younger persons in the beginning or
midst of building or accumulating an estate, might tend to be inte-
rested in additional programs which would aid in overall estate growth.

Such a person might wish to explore the long~term impact of
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incorporating his business and establishing a pension plan more attrac-
tive than that available to an unincorporated enterprise. Or, he could
be interested in a program that aids him in deciding whether to lease
or buy equipment needed in his business. Either of these types of
programs could be developed and used in conjunction with BUILD. A
model slready exists which can aid the salaried corporate executive in
choosing the most attractive compensation package given his tax bracket,
current cash requirements, and personal preferences. Programs available
or to be developed in such areas as these could very well be integrated
with BUILD in the overall development of an individual's lifetime
security.

An older person might wish to pursue alternative ways of dis-
posing of his estate at a given future time. In such circumstances,
he would be interested not only in the asmount of the probable future
estate, but the proportions contained in various categories of assets.
The program could be used to answer such questions as: What will be
the projected value of the estate for tax purposes? Or, what degree
of liquidity can be expected if present types of investments are con-
tinued or certain new ones undertaken?

Several progrems which would aid the estate owmer in deve-
loping various plans for the disposition of his estate are already
available for noncommunity property states. Such programs could use
as input, the projected data developed through BUILD and thus extend
the modular approach to lifetime financial planning to include ex ante

estate planning as well.
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Diversity of Professional or Business Interests

By selecting test data from individuals with diverse profes-
sions and businesses, it would appear that the program could be made
flexible and adaptable to a broad spectrum of conditions and circum-
stances. Accordingly, the program was tested with the data of persons
exhibiting a substantial amount of occupeational variety. FDY 001 is
employed as head of maintenance for a large state facility. ROR 001
is an internist who has been in practice for about five years. The
third set of test data was furnished by HAN 001 and is actually that
of two persons, a husband and wife, each of whom has separate business
or professional interests. He is an engineer with a hobby that may
develop into a full-time business, and she is the owner-manager of two
pre-school nursuries and kindergartens and hes substantial investments
in real estate. The final set of data is that of WEA 001, a semi-
retired bank executive who participates in a wide range of financial
activities.

Although the participating individuals necessarily do not
represent all possible professions or businesses, it appears that
diversity sufficient to establish program flexibility is represented.
It seems that little extra realism or adaptability would be gained by

the addition of numerous other sets of data.

Differences in Net Worths

Extent of Net Worths. The four persons participating in the

testing and development procedures provided large variations in the

sizes of their respective estates. In terms of cost and fair market
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value, net worths presently are:

Net Worths
Fair
Estate Market
Owner Cost Value
ROR 001 $ 90,535 $ 105,935
HAN 001 276,972 318,671
FDY 001 94,431 101,960
WEA 001 2,114,930 3,809,970

Sources of Wealth. FDY 001 has relied entirely on salary to
provide funds ror living expenses and inveétments. Those investments
that have been undertaken have been heavily concentrated in savings
accounts, mutual funds, and employee reitrement plans. He has never
owned real property other than the two building lots which were pur-
chased two years ago. Even his home has been provided by his employer
as part of his compensation.

ROR 001 has only recently begun to accumulate funds with
which he can invest. Some resources were required in his medical prac~
tice, but little additional funds are expected to be necessary there.
Other than that, a real estate investment, heavily mortgaged, is his
main present investment. As his medical practice develops, he expects
t0 extend the scope of his financial activities.

WEA 001 is the owner of a considersble fortune and has rather
far-flung properties. Investments include farmland planted in cotton,
onions, and pecans, shares of stock in various locel and national
companies, personal loans, rental property, and interests in en orange

grove. He has been semi-retired for several years but retains a lively
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interest in the augmentation and management of his many properties.

In the midst of estate accumulation is HAN 001. The husband
is an engineer employed by a space technology firm. However, his
undergraduate education was in geology, and his interests continue in
this area. The bulk of their assets, though, are contained in the
kindergartens and pre-school facilities operated by his wife, in their
real estate ventures, and some stock holdings. Some diversipy is
present in their current portfolio, but both husband and wife have
expressed the desire to be less dependent upon his salary and her con-
tinued operation of the day-care business.

Alternatives. All of the participants discussed above have

alternative routes they may wish to explore. In fact, there are gene-
rally many possibilities. ROR 001, for example, expects to earn more
from his medical practice'than will be required for current living
needs and may have continuing needs for suitable investments. As the
resources available for investment expand, choices will undoubtedly
also increase. WEA 001, due to his close association with the finan-
cial community of the Southwest over the years and his considerable
resources, has many investment choices. ¥DY OOl is somewhat more
limited than the other participants due to his relative lack of finan=-
cial sophistication combined with rather limited resources. Two
primary strong points, though, are that he has.proportionately large
amounts of liquid assets and he is eager to restructure his investments.
HAN 001 has a moderate degree of liquidity and a decided preference
for "local" investments, i.e., those that involve familiar situations

with which they can become actively involved. Stocks, bonds, or
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other intangible investments cause them a great deal of stress, and,

therefore, will probably not be considered among their feasible alter-

natives.

Variety of Qualitative Personal Factors

To be a useful tool, BUILD must, in addition to accomodating
& variety of ages, business and investment interests, and net worths,
serve the needs of persons with diverse personal circumstances which
may tend to direct and circumscribe the financial planning in which
they engage. WEA 001, for example, is energetically involved in
building his estate, but is, nevertheless, considering various ways of
transmitting his wealth to his only child, an adult daughter. The
daughter's circumstances are such that giving direct control to her is
not considered appropriate. FDY 001, on the other hand, has continuing
financial responsibility for one minor child and is concerned with
meeting this responsibility as well as providing for his own forth-
coming retirement. The doctor, ROR 001, has young children and a wife
without professional training. He has the dual goals of providing for
their immediate financial security and accumulating future wealth.

HAN 001 have adult children who are financially independent, but they
are providing support for an elderly relative.

BUILD cannot prescribe ways in which these individuals can
meet their obligations and realize their ambitions. It can, however,
aid tremendously in the process of projecting the expected impact of
plans developed by the estate owner, his tax adviser, and his financial

councelor on the future financial health of the owner. As a result of
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being cognizant of the owner's personal requirements, the edviser can
point out characteristics of certain investments that are likely to
enhance or encumber the owner's ability to realize his goals and meet

his responsibilities.

Input Data for Four Participants

In this section are sets of input data for the four partici-
pants selected for developing and testing the computer model'during
the course of this study. Broad outlines have been drawn of the gene-
ral characteristics, both monetarily and personally, of each person.
These outlines will be filled in as input forms and program reports

are presented for each.

ROR 001

Input Form. The following eleven pages contain the input
information for ROR 001. Conteined in the first two pages of the form
is any personal information relating to his responsibilities, pre-
Perences, or requirements that will add insight and clerify relevant
courses of action. The remaining nine pages comprise the financial
data that will be keypunched and used to produce Reports 1, 2, and 3.
The time span chosen by ROR 001 is ten years, the longest of the four

participants.



Client Code ROR 001 Page 1
GENERAL PERSONAL AND BUSINESS INFORMATION
1. Name ROR 001 2. Birthdate _apri] 11, 50??
3. Home address 4, Telephone
5. Marital status __ Married 6. Spouse's name __ yinag
7. Spouse's birthdate May T, 1938
8. Children or other dependénts:
Name Relationship Birthdate
a. _Kevin San 10-23-6L
b. James Son 9-14-66
c. _Gregory Son 11-07-69
d.
e.

Special factors to be considered in planning for spouse's or dependent's care:

Wife's only income is from trust fund-~$1,800 per year. No proféssional training,

\n
o\



Client Code __ ROR 001

10.

12.

13.

1k,

15.

16.

Business name ROR 001, M.D. 11. Telephone

Business address

Page 2

Nature and form of business activity _Internist. Sole proprietorship

Attitudes toward alternative business forms _Wishes to explore possibilities of forming a

_professional corporation.

Names and ages of partners or principal shareholders, if applicable

Documents necessary, when applicable:

8. Federal and state individual tax returns for three most recent years
b. Federal and state business tax returns for three most recent years
¢. Partnership agreement or shareholders contracts

d. Trust agreements, wills, or other documents (specify) Copies of

insurance policies

Acquired
Yes No
— —
x A
X

LS



Client Code

ROR_001

PERSONAL, BUSINESS AND INVESTMENT FINANCIAL PLANNING INFORMATION

" I. Personal financial information:

Estimated annual living expenses
Estimated annual itemized deductions and exemptions
Number of years for which planning will be done

Federal tax schedule to be used

II. Business financial information:

1.
2.
3.
L,
5.

Business investment cost
Estimated fair market value
Annual net income

Annual cash flow

Annual investment tex or other credit passed through

to business owner

Page 3
Projected
Annual Rate
Amount of Change
és.oqug, 0500
C1-11 (18)
1% .000 0600
(25) (32)
10
(39)
2
= (46)
26,000 0600
c2-11 (18)
20,000
(25) (32)
84,000 0900
(39) (k6)
85,000 0900
(53) (60)
100
- (67) (7%)

85
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Client Code  ROR 001 Page U

III. Financial information relating to investments:

A. CAsH

Interest
Description Amount Rate
Checking Accounts:
1. First National Bank 5,500
C3-11
2.
(18)
3.
(25)
L,
(32)
Savings Accounts and Time Deposits:
1. Children's savings accounts 8,800 0575
Ch-11 (18)
2, Mutual Building and Loan 12,300 0575
(25) (32)
3.
. (39) (46)

(53) (60)

6S




Client Code __ROR 001

B. NOTES AND RECEIVABLES

Page 5

Amount of
Outstanding Annual Interest
Description Balance Payment Rate

1.
c5-11 (18) (25)

2.
(32) (39) (46)

3.
. C6-11 (18) (25)
(32) (39) (k6)

C. SHARES OF STOCK
‘ Rate of
Market Change in
Description Cost Value Income Value
1. M.W.A. Industries 7.400

~ c7-11 2185 (25) (32

2.
(39) (46) (53) (60)

3.
\ c8-11 (18) (25) (32)
(39) (46) (53) (60)

09
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Client Code

D.

E.

ROR 001 Page 6
BONDS
Carrying Yield Cash Years to
Description Value Rate Flow Maturity
1.
C9-11 (18) (25) (32)
2.
(39) (46) (53) (60)
3.
€10-11 (18) (25) (32)
'
(39) (46) (53) (60)
LIFE INSURANCE
! Cash Rate of
Surrender Annual Increase
Deseription Value Premium In Value
1. _Mountain States 5.290 {3,250% Lo
Cl1i-11 (18 25
2. . Prudential--children's policies 985 (1.200) 600
(32) (39) L
3.
Cl2-11 (18) (25)
h.
(32) (39) (L6)

9



Client Code _ ROR 001

F. REAL ESTATE

Page T

Rate of

Market Cash Change

Description Cost Value Income Flow In Value
R Sy I R o
W6 153) G ey oy

j cik-11 (18) (25) (32) (39)
(46) (53) (60) (67) (Th)

Z: C15-11 (18) (25) (32) (39)
(46) (53) (60) (67) (7h)

:: C16-11 (18) (25) (32) (39)
(46) (53) (60) (67) (T4)

G. EMPLOYEE BENEFITS

- C17-11 (18) (25) (32) (39)
= (6 (53) (60) (67 &2y
:' C16-11 1)) (25) (32) 39)
(46) (53) (60) (67) (7h4)

c9



Client Code ROR 001

Page 8

H. SALARY
Rate of
Cash Change
Source Income Flow In Amount
1.
C19-11 (18) (25)
I. OTHER ASSETS AND RECEIPTS
Rate of
Market Cash Change
Description Cost Value Income - Flow In Amount
1. Linda's trust fund 1,800 0
. a €20-11 (18) (25) ?325 (39)
2.
(k6) (53) (60) (61) - (%)
3. 4
\ C21-11 (18) (25) (32) (39)
(k6) (53) (60) (67) (Th)

€9



Client Code ROR 001

Je

MORTGAGES ON REALTY

Out- Amount of

Page 9

standing Annual Interest
Description Balance Payment Rate
1. Home 74,000 6,460 0775
C22-11 (18] (25)
2. Condominiums 50,740 5,900 . 0800
(32) (39) (ke)
3.
. c23-11 - (18) (25)
' (33) (39) {73
5.
] c2h-11 (18) (25)
' (32) —39) (58)
7. -
C25-11 (18) {25)
8.
(32) (39) (46)

9



Client Code __ ROR 001

K.

M.

- N.

OTHER LIABILITIES AND DISBURSEMENTS

Page 10

Out- Amount of
standing Annual Number of Interest
Description Balance Payment Payments Rate
1., _Installment obligations--home furnishings 12,00 3 1200
C26-11 2185 (25) (32)
2.
(39) (k6) (53) (60)
3.
. c27-11 (18) (25) (32)
(39) (k&) (53) (60)
TAX CREDITS
X Rate of
Source Amount Change
1'
Cc28-11 (18)
2.
(25) (32)
3.
\ (39) (L6)
(53) (60)
RATE OF RETURN REQUIRED ON REINVESTED CASH FLOW _looa _
‘ C29-11
1400

STATE TAX AS A PERCENT OF FEDERAL TAX

C30-11

S9



Client Code ROR 001

IV. FINANCIAL GOALS

A. Annuel net income and cash flow desired at end of planning horizon:

Page 11

Source Income Cash Flow
1. Conduct of business or profession
C31-11 5155
N
. ' N
2. Generated by investments 70,000 75,000
(25) (32)
B. Net worth desired at end of planning horizon:
Market
Source Cost Value
1. Conduct of business or profession %0,000 20,000
C32-11 (18)
2. CGenerated by investments 350,000 700,000
(25) (32)



67

Reports on Present and Projected Status. An examination of

Report Number 1 reveals that ROR OOl has a present net worth that re-
quired an investment of $90,535, has a fair market value estimated at
$105,935, and generates $81,729 in income, and $74,290 in cash flow.
Changes in these figures are reflected in the series of reports pre-
sented. for. each year in the ten-year planning horizon. In addition,
each of the reports in the series reflects the appropriate amount of
itemized deductions and exemptions and arrives at taxable income.
The amount of federal and state taxes is computed and deducted along
with personal living expenses in deriving an after-tax cash flow fi-
gure. For ROR 001, the after-tax cash flow reported in the first
report of this series is $9,341. This amount is included in the second
report of the series as "Investment of Cash Flow," and the income and
cash produced in turn by this reinvested cash is assumed to be at the
rate of ten percent as provided for in the input form.

At the end of the ten-year planning span, cost of investments
(net of liebilities) is projected at $378,321, projected fair market
value is $725,151, estimated income ﬁefore itemized deductions is
$219,074, and cash flow is estimated at $210,599 before living expen-
ditures and taxes. When compared with the beginning figures, it
appears that ROR 001 will make substantial increases in all four
areas.

Comparison of Projected Values and Goals. Report Number 3

contains a comparison of the estimated amounts presented on the last
repbrt of the series with the desired values for these financial

indicators as listed on page eleven of the input form. For this
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person, unfavorable divergences are projected in three areas: cost,
$11,679; income, $20,926; and cash flow, $34,401. A favorable variance
of $5,151 is indicated for the estimated fair market value. As a per-
centage of total cost, the cost divergence is not particularly
alarming-~only about three percent less than that desired. The same
is not true, though, for income and cash flow variances vhich are
approximately eight percent and fourteen percent, respectively, of the
desired amounts. Assuming the goals have been realistically and care-
fully determined, the doctor may decide that corrective action is to be
undertsken. If so, the impact of various investment options can be
quickly tested by altering that input affected by the proposals and
comparing the expected results with his goals.

Report Number 1 is reproduced on the following page, while the
series of reports on projected financial status are contained on the

succeeding ten pages. Report Number 3 is found. on page 80.



CLIENT CODE: ROROO1
REPORT NUMBER 1
PRESENT FINANCIAL STATUS
ESTIMATED
MARKET
ASSETS:
CASH 264600 269600
NOTES AND RECEIVABLES
STOCKS 74400 9,800
BONDS
LIFE INSURANCE 64275 6:275
REAL PROPERTY 161,000 180,000
EMPLOYEE BENEFITS
ggfggsss OR PROFESSION 26,000 20,000
OTHER ASSETS AND RECEIPTS _— R
TOTAL ASSETS 221278 TTZR2BTE
LIABILITIES:
MORTAGES ON REAL PROPERTY 124,740 124,740
OTHER LIABILITIES AND
DTSBURSMENTS
OTAL_LIABILITIES >:ZZ%
NET WORTH, INCOME, AND CASH FLOW "

DATE: 04711775

—INCOME. CASH_ELOM

1,213
<49450>
5+950 9,300
846,000 85,000
9,794 12,360
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CLIENT CODE: RCROO1

DATE: 04/11/15

REPORT NUMBER 2
PROJECTED FINANCIAL STATUS--
END OF YEAR 5
PROJECTED
PROJECTED  MARKET PROJECTED PROJECTED
FETETES I1IEM COST__ — __INCOME_ CASH_ELQOMW
CASH 33,400 33,400 1,517
NOTES AND RECEIVABLES
gégggs T+ 400 144397
LIFE INSURANCE 18,835 18,835 <44450>
REAL PROPERTY 161,000 305,832 5,950 9¢300
EMPLOYEE BENEFITS
EEE}§$SS OR PROFESSION 34,791 20,000 129,243 128,811
CTHER ASSETS AND RECEIPTS 1,800 1,800
NV ETAL  aSEeTeSH FLov —agasbf? —a2ha8? —-1a3iddt -
LIABI ¥9¥é§-ASSETS -
Moa%Aces ON REAL PROPERTY 109,702 109,702 84877 12,360
075'%‘;55,{23&',3%}’55 AND
TOTAL LTABILITIES <] ::Z§§§:3§g>:::;§§;§zz>__ y >
NET WORTH, INCOME, AND CASH FLOW i???lﬁ%’ . P ‘f5%53§9
-+ SEIT=2Z -+ -+ 3 1+ 2 3%
ITEMIZED DEDUCTIONS AND EXEMPTIONS >
TAXABLE INCOME “'ffgf%?§
LEBLENEEBTEN
FEDERAL AND STATE INCOME TAXES <62,724>
PERSONAL LIVING EXPENSES _— >
AFTER TAX CASH FLOW

il



04711775

DATE:

PORT NUMBER 2
PROJECTED FINANCIAL STATUS--
END OF YEAR 6

ROROO1

CLIENT CODE:

A
Q OO0 M O o
w no v O 0
| 9 M ¢ ® )
[& ] L X ] [ [ J [ 4 o >
w O O -~ ~N 2 el
-3 v < - -
Q wt VA
[- 4
[-X8 | _
A
Qi < o ¢ © ol
Eﬁ Q n >~ O o
| o O O © O-f O
(&) - e & o - -
Ww -4 O O ©
- < V
o - mu
g . “
, ”
o <+ ® N O ~N ~
w Q ¥ = O < T
b= C B Mmm O -
(&3] - - L - 3 P
Wyt 0N B -0 O 73]
e M =~ NS N o
o< (4] - "
xX >
Q ]
A
Q + Q ~C ® ~N
W O O o~ -+
- O ¥ MO w [+ [
(8] ~ & *e =« - -
w N M it O 7o)
-> 1)) NO ™ o
o et -t
€ |
* “
3
L]
ol
(19
(7] > I
- - v
axXx - 4 «
< w0 w (8]
(7] O Wa ad wvn
w - Ou. Q2Z wo
-d v w X o E
@ v £l Q. |l
g witl ("2} V) e
x > =l O« W e
w L~ -0 (87 " S ]
o w Ww uoe w w-vnxE
[ W L>wa. ULV b0
w Z—Z wmowv -l )
< g = o ZelaZ
XWRO Wi *ODT ™
Q >0 NZ I «Wn_)
< QWY VUCWI~E T »
L8 ZEUWY) KX =il DT
VN =A>UW> O Ol
s NXWY) OZ XN XV~
TWOOW ) =W Ji=ilie ©
MFODZLCSVNJITI> ~wXTIO X
OO iUE D= DO
mCNSBLREBSUI <XO H
=
-} b4

ZEETZIITIVS IITT===SSTITT

—{18:52¢

REZXBXLZT XN

TIONS AND EXEMPTIONS

<72,083>
>
azssszesEEE



04/11/775

DATE:

ROROO1

CLIENY CODE:

R 2
L ;TATUS-

BE
1A
AR

ORYT. NUM
FINANC
*ND OF YE

REP
PROJECTED
EN

A A
[~ ] QO M~ O Q
w ne v © o
| ot N e~ © [43]
(& ] e o & [ 3 »
Wl O M o~
m v n -l
~ v
« MB
Q. .—
| f
Suf 3 a N oo 8 oo
= 0 v @ L4
(8] L] * & = [ [y
w -4 0N M e [ -]
- 0 Mo
o -t 1
o {
* _

369699
16,7951
8
2
20,000
101,885
26

>_X]

4

PROJECTED
MARKET

~YALUE .. __JNCOME_

101,885

< Y
il.'II 468
TEIITTTT= T2 TEEI=2R

RO TED
I

369699

7,400

859

1 000

39,090

LITIES
AND CASH FLOW
gTIONS AND EXEMPTIONS

*

1IEM
AND RECEIVABLES
E
Fl
RO
AN
C
ET
EA
gI
81
ME

. SKS O NI o V=
TWOOWII=aiU U=l ©
VOZULCQVAT> =IO X
OOl E Datb~Z OO

mCNSBLREBSOI <O H

=

EOU
COM

BISTTETERR

—fihnd

<82¢496>
>
s=szzaszss

R




04/11/75

DATE:

ROROO1

CLIENT CODE:

A A
DW 00 ©® © (=]
s NO w © 0
| e gy O © (3]
[&] [ K ] - [ ] L] [ 3
w O ~N
N v L i
-t ™V
@ i il
[~4® | _ i1
i
A
DL ™ O =~ O v
w o n > O ©
UU ~ o Mm o )
[ 3 L [ ] [ ] [ [ ]
Em o=t 0 M~ ot ~ %W
2 O (VY
(] ] |
o )
a _ _
A
o N & ~0 O 0 ]
w > M Mg O Q ]
- ¥ ~ M~ O 11 (']
(& [ [ [ 3 [ - «f
Wi @ ®© VO O ~ "
-t M o~ NN N o "
(O] <+ "
xE> ")
o | H
L]
A
[=] N O =m0 h O "
w O O MO M o 1]
- <+ ¥ MO < n "
(& ] - - - o [ - [y ]
w QW M~ O o P~ N
-nNE ™ N - 3 1]
Q ot ]
- 2 — "
a "
[
x
o
-l
[T
(7] > b
| b (7]
ax - 4 g
& w0 w (& ]
(74} Q W an v
w - OW OZ wo
-d v W Rl =
[ ] v &I - % —g
< v 7, ] V) =
X > U Qv W g e
L Lond =~ ZOP & eyl
- w W Ul « W WX
la [~ 18> 2% W) alrip-q
w Z-2 wowm - Z )
[- 4 qllx = « Z-llaZ
WO Wk “OUE
Q e . ¥ N2V Qi)
=z VODWY) VULV T »
L ¢ ZEWY) QI DT
V) =AW OO 0k
e WX OZaEvir-m o V-

z

HE&DELLIAEE TN TTIY

VFOZUCOCVNLTI> =IO

SOOI Dz OCOF

WVZWN0 LN~ qCEO
=

-

NET WO

—iE5HT

ETTERXSET R

gETIONS AND EXEMPTIONS

QO

>

<9415



04/11775

DATE:

TATUS—

NN

PROJ EC

ROROO1

CLIENT CODE:

PROJECTED PROJECTED

PROJECTED

=3
(0]

w090 Q o

WM a6 < og4 & B~

3 ~ @ ()] et

coe o o e e
$¢ 8 44 o

wm 3 e,

< | ﬁ

]
A
| M= O ¥ O “ %
o w m O

MM.ﬁ v @® 9

> L ] » L 3 &

ot 0 N - ™~ P.

J -] MO

-l -

40,388
19,584
0
20,000
92,780

380

SSTTRBIETITI

<
¢

iy

40,388
TZIIIT=T==T

7,400
8
(1]
43,921
92,780

i+ 3 s £ 7 7

SH FLOW

AND
TIONS AND EXEMPTIONS

E
L
PROPERTY
LITIES
'

ANC CA

L1IEM
AND RECEIVABLES
E
FIT
ROF
AND

A
ETS
EAL
T1E
S
B
M

se _NXWV) OZ XL s XV~

H
<OFOmWEDTEZ @0
MCNSBLQEBSOI <ITO -
S Z

?

ETVEEREITEE

DED
NCOME



04/11/75

DATE:

CLIENT CODE: ROROO1

A
o o0 ¥ O
[F1] no «© O
| N N ©
(8 ] ce o o
u OO0 © m
-3 v [« )]
v
[- <
o |
i
[ 0 o ™M
w o w 0N
=X O ¢ ©
(&) - [ [
M4 ~N 0" O e
- o
o -t
(- 4
a |
Q MmO WO O
W o v om O
[ d ood M = MO O
LW o & a® &
wag N w ~O O
-a 4 N 3% ~N

T
42,393
1,400

o
464556

"

[
ox
& w0
) Q Wid
w  OW

- v w
[+ «] v X
« wiv (%]
- 2 > =U Q«
W - =0 XV

L w w by <«
-y (& ] O>wa T8
w ZZ wo

[« 4 aqXW -
WO W=
Q 20 wZ
-4 VOWY W

L4

1]

T WO OW S StaglliU)
I OZU. NI >
COr~OelbE D2
MCNSBLREBSOI

800

123

ais ..
T:259

593>

’

—HLas ik

9
12,360
a
»

R —

ISETTTT|TETE EERETRR=S=I[IT

B7+679

—3%:

o
N
TIES
AND CASH FLOW

ETIONS AND EXEMPTIONS

-xIO0 X
@O

<XO -
g w
-l 4

i

>

?

<121,704>
zzER=SWR=Tx

v T



CLIENT CODE: ROROO1

DATE: 04/11/75

REPORT NUMBER 3

COMPARISDN OF PROJECTED FINANCIAL STATUS
TH DESIRED FINANCIAL GOALS

1IEM

MARKET
cast <YALUE __ __JNCOME. CASH_FLONM

DESIRED FINANCIAL GOALS AT END OF
PLANNING HORIZON:

SOURCE: BUSINESS OR PROFESSION
INVESTMENTS
TOTAL

PROJECTED FINANCIAL STATUS AT END
OF PLANNING HORIZON:

SOURCE: BUSINESS OR PROFESSION
INVESTMENTS
TOTAL

EE¥ GOALS AND

40,000 20,000 170,000 170,000
-—-350,000 ___700,000 ____70.000 ____75.000
—-390:000 ___720,0Q00 ___240.000 ___24320Q00

464556 20,000 198,853 1984584
3312263 ___ 1032151 . ._20.221 ____12:015
—-318+321 ___J25.151 __.219:,07% ___ 2102392

<11,679> 59151 €<209926>
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WEA 001
Input Form. The input information relating to WEA OO0l's
personsl preferences and financial data is presented on the following
eleven pages. Arrangement of the data follows the format described for

ROR 001 and calls for a planning horizon of five years.



Client Code WEA 001

Page 1

GENERAL PERSONAL AND BUSINESS INFORMATION
Name WEA 001 2. Birthdate Februsry 7. 1907
Home address 4. Telephone
Marital status Divorced 6. Spouse's name
Spouse's birthdate
Children or other dependents:
Name Relationship Birthdate
a. Judy Marquez Daughter April 18, 19k?
b.
c.
d.
e.

Special factors to be considered in planning for spouse's or dependent's care:

Daughter is currently married to third husband, Anv plans for gifts or estate transfers

are to be arranged in such a way that Judy will not have outright control over the property

and her husband will have no property rights.




Client Code WEA 001 ‘ Page 2
10. Business name California Citrus Fruits 11, Telephone

12. Business address Southern California

13. Nature and form of business activity _ Partnership formed to develop orasnge grave

14, Attitudes toward alternative business forms No change in business form is desired.

15.

16.

Names and ages of partners or principal shareholders, if applicable

Documents necessary, when applicable:

Acgquired
Yes No
a. Federal and state individual tax returns for three most recent years X
b. Federal and state business tax returns for three most recent years X
¢. Partnership agreement or shareholders contracts X
d. Trust agreements, wills, or other documents (specify) will and
X

trust instruments

£g



Client Code WEA 001

I.

II.

PERSONAL, BUSINESS AND INVESTMENT FINANCIAL PLANNING INFORMATION

Personal financial information:

1.
2.
3.
L,

Estimated annual living expenses
Estimated annual itemized deductions and exemptions
Number of years for which planning will be done

Federal tax schedule to be used

Business financial information:

ll

Business investment cost
Estimated fair market value
Annual net income

Annual cash flow

Annual investment tax or other credit passed through
to business owner

Page 3
Projected
Annusl Rate
Amount of Change
66,000 0500
c1-11 (18)
17,500 0700
(25) 5 (32)
., (39)
(535
236,000
c2-11 18
2h5,000 1600 ( )
(25) (32)
1395 3535
35,000 0600
(53) (60)
300
- (6T) (%)

78



Client Code WEA 001

I1T.

Financial information relating to investments:

A.

Page L

CASH
Interest
Description Amount Rate
Checking Accounts:
1. El Paso National Bank 6.500
C3-11
2, First National Bank 35,000
) . (18)
3, Farmer's and Merchant's National Bank 12,000
(25)
L.
(32)
Savings Accounts and Time Deposits:
1. Certificates of deposit 119,000 0750
ch-11 (18)
2, Certificates of deposit 45,000 0800
(25) (32)
3-
(39) (46)
h.
(53) (60)

¢g



Client Code wEA 001

B.

c.

Page 5
NOTES AND RECEIVABLES
Amount of
Outstanding Annual Interest
Description Balance Payment Rate
1. Sale of ranch land 2L 000 Q700
C5-11 T (18) (25)
2. Note receivable 21,960 3,600 1000
(32) (39) (46)
3., Note receivable 18,680 1,800 0500
C6-11 (18) (25)
L.
(32) (39) (46)
SHARES OF STOCK
Rate of
Market Change in
Description Cost Value Income Value
1. Bank stock 69,700 218,800 60
C7-11 (18) (25) (32)
2. Burroughs 46,900 127,500 9,h20 0500
(39) (16) (53) (60)
3. General Electric 62,400 131,200 8,150 0500
c8-11 (18) (25) (32)
4. Mesilla Valley Investments 116,750 113,290 5,340 0500
(39) (L6) (53) (60)

98



Client Code WEA 001

Dl

Page 6
BONDS
Carrying Yielad Cash Years to
Description Value Rate Flow Maturity
1. _Various municipals _l_.l?,Q_).h __l%__y
Co-~-11 (18) 25 32
2. Greyhound Corporation Lo L60 0800 3,000 12
(39) (46) (53) (60)
3. Pillsbury 61,940 1,000 5,000 15
C10-11 (18) (25) (32)
4,
(39) (46) (53) (60)
LIFE INSURANCE
Cash Rate of
Surrender  Annual Increase
Description Value Premium In Value
1.
C11-11 (18) (25)
2.
(32) (39) (L6)
3.
\ Cl2-11 (18) (25)
(32) (39) (46)

L8



Client Code WEA 001

F. REAL ESTATE

Page T

Rate of
Market Cash Change
Description Cost Value Income Flow In Value
1. City office building 472,000 650,000 39,000 _73.000 1000
C13-11 (18) (25) (32) (39)
2. Ranch land 126,000 425,000 18,000 23,000 0800
(46) (53) (60) (67) (7%)
3. Ruidoso cabins 196,000 360,000 41,000 49,000 1200
C1hk-11 (18) (25) (32) (39)
4. Home 64,000 200,000 1000
(46) (53) (60) (67) (T4)
5. Valley farmland 86,000 700,000 36,000 38,000 1200
p C15-11 (18) (25) (32) (39)
. (46) (53) (60) (67) (Th)
. C16-11 (18) (25) (32) (39)
(46) (53) (60) (67) ()
G. EMPLOYEE BENEFITS
1.
C17-11 (18) (25) (32) (39)
2.
5 (L6) (53) (60) (61} (7h4)
. C18-11 (18) (25) (32) (39)
(46) (53) (60) (67) (Th)

(024
o



Client Code WEA 001

H.

Page 8
SALARY
Rate of
Cash Change
Source Income Flow In Amount
1'
C19-11 (18) (25)
OTHER ASSETS AND RECEIPTS
Rate of
Market Cash Change
Description Cost Value Income Flow In Amount
1. Lectures 3,000
C20-11 {18) ’ %255 (32) (39)
2.
(46) (53) (60) —(67) (T8%)
3.
. €21-11 (18) (25) (32) (39)
(k6) (53) (60) (67) (Th)

68



Client Code WEA 001 Page 9
J. MORTGAGES ON REALTY
Out- Amount of
standing  Annual Interest
Description Balance Payment Rate

1. Office building 180,960 29,000 0800
~ C22-11 (18) (25)
= (32) G9) (8)
> C23-11 (18Y (25)
i G2) (39) (58)
> Cab-11 (18) (25)
- (32) (39) (8)
T C25-11 (18) (25)
> (32) (39) ()

06



Client Code WEA 001

K.

M.

N.

Page 10
OTHER LIABILITIES AND DISBURSEMENTS
Out- Amount of
standing Annual  Number of Interest
Description Balance Payment Payments Rate
1.
C26~-11 (18) (25) (32}
2'
(39) (Le) (53) (60)
3.
ce7-11 (18) (25) (32)
hc
(39) (46) (53) (60)
TAX CREDITS
Rate of 8
Source Amount Change
1. Ranch gasoline tax credits 200 000
Cc28-11 (18)
o, Cottonland conservation projects 350 _(5000)
(25) (32)
3.
) (39) (46)
(53) (60)
RATE OF RETURN REQUIRED ON REINVESTED CASH FLOW 1000
C29-11
STATE TAX AS A PERCENT OF FEDERAL TAX 1600

C30-11



Client Code WrFA 001 " Page 11

TV. FINANCIAL GOALS

A. Annual net income and cash flow desired at end of planning horizon:

Source Income Cash Flow
1. Conduct of business or profession 15,000 ho
C31-11 2185 :
O

\V]
2. Generated by investments 300,000 25.000
(25) (32)

B. Net worth desired at end of planning horizon:

Market
Source Cost Value
1. Conduct of business or profession 236,000 500709?
C32-11 18
2. Generated by investments 2,500,000 5.800.000

(25) (32)
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Reports on Present and Projected Status. Report Number 1,

reproduced on page 95, indicates that WEA 001 has the following present
financial status: net worth cost, $2,114,930; net worth fair market
value, $3,809,970; net income, $220,611; and cash flow, $28L4,770. Al-
though his assets include all categories other than life insurance and
salaries, by far the.most valuable type of property owned is real
estate which makes up $2,335,000 of the total fair market value. An
examination of the inpu£ form reveals that Judicious purchases of farm-
land account for the low bases of real property investments.

In the Report Number 2 series are five reportis--one for each
year in the relevant planning range. Over the next five years, net
worth investment is expected to increase to $2,489,667 while fair mar-
ket value increases to $6,143,980. Net income from investments is
projected at $263,545 and cash flow is anticipated to be $32k4,809 before
taxes and living expenses. These reports are found on pages 96 through

100.

Comparison of Projected Values and Goals. A comparison of

predetermined goals with corresponding projected values reveals un-
favorable variances in all points of comparison. Although annuael cash
flow from investments is expected to increase by about $40,000 over
the next five years, it is, nevertheless, still $40,000 less than the
desired amount. Projected cost is $246,333 less than that desired.

A closer examination of the Report Number 2 series reveals that while
cash flow from investments is increasing, so are income taxes and pro-
jected personal living expenditures. Cash flow after taxes is actually

decreasing over this period resulting in decreasing amounts of cash to




9k
invest in new undertakings. It appears that a fruitful area for in-
vestigation would be investments that exhibit "tax shelter" charac-
teristics, i.e., investments with reduced taxable income due to early
write-offs of non-cash expenses but significant early returns of capital
investment which could then be profitably reinvested. Report Number 3

is found on page 101.



CLIENT CODE: WEAOQO1 DATE: 047117715
REPDORT NUMBER 1
PRESENT FINANCIAL STATUS
ESTIMATED
MARKET
1IEM CaSsI ~VALUE. . __INCOME_. CASH_FLOM
ASéETS:
ASH 217,500 217500 12+52
NOTES AND RECEIVABLES 230,240 230:240 16+402 299400
STOCKS 295,750 $90,790 41,070 41,070
BONDS 3724400 372+:400 94590 22,300
LIFE INSURANCE
REAL PROPERTY 944,000 2,335,000 134,000 183,000
EMP%UYEE BENEFITS
ggéAggss OR PROFESSION 236,000 245,000 184500 35,000
OTHER ASSETS AND RECEIPTS - — ——
RoPacEIdsANe B 7.5 LYY T QN P11 PR T QO 31 QR ) & P
LIABILITIES:
MORTAGES ON REAL PROPERTY 180,960 180,960 149476 29,000
OT R abRARILIJIES AND
TOTAL LIABILITIES <IA0,: >;§§g:g§:g>:;§§;§¥§>:"_§§:9%>
NET WORTHys INCCOME, AND CASH FLOW 291 4'398 ’ ’ ’ ’

EZTTPSSTARN] ENETTXBITITEIZ DEETXBRTEBE TZTTTREBES
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F YEAR 2
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CLIENT CNDE: WEAOO1 DATE: 04/11/75

RE PORT NUMBER 3

COMPARISON OF PROJECTED FINANCIAL STATUS
WITH DESIRED FINANCIAL GOALS

ITEM COST__ .QQEEEI.. - INCOME_ CASH_ELQON
DESIRED FINANCIAL GOALS AT END OF
PLANNING HORI ZON:
SOURCE: BUSINESS OR PROFESSION 236,000 500,000 15,000 40,000
INVESTMENTS -22900,000 _5:800,000 . ___300,000 ___325.000
TOTAL -221362000 _62300,000 ___315:000 ___3652000
PROJECTED FINANCIAL STATUS AT END
OF PLANNING HORIZON:
SOURCE: BUSINESS OR PROFESSION 236,000 514,582 27,181 46,4837
INVESTMENTS ~22253:681 _52629:398 __ 23562364 __ 277,972
TOTAL -22489.667 _62143.980 ___263.545 ___224:809

DIFFEREN%E BETHEE? GOALS AND
PROJECTED AMO ) <2469333> <1564020> <514455> <40,4191>

FEEEJLTZI]T IDTUXRATRXRNT ZIITZETTSZTR BB IXINNIEN

T0T
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HAN 001
Input Form. Input data for the third participant is contained

on the following eleven pages. It differs from that of the other per-
sons participating in the study in that both husband and wife make
significant contributions to the economic wellbeing of the family, and,
therefore, the data is that of two persons. It is interesting to note
that dual careers presented no unusual problems insofar as preparation
of input data was concerned. Neither, in this instance, were there
particular difficulties in setting goals, interpretigg financial re-
ports, or determining appropriate remedial action. However, it appears
that when more than one person is involved in these activities, it may
be necessary that compromises be made, or, if the data lends itself to
separation, separate input date and output may be desirable. The

planning horizon selected by HAN 001 is six years.



Client Code HAN 001 ' ' Page 1

GENERAL PERSONAL AND BUSINESS INFORMATION

1. Name HAN 001, Husband and wife 2. Birthdate November 3. 1926

Home address 4., Telephone

. Marital status Married 6. Spouse's name

3
5
T. Spouse's birthdate October 27, 1927
8

» Children or other dependents:

Name Relationship Birthdate
a. Donna Lea Daughter 6-12-46
b. David Son 12-00-4T
c. Donna Lea Courtney Mother 1-14-03
d.
e.

9. BSpecial factors to be considered in planning for spouse's or dependent's care:

Children are self-sufficient asdults. HAN 001 provide total support for Donna Lea_ Courtney.

£0T



Client Code HAN 001 ' Page 2

10.

12.

13.

1k,

15.

16.

Business name _Little Playmates 11. Telephone

Business address 1000 Fairfax Road and 2318 N. Alabams

Nature and form of business activity Day-care and kindergarten facilities. Sole

proprietorship.

Attitudes toward slternative business forms Would not consider any other form of business

organization.

Names and ages of partners or principal shareholders, if applicable

Documents necessary, when applicable:

Acquired
Yes No
&. Federal and state individual tax returns for three most recent years X

b. Federal and state business tax returns for three most recent years
c¢. Partnership agreement or shareholders contracts

d. Trust agreements, wills, or other documents (specify) Gift

tax returns for two years. Copies of wills. X

0T



Client Code HAN 001

Il

II.

PERSONAL, BUSINESS AND INVESTMENT FINANCIAL PLANNING INFORMATION

Personal financial information:

1. BEstimated annual living expenses
2. BEstimated annual itemized deductions and exemptions
3. DNumber of years for which planning will be done

L. FPederal tax schedule to be used

Business financial information:
1. Business investment cost

2, Estimated fair market value
3. Annual net income

4, Annual cash flow

5. Annual investment tax or other credit passed through
to business owner

Page 3

Projected
Annual Rate
Amount of Change

21,000 0700

C1-11 (18)
8,200 0500

2 32

(25) ¢ (32)

5 (39)

(58)
53,300 Q500

Cc2-11 (18)
59,000 0600

(25 (32)
14,200 0800

(39) (L6)
15,300 0800

(53) (60)
100 0800

(67) (%)

G0t



Client Code HAN 001

III.

Financial information relating to investments:

A'

Page 4

CASH
Interest
Description Amount Rate
Checking Accounts:
1. Citizens' National Bank 1,500
, C3-11
2. Alasmogordo State 3,600
(18)
3.
(25)
h L]
(32)
Savings Accounts and Time Deposits:
1. _First National Bank 12,000 0600
Ch-11 (18)
2. Juarez time deposits 18,000 1100
(25) (32)
3.
\ (39) (46)
(53) (60)

90T



Client Code HAN 001 Page S
B. NOTES AND RECEIVABLES
Amount of
Outstanding Annual Interest
Description Balance Payment Rate
l. Note receivable 10,748 1,800 0700
€5-11 (18) (25)
2,
(32) (39) (k6)
3.
c6-11 (18) (25)
4,
(32) (39) (46)
C. ©SHARES OF STOCK
Rate of
Market Change in
Description Cost Value Income Value
1. _Xeystone S-U (5,580 shares) 33,480 11,160 '
CT-11 (18) (25) (32)
2. Kensas Gas and Electric (125 shares) 2,053 1,537 16k
(39) (k6) (53) (60)
3.
) c8-11 (18) (25) (32)
(39) (46) (53) (60)

Lot



Client Code HAN 001

D.

Page 6

BONDS
| Carrying Yield Cash Years to
Description Value Rate Flow Maturity
1. Galaxy Furniture 14,286 0840 1200 12
€9-11 (18) (25) (32)
2.
(39) (L6) (53) (60)
3.
\ C10-11 (18) (25) (32}
(39) (%6) (53) (60)
LIFE INSURANCE
Cash Rate of
Surrender  Annuel Increase
Description Value Premium In Value
1. Prudential, $45,000 policy on husband 16,420 (708) 9800
C11-11 (18) (25)
2.
5 (32) (39) (L6)
C12-11 (18) (25)
L,
(32) (39) (46)

80T



Client Code HAN 001

F. REAL ESTATE

Page T

Rate of
Market Cash Change
Description Cost Value Income Flow In Value
1. Home 43,000 54,000 1200
C13-11 (18) (25) (32) (39)
2. Duplexes--8 units 78,500 85,000 14,235 17,660 0600
(L6) (53) (60) (67) (74)
3. Telshor lots 11,200 k2,000 (300) (300) 1200
Cik-11 (18) (25) (32) (39)
L. Vacation home 8,400 14,500 (350) 2,600 1k00
(L6) (53) (60) (67) (T4)
5.
p C15-11 (18) (25) (32) (39)
' (W6) (53) (60) &) )
T.
5 C16-11 (18) (25) (32) (39)
' (5) (53) (60) (&7) @)
G. EMPLOYEE BENEFITS
1.
C17-11 (18) (25) (32) (39)
2.
(k6) (53) (60) (67) (T4)
3.
\ C18-11 (18) (25) (32) (39)
' [T (53) (60) ) @)

60T



Client Code HAN 001 Page 8
H. SALARY
Rate of
Cash Change
Source Income Flow In Amount
1. I & M Engineering 26,500 26,500 0600
€19-11 (18) (25)
I. OTHER ASSETS AND RECEIPTS
Rate of
' Market Cash Change
Deseription Cost Value Income Flow In Amount
1. Turquoise 3,965 8,400 800 800 1200
C20-11 (18) (25) (32) (39)
20
(ke) (53) (60) (67) (7%)
3.
) c21-11 (18) (25) (32) (39}
(46) (53) (60) (67) (7h4)

01T



Client Code HAN 001 Page 9
J. MORTGAGES ON REALTY
Out- Amount of
standing  Annual Interest
Description Balance Payment Rate
1. _Duplexes 36,480 3,980 0775
C22-11 (18) (25)
= 32) (357 13}
> €23-11 (18) (25)
" (32) (357 W6y
> Coh-11 (18) 25)
- (32) (39) (46)
T C25-11 (18) (25)
> (32) [€5)) (T3]

1T



Client Code HAN 001

K.

M.

N.

OTHER LIABILITIES AND DISBURSEMENTS

Out- Amount of

Page 10

standing Annual Number of Interest
Description Balance Payment Payments Rate
1. Support of Donna Lea Courtnev 3,000 10
Co6-11 (18) (25) (32)
2.
(39) (L6) (53) (60)
3.
) ce7-11 (18) (25) (32)
(39) (k6) (53) (60)
TAX CREDITS
Rate of
Source Amount Change
1.
c28-11 (18)
2.
(25) (32)
3.
) (39) (Le)
(53) (60)
RATE OF RETURN REQUIRED ON REINVESTED CASH FLOW 1000
C29-11
1300

STATE TAX AS A PERCENT OF FEDERAL TAX

C30~11

AN



Client Code

Iv.

HAN 001

FINANCIAL GOALS

AI

Annual net income and cash flow desired at end of planning horizon:

Page 11

Source Income Cash Flow
1. Conduct of business or profession 22,000 23,000
' C31-11 (18)
2. Generated by investments 80,000 85,000
(25) (32)
Net worth desired at end of planning horizon:
Market
Source Cost Value
1. Conduct of business or profession 75,000 90,000
€32-11 (18)
2. Generated by investments 325,000 525,000
(25) (32)

ETT
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Reports on Present and Projected Status. On the following

pages are reports relating to HAN 00l's present financial status and
the expected yearly values if present business and investment environ-
ments remain unchanged. Report Number 1 indicates a net worth costing
$276,972 and an estimated fair market value of $318,671. Nearly two
thirds of estate value is due to real estate investments, although the
cost of those properties is slightly less than one half of the total
cost of net worth. Income and cash flow are $57,074 and $58,036,
respectively, arising from three main sources: real estate rentals,
business net income, and salary. Since the latter two sources account
for two thirds of their total income, HAN O00l's desire to be less de-
pendent on her business and his salary is far from realized.

At the end of the six-year planning period, net worth cost and
fair market value are projected to be $419,092 and $621,910, respec-
tively. A total of $98,2L42 of after-tax cash flow is expected to have
been produced over the years and could be directed into investments
which could help the estate owners realize their personal and financial
goals. Their present investments are not expected to produce more than
one third of the total income or cash flow at the end of this planning

period.

Comparison of Projected Values and Goals. Report Number 3,

page 123, indicates mixed success in attaining desired financial goals
with present investment policies. While cost and fair market value
are expected to result in favorable variances, income and cash flow

are considerably less than that desired. This is particularly evident



115
when desired investment income, $80,000, is compared with projected
investment income, $65,485, and desired investment cash flow, $85,000

is compared with the projected amount $66,648.



=
=
O\

04/11/75

DATE:
REPORT NUMBER 1

PRESENT FINANCIAL STATUS

HANOO1
1IEM

CLIENT COOE:

7

7

1

2
13,585

 QMNVOO
i O NSO

o o0 en
DVONGEON
(0} omnl oot ol o O

d

0VMOOO
O+MNONO
IO
S o0 eh
DONE 0=
00) =l 00 put vl o

L]

ANDO RECEIVABLES
E
F
R

(72 ]
e NXWV

39980

29827

59,000

36,480
TREEAINTEANSLE BT WRERRNE TS XBEIEARTEEX

539300
36,480
EEITI=TW/=S

ND CASH FLOW

g RECEIPTS
1ES

NI WO W ol il
--0OZUL T
WO O=WE Dt~
“CNSBLREBSO

L - 4



04/11/75

DATE:

HANOO1

CLYIENT CODE:

TATUS--

Ny~

PROJEC

A A
Q QYOO OO0 (=}
W QWO OY WorO @©
- DN VO X (-]
(8] [ 3 oy o e & [ P
(v - = v MO m
- - N Ve |
&2 _
a i
W
Q ONIO 1 VOO ™~
w oNvoO ®© mMmoO N
- ity Y O o
c - - ®» - ™ ®» [ 3
w o~ - M N o
-3 -t -0
o
o
o
Q | COMOMO © @ et
w | OQO0CD=N ¢+ O N
THL OOt O & 1)
C [ 3 B W ) [ ] L 3 [ 3 [ ]
Wy ONISSE N O n
- $ mivdeiod O "
(Wl N
<X
o
A
(o COMVMO W W -
us COMO=~O O W N
=ty OM=INNmimt ¢ O ™M
(817, cCareat o o - -
WGy O M~wd I M 72
=g T w1 (]
(= ]
o
o
t
x
Q
P |
[T
(4] - X
[ - “
ox [ 4
Z w w Q
(7] o W a0 uv
W - OU oz we
-d v W X =2
@ v &I o <
b v (7] V)
¥ > i Qdy Wl Jd e
[y - 0 20U <= =l
L 10 Wy « W WenoX
=g (&) Q> a. LV O
w -4 o 4 wVow - 2ol
- 4 XU =~ < Z=l g
WO W «wOOXE
Q pu [ N NZ24N <)
= VoWV MLIKWWIxXD »
L4 W <Xl 3T
V Q> OO Q0
“w  NXYWN D2 XV - L VI~
TWOOWI I U Dbl O
VFOZUL O NLII> =XI0 X
SOF-O~UEDgZ 0OP-
mCNSBLREBSOI axoO H
L]
-t -4

ESTTSTT=IZT TTETTEITIEEZT

—_.-§¥t?$8>

HETIONS AND EXEMPTIONS

DED
INCO

-§190842;



CLIENT CODE: HANOO1 DATE: 04/11/75

REPORT NUMBER 2
PROJECTED FINANCIAL STATUS--
END OF YEAR 2
PROJECTED
PROJECTED  MARKET PROJECTED PROJECTED
KTTETES 11EM COSI_- _VALUE... _-INCOME_ CASH ELOM
CA%H. 43,760 43,760 2,961
NOTES AND RECEIVABLES 8957 By579 679 1,800
STOCKS 35,533 12,697 164 164
BONDS 149286 14,286 1,200 1,200
LIFE INSURANCE 17,806 17,806 <708>
REAL PROPERTY 141,100 234,171 13,585 19,969
EMPLOYEE BENEFITS
BUSINESS OR PROFESSION 58,763 664292 169562 15,047
SALARY 29,775 29,775
?EVERTagggrgFaggsﬁegfgars 3,965 10,536 800 800
L EIhTAL adSeRs pm 0 14 f .1 v 41 R 13 <-4
MORFACLE "ON REAL PROPERTY 34,084 34,084 24737 3,980
G P
OTAL LIABILITIES 333§3§'QE¥>-- oo > oo >
NET WORTH, INCOMEs AND CASH FLOW * §§§f§¥§: G%E%?Z .
LTERITE==R SRS EITIT=
ITEMIZED DEDUCTIONS AND EXEMPTIONS >
TFAXABLE INCOME ”‘“§§f%§g
-+ 4+ 1+ 2 ¢ §
FEDERAL AND STATE INCOME TAXES <22,581>
PERSONAL LIVING EXPENSES _ 5
AFTER TAX CASH FLOW

?
ETATTERNTRS

81T
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CLIENT CODE: HANOO1

1IEM

IRED FINANCIAL GOALS AT END OF
LANNING HORIZON:

SOURCE: BUSINESS OR PROFESSION
INVESTMENTS
TOTAL

PROJECTED FINANCIAL STATUS AT END
OF PLANNING HORIZ2ON:

SOURCE: BUSINESS OR PROFESSION
INVESTMENTS
TOTAL

DES
P

¥ GOALS AND

DATE: 04/11/75

REPORT NUMBER 3

COMPARISON OF PROJECTED FINANCIAL S
WITH DESIRED FINANCIAL GOALS

TATUS
MARKET
—-COST .. _VALDE __ __INCOME. CASH FLON
75,000 90,000 22,000 23,000

—-325.000 525,000 ____ 80,000 __._832000
-——%00.,000 . 615,000 ___102.000 ___108.000

Tle 426 83,691 224529 20,4875
—34T2666 5380219 ____62:%485 ____662648
-——2192092 ___621:910 ____B88:01% ____ 872523

19,092 64910 <13,986>
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FDY 001
Input Form. FDY 001's input information does not involve
complex business or investment data, nor does it include unusual per-
sonal circumstances. It does present a rather typical picture of a
middle income family who depends chiefly upon one provider and his
salary to supply not only daily financial needs, but also provide some
security for himself and his wife when he reaches retirement four
years hence. This participant is very nearly at the peak of his earn-
ing capacity and does not have extensive investments or outside income.
He wishes to explore ways of augmenting his income both now and at
retirement through judicious deployment of his present assets. The
bulk of any financial planning will have to be accomplished during the

forthcoming four years. Therefore, that is his chosen planning horizon.



Client Code FDY 001 Page 1
GENERAL PERSONAL AND BUSINESS INFORMATION
1. Name FDY 001 2. Birthdate _January 12, 1919
3. Home address 4, Telephone
5. Marital status Married 6. Spouse's name Joyce
7. Spouse's birthdate August 23, 1923
8. Children or other dependents:
| Name Relationship Birthdate
a. Deana | Daughter T-2-58
b, Charles Son T-11-56
c. Martin Son 9-18-53
d.
e.
9. Special factors to be considered in planning for spouse's or dependent'’'s care:

Joyce occasionally teaches art in the local high school, and could, if necessary, do so on a

full-time basis.

Deana will graduate from high school in 1976, and plans to go to college.

Charles will be self-sufficient in one more year.

ST



10.

12.

13.

k.

15.

16.

Client Code FDY 001 Page 2
Business name 11. Telephone
Business address
Nature and form of business activity
Attitudes toward alternative business forms
Names and ages of partners or principal shareholders, if applicable
Documents necessary, when applicable:
Acquired
Yes No
8. Federal and state individual tax returns for three most recent years X
b. Federal and state business tax returns for three most recent years
c. Partnership agreement or shareholders contracts
d. Trust agreements, wills, or other documents (specify) copies
X

of all insurance policies

9ct



Client Code FDY 001 Page 3

PERSONAL, BUSINESS AND INVESTMENT FINANCIAL PLANNING INFCORMATION

I. Personal financial information:

Projected
Annual Rate
Amount of Change
1. Estimated annual living expenses 10,500 0800
C1-11 (18)
2. Estimated annual itemized deductions and exemptions 4,250
’ (25) (32)
3. Number of years for which planning will be done 4
(39)
4, Federal tax schedule to be used 2
(L6)
II. Business financial information:
1. Business investment cost
Cc2-11 (18)
2. Estimated fair market value
(25) (32)
3. Annual net income
(39) (46)
4, Annual cash flow |
(53) (60)

5. Annual investment tax or other credit passed through
to business owner

(67) (T4)

let



Client Code FDY 001 Page 4
III. Financial information relating to investments:
A. CAsH
Interest
Description Amount Rate
Checking Accounts:
1. First National Bank 1,100
C3-11
2.
(18)
3.
(25)
h'
(32)
Savings Accounts and Time Deposits:
1. Federal Credit Union 8,680 0600
Ch-11 (18)
o, Certificates of Deposit 12,000 0750
(25) (32)
3.
(39) (46)
L.
(53) (60}

gecT



Client Code _FDY 001 Page 5

B. NOTES AND RECEIVABLES

Amount of
Outstanding Annual Interest
Description Balance Payment, Rate
1.
c5-11 : (18) (25)
2.
(32) (39) (b6)
3.
C6-11 (18) (25)
L,
(32) (39) (46)
C. SHARES OF STOCK
Rate of
Market Change in
Description Cost Value Income Value
1. _Financial Topdustrial Mutual Fund 26,047 _ 18,173 _ __Qé__yh _QE_QL_Y
Cc7-11 (18) (25 (32
2. El Paso Electric Co. 500 500 50 0600
(39) (46) (53) (60)
3.
. €8-11 - (18) (25) (32)

(39) (ke) (53) (60)

62T



Client Code

D.

FDY 001 Page 6
BONDS
Carrying Yield Cash Years to
Description Value Rate Flow Maturity
1.
C9-11 (18) (25) (32)
2.
(39) (46) (53) (60)
30
. C10-11 (18) (25) (32)
(39) (46) (53) (60)
LIFE INSURANCE
Cash Rate of
Surrender Annual Increase
Description Value Premium In Value
1. Great Western--children's policies 765 (925) 3333
Cli-11 (18) (25)
2. . Great Commonwealth--$10,624 1,783 (593) 8500
(32) (;9) (L6)
3., National Service Life-~$3,000 615 ( 82 5100
C12-11 (%8) (25)
4}, National Life and Accident--$1,000 284 (27 4200
(32) (39) (46)

0€T



Client Code

F.

Page T

FDY_ 001
REAL ESTATE
Rate of
Market Cash Change
Description Cost Value Income Flow In Value
1. Building lots (2) 9,500 10,500 (50) (50) 1200
C13-11 (18) (25) (32) (39)
2.
(46) (53) (60) (67) (Th)
3.
\ Cih-11 (18) (25) (32) (39)
' {T3) (53) (60) (53} @)
5.
p C15-11 (18) (25) (32) (39)
' (%6) 53) (60) (67) @y
T.
g C16-11 (18) (25) (32) (39)
' (6) (53) (60) @7 &)
EMPLOYEE BENEFITS
1. Retirement fund : 28,960 1,428
S Ci7-11 (18) (25) (32) i395
2., First Investment Annuity Co. 6,865 8,600 (1,320) 0koo
(46) (53) (60) (671 (%)
3.
\ €18-11 (18) {25) (32) (39)
' (58) (53) €0) 53] 2y

TET



Client Code FDY 001 Page 8
H. SALARY
Rate of
Cash Change
Source Income Flow In Amount
1. Head of maintenance 21,208 22,528
C19-11 (18 (25
I. OTHER ASSETS AND RECEIPTS
Rate of
Market Cash Change
Description Cost Value Income Flow In Amount
l. Mexican government obligations 10,000 0
C20-11 (185 £25$ 5325 Z395
'2-
(46) (53) (60) (67) (T%)
3. )
. C21-11 (18) (25) (32) (39)
(k6) (53) (67) (T4)

(60)

ctT




Client Code FDY 001 Page O

J. MORTGAGES ON REALTY

Out- Amount of
standing  Annual Interest
Description Balance Payment Rate

1.
c22-11 (18) (25)

2.
(32) (39) (ké)

3.
c23-11 (18) (25)

i
(32) (39) (L&)

5.
§ c2h-11 (18) (25)
’ (32) (39) (46)

7. :

C25-11 (18) (25)

8'

(32) (39) (Le)

EET



Client Code FDY 001

K.

Page 10
OTHER LIABILITIES AND DISBURSEMENTS
Out- Amount of
standing Annual Number of Interest
Description Balance Payment Payments Rate
1.
C26-11 (18) (251 (32)
2.
(39) (46) (53) (60)
3.
ca27-11 (18) (25) (32)
h L]
(39) (46) (53) ()
TAX CREDITS
Rate of
Source Amount Change
l'
c28-11 (18)
2.
(25) (32)
3.
\ (39) (Le)
(53) (60)
RATE OF RETURN REQUIRED ON REINVESTED CASH FLOW 0800
C29-11
1200

STATE TAX AS A PERCENT OF FEDERAL TAX

C30-11

[
W
=



Client Code FDY 001

IV. FINANCIAL GOALS

A. Annual net income and cash flow desired at end of planning horizon:

Page 11

Income Cash Flow
1. Conduct of business or profession
C31-11 (18)
2. Generated by investments 32,000 35,000
(25) (32)
B. Net worth desired at end of planning horizon:
Market
Cost Value
1. Conduct of business or profession
C32-11 (18)

2. Generated by investments

130,000 170,000
(25) (32)

GET
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Reports on Present and Projected Status. Unlike ROR 001 who

8lso has a present net worth costing slightly more than $90,000, FDY 001
is not at the beginning of his lifetime estate accumulation. From his
present assets and those he can accumulate within the next four years,
FDY 001 must weave a satisfactory standard of living and financial se-
curity. A review of Report Number 1 reveals few assets other than cash,
some stock holdings in mutual funds, and employee retirement benefits.
Current income is $24,124, coming almost exclusively from salary with
minor amounts of interest and dividends. Cash flow is $19,657, with
significant amounts diverted to the payment of insurance premiums on
his children's policies and retirement plans for himself. A positive
factor in his financial picture is the fact that he has no outstanding
liebilities.

Over the four-year planning period, the cost of his net worth
is expected to increase to $127,912 and the fair market value is pro-
Jected to be $152,580. Anticipated income and cash flow are $30,030
and $25,528, respectively. Examination of the Report Number 2 series
reveals that salary will continue to be the single largest source of
income and cash flow, but income generated by savings accounts, pre-
vious years' investment of cash flow, and other sources will increase
slightly.

Comparison of Projected Values and Goals. Report Number 3

indicates expected unfavorable divergences as follows: cost, $2,088;
fair market value, $17,420; income, $1,970; and cash flow, $9,4T2.
The latter variance is the one causing the greatest concern to FDY 00l1.

As his salary increases over the planning horizon, he expects a much
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greater amount of cash to be available each year. However, increased
living expenses as his last child completes college plus an Iincrease of
about $1,800 in annual income taxes prevent his reaching the desired
result. Those sources of income he does possess are fully taxable with
the exception of pension fund earnings which are not now available to
him. Improvements in his projected situation will require considerable
ingenuity and careful evaluation of his personal preferences and

needs.
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CLIENT CODE: FDYOO1 DATE: 04/11/75

REPORT NUMBER 3

COMPAR ISON OF PROJECTED FINANCIAL STATUS
WITH DESIRED FINANCIAL GOALS
MARKET
1IEM COSI NMALUE. . __INCOME. CASH_ELONW
DESIRED FINANCIAL GOALS AT END OF
PLANNING HORIZON:
SOURCE: BUSINESS OR PROFESSION
INVESTMENTS ——d302000 ___170:00Q ____322000 ____35:000
TOTAL —d130:000 ___170.000 ____32.000 ____ 35,000
PROJECTED FINANCIAL STATUS AT END
OF PLANNING HORIZON:
SOURCE: BUSINESS OR PROFESSION
INVESTMENTS ——127:912 ___1922580 ____302030 . ___25:528
TOTAL 1212912 ___152+580 ____30.,030 . ___29.528
FFE E W G ND
DIPPOSEQ%EDBEM05£¥S OALS A <2,088> <179 420> <1,970> <996472>
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Testing Alternative Investment Options

In the previous section, data for four individuals were pre-
sented. The input forms, reports on present and projécted financial
status, and comparisons of projected status with desired, predeter-
mined goals illustrated the functioning of BUILD under a variety of
situations. In this section, BUILD will be used to examine the effects
of various investment and business alternatives on the projected data
at the end of the planning horizon. For illustrative purposes, two
individuals have been selected--HAN 001 and FDY 001. Since this sec-
tion will contain revised data and reports for both persons, their
input forms and reports will be identified by the client codes HAN 002

and FDY 002 to prevent confusion with their original data.

HAN 002

Input Form. Since only the quantitative data relating to
business interests and investments has been changed, the input form
contained on the following pages will include only the ﬁine pages on
vwhich such data is presented. Much of the information will remain
- unchanged, but HAN 002 wishes to explore the effects of several changes
they are considering.

The first change is noted on the card C2-67 on the input
form. There, tax credits have been increased from $100 to $600 due
to the employment of persons who are eligible for the Work Incentive
Program provided for by Sec. 432(b)(1) of the Social Security Act.
Under this provision, a tax credit equal to 20 percent of the pay

received by qualified individuals can be taken by the employer. In



145
this situation, the wife is able to employ qualified people in her
day-~care business.

A second, more fundamental change they wish to pursue is the
opening of a lapidary shop and the purchase of several tons of Mexican
geodes to be held for appreciation in value and occasional sales.
Accomplishing this will require the use of $12,000 presently on deposit
with the First National Bank plus a four-year, $12,000 loan available
at an interest rate of 12 percent. These changes are shown on input

cards Ch-11, C20-46, C21-11, C26-11, and C28-11.



Client Code HAN 002 Page 3

PERSONAL, BUSINESS AND INVESTMENT FINANCIAL PLANNING INFORMATION

I. Personal financial information:

Projected
, Annual Rate
Amount of Change

1. Estimated annual living expenses 21,000 0700
Cl-11 (18)

2. Estimated annuel itemized deductions and exemptions | 8,200 - _0500
' (25) (32)
3. Number of years for which planning will be done . 6 557
39

L, Federal tax schedule to be used 2
(16)

II. Business financial information:

1. Business investment cost 53,300 0500
Cce-11 (18)

2. Estimated fair market value 59,000 0600
(25) (32)

3. Annual net income 14,200 0800
(39) (46)

L, Annuel cash flow 15,300 0800
(53) (60)

5. Annual investment tax or other credit passed through
to business owner 600 0800

- (67) (%)

ont



Client Code HAN 002

III. Financial information relating to investments:

Page b4

A. CASH
Interest
Description Amount Rate
Checking Accounts:
1. Citizens' National Bank 4,500
C3~11
o, Mamogordo State 3,600
(18)
3.
(25)
h.
(32)
Savings Accounts and Time Deposits:
1. Juarez time deposits 18,000 1100
ch-11 (18)
2.
(25) (32)
30
. (39) (46)
(53) (60)

Lyt



Client Code HAN 002 Page 5

B. NOTES AND RECEIVABLES

Amount of
Outstanding Annual Interest
Description Balance Payment Rate
1. _Note receivable 10,748 1800 0700
C5-11 ' (18) (25)
20
(32) (39) (46)
3.
C6-11 (18) (25)
.,
(32) (39) (46)
C. SHARES OF STOCK
Rate of
Market Chenge in
Description Cost Value Income Value
1. Keystone S~k 33,480 11,160
cT7-11 (18) &25 ) (32)
2. Kansas Gas and Electric 2,053 1,537 16
(39) (46) (53) (60)
3.
. c8-11 (18) (25) (32)

(39) (46) (53) (60)

gt



Client Code

D'

E.

HAN 002 Page 6
BONDS
Carrying Yield Cash Years to
Description Value Rate Flow Maturity
1. Galaxy Furniture 1k, 286 0840 1200 . 12
C9-11 (18) (25) (32)
= (39) (%8) (33) (60)
> C10-11 (18) (257 ~ T (32)
" (35) (16 (53) (60)
LIFE INSURANCE
Cash Rate of
Surrender  Annual Increase
Description Value Premium In Value
1. Prudential policy Ciiéigéo o __95%%55;
= (32) (39)  (k6)
13;‘ C12-11 (18) (25)
' () (357 (56

64T



Client Code  HAN 002 Page T
F. REAL ESTATE
Rate of
Market Cash Change
Description Cost Value Income Flow In Value
1. Home 43,000 54,000 1200
€13-11 (18) (25) (32) (39)
2. Duplexes 78,500 85,000 14,235 17,660 0600
(k6) (53) (60) (67) (%)
3. Telshor lots 11,200 42,000 (300) (300) 1200
Cili-11 (18) (25) (32) (39)
k., Vacation home 8,400 14,500 (350) 2,600 1400
(ko) (53) (60) (61) (T4)
5.
§ C15-11 (18) (25) (32) (39)
' (6) (53) (60) &) @)
7.
. C16-11 (18) (25) (32) (39)
' (56) (53) (0) (67) 75
G. EMPLOYEE BENEFITS
1.
C17-11 (18) (25) (32) (39)
2.
(46) (53) {60) (67) (Th)
3.
\ C18-11 (18) (25) (32) (39)
' 413) (53) (€0) ) @)

0ST




Client Code _ HAN 002 Page 8
H. SALARY
Rate of
Cash Change
Source Income Flow In Amount
1. _I &M Engineering 26,500 26,500 0600
€19-11 (18) (25)
I. OTHER ASSETS AND RECEIPTS
Rate of
Market Cash Change
Description Cost Value Income Flow In Amount
1. Turquoise 3,965 8,400 800 800 1200
€20-11 (18) (25) (32) (39)
2. Geodes 6,400 8.500
(L6) (53) (60) (6T) (7%
3. Lapidary shop _ 18,000 18,000 4,000 4 ;000 1200
. c21-11 (18) (25) (32) (39)
(46) (53) (60) (67) (74)

TST



Client Code  HAN 002 " Page 9

J. MORTGAGES ON REALTY

Out- Amount of
standing  Annual Interest
Description Balance Payment Rate
1. Duplexes 36,480 3,980 0775
~ C22-11 (18]} (25)
2.
(32) (39) (L6)
c23~11 (18) (25)
h .
(32) (39) (L6)
5.
cak-11 (18) (25)
6.
(32) (39) (46)
7. ’
€25~11 (18) (25)
8.

(32) (39) (46)

esT



Client Code

K.

M.

N.

HAN 002 Page 10
OTHER LIABILITIES AND DISBURSEMENTS
Out- Anount of
standing Annual Number of Interest
Description Balance Payment Payments Rate
1. Personal loan for lapidary shop 12.000 L. 200 Y 1200
C26-11 (18) (25) (32)
2. Support of Donna Lea Courtney 3,000 10
(39) (46) (53) (60)
3.
C27-11 (18Y (25) (32)
h .
(39) (L6) (53) (60)
TAX CREDITS
Rate of
Source Amount Change
1. Lapidary shop 300 (5000)
c28-11 (18)
2.
(25) (32)
3.
\ (39) (46)
(53) (60)
RATE OF RETURN REQUIRED ON REINVESTED CASH FLOW 1000
C29-11
1300

STATE TAX AS A PERCENT OF FEDERAL TAX

€30-11

€St



Client Code

IV. FINANCIAL GOALS

HAN 002 Page 11
A. Annual net income and cash flow desired at end of planning horizon:
Source Income Cash Flow
1. Conduct of business or profession 22,000 23,000
C31-11 (18)
2. Generated by investments 80,000 85,000
(25) (32)
B. Net worth desired at end of planning horizon:
Market
Source Cost Value
1. Conduct of business or profession 75,000 - 90,000
C32-11 (18)
2. Generated by investments 325,000 525,000
(25) (32)

?aT



155

Reports on Revised Financial Status. Following the format

established in the previous section, HAN 002's revised data will be
presented in three reports. Report Number 1 contains the present
financial status reflecting the revised input information. Report
Number 2 projects their financial status, year by year, for the six
years of their planning horizon. A comparison of the projected status
at the end of year six with that of the comparable original report re-
veals that all measures of financial condition are expected to improve
if the contemplated changes are made.

Comparison of Revised Values and Goals. Report Number 3

indicates that a comparison of projected values based on the revised
data with the predetermined goals will show an improvement in all
areas. Cash flow and income are expected to remain short of the de-
sired amounts, but will improve by about $4,000 annually for cash

flow and $3,000 for income. Investment in assets is projected to
increase by about $7,500 and market value by about $38,000. It appears
that the contemplated changes will result in an overall financial im-
provement for HAN 002. The changes would also lessen their dependence

on his salary and help them accomplish this qualitative, personal goal.
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CLIENT CODE: HANOOZ

1IEM

DATE: 04/11/75

REPORT NUMBER 3

COMPARISDN CF_PROJECTED FINANC
WITH DESIRED FINANCIAL

IAL STATUS
GOALS

MARKET
COST YALUE __ __INCOME_ CASH_ELOM

DEg FINANCIAL GOALS AT END OF

{ﬁﬁglNG HORI ZON:
SOURCE: BUSINESS OR PROFESSION
INVESTMENTS
TOTAL

PROJECTED FINANCIAL STATUS AT END
OF PLANNING HORIZON:

SOURCE: BUSINESS OR PROFESSION
INVESTMENTS
TOTAL

# GOALS AND

75000 90,000 22,000 23,000

-——3222000 323,000 ____£80.000 ____85:000
—=400:000 6152000 ___102.000 ___108.000

Tly426 83,691 22,4529 20,875
——3552152 __576:490 _ .. 68:332 ____70.638
——822378 .__ 6602181 ____ 91,061 ____91:333

26,578 45,181 <10,939> <169467>
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FDY 002

Input Form. The client code FDY 002 will be used to indicate
the input form and reports based on proposed changes in FDY 00l's
financial activities. Only pages three through eleven of the input
form have been included here since the first two pages contain only
qualitative information that will not change.

FDY 002 wishes to explore ways in which he can more profit-
ably utilize his existing resources and make his approaching retirement
more secure and enjoyable. Since he is an active person and enjoys
the activities associated with maintaining property, FDY 002 is parti-
cularly interested in the impact that purchases of rental properties
would have on his pro forma firancial picture.

Should he decide upon this course of action, several changes
in input data will be required. He proposes to use the $12,000 cur-
rently invested in certificates of deposit, some of the funds presently
in the Federal Credit Union, plus the cash surrender value he would
receive by cancelling most insurance policies to purchase equities in
three rental properties. The properties so acquires have been placed
on the input form on C13-46, Clk-11, and C14-46. The mortgages he
would assume are shown on C22-11, C22-32, and C23-11. The cash sur-
render value received by cancelling the children's policies will be

given to them and placed in their savings accounts.



Client Code FDY 002

I.

II.

PERSONAL, BUSINESS AND INVESTMENT FINANCIAL PLANNING INFORMATION

Personal financial information:

1. Estimated annual living expenses
2. Estimated annual itemized deductions and exemptions
3. Number of years for which planning will be done

4, Federal tax schedule to be used

Business financial information:
1. Business investment cost

2. Estimated fair market value
3. Annual net income

k. Annual cash flow

5. Annual investment tax or other credit passed through
to business owner

Page 3

Projected
Anmial Rate

Amount of Change

16,500 0800
C1-11 (18)
4,250

(25) (32)
, (39)
(535
C2-11 (18)
(25) (32)
(39) (L6)
(53) (60)
(67) (T4)



Client Code _ FDY 002 Page b
IITI. Financial information relating to investments:
A, CASH
Interest
Description Amount Rate
Checking Accounts:
1. First National Bank 1,100
C3-11
2.
(18)
3.
(25)
h-
(32)
Savings Accounts and Time Deposits:
1. Federal Credit Union 5 .200 0600
Ch-11 (18)
20
(25) (32)
3.
\ (39) (46)
(53) (60)

991




Client Code FDY 002

B. NOTES AND RECEIVABLES

Page 5

Amount of
Outstanding Annual Interest
Description Balance Payment Rate

1.
C5-11 - (18) (25)

2.
(32) (39) (46)

3.
C6-11 (18) (25)

'
(32) (39) (46)

C. SHARES OF STOCK
Rate of
Market Change in
Description Cost Value Income Value
1. Financial Industrial Mutusl Fund 26,047 18,173 496 0500
C7-11 (18) (25) (32)
2. Bl Paso Electric Co. 500 500 50 0600

(39) (k6) (53) (60)

3.
. c8-11 (18) (25) (32)
(39) (L6) (53) (60)

19T



Client Code FDY 002

D.

Page 6
BONDS
Carrying Yield Cash Years to
Description Value Rate Flow Maturity
1.
€9-11 (18) (25) (32)
2.
(39) (46) (53) (60)
3l
) €10-11 (18) (25) (32)
(39) (L6) (53) (60)
LIFE INSURANCE
Cash Rate of
Surrender  Annual Incresase
Description Value Premium In Value
1. National Life and Accident 28k (17)y L4200
C11-11 (18) (25)
2.
(32) (39) (L6)
3.
. Cl2-11 (18) (25)
(32) (39) (46)

891



Client Code FDY 002

F. REAL ESTATE

Page T

Rate of
Market Cash Change
Description Cost Value Income Flow In Value
1. _Building lots (2) 9,500 10,500 (50) (50) 1200
C13-11 (18) (25) (32) (39)
2. Two bedroom rental house 12,500 12,500 480 1,200 0600
(Le) (53) (60) (67) (74)
3. Duplexes 16,800 16,800 525 1,600 0600
cik-11 (18) (25) (32) (39)
4. Rent home--east 9,800 9,800 200 750 0600
(L6) (53) (60) (61) (7%h)
5.
) C15-11 (18) (25) (32) (39)
' %8 (53) ) ) @)
7.
] C16-11 (18) (25) (32) (39)
' 56) (53) ) () @)
G. EMPLOYEE BENEFITS
1. Retirement fund 16,292 28,690 (1,428 1200
C17-11 (18) (25) 32 (39)
2. First Investment Annuity Co. 6,865 8,600 1,320 0L00
(46) (53) (60) (67) @)
3.
. C18-11 (18) (25) (32) (39)
(L6) (53) (60) (61) (T4)

691




Client Code

H.

I.

FDY 002 Page 8
SALARY
Rate of
Cash Change
Source Income Flow In Amount
1. Salary--head of maintenance 21,208 22,528 0500
€19-11 (18) (25)
OTHER ASSETS AND RECEIPTS
Rate of
Market Cash Change
Description Cost Value Income Flow In Amount
1. Mexican government obligations _10.000 0,000 _—LQ(QSLT 1,000
€20-11 (18) 25 (32) (39)
2.
(L6) (53) (60) (67) (%)
3.
. c21-11 (18) (25) (32) (39)
(16) (53) (60) (67) (74)

0LT



Client Code FDY 002 Page 9
J. MORTGAGES ON REALTY
Out- Amount of
standing  Annual Interest
Description Balance Payment Rate
1. Two bedroom rental home 7,300 Q 0525
C22-11 (18) (25)
5, Duplexes 10,k400 0575
(32) (39) (46)
3. Rental home--east 5,920 oL75
c23-11 (18) (25)
L,
(32) (39) (46)
5.
c2li-11 (18) (25)
6.
(32) (39) (L6)
7. '
C25-11 (18) (25)
8.
(32) (39) (46)

TLT



Client Code FDY 002

K.

M.

N'

OTHER LIABILITIES AND DISBURSEMENTS

Page 10

Out- Amount of
standing Anmual  Number of  Interest
Description Balance Payment Payments Rate
1. Children's gifts in lieu of insurance 300 Y
C26-11 (18) (25) (32)
2. Children's gifts in lieu of insurance 300 3
(39) (Le) (53) (60)
3.
) c27-11 (18) (25) (32)
(39) (L6) (53) (60)
TAX CREDITS
Rate of
Source Amount Change
l'
ce8-11 (18)
2.
(25) (32)
3.
\ (39) (46)
(53) (60)
RATE OF RETURN REQUIRED ON REINVESTED CASH FLOW 0800
€29-11
STATE TAX AS A PERCENT OF FEDERAL TAX 1200

C30-11

ell



Client Code FDY 002

IV. FINANCIAL GOALS

Al

Annual net income and cash flow desired at end of planning horizon:

Page 11

Source Income Cash Flow
1. Conduct of business or profession
C31-11 (18)
2. Generated by investments 32,000 35,000
(25) (32)
Net worth desired at end of planning horizon:
Market
Source Cost Value
1. Conduct of business or profession
C32-11 (18)
2. Generated by investments 130,000 170,000
(25) (32)

€LT
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Reports on Revised Financial Status. Report Number 1 has

been prepared based on the assumption that FDY 002 has carried through
his plans for investing in three rental properties. The immediate
effect of carrying out this plan will be a decrease of about $3,000

in the cost of his investments. This is due to giving the children
the money received for surrendering their insurance policies and to
using some cash for a nonrecurring personal expenditure. Income is
expected to decrease due to the deduction of interest expense arising
from the mortgages on rental property. Cash flow, however, should
increase by sbout $2,000 as a result of the receipt of rental income
and the lack of payments on insurance policies.

At the end of the four-year planning horizon, it is projected
that he will have more than made up the initial $3,000 difference in
investment cost, and will, in fact, have increased his net worth over
that projected in the FDY OOl reports. Fair market value is expected
to increase substantially, $14,000, even though projected rates of
increase in value are a relatively modest six percent for the rental
properties. Taxsble inccme in the fourth year is shown to be down
slightly, but after tax cash flow is anticipated to be almost $l4,000
greater under the revised data.

Comparison of Revised Values and Goals. If the proposed

changes are carried out, FDY 002 will continue to reflect unfavorable
variances in three measurement areas, but they will not be as large

as expected under the present situation. Cost of net worth is expected
to have a slight positive variance, fair market value is projected to

be much improved with a $14,000 increase. Taxable income will be less
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than before due to the partial sheltering of rental income by depre-
ciation deductions. Annual cash flow should be substantially improved
if the proposed changes are made.

The proposed changes appear to be desirable from several
viewpoints. First, they are expected to improve FDY 002's financial
situation in the manner discussed above. Secondly, they should con-
tinue to provide supplemental income after retirement. Lastly, rental
property seems to fulfill FDY 002's desire for involvement in useful
employment after retirement, and this is an area in which he has some

expertise and interest.
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Summary

In this chapter, testing procedures applicable to the BUILD
progrem have been set forth. Individuals whose data is used for
testing were selected using several criteria. First, a rather wide
range of ages was required. The purpose of this requirement was two-
fold: (1) to determine if estate owners of different ages had dif-
ferent requirements or circumstances that would make BUILD more or
less suitable for their purposes, and (2) to determine the need for
or desirability of other programs to produce data for input or to
utilize as input data created by this program. It appears that the
greatest asge-related differences are due to personal reguirements
that direct the course of future planning. Younger estate owners
seem to be interested primarily in simply increasing their estates,
and older owners tend toAbe more concerned with the types of assets
owned and their place in the retirement picture or their suitability
for certain beneficiaries of their estate.

A second desired characteristic was a wide range of wealth.
The purpose of this requirement was to determine if the size of net
worth is related to the usefulness of the program end, if so, in what
manner. Degree of wealth did appear to influence the structure of
the program but mainly through the variety of.alternatives open to
the owner. In general, the greater his wealth, the greater were the
estate owner's opportunities for change. The mere size of the num-
bers, however, presented no special programming problems.

Thirdly, & variety of investment and business interests was

considered to be a desirable attribute in order that flexibility and
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utility of the program under diverse conditions might be ascertained.
Accordingly, participants were chosen who possessed financial inte-
rests in a substantial array of activities and a broad assortment of
businesses or professions. As a result of this testing, it was found
that BUILD is sufficiently flexible to accomodate a variety of invest-
ment preferences. One significant limitation that should be noted is
that the program is not suitable for an individual with an unstable
investment pattern, i.e., one that frequently changes specific
investments or their amounts. For such a person, projections would
tend to be tenuous at best.

Lastly, participants were chosen who had differing personal
circumstances and requirements. One is married with young children,
another is married with nearly grown children, one is divorced and
has no one financially dependent upon him, the fourth is married with
adult children but with responsibility for an elderly relative. Some
persons preferred one type of investment while others chose or needed
another. Diverse personal situations did not appear to affect the
mechanical requirements of the quantitstive portion of the program,
but did affect the direction of financial planning and tended to
limit the alternatives that would otherwise be available to the estate
owner, |

Input data and reports relating to present financial status,
projected status if current policies are maintained, and a comparison
of projected status with the owner's financial goals were presented
for the four selected participants. When significant divergences

appear between projected data and predetermined goals, some type of
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corrective action is presumed. The specific option selected will
depend upon the financial and personal needs of the owner and his
dependents.

Two of the participants, HAN 001 and FDY 001, were used to
illustrate the use of BUILD in testing various types of corrective
actions. HAN 00l is considering investing in a business in which he
has long been interested. He wishes to determine the probsble impact
of such a venture on his longer range financial situation. His wife
plans to begin hiring employees eligible for the Work Incentive
Program and thus claim a tax credit for a portion of their wages.

FDY 001 wishes to test the financial consequences of converting
certain present assets into rental property. The BUILD program can
be used to quickly calculate the effects over the planning horizon of
both HAN 002 and FDY 002's proposed actions. BUILD can provide some
insight into the probable consequences, but it cannot prescribe

remedial courses of action.



CHAPTER V

SUMMARY AND CONCLUSION

The purpose of this study has been to develop & computer model
that will simulate the operation of financial activities of individuals.
The model was then used as an aid in developing the lifetime wealth,
comfort, and security of the test participants. By incorporating in
the model factors relating to the quantitative aspects of the estate,
projections have been made of the expected future status of each test
participant in terms of investment cost, estimated market value,
income, and cash flow produced by each investment or business compo-
nent. TFor decision-making purposes, evaluation of reports has been
made with regard to the estate owner's total environment, including

personal preferences and needs.

Accumulation of Information

During the course of this study, it was necessary to select
from among the many possible variables only those most closely asso~-
ciated with the welfare of individual estate owners. Once the
variables were selected, a means of orgenizing the information to be

used by the computer program was devised.

185
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Selection of Variables

The varisbles chosen for use in the BUILD program are of two
types: quantitative and qualitative. The qualitative varisbles were
not explicitly incorporated into the program, but were considered in
evaluating program reports. Selected quantitative information was
incorporated into the model and functionally related to other data to
simulate operation of the owner's estate.

Personal Requirements. By their nature, the personal needs

and preferences of test participants did not lend themselves to quan-
tification. They did, however, guide the direction of future plans
and limit an otherwise larger range of options. During this study,
varigbles of this kind were frequently found to be closely associated
with family obligations or individual preferences, but they may arise
from business consideratiéns or the requirements of business asso-
ciates. Whatever their source, due consideration was given to these
factors in eveluating available options and interpreting present
circumstances.

Business and Investment Data. The quantitative variables

selected related primarily to business interests and investments.
Data was gathered for cost and estimated fair market value of each
undertaking and the annual income and cash generated by each. When
this information had been gathered, the owner and planner determined
the current use of resources, and formed a foundation from which
alternatives were explored and projections made of estimated status
at a given future time. The specific categories of assets and

liebilities provided for were: cash, notes and receivables, shares
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of stock, bonds, life insurance, real estate, employee benefits,
salary, other assets and receipts, mortgages on realty, and other
liabilities and disbursements.

In order to mske the necessary projections, data and pro-
grammed instructions were required that would enable the program to
make such calculations. Accordingly, data was gathered for: interest
rates on assets and lisbilities, annual payments received or paid on
notes or obligations, annual income from certain investments and their
estimated rates of change in value, and the annual cash generated or
required by assets and liabilities. In addition, information was
gathered with regard to tax credits arising from businesses or invest-
ments, estimated state income tax as a percentage of the federal tax,
and the estate owner's assumed rate of return on investments of excess

cash.

Personal Financial Data. Although the majbrity of the quanti-

tative information required related to business interests and invest-
ments, some personal data was necessary for the program. To calculate
federal and state taxes each year, the estate owner's itemized
| deductions and exemptions and the rate of estimated change in this
amount was acdﬁired from each participant. In addition, information
was gathered on each participant;s personal living expenses and the
estimated rate at which these would change over time. This information
was used to calculate the annual after tax cash flow. The time horizon
used by the program was also indicated by each participant. This
controlled the number of years for which the program would project

and calculate information.
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Financial Goals. A final type of quantitative data was re-

quired with regard to business and investment financial goals the
estate owner wished to attain by the close of the planning period.
The goals were stated in terms of desired cost, market value, income,

and cash flow arising from each category.

Input Form

Following the selection of factors to be included, it was
necessary to devise an appropriate means by which they could be accumu-—
lated and organized. A form was developed which allowed the estate
owner and the planner to set forth the types of data required and to
make comments about any personal matter that might be of consequence
in interpreting the program output or directing the future course of
investment planning.

Nonquantitative Information. The first two pages of the input

form were designed to accumulate general information of a nonquantita-
tive nature. It contained comments and facts pertaining to dependents,
their ages and special requirements, background information on the

. owner's business and business associates to the extent such informa-
tion was appropriate, and the owner's attitude toward changes in these
activities., It was noted which forms and documents had been acquired
and which were still needed. None of the information contained in the
first section of the input form was utilized in the mechanical opera-
tion of the program. It was an essential part of the overall program
since the type of data contained there was occasionally controlling

when decisions were made regarding future actions.
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Financial Data. The second section of the input form con-~

tained quantitative financial data that became a functional part of
the BUILD program. Business and investment data relating to cost,
estimated fair market value, income, and cash flow were gathered for
each participant during the testing and development procedures. In
addition to providing for information relating to present financial
interests, the form allowed for information necessary for the projec-
tion of future values, outstanding balances, taxable income, and

cash sources available for future investments.

The third section of the form contained the financial goals
of the estate owners. This information was used by the program in
producing comparisons of projected financial data with the goals set
by each owner. Significant variances gave indications of the attain-
ability of the predetermined goals. Corrective action was indicated

in several instances.

Preparation of Reports

Program instructions directed the preparation of three types
of computer-generated reports. Report Number 1 presented the estate
owner's current financial position. Report Number 2 contained a
series of pro forma reports prepared for each year in the planning
period. The final report compared projected data at the end of the
planning period with the owner's predetermined goals as stated in the

input form.

Report Number 1

In the first report, assets were listed by group totals and
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summed, and liabilities were alco listed and summed. The difference
between total assets and total liebilities was reported as owner net
worth in columns one and two. Column one contained net worth in terms
of historical costs, while column two presented estimated fair market
values. The income and sources of cash derived from these groups

was listed in columns three and four, respectively.

Report Number 2

BUILD instructions directed the preparation of a pro forma
report for each year of the planning span based on data contsined in
the input form and computer-generated information. Assets were re-
ported at their historical costs or computed carrying values, new
balances for liasbilities were computed each year in accordance with
the information gathered for each obligation, and taxable income and
cash flow were calculated. Each year, the amount evailable for in-
vestment at the required rate of return was determined by subtacting

Pfederal and state income taxes from the cash produced by investments.

Report Number 3

The final report compared the pro forme data reported in the
final year of the Report Number 2 series with the goals set by the
estate owner. Unfavorable variances from the goals indicated that
corrective action was necessary if the owner expected to realize his
ambitions at the end of the planning period. Divergences did not
indicate specific courses of action which would impraove the expected
problem, but they did aid the planner in discerning potentially

troublesome developments. BUILD also provided a tool whereby the
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intuition and Judgment of the estate owner and planner was sharpened

and alternatives were tested.

Testing Procedures

Testing procedures applied to the BUILD program were designed
to insure mechanical accuracy of the computer-generated figures and
the overall utility of the program. Mechanical precision was care-
fully verified throughout the development of the program by manual
calculation of data and comparison with computer-generated data.

The serviceableness and flexibility of the program was designed and
tested through the careful selection of participants whose data re~

flected certain desired characteristics.

Selection of Participants

During the testing of the model, four individuals were choéen
who exhibited considerable diversity in both personal characteristics
and financial activities. Ages ranged from 37 to 65, net worths
varied from $90,000 to $2,100,000, diverse business and professional
interests were represented, and a variety of investments were en-
countered. Personal conditions and circumstances exhibited a degree
of variety at least equal to that found in the quantitative charac-
teristics. One participant was single, the others were married, and
all differed considerably in their financial responsibilities to
dependents or others.

Age differences were found to have no effect on the usefulness
of the program to various estate owners. However, this factor did

affect the use made of the program output. Older estate owners
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tended to be more concerned with the projected values of certain
assets and their impact on estate and gift taxes and the equalization
of values among estate beneficiaries. TYounger estate owners wera
interested in testing the effects of investment options and obtaining
the best use of their resources. Their emphasis was directed toward
building a larger estate rather than methods of dispostion.

Size of the owner's net worth presented no particular dif-
ficulties with regard to the design of the program. This factor did
influence the variety of alternatives available to the owner, and
thus the program's ability to manage diverse situations. The size of
the numbers alone, hLowever, were not of significance in program use-
fulness or flexibility.

Of greater importance in designing and testing the model,
was the diversity of professional, business, and investment under-
takings. Asset and liability categories were provided on the input
form and instructions designed to accomodate a wide variety of cir-
cumstances. Flexibility was obtained to a rather large degree, but
limitations must nevertheless be recognized. The most severe limita-
tion is that BUILD cannot realistically accomodate the activities of
an investor who buys and sells frequently, or radically changes his
investment pattern. Projections based on repidly fluctuating infor-
mation would tend to lack reliability and are unsuitable for this
study.

The variety of personal requirements, desires, and circum-
stances did not affect the operation of the program since it dealt

only with quantitative data. UNevertheless, these factors did have
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considerable influence on the direction of future planning and tended

to limit the options available to estate owners.

Modifications of Financial Arrangements

In order to test and demonstrate the model's use as a means
of exploring various investment options, the input data for two parti-
cipants was modified. Both HAN 001 and FDY 001 wished to consider
changes in their financial arrangements, and the progran was used for
this purpose. Only that data that would change as a result of finan-
cial rearrangements was modified. The effects of these changes over
the planning period were observed by comparing the expected values at
the end of the planning period with the goals originally determined by
the estate owner. Variances between expected values and goals deter-
mined with the original input and those resulting from the revised
data revealed the'ehange expected as a result of the revised data.
Although an estate owner might decide against adoption of the plan
under consideration, as a minimum he would have financiasl knowledge
upon which to base his decisions. The rapidity with which alterna-
tives can be explored made it possible to obtain timely information

to add insight to the planning process.

Conclusion
During this study, several facts were observed. First,
computer—assiéted tax and financial planning is not only feasible,
but also necessary if projections of future costs, values, incomes,
and cash flows are to be made. Manual calculations are often pro-

hibitively time-consuming, particularly if several options are being
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considered.

Secondly, there is a need for additional computer-assisted
planning models. This study typifies the modular approach to such
programs in contrast to the conventional unitary design which can only
be used alone rather than in conjunction with supplementary programs.
However, there is a need for snb-programs which will provide input
for specific business and investment problems or which will utilize
the output produced by BUILD in the solution of other problems.

A few programs exist which, if modified to some extent, would
£ill the requirements for a modular approach. One such program aids
doctors in determining whether to lease or buy certain equipment used
in their practices. Information developed by this program could be-
come input date to BUILD, and the impact of leasing or buying could be
explored within the framework of the individual's overall financial
activites. Another program exists by which the optimum depreciation
method can be computer-selected for certain business assets. Sub-
programs such as these and others yet to be developed can relieve the
planner of the tedious manual calculations that have often rendered
financial planning for individueals impractical.

Additional programs are needed to utilize the information
provided by this simulation model in solving other problems. For
example, programs which are designed to explore gift and estate tax
alternatives could use the information resulting from the BUILD cal-
culations to determine the most satisfactory methods of transmitting
the estate to designated beneficiaries. Also, given a projected

future size and composition of an estate, programs could be developed
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to aid the executor in selecting satisfactory valuations and making
the many elections available to and required of an estate administra-
tor.

A final conclusion resulting from this study is that in tax
and financial planning for individuals, a team approach may occasion-
ally be desirable. Expertise may be needed with regard to appraisal
values, the development of investment alternatives, or the d;afting of
legal documents. That the accountant should assume a dominant role
in injitiating and continuing estate planning activities appears to be
both appropriate and practical. The accountant meets with the estate
owner on a recurring basis. As a minimum, they will meet annually
for the preparation of the yearly tax report and perhaps more fre-
quently in dealing with day-to-day business problems. As a result of
his continuing contact with the client, the accountant will probably
already have much of the information necessary for the analysis of
the estate and the development of appropriate alternatives. He may
have also acquired an understanding of the owner's responsibilities
and desires and sharpened his insight into the client's economic

activities and opportunities as well.
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