The Certior Story
The present incarnation of the Certior financial planning program has its roots back in 2001 when Tony was invited to give a series of talks to a small group of IFAs on using Excel spreadsheets for financial planning. There were two main requirements: the planning was to be achieved without using any programming and Monte Carlo simulation should be incorporated.

We started with a blank spreadsheet and built the simplest and most basic of models.  Then, over a period of weeks and with the feedback and what we had learned from each session, the model was added to and refined until it provided a realistic interpretation of the real world.  The model’s output was in the form of charts for income, spending, saving, net worth, etc. as it was felt that these were easier to understand than columns of figures or pages of text.    

Monte Carlo simulation was included – though of necessity this did require some programming.  It was in considering how to display the output from a Monte Carlo simulation that we had our Eureka! moment, namely the “invention” of the LifeStyle Index.  Monte Carlo simulation can indicate, for any given age, the probability of achieving a certain level of income or spending or net worth; but none of these in isolation will tell you if you are going to be OK financially.  The LifeStyle Index was conceived as being a measure of financial independence.  Applying Monte Carlo simulation to it gives the probability of achieving financial independence – and we felt that this was the one thing that clients really wanted to know.
We immediately realised that the LifeStyle Index was a concept that would be useful in all areas of financial planning and so it has proved.
The model, developed further, still provides the calculation engine for the program.  A user interface, or front end, has been added to enable easy navigation, access to the planning functions and the animations which are one of the hallmarks of the program.
For those interested the following two diagrams explain the working of the simple model and the more realistic model currently being used:-

How Model works TC "Model Diagrams" \f C \l "1" 
The diagram below illustrates in the simplest terms how the model works.

In any given year income XE "Income"  comes in and, spending XE "Spending"  goes out.  The difference between the two is saving XE "Saving" .  Saving will be negative if spending exceeds income.  

If saving XE "Saving"  is positive, it is capitalised and added to investments XE "Investments"  at the end of the year.  Thus it is available to generate additional investment income XE "Income" 

 XE "Investment Income"  in the following year.  If saving is negative, then this income shortfall XE "Income: Shortfall" 

 XE "Income Shortfall"  is covered at the end of the year by realising investments (or increasing loans XE "Sheets: Loans" 

 XE "Loans" ).  This will have the effect of reducing investment income (or increasing spending XE "Spending" ) in the following year.
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Figure 1: Simple Model Diagram

Investment Income is said to be “dependent” because it depends on the amount of investments XE "Investments"  held.  Similarly the Interest and Tax XE "Tax"  outflows are “dependent” because they depend on outstanding loans XE "Sheets: Loans" 

 XE "Loans"  and total taxable income XE "Income"  respectively.
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Figure 2:  Actual Model Flow Diagram

This diagram explains the working of the model in greater detail.

Spending on goods and services is considered to be made up of two parts: required spending XE "Spending: Required" 

 XE "Required Spending"  which is assumed to remain constant and throughout the life of the projection and discretionary spending XE "Spending: Discretionary" 

 XE "Discretionary Spending"  which is any spending XE "Spending"  over and above that required.  Similarly, saving XE "Saving"  is considered to be made up of two parts: planned saving XE "Planned Saving" 

 XE "Saving: Planned" 

 XE "Saving; Planned" , which is saving of a contractual nature, e.g. pension contributions XE "Pension: Contributions" 

 XE "Pension Contributions" , mortgage repayments XE "Mortgage: Repayments"  and premiums XE "Premiums"  to saving plans XE "Premiums: to saving plans" ; and discretionary saving XE "Saving: Discretionary" 

 XE "Discretionary Saving"  which is all other saving.

Income XE "Income"  remaining after all required expenditure has been made is called Surplus Income XE "Surplus Income"  and this is allocated between saving XE "Saving"  and discretionary spending XE "Spending: Discretionary" 

 XE "Discretionary Spending"  according to the saving ratio XE "Saving Ratio" 

 XE "Ratios: Saving" .  It is assumed that planned saving XE "Planned Saving" 

 XE "Saving: Planned"  will be made regardless of there being enough surplus income.  The amount of discretionary spending XE "Spending"  is determined by the saving ratio.  Discretionary saving is the swing item which brings everything into balance and it could therefore be negative (implying the realisation of investments XE "Investments" ). 

