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Asset allocation

The NaviPlan Standard Asset Allocation Self-Study Guide was created using NaviPlan
Standard Offline with the Ibbotson Asset Allocation option. This option allows you to use
actual Ibbotson return rates in NaviPlan’s calculations.

Note: If you are using a version of NaviPlan without the Ibbotson Asset Allocation option, or if
you are using NaviPlan Online, there will be some differences between the guide and your
version of NaviPlan.

NaviPlan Standard, with the Ibbotson Asset Allocation option, provides you with a
questionnaire to determine your clients’ investor profile. You can override the questionnaire
results and select an investor profile directly (but you must fill out the questionnaire first).

In either case, NaviPlan suggests an asset mix appropriate for clients with that profile. In
Level 2 and Level 3 Plans, you can modify the suggested asset mix. This suggested asset mix
is used as an asset allocation target (a model to achieve) throughout the plan.

The exercises in this module are based on a version of NaviPlan Standard Offline that
includes the Ibbotson Asset Allocation option, which means that the asset allocation settings
(asset classes, investor profiles) are set up for you. If your version of NaviPlan Standard
Offline does not include the Ibbotson Asset Allocation option, you can modify the data.

Learning objectives

This module will enable you to
* Assess your clients’ risk tolerance and determine an appropriate asset allocation mix

* Enter accounts in an Asset Allocation Assessment to capture the current asset
allocation mix

* Assess your clients’ risk tolerance

* Compare the current asset mix to the suggested asset mix using the Asset Allocation
report

¢ Promote the Asset Allocation Assessment to a Level 3 Plan

* Modify suggested asset mix details for the retirement goal

Learning tools

This module includes some practice exercises. We recommend that you use the Nick and Lisa
Brown (Brown, Nick and Lisa.nps) client file in the data folder of your installation of
NaviPlan Standard Offline (the default path is C:\Program Files\ EISI\ Data, but you may
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have installed it elsewhere). It will be available when you run NaviPlan Standard Offline, as
well as on the central server if you prefer to work in the online application.

Hint: In NaviPlan Standard Offline, to find the location of your data directory, go to the User
Preferences menu — System Settings selection — User Preferences - System Settings dialog box —
File Locations tab.

Use the Asset Allocation assessment

Two levels of detail are available in the Asset Allocation Assessment: simple and detailed. If
you use the simple Asset Allocation Assessment, you can promote it to a Level 1, 2, or 3 Plan.
The detailed Asset Allocation Assessment can be promoted to a Level 2 or 3 Plan, but not to a
Level 1 Plan. Promoting an assessment to a plan enables you to create a more advanced
assessment without having to re-enter the client information already gathered.

Create an Asset Allocation Assessment

You can create and use the Asset Allocation Assessment to review your clients” current asset
allocation, establish their risk tolerance, and create a proposed allocation. You can use the
Asset Allocation client report to compare the clients” current allocation to the proposed
allocation.

To create a new Asset Allocation Assessment

1. Go to the Plan Management section — Plan List category — Plans page, and then click the
New button. The Plan Creation dialog box opens to the Plan Selection tab.

2 Use the Asset Allocation assessment
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Plan List Calculators = | 4 Back | Mext k
Plans

Plan Creation - Plan Selection

Plan Selection X
P Instructions

Assessment Setup

) Calculators Information
Summary
\_J) Calculator Choose a calculator v Asset Allocation
' fjl Estimated time to complete: 15 minutes

Assessments
() Financial Assessment Description
L~ . Create a simple or detailed Asset Allocation assessment
\*! Asset Allocation ol At ) ;
to review the dients' current asset allocation, establish
their risk tolerance, and create a proposed allocation,
Compare the dients’ current allocation to the proposed
allocation, and view the results,

Promote Options
Can be promoted to any one of the following levels:

AA Simple AA Detailed

e Levell v x
e Level2 v v
e Level3 v v

Back Next | Finish | Cancel |

Figure 1: Plan Management section — Plan List category — Plans page — New button — Plan Creation dialog box

2. Under Assessments, select Asset Allocation, and then click Next. The Analysis Setup tab
opens.

3. Enter a unique name for your Asset Allocation Assessment in the Assessment Name field,
and the start year for the assessment in the Plan Year field, and then click Next. The
Summary tab opens.

4. Verity the information on the Summary tab, and then click Finish. The Plan Creation dialog

box closes, and NaviPlan opens to the Asset Allocation section — Asset Allocation category —
General page.

Enter general information
Once you have created the Asset Allocation Assessment, you can enter the clients’ data.

Asset Allocation Motes | | Caleulators »

General | Accounts | Questionnaire | Profile | Summary | Client Report |

Assessment Name™ Assessment Year
Brown's Asset Allocation 2008

Base the assessment calculations on the following date:
Assessment Analysis Date™
Jan 12008 [ use today's date

Figure 2: Asset Allocation section — Asset Allocation category — General page

Use the Asset Allocation assessment 3
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You can enter or modify the Assessment Name and Assessment Analysis Date on the Asset
Allocation section — Asset Allocation category — General page. When you select the Use today’s
date check box, the Assessment Analysis Date updates each time you open the Asset Allocation
Assessment.

Enter simple or detailed accounts

The Accounts page in the Asset Allocation Assessment offers two modes of account data
entry:

* Simple account entry mode
* Detailed account entry mode

To switch from simple account mode to detailed account mode, click the Detailed Accounts
button on the Asset Allocation section — Asset Allocation category — Accounts page.

You can enter the following information in both simple and detailed account modes:

* Market Value — Enter the account market value based on the Assessment Analysis Date
(assumed valuation date).

* Asset Class Weightings — Classify the account based on specific asset classes or manual
classification, and then the return rates populate automatically. The automatic
classification is available for Ibbotson users only. Ibbotson includes 12 asset classes to add
flexibility and additional accuracy with respect to breakdown of return rates and asset
allocation modeling when allocating assets in a client plan.

* Return Rates — Override return rates for pre-retirement and retirement periods by clicking
the Return Rates link.

In the detailed account entry mode you can also
* Enter holdings within an account

* Search for and classify holdings using the holding’s ticker symbol, type, or asset class

Asset Allocation Motes | | Caleulators »
General | Accounts | Questionnaire | Profile | Summary | Client Report |
Detailed Accounts

[

tions

Qualified and Non-Qualified Accounts

Additional Market Asset Class Return

Description™ Account Type* Annuity Settings Owner® Value* Basis™ Weightings Rates Del=
Joint Savings Accod [Mon-Qualified| v O Details Joint w 550,000 $50,000| 45% o ﬂ
Lisa's Brokerage Act Mon-Qualified| v O Details Joint w 555,000 546,000 ﬂ
Mick's Brokerage Ao Mon-Qualified| v O Details Joint w 561,000 ﬂ
Mick's 403(0) 403(0) v O [opetais ik v 25,000 x|
Lisa's Roth 401(k) | Roth 401(k) | w O Details Lisa w 550,000 ﬂ
Kevin's 529 Plan 529 Plan hd 529 Plan | Mick v £12,000

Add Account:

Figure 3: Asset Allocation section — Asset Allocation category — Accounts page (simple account entry mode)
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There are several other distinguishing differences between simple and detailed account entry
modes:

* In the simple account mode, you can promote the Asset Allocation Assessment to a
Level 1, 2, or 3 Plan

* In the detailed account mode, you can only promote the analysis to a Level 2 or 3 Plan

* Once you have selected the detailed account mode you cannot return to a simple account
mode, but you can add simple accounts by clicking Add Account — Simple Account

* In the detailed account mode, an Annuities page appears, where you can enter variable
annuities

To add an account

* (Click the Add Account button to create an account. If client data is contained in the central
database, clicking Import Accounts will retrieve the available information.

Hint: Creating accounts using the detailed account mode is recommended for clients with
multiple holdings designated for the same account. For example, if your clients have $100,000 in a
401(k) account containing four different investments, use the detailed accounts mode.

Complete the asset allocation questionnaire

With the Ibbotson Asset Allocation option, a questionnaire is provided to determine the
clients’ risk tolerance. NaviPlan determines the selection of the appropriate investor profile.

Use the Questionnaire portion of the Asset Allocation Fact Finder to gather information, and
then answer the questions on the Asset Allocation section — Asset Allocation category —
Questionnaire page.

A score is calculated when every question in the questionnaire has been answered. Each
possible score is associated with an investor profile, which in turn is associated with a
suggested asset mix. This suggested asset mix is used as an asset allocation target.

Blank Asset Allocation Fact Finder forms are available on the EISI Support Site at http://
support.eisi.com/support_us/nps_offline/v11/tips_and_tools/data_collection_forms.htm

View the suggested asset mix

The Asset Allocation section — Asset Allocation category — Profile page displays the breakdown
of the suggested asset mix that was determined by the clients” responses to the questionnaire.

The Profile page also displays a summary of your clients’” investment profile containing the
following details:

* the proposed investor profile
* the proposed time horizon
* the expected rate of return

* the expected standard deviation

Use the Asset Allocation assessment 5
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Asset Allocation Motes | | Caleulators »
General | Accounts | Questionnaire | Profile | Summary | Client Report
P Instructions
To enable the ability to override the suggested asset mix, dick Detailed Asset Allocation.
Detailed Asset Allocation
Suggested Asset Mix
» Large Cap Growth Equity 12.00%
Large Cap Value Equity 17.00%
& Mid Cap Equity 9.00%
& Small Cap Equity 5.00%
& International Equity 13.00%
& Emerging Markets Equity 3.00%
& Long Term Bonds 6.00%
& Intermediate Term Bonds 13.00%
& Short Term Bonds 10.00%
Summary
Expected rate of return 8.81%
Expected standard deviation 12.35%
Proposed investor profile Moderate
Proposed time harizon ‘ery Long
Scoring.., | Setkings...

Figure 4: Asset Allocation section — Asset Allocation category — Profile page (simple asset allocation)

If you are using the simple asset allocation mode in the Asset Allocation Assessment, you
need to promote it to a plan level in order to edit the suggested asset mix.

6 Use the Asset Allocation assessment
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Asset Allocation

General | Accounts | Annuities | Questionnaire | Profile | Summary | Client Report

Motes | | Caleulators »

P Instructions

Investor Profile

[T override Investor Profile
Select an investor profile:

Suggested Asset Mix

& Large Cap Growth Equity

12.00%

Large Cap Value Equity

17.00%

& Mid Cap Equity

9.00%

& Small Cap Equity

6.00%

International Equity

13.00%

& Emerging Markets Equity

3.00%

& Long Term Bonds

6.00%

& Intermediate Term Bonds

13.00%

& Short Term Bonds

10.00%

Summary

Expected rate of return

8.81%

Expected standard deviation

12.35%

Proposed investor profile

Moderate

Proposed time harizon ‘ery Long
Customize Asset Mix v

Scoring.., | Setkings... Weightings. ..
Optimize. ..

Revert to Defaults

Figure 5: Asset Allocation section — Asset Allocation category — Profile page (detailed asset allocation)

Clicking the Detailed Asset Allocation button on the Profile page changes the simple asset

allocation to detailed asset allocation, and gives you more control over the investor profile,

time horizon, etc.

In detailed asset allocation mode you can override the investor profile by selecting Override

Investor Profile, and then selecting a new profile from the Select an investor profile list. Selecting
a different investor profile changes the suggested asset mix.

The Customize Asset Mix button appears when you change from simple to detailed asset
allocation. Three options are available:

*  Weightings — Allows you to override the default asset class weightings of the suggested

asset mix.

* Optimize — Allows you to enter a minimum and maximum percentage range for the asset
class. You must have permission to use Mean Variance Optimization to use this option.

* Revert to Defaults — Resets the overridden investor profile and cancels any changes made to
the asset class weightings for the selected portfolio.

Use the Asset Allocation assessment
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View the asset allocation comparison

The Asset Allocation section — Asset Allocation category — Summary page displays a comparison
of the current asset mix and the suggested asset mix.

This summary view displays the differences in the rate of return, standard deviation, and the
asset mix.

Asset Allocation Motes | | Caleulators »

General | Accounts | Annuities | Questionnaire | Profile | Summary | Client Report

P Instructions

Current Asset Mix Suggested Asset Mix

& Large Cap Growth Equity 21.54% 12.00%
Large Cap Value Equity 20.16% 17.00%
& Mid Cap Equity 0.00% 9.00%
& Small Cap Equity 13.29% 5.00%
& International Equity 1.69% 13.00%
& Emerging Markets Equity 0.00% 3.00%
& Long Term Bonds 0.71% 6.00%
& Intermediate Term Bonds 3.68% 13.00%
& Short Term Bonds 0.71% 10.00%
Summary
Expected rate of return 8.23% 8.81%
Expected standard deviation 11.87% 12.35%
Proposed investor profile Moderate
Proposed time harizon ‘ery Long

Figure 6: Asset Allocation section — Asset Allocation category — Summary page
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Interpret the Asset Allocation client report

The Asset Allocation report is a large report composed of many different sections. It combines
text and graphs to give you an overview of your clients’ current assets, risk tolerance, current
asset mix, portfolio breakdown, and suggested asset mix.

Asset Allocation for Entire Portfolio

Thease pie graphs illustrate your current asset mix and suggested asset mix for your entire porifalio.

Current Asset Mix Suggested Asset Mix
Moderate

Rate of Retumn I B.23%| |Ra|e of Return | B.Eﬂtl
! Deviation I 11.8?%| |S| dard Deviation | 12.35%|

The table below pravides a breakdown of the percentages and dollar values for each asset class in the

current and suggested portfolio. The Change column indicates the rebalancing required to reach the
suggested asset mix.

Current Asset Mix

Assumed Asset Mix

Asset Class %) $) %) $)
M Large Cap Growth Equity 215 54,500 95 24,140 12.0 230,280)|
Large Cap Valus Equity 202 51.000 -3.2 -7,990 17.0 432,010|
M Mid Cap Equity +9.0 +22 770 a0 22770
W Small Cap Equity 133 23,620 73 18,450 8.0 15,180|
International Equity 1.7 4,270 +11.3 +28,620 13.0 32,280
M Emerging Markets Equity +3.0 +7,590 3.0 7.580|
M Long Term Bonds o7 1,800 +5.3 +13,380 60 15,180
[l Intermediate Term Bonds a7 9,300 +3.3 +23,590 13.0 32,880
M Short Term Bonds o7 1,800 +9.3 +23,500 10.0 25,200|
High Yield Bonds +3.0 +7,590 30 7.580|
[l Internaticnal Bonds 30 7.500 +90 30 7.580
Cash 88,200 -30.2 -76,550 5.0 12,850
253,000 +0.0 +0 100.0 253,000

i@ 2007 Ibbotson Associated. Inc.. a who'y owned subsidiary of Momingstar, ine. All rights reserved. EIS| has engaged |bbotson to develop

~ Egperietary assgt all tools for education; =, lobotsalnas granted jo E151 a Lo use thereof. Sorge assats in this repart s
ol RS o

Figure 7: Asset Allocation client report — Asset Allocation for Entire Portfolio

This report is available in the Asset Allocation Assessment as well as in all three planning
levels in NaviPlan Standard.

Interpret the Asset Allocation client report 9
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Generate the report
To generate and view the Asset Allocation client report

1. Go to the Asset Allocation section — Asset Allocation category — Client Report page, and
then select Default Template from the Template list.

2. Click the Select Document Sections button to open the Select Document Sections dialog
box.

|| Disclaimer
[¥] Client Information
[w] overview
[v] Risk Tolerance Analysis
[¥] Account Details
E Current Asset Mix
[¥] current Partfolio Breakdawn
[v] summary
B[] Details

|| Analysis

|| Considerations
|_|Projected Range of Returns

[¥] Condlusion
[ Important Terminalogy

Save as Template. .. | Select Al | Select None | Generate Report: Ok Canicel

Figure 8: Select Document Sections dialog box

3. Clear the Details check box to reduce the size of the report, and then click the Generate
Report button. The Asset Allocation client report opens.

View the report

The report includes two mandatory sections (Disclaimer and Important Terminology), plus the
sections that remained selected in the Select Document Sections dialog box.

Look at several sections of the report:

* Client Information — Displays a recap of the client information entered in the assessment
* Asset Allocation Overview — Discusses the basic principles behind asset allocation

* Risk Tolerance Analysis — Displays the responses selected in the questionnaire

* Account Details — Shows the assets used in the asset allocation

* Current Asset Mix — Displays the current asset mix in a table format

* Current Portfolio Breakdown — Displays a breakdown of all the assets in the Asset Allocation
Assessment by percentage of portfolio and market value

* Asset Allocation for Entire Portfolio — Displays a side-by-side comparison of the current asset
mix and the suggested asset mix, and displays recommendations on how to achieve the
suggested asset mix

10 Interpret the Asset Allocation client report
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If further planning is needed, you can promote the Asset Allocation Analysis to a Level 2 or
Level 3 Plan.

Reallocate assets in a plan

Reallocating assets in a plan allows you to modify the clients” current asset allocation mix and
asset returns based on the clients’ risk tolerance.

Promote an Asset Allocation Assessment to a Level 3 Plan

To reallocate assets, you must first promote the Asset Allocation Assessment to a
Level 3 Plan.

Plan List Caleulators +
Plans

P Instructions
Create Mew Engagement. .,
Engagement - April 2008

Edit | Wiew | % Delete Created: 2003-04-07 13:57:16

Plans
O Mew... | = Open | Wiew | By Duplicate... | Project | Promote... | Update Plan = % Delete

Description % Plan Years Type# D% Modified Datew Status &
) ' etails 2008 Level 3 local-1-10 Jul 13 2008 14:50 Draft

2008 Level 1 local-1-7 Apr 23 2008 12:19 Draft
s Asset Allocation 2008 Asset Allocation local-1-2 Apr 22 2008 13:23 Draft
s Financial Assessment 2008 Financial Assessment local-1-1 Apr 10 2008 14:50 Draft

Brown's Asset Allocation

Reports

Figure 9: Plan Management section — Plan List category — Plans page
To promote the assessment to a Level 3 Plan

1. Go to the Plan Management section — Plan List category — Plans page, select Brown’s
Asset Allocation, and then click the Promote button. The Promote Plan dialog box opens.

Promote Plan

The selected Asset Allocation plan will be duplicated and promoted.
A copy of the original Asset Allocation plan will be retained.

Select the Level to promote this plan to: [Level 3 | w

Level 2
Level 3
Ok Cancel

Figure 10: Plan Management section — Plan List category — Plans page — Promote Plan button — Promote Plan
dialog box

Reallocate assets in a plan 11
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2. Select Level 3 from the Select the Level to promote this plan to list, and then click OK.

A Level 3 Plan, based on the Asset Allocation Assessment, is created, and can be used to
apply asset reallocation strategies. In the Level 3 Plan, the questionnaire answers and asset
allocation details that were entered in the Asset Allocation Assessment are now available in
the Plan Management section — Asset Allocation category.

Asset Affoc‘atfon Motes |+ | Flanning Assistant | Calculators « | Reparks «

Client Management Questionnaire | Profile
-
Plan Management P Instructions

Plan List Investor Profile

Madules [T override Investor Profile

Assumptions
" - Select an investor profile: Moderate
Asset Allocation

Suggested Asset Mix
Met Worth

Cash Flow
Strategies
Insurance Coverage

& Large Cap Growth Equity 12.00%
Large Cap Value Equity 17.00%
& Mid Cap Equity 9.00%
& Small Cap Equity 5.00%
& International Equity 13.00%
& Emerging Markets Equity 3.00%
& Long Term Bonds 6.00%
& Intermediate Term Bonds 13.00%
& Short Term Bonds 10.00%
Summary
Expected rate of return 8.81%
Expected standard deviation 12.35%
Proposed investor profile Moderate
Proposed time harizon ‘ery Long
Cuskomize Assek Mix +

Scoring.., | Setkings...

Figure 11: Plan Management section — Asset Allocatiion category — Profile page (Level 3 Plan)

Any accounts and annuities that were entered in the Asset Allocation Assessment are
available in the Financial Picture section — Net Worth category.

12 Reallocate assets in a plan
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Net Worth Notes |+ | Planning Assistant | Calculators » ‘ Reports »
Client Management Assets/Lisbilities ‘ Accounts | Annuities | Asset Class Weightings
a |
Plan Management P Instructions
Plan List To editinvestment income earned before the valuation date for al non-gualified accounts, dick Accrued Investment Income.
Madules Accrued Investment Income. .
Assumptions
Asset Allocation Qualified and Non-Qualified Accounts
Market Asset Class Return Savings
Description™ Account Type* Owner® Value*® Basis™ Weightings Rates Strategies Holdings Dat=iz Delete
W
NEt; ’El'rﬂ" Nick's Brokerage Acl Non-Qualified|w | [ick v 50,000  £47,500 100%large Cap Gr...  8.05% 0 H B
Cash Flow
Strateges Lisa's Brokerage Ac{ [Non-Qualified| v | |Lisa w §55,000 546,000 100% Large Cap Gr... 0 2 Br| %
Insurance Coverags Mick's 403(0) 403) | [mick v 550,000 20| |Large Cap Growth B+ 1 add.. | BF| X
Liza's Roth IRA Roth IRA v | |Lisa v §25,000 50% Large Cap Gro... i add... Br| x
Mick's 4010k} 401k | [Mick w £50,000 0 100%: Large Cap Gr... 0 1 Br| X
Joint Savings Accou [Non-Qualified| v | |Joint v §50,000 §50,000||Large Cap Growth B+ 1 Add... Br| %
Kevin's 529 Plan 529 Plan W | |Nick A §10,000 20% Large Cap Gro... 1 Add... Br| x

Add Account | -

To view or edit account distribution for all plan goals, dick Goal Funding.

Goal Funding. ..

Figure 12: Financial Picture section — Net Worth category — Accounts page

Override goal investor profiles in a Level 3 Plan

For retirement, education, and major purchase goals, NaviPan allows you to define a
suggested asset mix for each goal. By default, NaviPlan constructs the suggested asset mix
using the answers to questionnaire on the Plan Management section — Asset Allocation category

— Questionnaire page. The Recommendations for <goal type> Goal reports are useful for
summarizing the asset allocation settings for each goal.

To view asset allocation settings for the retirement goal
1. Inthe Brown’s Base Details plan, go to the Goals section — Retirement category —
Objectives page.

2. Under Objectives, click the Asset Allocation button. The Asset Allocation Details dialog box
opens. Using the settings in this dialog box, NaviPlan reallocates funding to match the
suggested asset mix. The suggested asset mix is used as a primary recommendation for
What-if strategies.

Reallocate assets in a plan 13
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Retirement Motes |'| Planning Assistant | Calculators = | Reporks = |

Cbjectives | Scenarios

P Instructions

DObjectives P Instructions

Nick Lisa Modify Questionnaire. ..

¥ Yez
i G2 WET (3 ef Override Profile
Retire At 52| (2028 52| (203
e - il 0| [aod Period Override Investment Profile
T& Expectancy 1| | (®) Pre-Retirement O Moderate
To view or edit additional asset allocation || | gt
Al ey () Retirement |:|
Asset Allocati . .
Gelect the asset mix you wauld lke to Current Asset Mix Suggested Asset Mix
review,
Retirement Expenses (®) Al Retirement Accounts
Qualified Retirement Accounts
Description Member Non-Qua:?:ej Reﬁrgment .T!\ccounts
Retirement Expense Toint o [~ Mon-Qualified Annuity Retirement
Iccounts
Retirement Travel Joint ~
Add Retirement Expense
- & Large Cap Growth Equity 95.45% 12.00%
Retirement Incomes Large Cap Value Equity 0.00% 17.00%
If Social Security or defined benefit pensid| |#  Mid Cap Equity 0.00% 9.00%
Only enter additional retirement incomes if| |& Small Cap Equity 0.00% 6.00%
L & International Equity 0.00% 13.00%
Description Income Typ)| (A Emerging Markets Equity 0.00% 3.00%
Wood Working Hobby Tax Freeor If| | Long Term Bonds 0.00% 5.00%
Pension Pension & Intermediate Term Bonds 0.00% 13.00%
& Short Term Bonds 0.00% 10.00%
Add Retirement Income
All Retirement Accounts
To view or edit account distribution for all g Expected rate of return 7.53% 3.81%
Expected standard deviation 14.71% 12.35%
To view or edit account liquidation strategid| Proposed investor profile Moderate
Proposed time harizon ‘ery Long
Retirement Accounts {$282,000
Ok Cancel

g_iglure b13: Goal section — Retirement category — Objectives page — Asset Allocation button — Asset Allocation Details

ialog box
In Level 3 Plans, you can edit the asset allocation questionnaire responses for individual
goals by clicking the Modify Questionnaire button. Under Override Profile, you can override
the investment profile used for the pre-retirement or retirement period. By default, the
pre-retirement and retirement periods have identical investor profiles. However, you can
take advantage of differences in the clients’ risk tolerance between the two periods. In the
table in this dialog box, you can review the current and suggested asset mixes by selecting
an account type.

3. Click Cancel to close the dialog box.

14 Reallocate assets in a plan
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To generate the Asset Allocation Recommendations for Retirement Goal report

1. From the Reports menu, select Asset Allocation - Recommendations for Retirement
Goal. The Recommendations for Retirement Goal dialog box opens. The report compares the
asset allocation for the current plan with the suggested asset mix and provides the
account changes that would be necessary to construct the suggested asset mix.

CEX

Window +

E Recommendations for, Retirement Goal

[3FCF |~ | WA Word | | Refresh | Duplicate | Reports «

Asset Allocation Recommendations for Retirement Goal
Brown
Brown's

ase Details (2008)

Asset Allocation Recommendations for Goal: “All Retirement Goals™

Profile:
Time Horizon:

Moderate
Jan 12028 to Dec 31 2058

100% Very Long (more than 10 years)

Current Asset Mix

Suggested Asset Mix

Current Asset Mix

Suggested Asset Mix

Rate of Return 7.53% 8.81%
Standard Deviation (Risk) 14.71% 12.35%
ge gg
B Large Cap Growth Equity 955 262,500 -83.5 -229,500 12.0 33,000
Large Cap Value Equity +17.0 +46,750 17.0 45,750
B Mid Cap Equity +0.0 +24,750 9.0 24750
B small Cap Equity +6.0 +16,500 6.0 16,500
International Equity +13.0 +35,750 13.0 35,750
B Emerging Markets Equity +3.0 +8,250 30 8,250
B Long Term Bonds +6.0 +16,500 6.0 16,500
B Intermediate Term Bonds +13.0 +35,750 13.0 35,750
B Short Term Bonds +10.0 +27,500 100 27.500
High Yield Bonds +3.0 +8,250 30 8,250
B International Bonds +3.0 +8,250 3.0 8,250
Cash 4.5 12,500 +0.5 +1,250 5.0 13,750
0 100.0 275,000 +0.0 +0 100.0

There are no settings available for this report

Figure 14: Recommendations for Retirement Goal dialog box — Asset Allocation Recommendations for Retirement

Goal report

2. Close the dialog box.

Reallocate assets in a plan
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To modify the asset allocation for the retirement goal

1.

On the Objectives page, click the Asset Allocation button. The Asset Allocation Details
dialog box opens.

2. Under Investor Profile, select the Pre-Retirement option.

3. For each asset mix in the table, select the asset mix, select the Override check box, and

N o U e

then from the Investment Profile list, select Aggressive.

Note: You cannot override the investor profiles when All Retirement Accounts is selected.
Under Investor Profile, select the Retirement option.

In the table, select Qualified Retirement Accounts.

Select the Override check box, and then from the Investor Profile list, select Conservative.

In the table, select All Retirement Accounts. Notice that the investor profile appears as
Blended Mix since you now have a mix of Moderate and Convervative investor profiles for
the retirement period. For the suggested asset mix, the return rate and standard deviation
reflect the blended mix.

Click OK to close the dialog box and save your changes.

Modify asset class weightings for a goal

In addition to modifying the investor profiles for a goal, you can customize the asset mix
weightings of the suggested asset mix to better suit the clients” situation.

Note: When reallocating assets, NaviPlan Standard will not calculate the taxes due as a result
of the reallocation.

To modify the asset class weightings for the retirement goal

1.
2.
3.

Click the Asset Allocation button. The Asset Allocation Details dialog box opens.
In the Asset Allocation Details dialog box, select Qualified Retirement Accounts.

Click the Customize Asset Mix button, and then select Weightings. The Asset Class
Weightings dialog box opens.

In this dialog box, you can override the asset class weightings by selecting the Override
default asset class weightings check box, and then entering new asset class weightings.
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Retirement Mokes |'| Planining Assistank | Calculators | Reparts =
Cbjectives &
P Instructions
P Instructions . . 5
Modify Questionnaire...
DObjectives
. Override Profile
Nick
Period Override  Investment Profile
Age Ye O Pre-Reti t ressiv
P Bl re-Retiremen Agaressive
@ Retirement Conservative b

Life Expectancy | 90| |20

To view or edit additional = r
Allocation. Belect the asset mix you would like to Current Asset Mix Suggested Asset Mix

review.
Asset Allocation. .
IO all Retirement Accounts
\ I® Qualified Retirement Accounts

Retirement\ﬁ o IO Mon-Qualified Retirement Accounts

IO Mon-Qualified Annuity Retirement

e lAccounts Asset Class Weightings
Des.crlptlon [[] override default asset dass weightings
Retirement Expense Class Class
Retirement Travel Class Name Percentage Class Name Percentage
» Large Cap Growth Equity Large Cap Growth Equity 4,00% Long Term Bonds 12,003

Add Retirement Expense Iroe Cap Vi Esty

» Mid Cap Equity Large Cap Value Equity 3.00% Intermediate Term Bonds
Retirement Incomes || |* International Equity Mid Cap Equity 3.00% Short Term Bonds
e | | SBIL ooy al e Homcs small Cap Equity 0.00%|  High Yield Bonds

Only enter additional retir : T E T T iaTis

Short Term Bonds International Equity International Bonds

Description |\ High Yield Bonds “e@ Bonds Emerging Markets Equity 0.00%| Cash
\Wood Working Hobby & International Bonds Total
Pension Qualified Retirement Accounts
#dd Retirement Income || E¥pected rate of retumn
— 1| Expected standard deviation QK Cancel
_ _ || Pefault proposed investor profile L[o] (==
To view or edit account disd| [actual proposed investor profile \ Conservative
To view or edit account liqu Proposed time horizon VeryLong
S~———| Customize Asset Mix ¥ |
Retirement Accounts §| Mote: The default asset mix has been overridden. ¥
Ok Cancel

Figure 15: Goals section — Retirement category — Objectives page — Asset Allocation button — Asset Allocation Details
dialog box — Customize Asset Mix button — Weightings Option — Asset Class Weightings dialog box

4. Click Cancel. The Asset Class Weightings dialog box closes.

Optimize the suggested asset mix

In NaviPlan, the Efficient Frontier graph shows you the most efficient asset mix with the
maximum expected return for a given level of risk. Standard deviation is a measure of how
much the rate of return fluctuates around its historical average. The higher the standard
deviation, the greater the degree of risk. Modifying the suggested standard deviation gives
you some control over the risk factor in an investment.

If the Efficient Frontier graph displays the clients’ current asset mix below the efficient frontier
line then the clients’ returns are low for the amount of risk, or the return is suitable but the
level of risk is too high.

You can set constrains for the weightings of each class. Using these constraints, NaviPlan
determines new asset mixes that achieve a similar rate of return or standard deviation as the
suggested asset mix.

Reallocate assets in a plan 17
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To optimize the asset mix according to the efficient frontier

1. In the Asset Allocation Details dialog box, click the Customize Asset Mix button, and then
select the Optimize option. The Optimize dialog box opens. The Efficient Frontier line
shown in the graph indicates the highest expected return for a given level of risk
(standard deviation). An asset mix that touches this line is considered to be highly
efficient.

Note: Clicking any point on the Efficient Frontier line or on an asset mix shows the associated
return rate and standard deviation. Double-clicking a point on the Efficient Frontier line uses that
point as the new suggested asset mix. You can use this process as an alternative to manually over-
riding the standard deviation.

16% — Efficient Frontier

Cusrent - Not Rebalanced
Supgested Asset Mix

4 Assumed Asset Mix

+ Similar Risk to Curment

# Similar Retum to Current

14%

12%

- . c
= Efficient Frontier :
5 Standard Deviation (Risk) 16,32, |* Moderate Conservative

"as 10% Rate of Retum 12.2¢5, [ Moderate
[v4 Aggressive
45 * v u Agyressive
o 8%
™
o
6%
4%

2%
2% 6% 10% 14% 18% 22% 26% 30%

Standard Deviation (Risk)

Portfolio Statistics
[v] Cverride Standard Deviation
Similar  Similar
Return Risk
to to
Current Current Current Suggested Implemented
Return 7.31%|[ 1165%|[ 9.1
Risk 35 15.10%|| 10.53%

Suggested Asset Mix

Class Class
Class Name Percentage Class Name Percentage
Large Cap Value Equity  46.94% Emerging Markets Equity 13.12%
Intermediate Term Bonds 9.56% Short Term Bonds 18.64%
International Bonds 11.74%

Ok, Cancel

Figure 16: Goals section — Retirement category — Objectives page — Asset Allocation button — Asset Allocation Details
dialog box — Customize Asset Mix button — Optimize option — Optimize dialog box

2. Under Suggested Asset Mix, click the Individual Constraints button. The Individual
Constraints dialog box opens. If your clients want to maintain a minimum or maximum
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holding percentage for a specific asset class, or wish to exclude an asset class altogether,
you can define the range of asset class weighting constraints. Entering constraints can
prevent asset classes with favorable returns from dominating the asset mix or violating

common sense.

16% - — Efficient Frontier
14% |
12%
c ]
e
- ] 1 lusi
@ 10% | Asset Class Exclusion :
e ] Minimum Maximum Ium..lggm
‘B | Class Name Holdi Holding
o 8% Large Cap Growth Equity | 0. 100.00%|
g ] Large Cap Value Equity 0.0 ‘lDfJDD%
6% Mid Cap Equity 100.00%]
: small Cap Equity 100.00%|
4% - International Equity 100, |
| Emerging Markets Equity | ‘lDfJ“.DD‘}‘p;
294 L Long Term Bonds . ‘_IDD__._DLTI",-_'.:‘E
2% Intermediate Term Bonds | . | ‘lDfJDD%
Short Term Bonds ' 100.00%]
High Yield Bonds 100.00%]|
v i o
Portfolio Statistics International Bonds ‘_109:._00 fn‘
Cverride Standard Deviation Gash 2000
Similar  Similar Revert ko Defaults
Return Risk
to to Please indicate a reason for the exdusion:
Curientl Goint D Gunrint 4| | —==Tdtate aresson v The BXELson:
Return | #.31% 7 11.65%
Risk 15,10%|| 7. ¥ |
Suggested Asset Mix
Class
Class Name Percentage
Large Cap Value Equity  45.94% B L m
Intermediate Term Bonds 9.56% Shart Term Bonds pERCES
International Bonds 11,74%
Individual Constraints. .,
Ok Caniel

Figure 17: Goals section — Retirement category — Objectives page — Asset Allocation button — Asset Allocation Details

dialog box — Customize Asset Mix button — Optimize option — Optimize dialog box — Individual Constraints button —

Individual Constraints dialog box

3. Click Cancel three times to close all open dialog boxes.

Reallocate assets in a plan
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Reallocate assets

To compare the effects of asset reallocation on the clients” plan, go to the Goals section —
Retirement category — Scenarios page — Objectives tab. By default the Current Plan scenario
is displayed on the left side and the Recommended scenario is displayed on the right side.

The Recommended scenario represents the clients’ current plan with the reallocation to include
the suggested asset mix and any changes you made to the asset mix. You can modify the
values in the Return Rate or the Investment Profile fields, as needed, in the Recommended
scenario, and the Goal Coverage value updates accordingly.

Retirement Notes | v | Planning Assistank | Calculators = | Reports
Chjectives | Scenarios
Cbjectives | Savings | Transfers | Liquidation Strategies | Social Security | Annuitization | Additional Incomes & Expenses | Mew Accounts |
Scenario: [Current Plan v| add - | Delete  Seenario: IRecommended v| add v | v Recommend Scenario | Delete
Scenario Name Scenario Name Recommended
Mick's Retirement Age Mick's Retirement Age 62 4+~ 0/= 82
Lisa's Retirement Age Lisa's Retirement Age 62 4+~ 0/= 82
Nick Lisa Nick Lisa
Life Expectancy Life Expectancy O O
Inflation Rate for Plan Inflation Rate for Plan O
Investment Objective Investment Objective
Investment Profile Return Rate Return
Pre-retirement Investment Profile Rate
Retirement Pre-retirement O
Fixed Discretionary Retirement ]
Annual Retirement Expenses Fixed Discretionary
Annual Retirement Expenses 100% 100%
Goal Coverage Goal Coverage
36% [& what Are My Options? 100% [& what Are My Options?
Scenario Probability. .. T T S e Scenario Probability. .. T T S e
More details... SRl More details... SRl
Scenatio Reports Scenatio Reports
Other Goal Coverage Other Goal Coverage
Cash Flow: B Pre-Retirement Cash Flow Cash Flow: B Pre-Retirement Cash Flow
Education: in's B jon (51%) Education: M Kevin's Education (56
Major Purchase: W Vacation (27%:) Major Purchase: W Vacation (23%:)
Emergency Fund: B Emeroency Fund (0%:) Emergency Fund: B Emeroency Fund (0%:)
Survivor Income: Client Co-Client Both Calculate Survivor Income: Client Co-Client Both Calculate
Disability Income: Client Co-Client Disability Income: Client Co-Client
Long-Term Care: Client Co-Client Long-Term Care: Client Co-Client
Estate Planning: Estate Planning Estate Planning: Estate Planning
Modify Goal Funding Strategy... | Manage Scenarios. .. |

Figure 18: Goals section — Retirement category — Scenarios page — Objectives tab

Note: It might be a good idea to use different profiles or asset mixes for different asset types, since
asset mixes generate returns that are taxed differently.
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View the effects of asset reallocation on the plan

Using some sections of the Financial Needs Summary client report, you can present to your
clients the effects of changing their current asset mix to a suggested asset mix.

To generate the Financial Needs Summary client report

1.
2.

SRR NS

Go to the Results section — Client Reports category — Client Report page.

For Financial Needs Summary, click the Select Document Sections button. The Select
Document Sections dialog box opens.

Click the Select None button.
Select the Appendix check box, and then click the plus sign to expand the report section.
Clear all check boxes under Appendix, except for Asset Allocation Details.

Expand the Asset Allocation Details report section, and then select the Risk Tolerance
Analysis and Asset Allocation Modifications check boxes.

P Instructions

Disclaimer
| Scenario Probability Assumptions
[ introduction
[¥] Tax Considerations
[(net warth
[T cash Flow
|:| Income Tax
B[] asset Allocation
[ Efficient Frontier
[v]Projected Range of Returns
[ retirement
[ Education
[IMajor Purchase
[Cemergency Fund
[IMonte Carlo
[T pisahility Insurance
[CLife Insurance
[Long-Term Care
[T Estate Planning
[ Action Plan
[ condusion
\_f Important Terminology
= [v] Appendix
|:| Retirement Scenarios
[T Education Scenarios
[ Major Purchase Scenarios
[C1Emergency Fund Scenarios
[ Appendix Life Insurance Scenarios
[] appendix Disability Insurance Scenarios
|:| Appendix Long Term Care Insurance Scenarios
[CPlan Data Summary
B [¥] Asset Allocation Details
[+] Risk Tolerance Analysis
[v] asset Allocation Modifications
[ pelivery Acknowledgement

Save as Template... | Select Al | Select None | Generate Report: | ok Cancel

Figure 19: Select Document Sections dialog box
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7. Click the Generate Report button.

The Important Terminology section of the client report provides a glossary of terms that you
can show your clients to help them understand the suggestions you have recommended.

Important Terminology

Current Plan

The Current Plan consists of information provided and reviewed by you and serves as the basis for some of
the assumptions used in the Proposed Plan.

Proposed Plan or Recommended Plan

The Proposed Plan or Recommended Plan is a system-generated plan that is projected based on achieving
your stated goals by applying the additional assumptions contained within the recommended scenarios.

Scenarios

A scenario is a modification of assumptions based on the Current Plan. A recommended scenario is
incorporated info the Proposed Flan or Recommended Plan.

Rate of return (Current - Not Rebalanced)

Current - Not Rebalanced does not rebalance the accounts linked to a goal. Each account linked fo a goal
maintains a separate rate of retumn.

Rate of return (Current - Rebalanced)

Current - Rebalanced rebalances the accounts linked to a goal and uses the weighted average rate of return
of the linked assets.

Rate of return (suggested asset mix)

The rate of refurn that is calculated based on the investment profile as determined by answers to a risk
tolerance questionnaire.

Rate of return (proposed plan)

The dollar-weighted average rate of retumn of the asseats that are used in the Assumed/Suggested Asset Mix.
-~ . e Rafy ™ol assypgt-tslagescet miggpeste.

Figure 20: Financial Needs Summary client report — Important Terminology
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The Asset Allocation section of the client report compares the clients’ current asset mix and the
suggested asset mix for the entire portfolio (all accounts and goals are included). Note that for

the suggested asset mix, the pre-retirement and retirement mixes are different.

Asset Allocation

Thease pie graphs illustrate your current asset mix and suggested asset mix for your entire porifalio.

Current Asset Mix Suggested Asser Mix* Suggested Asset Mix*
Pre-Retirement Retirement
Blended Mix Blended Mix

Ratz of Retumn TA45% Rate of Return 11.45% Rate of Return 7.30%

Standard Deviation 14 20% Standard Deviation 18.20%| Standard Deviation 8.48%
“Medifications have be=n made to the suppested asset ma; please se= e Asset Allocation Modifications page at the end of this client
report for details.

The table below pravides a breakdown of the percentages and dollar values for each asset class in the
current and suggested portfolio. The Change column indicates the rebalancing required to reach the
suggested asset mix.

Suggested Asset  Assumed Asset

Current Asset Mix Mix Mix
Pre-Retirement Retirement
Asset Class (%) 18) [ ($) (%)
Large Cap Growth Equity £ 270,500 -75.7 i 175 52,500
Large Cap Valus Equity . 2,500 +21.6 224 67.500 133
Mid Cap Equity +136 138 40,750 6.5
Small Cap Equity +115 +34500 115 34,500 35
International Equity +222 +66.500 222 86,500 aT
Emerging Markets Equity +4.8 +14,500 4.8 14,500 18
Long Term Bonds +0.5 +1,500 0.5 1,500 85
Intermediate Term Bonds +5.7 +HT.000 57 17,000 18.7
Short Term Bonds 0.8 42,500 0.8 2,500 17.5
High Yield Bonds +0.3 +750 03 750 38
International Bonds +0.3 +750 03 750 30
Cash 6.0 18.000 56 -16,750 0.4 1,250 71
100.0 300,000 +0.0 +0 100.0 200,000 100.0

Lo pamtetion ol “'M'W*W\WM“N """“""\.f

Figure 21: Financial Needs Summary client report — Asset Allocation

The Efficient Frontier Analysis section of the client report refers to all of the investment
portfolios that provide the highest return for a given amount of risk (measured by standard
deviation), which are shown in the graph by a line. The plots on the graph are defined as
follows:

A light blue diamond denotes the clients’” current portfolio.

If the Efficient Frontier line is above this portfolio, the clients may be able to obtain a better

rate of return for the level of risk they are willing to accept.

The yellow circle denotes the clients” proposed portfolio.

Alternative model portfolios are also plotted on this graph. These additional points on the
graph illustrate the risk and return associated with the other portfolios. Only those
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portfolios along the Efficient Frontier line provide the clients with the greatest potential
return for a given level of risk.

Exercises

The exercises have been designed specifically for this module and assume that you are
working with the original data in the Brown Asset Allocation assessment. Before starting the
exercises, duplicate the Brown Asset Allocation assessment, rename the duplicate with a
meaningful name (e.g., Asset allocation training), and use it to complete the following
exercises.

Hint: All copies of plans are managed in the Plan Management section — Plan List category.

Exercise 1: Establish the clients’ current asset mix and interpret

the Asset Allocation client report
To find the answers, see “Answers to asset allocation exercises” on page 27.

1. Nick and Lisa tell you they are unsure whether their investment portfolio is well
diversified based on their risk tolerance. At this point, they have not stated their financial
goals. In this situation, which of the options below is the best tool to analyze the clients’
risk level during a client meeting?

a) Level 1 Plan
b) Level 2 Plan
c) Level 3 Plan
d) Calculators
e) Asset Allocation Assessment

f) Financial Assessment

N

To analyze their current asset allocation mix, what financial information do Nick and Lisa
need to provide you with?

a) Financial objectives

b) Level of risk tolerance and investment asset information (account type, market value,
asset class weightings, return rates)

c) Incomes, expenses, and tax information

d) Existing insurance coverage
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3. Nick and Lisa have provided you with the details of Nick’s non-qualified mutual funds,
allowing you to now complete your analysis. Enter the following account details into the
Asset Allocation Assessment using the detailed accounts mode:

Plan Type Owner . Asset Class Employse Employer
Description i || Rt Q‘"E'(‘}, Value Cost(gasm Weightings OR Monthly Manthly
529 Flan, etc.) member) Rate of Return Savings Savings
Stock Assetf (100% Emerging Market Equities) Mon-gualified Mick 515,000 $11,500 100% Emerging... | 50 30
Mutusl Fund (75% Mid Cap Equity, 25% Cash) Non-qualified Hick 525,000 322750 75% Mid Cap. 50 30

4. Generate the Asset Allocation client report to verify that the new holdings are included on
the Account Details page.

Exercise 2: Reallocate assets in a plan
Before starting this exercise, duplicate the Brown Base Details Level 3 Plan, rename the

duplicate with a meaningful name (e.g., Asset allocation training), and then use it to complete
the following exercise.

Hint: All copies of plans are managed in the Plan Management section — Plan List category.

To find the answers, see “Answers to asset allocation exercises” on page 27.

1. In your last meeting with the Browns, you had asked them to start thinking about their
financial goals. In today’s meeting, they shared their financial goals with you and would
like you to help them with their retirement plan. You have gathered the details of their
retirement objective and have returned to the office to analyze their situation.

List the main steps you would follow in NaviPlan to enter Nick and Lisa’s retirement goal
details, and make recommendations regarding their asset allocation for pre-retirement
and retirement.

N

You would like to recommend to Nick and Lisa that they reduce their risk level on all their
retirement accounts once they reach retirement. In the Brown’s Base Details Level 3 Plan,
make the necessary changes to their investment profile.

Hint: To edit additional asset allocation details for the retirement goal, go to the Goals section —
Retirement category — Objectives page.

HANDS-ON EXERCISES

Exercises 25



NaviPlan Standard Online/Offline Self-Study Guide

3. Generate the Financial Needs Summary client report with the Asset Allocation Analysis report
section included. Describe how you would present the results to your clients.

Conclusion

This module has enabled you to
* Assess your clients’ risk tolerance and determine an appropriate asset allocation mix

* Enter accounts in an Asset Allocation Assessment to capture the current asset
allocation mix

* Assess your clients’ risk tolerance

* Compare the current asset mix to the suggested asset mix using the Asset Allocation
report

¢ Promote the Asset Allocation Assessment to a Level 3 Plan

* Modify suggested asset mix details for the retirement goal

HANDS-ON EXERCISES

26  Conclusion



Asset allocation

Answers to asset allocation exercises

Exercise 1: Establish the clients’ current asset mix and interpret
the Asset Allocation client report

1. e) Asset Allocation Assessment — The Asset Allocation Assessment is the best tool to
analyze the clients’ risk level during a client meeting.

2. b) The financial information that Nick and Lisa need to provide you with is the level of

risk tolerance and investment asset information (account type, market value, asset class
weightings, return rates).

Exercise 2: Reallocate assets in a plan

1. The main steps you would follow in NaviPlan to enter Nick and Lisa’s retirement goal
details, and make recommendations regarding their asset allocation for pre-retirement
and retirement, are as follows:

a) Promote the Asset Allocation Assessment to a Level 2 or Level 3 Plan.
b) Go to the Goals section — Retirement category — Objectives page.
c) Enter the retirement goal information.

d) Click the Asset Allocation button to customize the asset allocation for pre-retirement
and retirement.

3. Answers will vary.
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