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Manage and allocate assets

Manage and allocate assets

This self-study guide describes how to capture your clients’ current plans for asset management and
reallocation.

Learning objectives
This module will enable you to

* Assign assets to retirement, survivorship, education, or accumulation goals
* Designate assets intended to receive surplus and lump-sum income

* Model the sale of, or downsize, a current residence

* Designate the order in which assets are to be redeemed to cover goals

* Specify your clients” current asset reallocation plans

* Interpret distribution and reallocation output

This guide will show you how to easily assign an asset to a goal. You will learn how to completely
control the order in which assets are redeemed. You will learn how to reallocate assets at various time
periods to keep asset classes with higher rates of return from dominating the portfolio over time.
Lastly, you will learn to use reports to explain how assets may be distributed and reallocated.

Learning tools

This module includes practice exercises, using one of the sample clients provided in the application.
These exercises have been designed specifically for this module and assume that you are working
with the original data in the Sample 2 - Comprehensive case. Any changes you make to the case will not
be saved.

Use the steps below for guidance:

1. Open a sample case from the File menu or from the Welcome screen.

2. Click Open beside the Sample 2 - Comprehensive case.

Learning objectives 1
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Assign assets to goals

[ Profiles Professional - Comprehensive [{Sample Case]

File Edit Input ©Output Tools Preferences Help

P HDAEERCaBE X e
Profiles Professional / Asset Distribution )

Case Setup
Client Data

Portfolio Assets

Income & EXpenses

| Designate Key Assets |
Assets & Liabilities

Insurance Coverage

Objectives
Asset Planning - =

Bank of 50 Checking $4.000

Bank of SO Savings $15,000 Mew Car

) Ahlas Retiement Plan $82.000

R EHE e TS Medical Center 403) 475,000 [
Client Presentation
Planning Preferences Hard Assets

Mame Market Value Disposition
Oceanzide Rental House Investment Property $425.000 Hold
Carlsbad Harne $600,000 Sel
Cain Collection $7.000 Hold
Tam's B $60,000 Hold

Figure 1: Asset Planning category — Asset Distribution screen

The Asset Distribution screen allows you to designate which assets and holdings are available at
retirement and death, and to assign assets to a particular goal, such as education or accumulation.
You can also remove an asset from funding retirement and survivorship by clearing the appropriate
check box.

By default all portfolio assets are available for both retirement and survivorship; the total market
value of the asset is available to be liquidated when these events occur.

In the Education column, you can specify which asset will fund the education goal. In the
Accumulation column, you can select a specific accumulation goal. You can reserve a portfolio asset
for either education or accumulation, but not both. Clicking the Designate Key Assets button opens the
Designate Key Assets screen, which is described on page 3.

2 Assign assets to goals



Manage and allocate assets

Hard assets include real estate property, personal property, and business assets. The Disposition
column displays either the word Hold or Sell, depending on whether or not a sell strategy has been
implemented. Clicking the Sell Strategy button opens the Sell Asset Detuails screen, which is described
on page 5.

Designate assets intended to receive surplus and lump-
sum income

Designate Key Assets

The list below contains the assets which are available for retirement and at death and have not been reserved for a goal.
The Surpluzs Income Asset will receive excess income, including RMD, after total needs have been met. The Lump-Sum
Azzet, will receive amounts from insurance, lump-gum income sources, proceeds from the sale of hard aszets, etc.

Mame Surplus Income Asset | Lump Surm Asset

(] O
O O
O 7
] M
O

Batk of 5D Checking

Al Charter &

C&-Tax Free Muni Bond Fund
Evergreen Balanced &

toney Market Fund

Figure 2: Asset Planning category — Asset Distribution screen — Designate Key Assets screen

On the Designate Key Assets screen, non-qualified assets that are available for retirement or
survivorship, but not linked to an education or accumulation goal, can be designated to receive
surplus income and lump-sum funds, such as inheritance or life insurance proceeds. Assets that can
be used to receive these funds include bank accounts, investment accounts, and deferred annuity
accounts. Only one account can be selected in each column.

*  Surplus Income Asset — If inflows exceed outflows, any excess income is directed to this asset,
including required minimum distributions, after total needs have been met. This applies
regardless of who owns the asset.

Hint: On the Planning Preferences category — Needs Preferences screen, you can choose to assume
that surplus income is spent, not saved. This will apply until age 70.5, at which time the surplus is
assumed to be saved due to required minimum distributions.

Designate assets intended to receive surplus and lump-sum income 3
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* Lump Sum Asset — Funds such as an inheritance, life insurance proceeds, lump-sum income
sources, and proceeds from the sale of a hard asset, are directed to this asset. This applies
regardless of who owns the asset.

Hint: It may be helpful to create a placeholder asset with a zero dollar current market value for the
sole purpose of holding surpluses and lump-sum incomes.

In Comprehensive and Express modes, these strategies are illustrated in retirement and survivorship
reporting only. In Detailed Cash Flow mode, these strategies are illustrated in all years.

4 Designate assets intended to receive surplus and lump-sum income
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Model the sale of, or downsize, a current residence

Sell Asset Details

Mame of &sset to Sell Carlsbad Hame
Current Market W alue $E00,000
Current Liability $480,692
Tiring of Sale m

+/-Tearz |_1 Ages 43/39

Sales Expense

Future Dollar Amount [2.g.. closing costs) $10,000

Percent of Market Yalue [2.9.. commizzions] |—3 E
Treat az Primary Residence for Tas Purpozes v
Fieplacement Rezidence, if Downzizing Add/Edit Future Loan | ]_50 i
Sell at Death in Survivor Meeds Analyziz Client &'s Death [

Client B's Death |

Dielete Sale

Figure 3: Asset Planning category — Asset Distribution screen — Sell Asset Details screen

On the Sell Asset Details screen, you can enter the sale details, such as the timing of the sale (based on
an event or specified year), and expenses such as closing costs and commissions. If a liability is linked
to the asset, it will be paid off at the time of disposition.

If the sale is part of a strategy to downsize the clients” residence and then invest the proceeds, enter
the size of the replacement residence in the Replacement Residence, if Downsizing field. For example, if
the new home costs 75% of the projected value of the original home, enter 75%. The resulting 25%
difference, less expenses, liabilities, and taxes, will be invested in the lump-sum asset. The option to
downsize is only available for Residence type assets.

Model the sale of, or downsize, a current residence 5
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Designate the order in which assets are to be redeemed to
cover goals

I Profiles Professional - Detailed Cash Flow [(Sample Case)] [=](E3]
File Edit Input Output Tools Preferences Help

PAHYREEE RCaAE RO
Profiles Professional / Distribution Orde r\

Case Setup
Client Data

|Eustc-m Order ﬂ

{ Defer Income T axes
Feduce IRD at Death

Sart Specify the method in which assets should be ordered

Income & Expenses

Marme

Looe e & L rliiee 1 Middieton Bark Checking Joirt
IINSIFENER EOEEFEEE 2 Brokerage Account Ireestment Accout Cligtt & $127.800
Objectives 2 Gordor's Roth IR& Roth IR Dlient & 356,200
Asset Planning 4 Retirement Annuity Deferred Annuity Client & $E5.000
5 Brenda's [Rid 1313 Cliert B $100.000

szat Allocation 5 Brenda's 407(k) a0 (k) Client B $93.000
Recommendations 5 Gordon's 40 (k) 401 k) Cligrt & $198,000

Client Presentation

Planning Preferences

Back Hext

Figure 4: Asset Planning category — Distribution Order screen

On the Distribution Order screen, you can control the order in which investment assets will be
liquidated to cover retirement or survivorship needs, by assigning an order number to each asset.
Note: Pre-retirement needs are only covered in Detailed Cash Flow mode.

From the Specify the method in which assets should be ordered list, three distribution order options are
available:

* Defer Income Taxes — Orders assets in the most tax efficient manner. This is determined by asset

type. For example, bank accounts are distributed before investment or qualified assets. This
option is selected by default.

6 Designate the order in which assets are to be redeemed to cover goals
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* Reduce IRD at Death — Reorders the list so that qualified assets are used prior to other investment
assets to reduce the income in respect of a decedent.

* Custom Order — Allows you to control the distribution order of each asset (the Order column
becomes accessible).

When assets have the same distribution order number, they form a group of assets. Distributions are
pro-rated, based on the market value of the accounts, between all assets in that specific group until
the group is exhausted. For example, if all bank accounts have a distribution order of 1, distributions
are pro-rated between all accounts, based on market value, until there is no money left in the
accounts. Note that assets retain their original tax characteristics and return rates. Only when a group
of assets is completely liquidated, and funds are still needed, will the next group be formed. For
example, if all investment accounts have a distribution order of 2, they are used only when all the
assets with a distribution order of 1 are depleted.

Designate the order in which assets are to be redeemed to cover goals 7
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Specify your clients’ current asset reallocation plans

M Profiles Professional - Comprehensive [(Sample Case)] g@

File Edit Input OQutput Tools Preferences Help

P HYAEE R RECEmME N
Profiles Professional / Asset Allocation )

Case Setup
- Enter the client's current azset allocation plans for their portfalio in the table below. To recommend reallocation to the

Client Data ) ; !

client. use Retirement Scenarios o create a new caze.

Asset Allocation Plan

Income & Expenses
Assets & Liabilities

Group Fortfolio Beginning At

Insurance Coverage
Dbjectives Fietiremeatt Sccounts Lo rigk/return Retirement

0
Asset Planning Survivar Accounts - A Dies Low to Medium risk return - Today 0
0

Survivar Accounts - B Dies Loy to Medium riskAreturn Today

Azzet Allocation

Recommendations Add Portfolio

Client Presentation Available Portfolios

Planning Preferences Mame Expected Return -
Lo rigkreturn 5.4 |=,_/'| x
Lowe to Medium rizk/return .08 EI x
tedium nisk freturm 2.81 E/'I x
Mediurm to High risk return 14 & X
High risk Areturm 163 [ i

Figure 5: Asset Planning category — Asset Allocation screen

The Asset Allocation screen allows you to reallocate groups of assets throughout the case at different
time periods. In the Group column, you can select, for reallocation purposes, a group of accounts
allocated to a specific objective. In the Portfolio column, you can select the portfolio to which you wish
to reallocate the assets. The suggested portfolios are based on the Ibbotson Asset Allocation model,
but also include new portfolios that you have added. In the Beginning At column, you can indicate
when the reallocation event occurs. You can also offset the reallocation event by entering the desired
number of years in the +/- Years column.

You can reallocate a group of assets throughout the case using different time periods. For example,
the Retirement Accounts could be reallocated to a High asset allocation beginning Today. Then they
could be reallocated to a Medium asset allocation beginning at Retirement, and to a Low-to-Med asset
allocation fifteen years after retirement (Retirement +15).

8 Specify your clients’ current asset reallocation plans
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If the same assets are reserved for several goals, the asset reallocation of the goal that occurs first will
take priority. For example, the education goal asset reallocations remain in place until the goal is
complete. The retirement reallocation will then occur for that account.

The list under Available Portfolios is based on Ibbotson’s suggested portfolios. These portfolios cannot
be edited. However, you can add your own custom portfolios as needed by clicking the Add Portfolios
button.

Note that the output pages will reflect the reallocation strategies modeled here. When generating the
Asset Allocation Time Horizon - Retirement Accounts presentation page, the retirement scenarios
previously mentioned on the Asset Allocation screen will appear.

If you want to make recommendations for your clients to reallocate their retirement accounts and see
the effects on their retirement objective, they should not be entered here. Recommendations can be
entered on the Retirement Scenarios screen where multiple What-if scenarios can be created and
compared. Refer to the Retirement Accumulation Analysis self-study guide for more information on
the Retirement Scenario screen.

Specify your clients’ current asset reallocation plans 9
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Generate the Asset Allocation Time Horizon output page

Asset Allocation Time Horizon
Retirement Accounts

Asset Allocation Over Time

2008 2012 2016 2020 2024 2028 2032 2036 2040 2044 2048 2052 2036 2060 2064
M Unclassified M Cazsh O Boods O Stecks

$2500.00 Fortfolio Value Over Time
£2,000,00
$1,500,00
$1,000,00
$500,00
go VLD PP

This analysis compares the expected aszet allocation over ime to the portfolio value. Yearly, the percentaze held in
Swocks, Bonds and Cash may be impactad by factors, including: the growth rates of the asset classes; the muing of
coamibutions withdrawals, the smount of fixed assets (e g., fixed annuites) and variable assets {e.g., nnrual funds);
portfolio rebalancing: and reallocations (as indicatad below).

Year to Reailocate Neme of Reallocation Porgfolio Expectad Return
Currenr Current Asset Allocation 4.38%
l 2031 | Low Risk/Renm | 5.41%)]
Tesss sesalts are bypotbetical and am ot 2 promise of futurs perfonomes. 5 contain some form axd degree of sk thet imeston

shold careSally comsidar priee to investing. Upse redsmptos, =2 princgal v
parchased.

cis and bonds may be woeth mers or loss than whes

& 2008 Tebotsen Associates, Ic., 2 wholly cwned suhss
prepristary assat allocation cooks for sducasiomal purpass:

ights sesarved. ELSI as szgaged Thbotsan to develep

+ of Merningstar, Tnc 5
b alicezis for use thareod.

Tobotson bas gramsed

Thomas and Marilyn Clark

» X Profiles

Figure 6: Client Presentation category — Reports dialog box — Asset Allocation — Allocation of
Retirement Accounts — Asset Allocation Time Horizon - Retirement Accounts (presentation page)

The graph on this page visually helps the clients to understand asset allocation between stocks,
bonds, and cash, as well as portfolio values over time.

The text and table explain asset reallocation, and identify reallocation points and portfolios for each
individual time period.

10 Specify your clients’ current asset reallocation plans
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Rebalance assets annually

™ Profiles Professional - Comprehensive [[(Sample Case]]

File Edit Input Qutput Tools Preferences Help

PAHPNEGBRCAEIXO

d L ~y
Profiles Prof es/%/ Asset Allocation Settings
Ej:;f:t:iznr . Agzet Allocation Management | Separate Allocation for each Objective j

Rebalahce Managed Accounts v
Uz Ibbatzon Capital Market Azsumptions v
Client Data
Income & Expenses Class Ibbotson E: ted Return
Assets & Liabilities Large Cap Growth Stocks 10,46
Insurance Coverage Large Cap Yalue Stocks 12.25
Dbjectives Mid Cap Stocks 1255
Asset Planning Small Cap Stocks 15.06
Recommendations International Stocks 109
Client Presentation Emerging Market Stocks 14.26
Planning Preferences Long Term Bonds 480
Intermediate Term Bonds 4.0
Short Term Bonds 33
High *ield Bonds E.E5
International Bonds 4.2
Cash 282

Figure 7: Case Setup category — Asset Allocation Settings screen

The Asset Allocation Settings screen allows you to modify how asset allocation is managed. The option
selected from the Asset Allocation Management list determines which groups of assets are available for
reallocation on the Asset Planning category — Asset Allocation screen. There are several options to
choose from.

By default, Separate Allocation for each Objective is selected. The asset allocation options are grouped
according to each objective included in the plan (for example, the retirement goal and the education
goal, as well as any accumulation goals, if applicable). Other options include One Allocation for All
Accounts, Separate Allocation for Qualified vs. All Other Accounts, and Separate Allocation for Each
Account.

The Rebalance Managed Accounts check box rebalances accounts annually between reallocation points.
This check box is selected by default. The following example demonstrates the usefulness of this

Specify your clients’ current asset reallocation plans 11



Profiles Professional Self-Study Guide

feature. If you reallocate to an 80% stock/20% bond portfolio, the stocks will likely outperform the
bonds after one or two years. Your assets will move to an 85% stock/15% bond split, changing the
original asset allocation settings. Over time the allocation becomes skewed. When the Rebalance
Managed Accounts check box is selected, Profiles Professional adjusts the asset holdings each year to
maintain the selected portfolio. You can use the Asset Allocation Time Horizon - Retirement Accounts
presentation page (shown in Figure 6) to help clients understand the importance of rebalancing and
meeting annually to update their case.

12  Specify your clients’ current asset reallocation plans
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Interpret distribution and reallocation output

You can use the output pages to explain asset distribution and reallocation to your clients. The first

page of the Risk Tolerance Assessment audit report explains how an appropriate asset allocation is

derived based on the clients’ needs.

Part 1: Risk Tolerance Profile
TWhat is your appetire for risk?

nisk tolerance score, and the indicated profile, follow:

returns that significantly exceed inflation are associated with a kigher degree of risk

Which of the fallowing portfolios is most consistent with your philosophy?

a hugh degree of nsk. (18 poimss)
hagh to moderate degree of nsk. (12 pomnss)
moderate degree of risk. (6 pomts)

points)

$100,000 and the possibility of losing meney (ending value of less than $100,000) cvera

Probabilities After 1 Year
Possible Average Chance of Losing
Value at the Meney at the

End of One Year End of One Year Score
a. Portfolio A $106,000 16% (0 poiats)
b, Portfolio B $107,000 % (8 poants)
. Portfolio C $108,000 25% {12 points)
d. Portfolie D $109,000 8% {18 points)

Below are the questions from the Risk Tolerance Questionnaire as well as your answers (shaded). Yous

1. Inflaton, the rise n prices over ime, can erode your mvestment retum. Long-tenm investors
should be aware that, of portfolio returs are less than the inflation rate, thewr ability to purchase
goods and services m the future maght actually decline. However, pontfolios with long-term

a. Portfolio 1 will most likely exceed long-term wnflation by a signficant margin and has
b. Portfolio 2 will most likely exceed long-term mflation by a moderate margsn and has a
. Portfolio 3 will most likely exceed long-term inflaticn by a small nargin and has a

d. Portfolio 4 will most likely natch long-term inflation and has a low degree of risk. (0

2. Postfolios with the highest averge retumns also tend to have the highest chance of short-term
losses. The table below provides the average dollas return of four hypothetical mvestments of

one-year holding period. Please select the porlﬁolm.: with which you are most comfertable.

Part 2: Time Horizon Score
Meazuring the impaci of time on your asser allocation cheice

Diffegent chjectives may have different time horizons. You may be planning for an scounmulation
objective that is nght arcund the comer, while also planaig for ancther that 15 off m the distance,
Fusthermore, cbjectives can have varying durstions - those that are single sum or short ferm versus those
that may Iast for a mumber of years.

For each accumulation cbjective, the following rwo questions were answered and the points iotaled ic
azrive at a time horizon score. Those scores aze recorded below.

1. When do you expect to begin withdrawing money for your objective?
a  Lessthan 1 year (0 points)
b 110 2 years {1 peint)
[ 3 1o 4 years (3 peints)
d 312 7 years (7 points)
- 810 10 years (9 peants)
f 11 years or more (11 poines)

2. Once you begm withdrawing meney for this obyective, how leng do you expect the withdrawals
1o last?
a  Iplan o iake a lump swm distibution (0 peints)
b 110 4 yvears (2 peints)
[ 510 Tyears (4 peints)
d Sto 10 years (5 posats)
&

11 years or more (6 poines)

[ Tinre Horizon Score 1
| Objective Name [ _Score
Retrement |

Figure 8: Client Presentation category — Reports screen — Asset Allocation — Risk Tolerance Assessment (audit pages)

Part 1 of the report shows the clients” answers to the questions, the weighting given to each answer,

the clients” overall score, the suggested portfolio, as well as the portfolio description. The clients’
tolerance for risk is indicated by a description highlighted gray. The clients” overall score is based on

their answers to questions regarding their comfort level when investing. There are six questions in

total. Based on the answers to each question, a score for risk tolerance and a suggested profile is
determined. In the example in Figure 8, the clients fall into the profile of Moderate Aggressive, with an

emphasis on wealth accumulation.

Part 2 of the report shows the scores of each goal based on the Time Horizon questions (the start date

and the duration of the objective).

Interpret distribution and reallocation output
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Recommended Allocations
Finding the best allocation for each objective

Time Horizon Fecommended
Score Range Asser Allocation Porfolios
Eink Tolerance Profile: .
Moderate Agsressive Low Risk/Retum
The table o the nght will help 1-2 ‘
detenmine the mght aszet allocation. For Stocks = 20%%
each objectve, look up the dme horizon —
score in the left column. 1
Based on your risk tolerance profile. the
shaded rows oo the table are considered .
100 risky for you, rezardless of the time Low-to-Med RisloEetun
horizon. Fows that are not shaded are
available to help you meet your varicas 35 ‘
objectives - Stocks = 40%
Bonds = 53%
Medinvm FiskFetuwn
6- Stocks = 60% ‘
Bonds = 35%

Med-to-High Risk/Fetun

Stocks = 20%
Bonds = 20%

High Risk/Return

Mot
Avvailable Stocks = 95%
Bond: = 3%

Figure 9: Client Presentation category — Reports screen — Asset Allocation — Recommended Allocations (presentation page)

The Recommended Allocations presentation page illustrates the clients’ risk tolerance profile of
Moderate Aggressive. The table helps determine the right asset allocation for the suggested profile,
based on the time horizon. In other words, it combines Part 1 and Part 2, to indicate which allocations
are appropriate. The clients’ risk tolerance profile remains the same, but the recommended
allocations may differ based on the time horizon.

14 Interpret distribution and reallocation output
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Reallocation Details
Retirement Accounts

In the table below, the porifolio is allocated into varous asset classes. When assets hava pot been classifiad into
one of the azset classes listed, those values will be found in the row labsled Unclassifisd. The Expected Retm and
Risk rows apply only to the poriion of the portfolio that has been classified. The Cwrrent column illastrates how
thiz portfolie is allecated today. For the column(s) to the nght. a reallocaiion i3 expecied to ooour in the year
indicated. Additional descriptions for each reallocation can be found below the rble

The reallocation percentagss rapresanr the desired amovmes. Acnial amounts may differ due to $10,000 of fined
aszets {a.g , fized armmity, bank acomumt) m this portfolio that cannot be reallocated

Asset Reallocations

Asser Class Currems 2007 2932 27
Largs Cap Growth 30.70%% 19.00% 12.00% E.00%
Large Cap Vale 18485 23.00% 1800 13.00%
Mid Cap Equities 3.58% 14.00% 200 5.00%
Small Cap Equitics 24T% 11.00% 500 3.00%
Ief] Equitiss 2.73% 23.00% 13.00% 10.00%
Emargizg Maskots 0145 5.00% 100 0.00%

Toeal Stocks: S112%, S0y LI 40.00%
Lozg Tarm Bonds 0.02% 0.00%: 6.00% R00%s
Intarmedizie Term Somds 6.00%: 5.00% 10.00% 15.00%
Shert Term Beads 31.63% 0.00% 13.00% T2.00%
High Vield Boads 0.00% 0.00% 100 4.00%
Intl Bomds 0.03% 0.00% 100% 3.00%

Toreal Bond: 156R% F00%% 350 F3.00%

Tatsl Cash

Totsl Allecaied Portfolio !
Expscted Fatirn 1.3T% 11.45%; A% 6.88%
Standard Deviatios (Risk) 10.45% 1E.B3% 1218% B.61%

Eeallocation 1 in year 2007

Paorifolic Name: Hizh

Description: Thiz porifolio seeks substantal wealth aconemdation and its promary zeal i3 intended for imvestars whe haws a
long tme horizon. Those who imvest in this pomialio mnst be comfor@ble with expersncms freguent shart-temm loss and
amems valaiility in perttalio vabee to ackhieve high remums over the lonz-tem.

Eeallocation 1 in year 2032

Portfolic Name: Medium

Description: This porifolie 15 desizned for those wha are equally concemed with ni:k and reumn. This partfolie is miendad
o provide remames that are expecied to ourpace inflarion ower the long-tem. Those imvesting in this porifolio should ba
comfortable with flucradens in the pentfolio”s value and eccasional shor-tem loss

Eeallocation 3 in year 2047

Portfolic Name: Low-to-Med

Description: "This pertiolio primartly atiempds to aveid shor-tem Loss, bat sill seeks somewhat higher reioms over the
lomz-term. To achievs higher petential retums some flucmations in mvesmen: valus are o be expecizd ”

Figure 10: Client Presentation category — Reports screen — Asset Allocation — Allocation of Retirement Accounts — Reallocation
Details - Retirement
Accounts (audit page)

The Reallocation Details - Retirement Account(s) output page illustrates, at different time periods, the
asset allocation of the clients’ retirement accounts. The table shows the allocation of current assets (if
allocated) and each of the subsequent reallocations. The level of detail in this audit report is helpful
when used with the Asset Allocation Time Horizon presentation page (shown in Figure 6), as it
provides supporting information.

Interpret distribution and reallocation output 15
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Efficient Frontier
Retirement Accounts

14
# Unrealistic
12
—_ o
oy 2007
&
E 10
=] o
u 2 2032
- ]
) iy Current
4 L
# Inefficiant
- 4 6 g 10 12 14 16 12 20 7
Rask (%)
— Efficises Fromtier W Cumsnt O Faallecamoa(s)

This char illustraces the allocation(s) for this pomfolio along with the Efficient Frontder. The Efficient Frontier
represents the highest return an allocarion may receive for aoy level of misk. The meffoenr allocation (lowsr
diamond) offers stock market-type risks and savings account reums, while the wrea one (upper diamond)
affers stock market-type remams and savings acconnt risk. All allocadons will (realistically) fall below the line, with
the more efficient ones approaching the line

Compare your Current allocation with the Effictent Fronter. If the point can move up and to the left before hitting
the lime. ther better renums may be possible for the risk - or lower sk for the reum.

Yaur o Reallocare Nama of Reallocation Porjfblio
2007 High
2031 Mediim
2047 Low-to-Mad

Uil with perssiasion. © 2007 Dibotsim Assaciales, Ine. ATl rights seserved. EIZ] bas engaged Tibsstin 15 develop proprictary aset allscition
ek for the prarpase of providing sluzilio wnd guidine. ibetsis has grsted E1S1a liconse fir wee theresd. Some wsets in thia sepen Bave
been clussifiod bued oo reirma-based atyle analyss wnd ofbess Bave been mansally elissilied

Figure 11: Client Presentation category — Reports screen — Asset Allocation — Allocation of Retirement
Acounts — Efficient Frontier - Retirement Accounts (presentation page)

The Efficient Frontier - Retirement Account(s) output page illustrates the relative risk/reward
combination of portfolios in the case. The text at the bottom of the page explains the graph in easy-to-
understand terms. The table summarizes the reallocation years of retirement accounts and portfolios
selected over time.
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Manage and allocate assets

Exercises

The exercises have been designed specifically for this module and assume that you are working with
the original data in the Sample 2 - Comprehensive case. Any changes you make to the case will not be
saved. Use the steps below for guidance:

1. Open a sample case from the File menu or from the Welcome screen.

2. Click Open beside the Sample 2 - Comprehensive case.

Exercise 1: Designate assets to specific objectives and control the asset
distribution order

1. Tom and Marilyn’s Bond accounts are owned by Tom’s parents and their wishes are that these
should only be used to fund the education goals. Ensure that these accounts are not available to
fund any other needs.

Hint: You can control this on the Asset Planning category — Asset Distribution screen.

2. In your most recent meeting with the Clarks, you discovered that they plan to downsize their
Carlsbad home by 30%, 5 years after retirement, and then use the proceeds to help fund their
retirement. Enter this strategy into the case, as well as any closing costs or commissions you feel
are appropriate.

3. Which of the following output pages will identify the net proceeds being received from the sale of
the residence?

a) Assets and Liabilities — Asset Summary (presentation page)
b) Retirement — Retirement Income Sources Timeline (audit page)
c) Assets and Liabilities — Asset Sales Results (audit page)

d) Assets and Liabilities — Asset Balances Timeline (audit page)

4. How can you control where the net proceeds from the sale of a hard asset will be directed?
a) By designating a key asset to receive surplus income
b) By designating a key asset to receive lump-sum income
c) By creating a lump-sum savings strategy for an asset

d) None of the above; proceeds will remain in cash flow
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5.

HANDS-ON EXERCISES

6.

N

You can change the order in which the assets are redeemed by using the Specify the method in which
assets should be ordered list. What happens to the distribution order when you change the order
from Defer Income Taxes to Reduce IRD at Death?

a) The order remains the same
b) Qualified assets are redeemed first
c) All the assets are marked with the same distribution order number

d) Qualified assets are redeemed before investment accounts

On the Distribution Order screen, assets can have the same distribution order number, in which
case they form a group when they are needed for redemption. The two assets below have the
same distribution order number:

* Asset1-$20,000 — 10% return
e Asset 2 —$20,000 — 6% return

When these two assets are grouped (when needed for redemption), what will be the grouped rate
of return?

a) 10%
b) 6%
c) 8%

d) They will retain their original rates of return

Exercise 2: Asset allocation
1.

The Asset Allocation screen is used to capture the clients’ current asset allocation plans. While the
Clarks are not very knowledgeable about asset allocation, they do understand that with a higher
return usually comes a higher risk.

When they near retirement, they would like to reallocate to a portfolio earning a 6% return rate to
reduce their market risk. Enter the asset allocation details listed below:

e Retirement Accounts — Low risk/return — Retirement -5

The options available from the Group list depend on the selection made from the Asset Allocation
Management list, which is available on which screen?

a) Asset Planning category — Asset Allocation screen
b) Case Setup category — Asset Allocation Settings screen
c) Asset Planning category — Distribution Order screen

d) Client Data category — Risk Tolerance Profile screen
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3.

4.

Manage and allocate assets

Generate the Asset Allocation Time Horizon - Retirement Accounts presentation page, and then
save it as a PDF so you can make comparisons.

By default, Professional rebalances the assets each year to help maintain the allocation you have
selected. Clear the Rebalance Managed Accounts option on the Asset Allocation Settings screen,
and then regenerate the Asset Allocation Time Horizon — Retirement Accounts presentation
page.

What differences do you notice between this output page and the previous version you
generated?
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Conclusion
This module has enabled you to

* Assign assets to retirement, survivorship, education, or accumulation goals
* Designate assets intended to receive surplus and lump-sum income

* Model the sale of, or downsize, a current residence

* Designate the order in which assets are to be redeemed to cover goals

* Specify your clients” current asset reallocation plans

* Interpret distribution and reallocation output

Answers to exercises

Exercise 1: Designate assets to specific objectives and control the asset
distribution order

3. c¢) Assets and Liabilities — Asset Sales Results (audit page) — This output page is new to version 9.0
and gives you a breakdown of each hard asset sale in the case, and reports the net proceeds.

4. b) By designating a key asset to receive lump-sum income — The Lump Sum Asset will receive
lump-sum incomes as well as insurance proceeds and future loans.

5. d) Qualified assets are redeemed before investment accounts — IRD taxes are typically due on
qualified retirement plans. If these are redeemed before other investment accounts, there is a
greater chance they will be depleted before the client is deceased.

6. d) They will retain their original rates of return — When grouped, the assets are maintained as two
separate assets, and they will retain their original settings.

Exercise 2: Asset allocation

2. b) Case Setup category — Asset Allocation Settings screen — The Asset Allocation Management list is
found on this screen.

4. Answers will vary.
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