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Retirement accumulation analysis

Retirement accumulation analysis

Retirement is often the focus of your clients’ financial plan. The goal of the retirement analysis in
Profiles Professional is to determine if your clients” objectives can be met with expected income
sources and withdrawals from assets.

Learning objectives
This module will enable you to

* Implement strategies into a comparison case

* Specify the time horizon of the retirement goal

* Define expenses and income needs at different phases throughout retirement
* Use What-if scenarios to review different retirement strategies

* Use output pages to compare and explain results

Profiles Professional creates a retirement objective by default. You can use the existing default values
or you can override these fields using data specific to your clients’ situation. The retirement output
pages will help you assess your clients’ current situation and identify strategies that will solve the
retirement objective.

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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Implement strategies into a comparison case

Profiles Professional Case Details

Clark. Tom

Mew Caze.. Duplicate

Case Name | Modification Date

Fietirement accumulation analysis 8/28/2008 11:20 AM

M Duplicate Case g@@

Enter a new name for the duplicate case.

MNew Case Mame:

]Cc-py of Retirement accumulation analysis

(] 4 I Cancel |

Praperties ] Histg[” A

InputMode:  Comprehensive Input Dptions:

Created: 8/28/2008 11:20 AM Accumulation Goals, Disability, Education Goalz, Estate, Financial Statements,
PlanDate: 8/28/2008 Income Tas Analpsiz, Long Term Care. Retiement, Risk Tolerance. Survivor

Meeds, Azzet Allocation, Tax Sensitivity, Maonte Carlo

Close

Figure 1: File menu — Existing Clients — Client List screen — Open button — Case Details screen — Duplicate button

If you want to compare the effects of modifications to the current case, you can duplicate a case before
implementing any changes. This way you can leave the original case intact and make the changes on

the copy, allowing you to compare the current case to a proposed case. The sample cases included
with Professional cannot be duplicated.

To duplicate a case using a different name, do the following;:

Go to the File menu, and then select Existing Clients.
Select a client, and then click Open.

Select a case, and then click Duplicate.

Ll O

Enter a new name for the duplicate case (e.g., Savings strategy), and then click OK.

2 Implement strategies into a comparison case
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Specify the time horizon of the retirement goal

M Profiles Professional - Comprehensive [(Sample Case)]

File Edit Input Output Tools Preferences Help

PAHYREGIREAEXO

Profiles Professional . )
Retirement
C » Set a f
_Efse =R Retirement Information
Client Data Client &, Client B
Income & Expenses Retirement Beging at Age | 513 | E1
Assets & Liabilities
Include Social Security Benefits v v
Insurance Coverage
Objectives Age to Begin Social Security Benefits | E7 | E7
Life Expectancy | a0 | 95
Retirement Expenses
Aae Monthly Heed Additional Monthiy Meed
Phase 1 $13.410 $1.500
FPhaze 2
Asset Planning ase i I i
Recommendations Fhases 3 a5 $132.410 $1.500
Client Presentation Phaze 4 I—D liﬂl li:w
Planning Preferences Phase 5 I_D liw liw
Increase Heed by 36 % T4

Client &'s retirement age

Figure 2: Objectives category — Retirement screen

On the Retirement screen under Retirement Information, you can define the time period for the

retirement goal. By default, Profiles Professional assumes that Client A retires at age 65, and Client B

retires in the same calendar year. You can override the default by entering different ages in the

Retirement Begins At Age fields. The Age to Begin Social Security Benefits field defaults to the full benefit

age, but this age can also be overridden if required.

Specify the time horizon of the retirement goal

3
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Define expenses and income needs at different phases
throughout retirement

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

File Edit Input Output Tools Preferences Help

P HDRE G D mE X e

Profiles Professional / Retirement\

Case Setup

Retirement Information

(ot (D Client & Client B
Income & Expenses Fietirement Eegins at Age | B5 | E1
Assets & Liabilities
Include Social Security Benefitz v v
Insurance Coverage
Objectives Age to Begin S ocial S ecurity Benefits | B7 | EY
Life: Expectancy | a0 | 95
Retirement Expenses
Age tonthly Heed Additional Monthiy Meed
Phase 1 [ & $13.410 $1.500
Phase 2 |7 |7
Asset Planning A58 75 $13.410 $0
Recommendations Phase 3 85 $13.410 $1.500
Client Presentation Phaze 4 0 0 10
Planning Preferences Phase & I—D Iiw Ii:w
Increase Meed by 5% 5E

Client &'s retirement age

Figure 3: Objectives category — Retirement screen

Under Retirement Expenses, you can set different monthly needs in today’s dollars for different time
periods, or phases, throughout retirement. By default, 70% of the clients’ current income is required

in retirement.

You can set up two groups of monthly expenses indexed differently and change the needs over time.
Enter the monthly expenses as gross expenses including taxes. For example, at age 65, the client may
have a Monthly Need of $13,410 in living expenses that inflates at 3.5%, and an Additional Monthly Need
of $1,500 for a golf membership that inflates at 5.0%. At age 75, the Monthly Need is $13,410 for living
expenses but the Additional Monthly Need is $0, assuming the client is no longer able to golf.
Remember that the default values for retirement are set on the Planning Preferences category — Needs

Preferences screen.

4 Define expenses and income needs at different phases throughout retirement
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Specify retirement preferences

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

File Edit Input Output Tools Preferences Help

PAHANEGERCAETXO

Profiles Prof esﬂ/ Needs Preferences |

Case Setup
Client Data

Retirement
Spend Surpluz Income

Income & Expenses
Assets & Liabilities

Monthly Meed as Percent of Total Income ETEA
Insurance Coverage Capitalization Rate I
Objectives
foeed Pllemnliy Accumulation Goals
Recommendations Funding &ltermative Fate B
Client Presentation
Jsiialing Flsiielenees Survivor Needs and Estate
Emergency Feserves Monthly Income Multiplier 3
‘with Dependents, Monthly Income Mesd o
‘without Dependents, Monthly Income Need [T
Disahility
tanthly Income Meed as Percent of Total Income 0

Back HMent

Spend cash flow surplus

Figure 4: Planning Preferences category — Needs Preferences screen
On the Needs Preferences screen, you can set the default retirement values that define the retirement

goal. You can show the effect of spending the cash flow surplus instead of reserving it within the plan
by selecting the Spend Surplus Income check box.

By default, the Monthly Need as Percent of Total Income value is 70%.

The Capitalization Rate is the ordinary income return rate Profiles Professional will apply to the

savings it is recommending to meet the retirement goal. This only applies if the goal is not currently
met.

To revert to the default values, click the e (Restore Default) button on the toolbar.

Define expenses and income needs at different phases throughout retirement 5
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Use output pages to verify and analyze the clients’ data

Some client presentation pages can be used to verify the data you have entered, and to analyze how
the current financial plan meets the clients’ retirement needs.

Before doing a retirement analysis, it is important to verify that the clients” current data was entered
correctly. There are two reports that you can use to verify data:

* All Personal Input Data

* Analysis Summary

Hint: Click D to access commonly used output pages that are related to the current screen that
you are on.

6 Use output pages to verify and analyze the clients’ data



All Personal Input Data report

A recommended report to verify that the clients” current data was correctly entered is the All Personal

Retirement accumulation analysis

Input Data report. This report shows you all of the information that you entered for the clients.

Case

f % %% % %%

¥

W

¥

¥

¥

W

All Personal Input Data
For: Tom and Manlyn Clark
Plan Date: 4/22/2008

Setup

Comprehensive Input Mode

Apalysis Objectives included m the plan:

Retirement
Education Goals
Accmmlation Goals
Survivor Needs
Dizzability
Lomz-Tem Care
Estare

Extended Analysiz Options mchuded in the plan:

Aszer Allocation
Tax-Semsitive
Monte Carlo

Personal Assessments included in the plan:

Risk Tolerance
Financtal Statements
Incoms Tax Amalysiz

Assumptions

Plam Date 4221008
Client Martmal Stams Married
Long-t=m inflation rare 3500
Social Securty increaze raie 3.00°%

Asset Allocation Settings
Aszet allocation management Separate Allocation for each Ojeciive

You have selecied to rebalance all allocations
Ton have selacted touse the Tobatson Capiral Marker Assumptions

Erpected Rue of Return

Arsar Class yair have provided

Large Cap Growth Stocks
Large Cap Value Stocks %
Mizd Cap Stocks 1255

Semall Cap Stacks 15.06%
International Stocks 10912
Emerging Market Stocks 14.26%

Confinued...

Tom and Marilyn Clark

Figure 5: Client Presentation category — Reports dialog box — General Information — All Input Data (disclosure page)

Use output pages to verify and analyze the clients’ data

7
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Analysis Summary report

Another useful report for reviewing the data is the Analysis Summary report. The Analysis Summary
report provides a quick analysis of the following:

¢ financial statements
* risk tolerance assessment

* retirement analysis

Once you have verified that the data in the Analysis Summary report is correct, you will be able to
review the clients’ retirement situation prior to implementing your recommendations.

Analysis Summary
Fropared for
Tom and Marilyn Clark

This sumymary is mtendad to give you a quick overview of the detailed analyses in the sections that
follow, and is based upon your ourent financisl simation snd the information you provided. Plesse
review the analvsis reports for derails conceming assumed rares of renarn, caloulations, tax implicstions
and other factors impactng the analysis results. Incinded in this sumemary are:

# Financial Staterments

+ Income Taxes

* Risk Tolerance Assessment

» Refirement Analysis

* Education Funding Analysis

»  Accumulation Funding Analysis
*»  Survivor Meeds Analysis

» Disability Income Meesds

* Long-Term Care Analysis

» Esiate Analysis

FINANCIAL STATEMENTS

Tom and Marilyn, your et Worth is estimared ar 3000,724. This smount inclndes $25 000 i readily
available aszets for emergendes vs. your goal of 310,000, You have 2 curment aponal cash fow surplus of
512302

Met Worth Cash Flow
Assels Income 5175800
Liakilities Expenzes (166.408)
Ner Worth 3000 744 Surplus/Dgficit 512302

Confnwed...

Tom and Marilyn Clark

Figure 6: Client Presentation category — Reports dialog box — General Information — Analysis Summary (text page)

8 Use output pages to verify and analyze the clients’ data
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Use output pages to analyze the retirement objective

Available Dutput Pages ‘ Selected Output Pages ‘
# Retirement ;I L] Retirerment Objective
L1 Fietirement | Retirement Income Sources
L] Retirement Objective L] Income Sources Applied to Retirement Objective
L] Retirement Income Sources L] Retirement Analysis Results
L] Income Sources Applied to Retirement Objective _I dore - Earmn More|

L] Retirement Capital Available
L] Retirement Analysis Fesults
L] Retirement Capital Fesults
L] Retirement Distribution Analysis
Ll Save More - Eam More

-- E arn kore
L1 Retirement Timelines
& Retirerment Objective Timeline
& Retirerment Income Sources Timeline
&l Income Sources Applied to Fetirement Objective
& Retirerment Capital devailable Details
& Retirerment Analysis Results Timeline
& Retirerment Capital Results Timeline
& Retirerment Asset Results Timelines
& Retirerent Summary Timeling
& Retirerment Capital Balances Timeline
& Retirerment Distibution Details
& Retirerent RMD Summary
| Retirernent RMD Timeline
& Retirernent Withdrawals Timeline
L] Retirerment Statistics
—m]| About Monte Carlo
| Monte Carlo Analysis
&l Mante Carlo Analysis Timeline ;I

L Teadibimn-l 1D n DA~ DA

L Cover & Present 8] Audit 8] Faorefield
B Discloze ¥ Concept ] Test

Display. | Pint. | gendPOF | SaveasroF. |

Cloze | Cancel | Options... Templates... | Help

Figure 7: Client Presentation category — Reports dialog box

Once you have verified that the clients” data has been accurately entered, you can perform a
retirement analysis. First, let’s take a look at some of the output pages that analyze retirement.

Hint: When you use the Save As PDF button to create the report in portable document format
(PDEF), you can choose the location where the PDF will be saved.

Use output pages to analyze the retirement objective 9
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View the Income Applied to Retirement Objective output page

Income Applied to

Retirement Objective
Can your retirement assets provide the rest?

M Gecid Security M DaSmad Sanadie W A==ty Benafits Eamings
Misc. ncome M Bscrement ooens Meed

31,400.000—"

31,200,000

31,000,000

500,000

600,000

Annual Income

400,000
5200000

0

65 &7 68 T1 73 T3 77 79 31 B3 B5 BT B9 - -~ - -
61 63 &5 67 60 71 73 75 77 T9 81 83 85 BT 80 91 ©
Tom's Aze
Manlyn's Ags

Awraming: Tom's mectality age 80, Masiyn's momalicy age 93

In the chart above, the analysis bas applied vour expected Mooms 30MICES AEAMNST POUT reframsant Looms
needs. In amy year that a shortfall exists (where the total nead is larger than the available income), the
analysts will atteropt to cover the shorffall through withdrawals fom vour retrement portfolio (2.2
401(k), and IRA). In sy vear whare there iz more income than need, the sxcess income will be spent
The table below sumimarizes the analysis so far.

Capiralized Valwe* _Amount % of Todal
Toral caprealized income objectve 38,026,280 100%%
Capitalized spplied income sources 33,122.471 31%
Capitalized amount needed from assets %46,303 309 [iL]

*Capitalization is a way of meating 2 series of cash flows 23 a hmp sum. deposited m a hypothetical account with a
taxable returm of 7.00%.

Tom and Marilyn Clark

Figure 8: Client Presentation category — Reports dialog box — Retirement — Income Applied to Retirement Objective
(presentation page)

This presentation page combines the Retirement Objective and Retirement Income Sources output pages
to compare the income versus the need.

10 Use output pages to analyze the retirement objective
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The Income Applied to Retirement Objective output page displays the clients” annual retirement
expenses throughout the planning period. The retirement need is shown as a future dollar amount.
The total retirement income objective is the capital amount needed at retirement. The rate used to
define the capital amount is defined on the Planning Preferences category — Needs Preferences screen.

This presentation page also provides an annual breakdown of the incomes available during
retirement, such as Social Security, defined benefit pensions, annuity income, and earnings. It
answers the question that your clients may be asking, “Where will our money come from?” This
output page does not include income from investment assets.

The table shows how much of the retirement need will need to be covered by assets (if any).

Use output pages to analyze the retirement objective 11
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View the Retirement Analysis Results output page

Retirement Analysis Results
Has the objective been met?

W Social Secunty Additiona] Income M Raquired Distibutioss
Withdrawals froz Assats B Fatirsment Ecome Nead

51,400,000

51,200,000—

1,000,000~

$800,000—

$500,000—

Annual Income

$400,000—

$200,000

0=
65 67 69 T1 73 75
61 63 65 &7 60 T1

7T 7@ Bl 83 B5 B7 8O - - - -
73 75 77T 79 Bl 83 B85 BT 89 01 93
Tomm's Age
MMarilyn's Age
Asvoming: Tom's msetaliey xga 20, Masihn's mormalice ape 95

Basad on the analysis of your retirement income needs, expected income sources and svailable assers,
vour aibjective will be satisfied vndl 2ze 75 At retrement, additdonal fimds of 54,198,499 will be needad.

Objeciives Results Remaining
Smccessful vears of retrement 34 10 24
Capitalized value ar retrement* 50926280 $5.727.781 34,198 400
Percent of goal 10004 ] A2

Thers are several methods by which you can fmprotve vour restlts: s3ve mMores, Sarm IMOTE 00 YOUT
savings, retre later, retire on less or reduce othar sxpenses.

‘Thase results are bypotherical and are not a promese of frnre performance.
*Capitalization is a way of reating a series of cash flows 23 2 hump sum, deposited m a hypothetical account with a

taxable retare of 7.00%:. The Results amoums includes all after-tax income soarces and asset withdrawals applisd 1o
tha retiremenst objective.

Torm and Marilyn Clark

Figure 9: Client Presentation category — Reports dialog box — Retirement — Retirement Analysis Results (presentation page)

The Retirement Analysis Results presentation page builds on the previous output pages. The graph
looks at income sources and asset withdrawals and shows how they measure up against the
retirement objective. On-screen, the graph colors are visible. Red indicates an unmet objective. The
orange spike when Tom reaches age 90 (marked with a box above in Figure 9) represents life
insurance being redeemed. The table summarizes the successful years in which the retirement
objective is met and indicates the remaining capital needed at retirement to achieve the retirement
objective. Clients will want to know how to achieve this, which brings us to the next output page.

12 Use output pages to analyze the retirement objective
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View the Save More—Earn More output page

Save More—Earn More
Achieving Your Refirement Objective

312:000 $11.524
310,000
Additional 1 51
Monthly 38,000 - -
Savings 36000+ e
(Laveal) 53400
34,000
$2,0004 -

7.00%: 4.99% 5.09% 6.00% 7.00% £.08%

Hypothetical Rate of Refurn

The analysis shows that there are not enough assets 1o provide for your restrement neads. There are coly
three ways to fix this problem: 1) Feduce or delay your retirement zoal; 2) Save more money; or 3)
Make your money work hardsr Assuming you want to keep your goals intact, lat's examime the last mwo.
Save More:
Af refirement, you need an additional 34198 499 in a hypothetical taxable account exming 7.00% to
meet your goals. Savings of 36,119/ meoth into this accoumt would acconyplish this.
Currencly, your assers are expectad 1o eamm an average of £ 98%. If the hypothetical account were
earning this rate too, then you would need 56,007 218 ar retirement, requiring 511,524/ month
Earn Maore:
If, however, your refirement assars could eam §.98%4, no sddittonal savings would be necessary ro
achieve your retirement goals. Frequentdy, however, an increase n renum can mesn an increzsa in the
risks to your pertfolio, so care should be taken before proceedimg.
The Right Combination:
Changing vour portfolio rate from 4.99% 1o 6.99% reduces the addidonal savings ro $4,400/month.
Factors such as risk tolerance, dmeframe apd saving abiliny can belp you find the right combinaton.

Tom and Marilyn Clark

Figure 10: Client Presentation category — Reports dialog box — Retirement — Save More—Earn More (presentation page)

The Save More—Earn More presentation page shows several ways in which the clients can reach their
goal if a shortfall exists. If there is no shortfall, this page is not available. In Figure 10, the first bar
shows that when assets earn the capitalization rate of 7.00% (specified on the Planning Preferences
category — Needs Preferences screen), the clients will need to save an additional $6,119/month to meet
the goal. The last value on the right shows that, if they do not or cannot save additional dollars
towards their retirement goal, they need to earn 8.98% on existing assets. Most clients will choose
something in between. If your clients want to choose something in between, you may want to talk to
them about reallocating their assets to increase their return. By reallocating their assets and investing
more money, they should be on track to meet their retirement objective.

Use output pages to analyze the retirement objective 13
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View the Cash Flow Summary output page

afy *
Cash Flow Summary
For your financial
priovities!
5200.000 5166,498
150,000
5100.000
§50,000 512,302
50 L
TNCOME DISBURSEMENTS SURPLUS
~Other ~Living Expensas
“Employment ~Liability Paymants
=Taxes
~Insurance
“Savings
Anmual Amonnt Percemiage af Tora! Income
Income
Employment 5176.400 Lo
Orther 2,400 1%
Toial S17E.300 100%%
Disburzements
Living Expenses: 560,500 3%
Lizbility Payments 47,110 2%
Taxes 33303 18%
Insurance 10,230 %
Savings Fetrement Plans 15,800 Pa
Toeal 166,295 03%
Surplus §12.302 Ta
Tom and Marilyn Clark

Figure 11: Client Presentation category — Reports dialog box — Financial Statements — Cash Flow Summary (presentation page)

The Cash Flow Summary presentation page can show you if the clients can afford to save more for
retirement. After entering a strategy where cash flow may be affected, such as increasing or adding a
savings strategy, it is important to ensure that it is affordable for the clients. If an increase in savings is
affordable, the clients are in a surplus position.

14  Use output pages to analyze the retirement objective
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Use What-if scenarios to review different retirement

strategies

M Profiles Professional - Comprehensive [Training2 > Sample 2 - Comprehensive]

File Edit Input Dutput

(v Bl e B

Profiles Professional /

Case Setup
Client Data
Income & Expenses
Assets & Liabilities

Insurance Coverage

Objectives
Asset Planning

Recommendations

Retirement Scenarios

algi-ul -4

nt Presentation

Planning Preferences

Tools

Preferencez  Help

NE G

1ario Mame

Retirement Scenarios

1 Fietire Later
2 Reallocate
3 Save More

4 Retire Later, Reallocate & Save More

E dit
Edit
Edit
E dit

Copy
Copy
Copy
Copy

RERX

Add Scenario |
Back | Hext |

B

4

Figure 12: Recommendations category — Retirement Scenarios screen

Now that you have a general idea of the clients’ current retirement situation, you can create
retirement scenarios. Retirement scenarios are What-if scenarios that can include additional
assumptions and strategies (such as “What if Client A retired later?”) that will assist in finding an

optimal solution to meet the clients’ retirement objective.

Once you have an optimal solution, you can mark a scenario as Recommended by selecting the
Recommended and Include in Output check boxes.

To create a new scenario, click the Add Scenario button. If you want to edit an existing scenario, click

the Edit link. Clicking either opens the Retirement Scenario Details screen, where you can create a
What-if scenario after you enter a description in the Scenario Name field.

Use What-if scenarios to review different retirement strategies

15
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Edit retirement scenarios

Retirement Scenario Details
Scenario Mumber [4 of 4] _ﬂ 4 |__>__|
; Additional Scenario Tools Modified
Scenario Name |Rietire Later, Reallocate & Save More , . - -
Change Retirement Need Mo Select
Current Scenario Change Portfolio Reallocation ‘Tes Select
Retirernent &ge Client & E5 IE Change Taw-Deferred Contributions  Yes Select
RstiienientAge CientB £ ,E } E_J Solve Change T axable 5avings Mo Select
i Change Azzet Sales Ma Select
Monthly Need $14.910 0% [ Solve '
After modifying a scenario tool,
Yes appears under Moaifiad
and is highlighted in vellow,
Current Results Scenario Results
| 58% of goal achieved . 100% of goal achieved
|40 ending portfolio $274.335 ending portfolio
|$445,293 firzt year need 460,483 first year need
= Recalculate
Delete thiz Scenario LCloze
Scenario Mame

Figure 13: Recommendations category — Retirement Scenarios screen — Retire Later, Reallocate & Save More scenario — Edit link —
Retirement Scenario Details screen

The left side of the Retirement Scenario Details screen lists the clients’ current retirement objectives and
needs. Current Results shows how the clients may or may not be achieving the goal based on the data
entered throughout the clients” case. Scenario Results is similar to Current Results, but it is affected by
changes made under Scenario and Additional Scenario Tools. The ending portfolio value shows clients
how much is left over at the end of the case (at death). This allows your clients to decide if the value of
their estate is too high, or not sufficient.

On the right side of the Retirement Scenario Details screen you can modify up to five additional
scenario tools in a Comprehensive case. These tools can be used individually or in combination to

develop an optimal solution, and are available by clicking the Select link beside the tool.

Let’s take a look at each of the five available scenario tools.

16 Use What-if scenarios to review different retirement strategies
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Change Retirement Need tool

Retirement Needs

Retire Later, Reallocate & Save More
In addition to any percentage adjustments. enter changes to the retirement need for thiz scenario.

Phase Age Monthly Need Additional Monthly Need
Current Scenario Current Scenario Currett Scenario
Phase 1 £5 EE #a40 [ 13410 g0 [ 31500
Phase 2 75 [ $200 [ g13s0 s [ 40
Phase 3 85 =3 $am0 [ gE40 #9800 [ g15m0
Phase 4 0 [T 0 [ s o [ a0
Phase 5 0 [0 0 [ s [ g0
Increase Need By 35% [ T35 5.0% [ 5=

Scenario Results
100% of goal achieved
$274.335 ending portfolio

Recalculate Undo Changes

LCloze

Maonthly need phaze 1

Figure 14: Recommendations category — Retirement Scenarios screen — Retire Later, Reallocate & Save More scenario — Edit link —
Retirement Scenario Details screen — Select link — Retirement Needs screen

Clicking the Select link beside Change Retirement Need on the Retirement Scenario Details screen opens
the Retirement Needs screen. The Retirement Needs screen is used to create phased retirement needs.
You can edit existing expenses and you can also add additional scenario expenses.

After modifying the retirement needs, click Recalculate to update the details under Scenario Results. If
you do not want to save any of the changes you made on this screen, click Undo Changes to undo

any changes.

Once you click Close, the changes are saved.

Use What-if scenarios to review different retirement strategies 17
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Change Portfolio Reallocation tool

Portfolio Reallocations

Retire Later, Reallocate & Save More

Madify the existing azzet allocation plan far this scenarnio

Asset Allocation for Retirement Portfolio

Group Reallocate to Portfolio Beginning At - -
Fetirement Accounts M edium to High risk /retum Today i} 15 x
Retirement Accounts b edium rik freturn Today 15 : x
Fietirement Accounts Low to Medium rizk/return Fietiremant 5 x
Retirement Accounts Low rigkAreturn First Death 0 f x LJ

Available Portfolios

Marme Expected Return -
Lawy rigk.returmn 541 @ i
Low to Medium riskAreturn r.og @ N
M edium rizk /retum s @ i
Scenario Results Medium ta High risk/retum 104 F ¥
100% of goal achieved High risk freturm 1169 @ w

$274.335 ending portfolio - !

Recalculate
LCloze

Maodify the reallocations for this scenario

Figure 15: Recommendations category — Retirement Scenarios screen — Retire Later, Reallocate & Save More scenario — Edit link —
Retirement Scenario Details screen — Select link — Portfolio Reallocations screen

Clicking the Select link beside Change Portfolio Reallocation on the Retirement Scenario Details screen
opens the Portfolio Reallocations screen. The Portfolio Reallocations screen shows what would happen if
you changed the asset allocation of the current retirement portfolio. You can modify the asset
allocation for this scenario by selecting Modify the existing asset allocation plan for this scenario,
and then editing the details under Asset Allocation for Retirement Portfolio.

Keep in mind that you can reallocate a group more than once. For example, in order for your clients

to meet their retirement need, they may need to be more aggressive with their designated retirement
accounts now. Later on at retirement, or even a few years before retirement, it may be a good idea to
reallocate those accounts again, to a safer or more moderate portfolio.

The available portfolios and their expected return rates are listed under Available Portfolios and are
based on Ibbotson data. The Ibbotson data cannot be modified or deleted. If there isn’t a portfolio that
suits your clients needs, you can always add an additional portfolio by clicking the Add Portfolio
button.
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Change Tax-Deferred Contributions tool

Tax-Deferred Contributions

Retire Later, Reallocate & Save More

Annu

Incr Ending

Beaginning [+/-

Account Narme

_ Atlas Retirement Plan
[0 Medical Center 403(H)
[0 Tom's Rollover IRA

5.00 Today 0 2005 Retirement

Scenario Results
100% of goal achieved
$274.335 ending portfolio

Recalculate Undo Changes

LCloze

Modify existing contribution data

Figure 16: Recommendations category — Retirement Scenarios screen — Retire Later, Reallocate & Save More scenario — Edit link —

Retirement Scenario Details screen — Select link — Tax-Deferred Contributions screen

Clicking the Select link beside Change Tax-Deferred Contributions on the Retirement Scenario Details

screen opens the Tax-Deferred Contributions screen. The Tax-Deferred Contributions screen allows for the

addition of or modification to savings to the clients’ tax-deferred accounts.

After selecting the Modify check box beside an account, you can adjust the contributions made by the

clients, the clients' employers, as well as the start and end dates, to help your clients achieve their

retirement goal.

Clicking the H (calculator) button for a tax-deferred account adjusts the savings until either the

contribution limits are reached or 100% of the retirement objective is achieved.

Use What-if scenarios to review different retirement strategies
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Change Taxable Savings tool

Taxable Savings

Retire Later, Reallocate & Save More

Changes made to assets assigned to accumulation goals will not be applied until after the goal is complete.

Mame il Iﬂf' i _I Beginning
i Bank of 5D Checking 30 0.00 Today 0 2005 Retirement 0
[0 Bank of SD Saving: i B 35 008 Bati : .
[ AIM Charter & 0 B
[0 Cé-TaxFree Muni Bond Fund 0 H
[ Evergreen Balanced & 400 f_J
O Morey Market Fund 0 H

Scenario Results
100% of goal achieved
$274.335 ending portfolio

Recalculate Undo Changes

LCloze

Modify existing contribution data

Figure 17: Recommendations category — Retirement Scenarios screen — Retire Later, Reallocate & Save More scenario — Edit link —
Retirement Scenario Details screen — Select link — Taxable Savings screen

Clicking the Select link beside Change Taxable Savings on the Retirement Scenario Details screen opens
the Taxable Savings screen. The Taxable Savings screen allows you to add or modify savings to the
clients’” taxable accounts. This screen displays all of the clients’ taxable accounts (including existing
contribution accounts), which are available at retirement.

Clicking the Ej (calculator) button for an account adjusts the savings until 100% of the retirement
objective is achieved.
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Change Asset Sales tool

Sell Assets

Retire Later, Reallocate & Save More

Mame Market Walue | Disposition
Oceanside Rental Houze nvestment Property $425.000 Hold
O Carlshad Home $600,000 Sel
[0 Coin Callection $7.000 Hold
O Tom'sBMw $60.000 Hold 4|
O Marilyr's Jesp $40,000 Hold 4]
[0 Fumishings $55.000 Hold 4|
Sell Asset Details
Retire Later, Reallocate & Save More
Seanano Resulte Mame of Aszet ta Sell Oceanside Rental House Investment Property
100% of goal achisved Current Market Yalue $425,000
$274,335 ending parfalio Cuirent Liability Mo liability entered
Recalculat
ﬂ] Timing of Sale -

Scenario Results
100% of goal achieved
$12.175,916 ending portfolio

Figure 18: Recommendations category — Retirement Scenarios screen — Retire Later, Reallocate & Save More scenario — Edit link —
Retirement Scenario Details screen — Select link — Sell Assets screen and Sell Asset Details screen

Clicking the Select link beside Change Asset Sales on the Retirement Scenario Details screen opens the
Sell Assets screen. The Sell Assets screen allows clients who own assets such as a business or real estate
to evaluate the benefit of selling or modifying an existing sale of one or more of these assets as an
additional retirement funding source.

When the Modify check box is selected, clicking the EI (details) button opens the Sell Asset Details
screen. On the Sell Asset Details screen, you can modify the timing of the sale of an asset and enter any
costs associated with the sale.
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Use output pages to compare and explain results

The retirement output pages can help you assess your clients” current situation and identify strategies
that will solve the retirement objective. The Retirement Results Comparison output page displays a
comparison of the clients’ current retirement results, and the recommended results.

Retirement Results Comparison
Strategy combinations

Current Results

M Sodal Security Additional Income M Required Distributions

Withdrawals from Assets M Retirement Income Objective

$1,400,000 —
$1.200,000 —
$1,000,000 —|
$300,000 —
$600,000 —
$400,000 —
$200,000 —
$0

Annual Income

65 69 73 77 81 85 89 -
61 65 69 73 77 81 85 89 93

Recommended

$1,400,000 —
$1,200,000 —
$1.000,000 —
$300,000 |
$600,000 —

Annual Income

$400,000 —
$200,000 —
$0

65 69 73 77 81 85 89 - -
61 65 69 73 77 81 85 89 93

Tom's Age
Marilyn's Age

Figure 19: Client Presentation category — Reports dialog box — Retirement Scenarios — Retirement Results Comparison
(presentation page)
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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.

Tom and Marilyn Clark have been clients of yours for a few years. The purpose of today’s meeting is
to focus on retirement planning. You already have some retirement information entered for them, but
they would like to talk to you about possible changes to their current data.

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

Exercise 1: Define the retirement objective
1. Make the following changes to this case on the Objectives category — Retirement screen:

* Tom would like to retire at age 60 and Marilyn would like to retire at age 56

* They would like to travel for the first 10 years of their retirement and they expect that in
addition to their regular monthly needs, their travel plans will cost them $1,000 per month

Hint: This expense affects the Additional Monthly Need between Phase 1 and Phase 2.

What percentage of current income is used to define the initial default retirement need, and where
can this percentage be modified?

a) 70%, Planning Preferences category — General Preferences screen
b) 75%, Planning Preferences category — Needs Preferences screen
c) 75%, Planning Preferences category — General Preferences screen

d) 70%, Planning Preferences category — Needs Preferences screen

On the Planning Preferences category — Needs Preferences screen, under Retirement, the Capitalization
Rate is the return rate applied to additional savings in order to achieve the retirement goal. Is this
statement true or false?

a) True
b) False
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Exercise 2: Retirement scenarios

1. Now you would like to see if Tom and Marilyn can meet their retirement objective. The Retirement
Scenarios screen can help you review and make suggestions for your clients’ retirement.

a) Go to the Recommendations category — Retirement Scenarios screen, and then click
Add Scenario.

b) Label this scenario (e.g., Clark Retirement).

The results at the bottom of the screen show that in their current scenario Tom and Marilyn are
falling short of their objective.

N

To achieve their retirement objectives, Tom and Marilyn will save more to their qualified accounts.
a) Under Additional Scenario Tools, select Change Tax-Deferred Contributions.

b) Tom will increase the contributions to the Atlas Retirement Plan to $600 (employer contributions
will not change).

¢) Marilyn will increase the contributions to her 403(b) account to $9,000 (employer contributions
will not change).

d) Click Recalculate to update the results.

e) If the increased contributions are not enough to meet the retirement goal, move on to the next
strategy.

P’

To help your clients meet their objectives, you suggest that they reallocate to a more aggressive
portfolio now, and then a few years before retirement that they return to a more conservative
portfolio.

a) Under Additional Scenario Tools, select Change Portfolio Reallocation.

b) Select the Modify the existing asset allocation plan for this scenario check box.

c) Click the blank field under Group, and then select Retirement Accounts.

d) Reallocate the retirement accounts to a Medium to High risk/return, beginning today.

e) The previous step reallocated the accounts beginning today until the end of the plan. The
Clarks do not want to be that risky with their retirement accounts; perform another
reallocation that will reallocate the retirement accounts back to a Medium risk/return five
years before retirement.

Hint: You will need to begin on another data-entry row.

f) Click Recalculate to see the results of the reallocation.
g) Click Close.

24 Exercises



HANDS-ON EXERCISES

o

)

N

Retirement accumulation analysis

Create a new scenario, and then try incorporating your own suggestions.

Hint: On the Recommendations category — Retirement Scenarios screen, click Add Scenario, and then
enter the required information.

Compare the scenarios you have created for Tom and Marilyn in reports. On the Recommendations
category — Retirement Scenarios screen, select the Include in Output and the Recommended check
boxes, so that the scenarios are available in output pages. In the Reports dialog box, select
Retirement Scenarios, expand the alternative that you would like to see, and then generate the
Retirement Analysis Results Comparison presentation page. Review the output, and then describe
how you could use it.

The changes you have made in the scenarios have not actually been implemented into the case;
they are just What-if scenarios. One of the scenario strategies was to increase the savings to Tom’s
and Marilyn’s qualified accounts. They would like to see if this is an affordable strategy for them.
How would you show your clients what effect the changes would have on their case (i.e., cash
flow)? Can they afford to increase their savings?

Note: The steps for this answer cannot be done in a sample case. Please write out the steps.

Which output page displays the retirement need only and the amount of capital needed to fund
it?

a) Retirement — Retirement Analysis Results
b) Retirement — Retirement Objective

) Retirement — Save More—Earn More
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8. The Retirement Analysis Results output page factors in retirement needs, income sources, capital
available, and any shortfalls. How could you use this to help your relationship with your clients?

a) You can provide your clients with an overall picture of their retirement goal.

b) You have the opportunity to work with your clients in establishing strategies going forward to
address any shortfalls.

¢) You can dig deeper with your clients and perhaps discover any assets they may own that they
have not disclosed in previous meetings.

d) All of the above.
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Conclusion
This module has enabled you to

* Implement strategies into a comparison case

* Specify the time horizon of the retirement goal

* Define expenses and income needs at different phases throughout retirement
* Use What-if scenarios to review different retirement strategies

* Use output pages to compare and explain results

Answers to exercises

Exercise 1: Define the retirement objective
2. d) 70%, Planning Preferences category — Needs Preferences screen

Seventy percent of the current income is used to define the initial default retirement need on
the Planning Preferences category — Needs Preferences screen.

3. a) True — On the Planning Preferences category — Needs Preferences screen, under Retirement, the
Capitalization Rate is the return rate applied to additional savings in order to achieve the
retirement goal.

Exercise 2: Retirement scenarios
5. Answers will vary.

6. Duplicate the case using a different name (e.g., Savings strategy).
a) Go to the File menu, and then select Existing Clients.
b) Select a client, and then click Open.
c) Select a case, and then click Duplicate.
d) Enter a new name for the duplicate case.
e) Implement the additional/increased savings strategies in the new case.
f) Generate cash flow reports to see if there are shortfalls.
7. b) Retirement — Retirement Objective

The Retirement — Retirement Objective output page displays the retirement need only and the
amount of capital needed to fund it.

8. d) All of the above.
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