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Disclaimer

This software is designed to allow a financial planner to demonstrate and evaluate
various strategies in order to achieve a client’s financial goals. It is licensed on the
understanding that EISI is not engaged in rendering legal, accounting, or other
professional advice and, if any such advice is required, the services of a competent
professional person should be obtained.

EISI has engaged Ibbotson Associated, Inc., a wholly owned subsidiary of

Morningstar, Inc., to develop proprietary asset allocation tools for educational
purposes. Ibbotson has granted to EISI a license for use thereof.

Copyright
No part of this publication may be reproduced or transmitted in any form, by any

means (electronic, photocopying, recording, or otherwise) without the written
permission of EISI.

NaviPlan is a registered trademark of EISI.
Microsoft Word is a registered trademark of Microsoft Corporation. Adobe and

Acrobat are trademarks of Adobe Systems Inc. All other product names are the sole
properties of their respective owners.
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Assets and liabilities

Assets and liabilities

Learning objectives

This module will enable you to

* Model lifestyle and real estate assets

* Model liabilities

* Model financial accounts and holdings

* Explain how asset return rates are calculated

* Review output pages

Net Worth category

The Financial Picture section — Net Worth category is used to

.
Nav E nlan enter information about the following:
i * Assets and liabilities

Fnancial Flanning Software

¢ Accounts

Home * Stock options

Net worth reports are accessed and generated on the Financial
Picture section — Net Worth category — Reports page.

Calculators
Getting Started

Financial Picture
Met Worth
Cash Flow
Insurance Coverage
Tax Details

Strategies

Goals

Results

Figure 1: Navigation bar showing the
Financial Picture section — Net
Worth category

Learning objectives 1
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Entering assets and liabilities
Net Worth

David Train and Mary Trai... - Core and Elective Base - NPE Level 2
Assets [ Liabilities | Accounts | Stock Options | Asset Class Weightings | Reports |

b Instructions
Assets [ Liabilities Information
Lifestyle Assets

Edit All | Add || Liabilities
Description

Interest
Home

vacation Home || Lifestyle Assets

Edit All | Add

Purchase Purchase Valuation Market
\ Description* Owner* Type* Date® Amount* Date* Value*
N

cation Home [loint  ~| [2nd Residence »| |Dec31200¢ |  $500,000 [1an 1 2009 |

NaviPlan Extended - Lifestyle Asset Detail

Details Delete
$600,000 B X

Display |:
\A Help 2%
Real Estate
o Vacation Home Details
Description Market Value
i) i * £ * k- * k- A =g
500 Smith Street $1,700,00| | Descrition Owner®  Type F Date* F
[Vacation Home |Joint ~| |2nd Residence ~||pec3t 2008 | $500,000
Current Value Current Start of Year Community
As Of* Market Value* Market Value Cost Basis Property
|7an 1 2009 $600,000] | £600,000 | £500,000 ~
Business Entities Sale Date Exclusion Amount®
|pec 31 2009 | $0
Ad{ JReturn Rates ¥
<< Previous Entry Next Entry >> Cancel
N _2sscts / Liabilities Report

Figure 2: Financial Picture section — Net Worth category — Assets / Liabilities page

2 Entering assets and liabilities
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Entering accounts

Net Worfh David Train and Mary Trai... - Core and Elective Base - NPE Level 2
Assets [ Liabilities | Accounts | Skock Options | Asset Class Weightings | Reports | c | To
b Instructions
Add Account ~ Hide
Description™ Plan Type™® Asset Type of First Holding* Owner* Add
[ = = RIS
IAccount List
Current Current Number of
Description Plan Type Owner Market Value CostBasis Asset Class Weightings Holdings Delete
Cash Account Mon-Qualified Joint 60,000 60,000 Cash i x
[David's 401k |401k | [pavid =l $330,000 N/A Multiple Classes 2 %
Start of Year Start of Year Search/Add Rate of
Market Value  Qualified Basis Classified Holdings ~ Return
$330,000 $0 Q %
Holdings | Qualified Asset Setup | Savings |
Current Value  Current Asset Class ACW
Description Asset Type Symbol As Of Market Value Weightings Hold % Details Details Delete Move
Portfolio Asset Portfolio Asset Jan 12009 $305,000 Multiple Classes 0% @ Eg * =
Cash Cash Account Jan 12003 $25,000 Cash 0% B (X 4=
[New Holding [ =l [ [ s0 | x| | oo IE x| &
[New Holding [ = [ [ s0 | x| | 0w IE x| &
[New Holding [ =l [ [ s0 | x| | oo E x| &
Display ¥ | new entry row(s)
Mary's 403(b) 403b Mary £320,000 MNfA Multiple Classes i x
Mary's Brokerage A...  Mon-Qualified Mary $125,000 $100,000 Multiple Classes 1 x
David's Brokerage ...  Mon-Qualified David £100,000 £75,000 Small Cap Equity i x
Life Insurance Pro...  Mon-Qualified Mary 0 0 Unclassified 1 I

Figure 3: Financial Picture section — Net Worth category — Accounts page — David's 401(k)

Entering accounts 3
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Return rate calculation
Assume two classes:
* Large-cap equity 10.35% and cash 3.66%
Account holds stocks and cash
* $5,000 (50%) large-cap equity and $5,000 (50%) cash
Return = (50% x 10.35%) + (50% x 3.66%)
Total return = 7.005%

Investment income taxation

Return Rates
Interest Capital Federally Deferred
Total Rate Dividends Gains Tax Free Growth

7.0000% = 1.0000% + 1.5000% + 1.5000% + 0.0000% + 3.0000%

Standard
Deviation

15.0000%

Interest
* Taxed annually as ordinary income
Dividends
* Taxed annually as per 2006 act (TIPRA)
Capital gains — annual repositioning
* Mutual funds taxed annually as long-term gains
* All other assets taxed annually as short-term gains
Deferred growth
* Taxed upon sale of asset
* Based on holding period
* If less than 13 months, taxed as short-term gains

* If greater than 13 months, taxed as long-term gains

4 Return rate calculation
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Maximize contributions
* Keyword max
¢ Contributes the maximum federal limit

* Index by applies to employer contributions

Prorated holdings within same account

Catch-up limits are supported

Asset class weightings

Net Worth NPE Level 2
Assets [ Liabilities | Accounts | Stock Options | Asset Class Weightings | Reports Calaulators | Tools

Enter the Asset Class Weightings for the assets listed,

Assets
Qualified Assets:
Non-Qualified Assets:
Other Assets:
| David's IS0 '07 (Stock Option) = |
Asset Class Weightings
Class Class
Class Name Percentage Class Name Percentage
Large Cap Equity | 0.00% Aggregate Bonds | 0.00%
Small Cap Equity I 0.00% Cash I 0.00%
International Equity I 0.00%
Total 0%

Figure 4: Financial Picture section — Net Worth category — Asset Class Weightings page

Maximize contributions 5
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Exercises

The following exercises have been designed specifically for this module and assume that you
are working with the original data in the Core and Elective Base plan. Before starting the
exercises, duplicate the Core and Elective Base plan, rename the duplicate with a meaningful
name (e.g., Asset and liability training), and then use it to complete the exercises below.

To find the answers, see “Answers to assets and liabilities” on page 10.

Exercise 1: Model lifestyle and real estate assets
1. Describe the three methods of data entry available and list one benefit of each.

2. What is the major difference between a lifestyle asset and a real estate asset in NaviPlan
Extended?

3. Looking at the Income Tax Details report for either David or Mary, is the rental income
reported as a net or gross amount?

=~

Lifestyle and real estate assets are automatically sold to cover any cash flow needs
throughout the plan. Is this statement true or false?

a) True
b) False

6 Exercises
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Assets and liabilities

Exercise 2: Model liabilities
To find the answers, see “Answers to assets and liabilities” on page 10.

1. What is the amortization period of the liabilities in the plan?

Hint: There is a Solve button in the Liability Detail dialog box that calculates the end date of the
loans.

I) Mortgage 23 years, 10 months
IT) Mortgage 15 years, 6 months
III) 500 Smith Street Loan 15 years, 6 months
IV) 500 Smith Street Loan 21 years, 5 months
a)land IV
b) I and III
¢) Il and I1I
d) Il and IV

2. Itis important that you link the loans to the appropriate asset. Assign the Home asset to
the House Mortgage.

Hint: Click the Asset / Liability Links button.

3. What is the benefit of linking assets to liabilities?

4. In what year is the last payment for the loan associated with the 500 Smith Street
property?

Hint: Click the Report button beside the liability entry.

a) 2019
b) 2020
c) 2021
d) 2025

Exercises 7
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Exercise 3: Model financial accounts and holdings
To find the answers, see “Answers to assets and liabilities” on page 10.

1. In David’s 401(k), the holding worth $575,000 is eBAY incorporated stock. Classify this
holding using the EBAY ticker symbol.

2. What is the new rate of return for the eBAY incorporated holding after it has been
classified?

Hint: Clear the Override check box, and then click Solve.

Exercise 4: Explain how asset return rates are calculated
The following questions will reinforce your knowledge of asset return rates in NaviPlan.

1. NaviPlan uses a weighted average of asset class weightings to determine rates of return.
However, you can override this default and enter user-defined values. Is this statement
true or false?

a) True
b) False

2. What is the overall rate of return of David’s 401(k)?
Hint: Go to the Accounts page.

a) 0%-3%

b) 3.1%-6%
<) 6.1%-9%
d) 9.1%-12%

8 Exercises
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Assets and liabilities

Exercise 5: Review output pages
To find the answers, see “Answers to assets and liabilities” on page 10.

1. What is the net worth of the Train family at the beginning of the current year?
Hint: Go to the Net Worth category — Reports page.

a) Under $1,000,000

b) $1,000,001-$3,000,000
¢) $3,000,001-%$5,000,000
d) Over $5,000,000

2. The Trains are interested in selling the 500 Smith Street asset in 2015. What is the projected
value of the real estate asset at the beginning of 2015?

Hint: Select the Single Asset category on the Reports page.

a) Under $3,000,000

b) $3,000,001-$5,000,000
c) $5,000,001-$7,000,000
d) Over $7,000,000

Exercises 9
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Conclusion

This module has enabled you to

Model lifestyle and real estate assets

Model liabilities

Model financial accounts and holdings
Explain how asset return rates are calculated

Review output pages

Answers to assets and liabilities

Exercise 1: Model lifestyle and real estate assets

1.

Enter information in fields available on the page. One benefit is that this simplifies data
entry and minimal detail is required.

Click the Edit All or Add links for drill-down data entry. One benefit is that you can enter
additional details such as the purchase date or amount.

Click the description link. One benefit is that you can model the most comprehensive
details possible, such as the sale date and rate of return.

Lifestyle assets are non-income producing assets, compared to real estate assets where
rental income is supported.

Net. The rental income reported is net of expenses, depreciation, and interest payments.

. False. Lifestyle and real estate assets cannot easily be liquidated or sold off in small parts,

so they are not automatically considered available to cover cash flow needs. The same
concept applies to business entities.

Exercise 2: Model liabilities

1. b)Iand III
3. Linking assets to liabilities allows the interest to be tax deductible.
4. d) 2025

Exercise 3: Model financial accounts and holdings

2.

The new return rates for the eBAY incorporated holding are
* Dividends — 0.91%

* Capital Gains —7.87%

¢ Deferred Growth — 0%

* Total - 10.46%

10 Conclusion
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Exercise 4: Explain how asset return rates are calculated
1. True. You have complete control of the rates of return associated with investment
accounts.

2. b)3.1%—6%

Exercise 5: Review output pages
1. ¢) $3,000,001-$5,000,000

2. a) Under $3,000,000

Answers to assets and liabilities 11
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