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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

¢ Use the Asset Allocation analysis

* Interpret the Asset Allocation client report

* Reallocate assets in a plan

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
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.

Learning objectives 1
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Use the Asset Allocation analysis

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

Create an Asset Allocation analysis

You can create and use the Asset Allocation analysis 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 analysis

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.

Plan List 4 Back | Mext »
Plans Calculators = |

Plan Creation - Plan Selection

Plan Selection » Instructions
Analysis Setup
Calculators Information
Summary )
\_J) Calculator Choose a calculator v Asset Allocation

' fjl Estimated time to complete: 15 minutes
Assessments

' Financial Assessment Description

Create a simple or detailed Asset Allocation analysis to
review the dients’ current asset allocation, establish
their risk tolerance, and create a proposed allocation.
Plans Compare the dients’ current allocation to the proposed
allocation, and view the results,

(#) Asset Allocation

O Level 1

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

AA Simple AA Detailed
v 4

e Levell
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.

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

4. Verify 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 analysis, you can enter the clients” data.

Asset Allocation AssetAllocation 4 Back | | Next »
General | Accounts | Questionnaire | Profile | Summary | Client Report | Motes |~ | Calculators «
Assessment Name™ Assessment Year

Brown's Asset Allocation 2007

Base the assessment calculations on the following date:
Assessment Analysis Date™
Jan 12007 [ Use today's date

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

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
analysis.

Enter simple or detailed accounts
The Accounts page in the Asset Allocation analysis 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

* 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

Use the Asset Allocation analysis 3



NaviPlan Standard Online/Offline Self-Study Guide

Asset Allocation Asset Allocation | q Back | | Mext b

General | Accounts | Questionnaire | Profile | Summary | Client Report Motes |'| Calculators «
Detailed Accounts

¥ Hide I ctions

Use the"Add"” button to create an account, If dient data is contained in the central database, Import Accounts will retrieve the available information.

Qualified and Non-Qualified Accounts

Additional Market Asset Class Return

Description™ Plan Type™® Annuity Settings Owner® Value* Basis™ Weightings Rates Del=
Joint Savings Accodl O  [oetais | 550,000/ s50,000/43 7.05% X |
Lisa' Brokerage Acct O Details §55,000 546,000 ﬂ
Mick's Brokerage Ao O Details 551,000 547,500 ﬂ
Mick's 403(0) [0 [oetais 525,000 0 x|
Lisz's Roth 401(k) [0 [oetais | 50,000 5050 x|
Kevin's 523 529 Plan $12,000 s0 31% X |
Add Account:

Figure 3: Asset Allocation section — Asset Allocation category — Accounts page (simple account entry mode)

There are several other distinguishing differences between simple and detailed account entry
modes:

* Inthe simple account mode, you can promote the Asset Allocation analysis 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

To enter an account

1. 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.

2. To enter more detailed account or annuity information, click Detailed Accounts.

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: http://
support.eisi.com/support_us/nps_offline/v11/tips_and_tools/data_collection forms.htm

4 Use the Asset Allocation analysis
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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 your answers to the questionnaire.

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

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

* the expected standard deviation

Asset Allocation Asset Allocation 4 Back | Mext b
General | Accounts | Questionnaire | Profile | Summary | Client Report | Motes |~ | Calculators «

Suggested Asset Mix

The asset mix shown below forms the basis for the asset mixes used in the proposed
strategy.

Overview

Large Cap Eouity (34%)
£25mall Cap Equity (3%)
i Intemational E cuity (17%)
B ggregate Bonds (35%)

Summary

The proposed investor profile is Moderate,
The proposed time horizon is Very Long.
Expected rate of return is 8.66%.
Expected standard deviation is 12.23%.

To enable the ability to override the suggested asset mix, dick Detailed Asset

Allocation.
Detailed Asset Allocation
Scoring.., | Setkings...
Asset Allocation
FPOWERED BY
ibbotson

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

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

Use the Asset Allocation analysis 5
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Investor Profile

Qverride Investor Profile
Select an investor profile: Moderate w

Suggested Asset Mix

The asset mix shown below forms the basis for the asset mixes used in the proposed
strategy.

Overview

Large Cap Eouity (34%)
£25mall Cap Equity (3%)

i Intemational E cuity (17%)
B ggregate Bonds (35%)

Revert to Defaults

Summary

The proposed investor profile is Moderate,
The proposed time horizon is Very Long.
Expected rate of return is 8.66%.
Expected standard deviation is 12.23%.

‘Weightings... | Optimize...

Scoring.., | Setkings...

Asset Allocation
POWERED BY

ibbotson

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

Clicking the Detailed Asset Allocation button 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.

Two new buttons appear when you change from simple to detailed asset allocation:

*  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

Note: Analyses in detailed asset allocation mode can be promoted to Level 2 and Level 3 Plans,
but not to Level 1 Plans.

6 Use the Asset Allocation analysis
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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 with the suggested asset mix.

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

asset mix.

Asset Allocation

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

Asset Allocation 4 Back Mext b

Mates |+ | Calculators ~

Current Portfolio

The Current Asset Mix shown below reflects the weighted asset mix of all accounts
in the current portfolio,

Overview

b Large CapE ity (58.4%)
£ Small Cap Equity (13.3%)
& Agoregste Bonds (5.1%)
Pcash202%)

Summary

Expected rate of return is 7.91%,
Expected standard deviation is 15, 10%.

Suggested Asset Mix

The asset mix shown below reflects the time horizon and questionnaire for the entire
portfolio, Itis used for the accounts that make up your proposed asset
allocation strategy.

Overview

Large Cap Eouity (34%)
£25mall Cap Equity (3%)

i Intemational E cuity (17%)
B ggregate Bonds (35%)

Summary

The proposed investor profile is Moderate,
The proposed time horizon is Very Long.
Expected rate of return is 8.66%.
Expected standard deviation is 12.23%.

Asset Allocation
POWERED BY

ibbotson

Figure 6: Asset Allocation section — Asset Allocation category — Summary page

Use the Asset Allocation analysis

7



NaviPlan Standard Online/Offline Self-Study Guide

Interpret the Asset Allocation client report

The Asset Allocation Analysis 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

These pie graphs illustrate your current asset mix and suggested asset mix for your entire portfolio
Current Asset Mix Suggested Asset Mix

Moderate

B Large Cap Equity (34%) M Aggregate Bonds (35%)
£ Small Cap Equity (9%) B Cash (5%
i International Equity (17%)

M Large Cap Equity (58 4%) M Aggregate Bonds (5.1%)
MsSmall Cap Equity (13.3%) M Cash (20.2%)

Current Suggested
Asset Mix Asset Mix

Rate of Return
Standard Deviation

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

Current Asset Mix Suggested Asset Mix
%

)
34.0 86,020

rge Cap 147870 -24.4 61,850
w [Small Cap Equity 33,630 4.3 -10,860 9.0 22,770
| [nternational Equity +17.0 +43,010  17.0 43,010
| |Aogregate Bonds 8.1 20,400 +26.9 +68,150  35.0 88,550
w |Cash 202 51,100 -15.2 -38,450 50 12,650
Total 100.0 253,000  +0.0 +0 100.0 253,000

Figure 7: Asset Allocation section — Asset Allocation category — Client Report page — Generate button — Asset Allocation
for Entire Portfolio report

This report is available in the Asset Allocation analysis as well as in all three planning levels.

8 Interpret the Asset Allocation client report
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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.

b Instructions

|| Disclaimer
|+| Important Terminology
[w] Client Tnformation
E| QOverview
[w]Risk Tolerance Analysis
[w] Account Summary
I:/] Current Asset Mix
[v] Current Portfolio Breakdown
[v] Summary
B[] Detais
Efficient Frontier Analysis
Considerations
Projected Range of Returns
[w] Conclusion
[v] Anpendix

Save as Template. ., ‘ Select all ‘ Select Mone || Generate Report | | Ok Cancel |

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.

Let’s 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 answers to the questionnaire

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

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

* 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

If further planning is needed, promote the Asset Allocation analysis to a Level 2 or 3 Plan.

Interpret the Asset Allocation client report 9
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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 analysis to a Level 3 Plan
To reallocate assets, you must first promote the Asset Allocation analysis to a Level 3 Plan.

Plan List Nick Brown and Lisa Brown | ¢ Back | Mext b
Plans Calculators =

<

Create Mew Engagement. .,

Engagement - May 2007

Edit | Wiew | % Delete

Created: 2007-05-09 08:47:00
Plans .
O MNew... | = Open | \n'iew.| Duplicate. .. ] Project || Promote... | % Delete

Description Plan Year Type jis] Modified Date Status
opy of Brown's Asset Allocation 2007 Asset Allocation local-1-34 Sep 19 2007 09:56 Draft

rown's Asset Allocation 2007 Asset Allocation local-1-5 Sep 18 2007 11:41 Draft

rowns Finandial Assessment 2007 Financial Assessment local-1-4 May 11 2007 08:36 Draft

Copy of Brown's Asset Allocation
Reports

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

1. Go to the Plan Management section — Plan List category — Plans page, select the Brown’s

Asset Allocation plan, and then click the Promote button. The Promote Plan dialog box
opens.

(7 k4

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

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 analysis, has been created, and can be used to
apply asset reallocation strategies.

10 Reallocate assets in a plan
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Modify asset allocation in a Level 3 Plan

The asset allocation in a Level 3 Plan is very similar to an Asset Allocation analysis. After
opening the Level 3 Plan you just created, go to the Plan Management section — Asset
Allocation category — Profile page to view and modify the investor profile.

In a Level 3 Plan, you can
* override the investor profile and asset class weightings

* optimize holdings based on the Efficient Frontier graph

Asset Allocation Level3 4 Back | Mext ¥
Questionnaire | Profile Motes |'| Planining Assistank | Calculators | Reparts =

Investor Profile
Qverride Investor Profile

Select an investor profile: Conservative

Suggested Asset Mix

The asset mix shown below forms the basis for the asset mixes used in the proposed
strategy. Individual goals {retirement, education, major purchase) may use a
different asset mix because of differing time horizons,

Overview

£ Small Cap Equity (12.7%)
i Intemstional E cuity (11.9%)
B Aggregate Bonds (45.79%)
s Cash (20.7%)

Asset Class Weightings
Class Class
Class Name Percentage Class Name Percentage
Large Cap Equity 0.00% Aggregate Bonds 45.72%
Small Cap Equity 12.66% Cash 29.73%
International Equity 11.89%
Revert ta Defaults Total DT
Summary
The default proposed investmept profile is Moderate, OF Cancel

The actual proposed inves t profile is Conservative.
The proposed time horizopAds Very Long.

The default asset mix
Expected rate of

deviation is 6.60%.
‘Weightings. .. | Optimize. ., |

Figure 11: Plan Management section — Asset Allocation category — Profile page — Weightings button —
Asset Class Weightings dialog box (Level 3 Plan)

To modify the asset class weightings for a given investor profile

1. Go to the Plan Management section — Asset Allocation category — Profile page, and then
click the Weightings button. The Asset Class Weightings dialog box opens.

2. Modify the Class Percentage for any or all of the asset classes, and then click OK.

These modifications will be noted in client reports.

Reallocate assets in a plan 11
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Modify standard deviation

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.

16% — Efficient Frontier
Current Asset Mix
Supgested Asset Mix
14% + Sirrilar Risk to Current
# Similar Retum to Current
2 # Conservative
= 12% Moderate Conservative
5 u ¥ Moderate
E 10% ] + Moderate Aggressive
£ ® Aggressive
P!
=]
o 8%
=
(]
o
6%
45
2%
2% 6% 10% 14% 18% 22% 26% 30%
Standard Deviation (Risk)
Portfolio Statistics Suggested Asset Mix
[w] Override Standard Deviation Class Class
Similar  Similar Class Name Percentage Class Name Percentage
Return Risk Small Cap Equity 12.66% International Equity 11.89%
to to Aggregate Bonds  45.72% Cash 29.73%
Current Current Current | Suggested Individual Constraints. .
Return 1 8,18 1 :
Risk 965 10.32% 1 o 6.60%
0K Cancel

Figure 12: Plan Management section — Asset Allocation category — Profile page — Optimize button — Optimize dialog box

Clicking the Optimize button opens the Optimize dialog box and displays the Efficient Frontier

graph. The graph plots overall return rates and standard deviation. The solid line in the

graph represents the efficient frontier which is the set of portfolios that provides the highest

expected returns for their respective risk levels.

To override the standard deviation

1. Select the Override Standard Deviation check box to manually enter a new standard
deviation. The Risk field under Suggested becomes editable.

2. Enter the standard deviation in this field. Once a new standard deviation is entered, the
graph updates to show the manually entered standard deviation.

12 Reallocate assets in a plan
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3. Click OK to close the Optimize dialog box. The Suggested Asset Mix graph on the Profile
page updates to display the optimization.

Note: Click a point on the Efficient Frontier graph to show the return rate and standard deviation
of that point. Double-click a point on the line of the Efficient Frontier graph to use that point as the
new suggested asset mix. Use this process as an alternative to manually override the standard

deviation.

Modify individual constraints

Constraints are used to prevent assets with favorable inputs from dominating a portfolio.
This helps maintain diversity in a portfolio.

Asset Allocation

Questionnaire | Profile

Level 3

4 Back Mext b

Nokes |V| Planring Assistant | Calculators + | Reports =

Class Name
Large Cap Equity
Small Cap Equity
International Equity
Aggregate Bonds
Cash

Revert ko Defaults

Asset Class Exclusion

Minimum
Holding
0.00%:

0.00%|
0.00%|
0.00%|

0.00%,| | 100.00%

Please indicate & reason for the exclusion:

— Efficient Frontier
Suggested Asset Mix

#* Consenvative
Moderate Conservative

¥ Moderate

= Moderate Aggressive

m Aggressive

B% 22% 26% 30%

ion (Risk)

~ Portfolio Statistics

Current
Return 0.00%
Risk

Override Standard Deviation

Suggested

Class
Percentage Class Name
12.66%
Aggregath Bonds  45.72%

Individual Constraints. ..

Cash

International Equity 11.89%

Class
Percentage

29.73%

Ok Cance|

Figure 13: Plan Management section — Asset Allocation category — Profile page — Optimize button — Optimize dialog box
Individual Constraints button — Individual Constraints dialog box

To modify the individual constraints

1. Click the Optimize button on the Plan Management section — Asset Allocation category —
Profile page. The Optimize dialog box opens.

2. Click the Individual Constraints button to open the Individual Constraints dialog box, and
then set the maximum or minimum allocation for a single asset or group of assets.

Reallocate assets in a plan 13
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View retirement asset allocation

You can access the Asset Allocation Details dialog box by clicking the Goals section — Retirement
category — Objectives page — Asset Allocation button. It shows the current portfolio and the
suggested asset mix based on the questionnaire results. Clicking the Questionnaire button
allows you to modify the questionnaire for the retirement goal, and then compare the clients’
current portfolio to the suggested asset mix.

The fields under Override Profile allow you to override the investment profile for the
Pre-Retirement and Retirement periods.

| To view or edit the risk tolerance questionnaire for this goal, dick Questionnaire,
Questionnaire. ..

Dverride Profile
Period Override  Investment Profile
() Pre-Retirement -]

() Retirement ]

Select the asset mix you would like to review.

(&) Al Retirement Accounts O Qualified Retirement Accounts () Non-Qualified Retirement Accounts () Non-Qualified Annuity Retirement Accounts
Current Portfolio Suggested Asset Mix
The Current Portfolio shown below reflects the weighted asset mix of all accounts The asset mix shown below reflects the time horizon and guestionnaire for this
funding this goal. specific goal. It is used for the accounts funding this goal in your proposed strategy.
Overview Overview

M Lange CapE quity (59 3%) | Large Cap E quity (34%)
£ Small Cap Equity (17 .5%) 2 Small Cap Equity (99%)
M Aoregate Bonds (4.9%) . M Irtemational E cuity (179%)
&Cash (18.3%) ‘Aggregaie Bonds (35%)

Summary Summary
Expected rate of return is 8.23%. The proposed investar profile is Moderate.
Expected standard deviation iz 17.01%. The proposed time horizon is Very Long.

Expected rate of return is 8.66%.
Expected standard deviation is 12,23%.

oK Cancel

Figure 14: Goals section — Retirement category — Objectives page — Asset Allocation button (Level 3 Plan) —
Asset Allocation Details dialog box

14 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. You can modify the Return Rate or the Investment Profile, as needed,
in the Recommended scenario and the Goal Coverage updates accordingly.

Retirement Level3 4 Back | Mext b
Objectives | Scenarios Motes | v | Planning Assistank | Calculators | Reparts =
Cbjectives | Savings | Liquidation Order | Sodial Security | Annuitization | Additional Incomes & Expenses |
Scenario:| Current Plan v || add - | Delete  |Scenario: Recommended |+ || add * | v Recommended [ 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
Return Return
Investment Profile Rate Investment Profile Rate
Pre-retirement Pre-retirement Moderate hd = 11.09%
Retirement Retirement Moderate hd 11.09%
Fixed Discretionary Fixed Discretionary
Annual Retirement Expenses Annual Retirement Expenses 100% 100%
Goal Coverage Goal Coverage
[& what Are My Options? 100% [& what Are My Options?
74% | scenario Probability. .. & c s N Scenario Probability. .. & c 5 ;
More details. .. A i OMPANE S CENANI0 S More details... A i OMPANE S CENANI0 S
Scenatio Reports Scenatio Reports
Other Goal Coverage Other Goal Coverage
Education: M Kevin's Education (52%) Education: O Kevin's Education (75%)
Emergency Fund: B Emergency Fund (0%:) Emergency Fund: B Emergency Fund (0%:)
Estate Planning: Estate Planning Estate Planning: Estate Planning
Manage Scenarios. ..

Figure 15: 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.

Reallocate assets in a plan 15
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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 Brown Asset Allocation analysis. Before starting the
exercises, duplicate the Brown Asset Allocation analysis, rename the duplicate with a
meaningful name (e.g., Asset Allocation Assessment training), and then use it to complete the
following exercises.

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

Exercise 1: Use the Asset Allocation analysis
To find the answers, see “Answers to asset allocation exercises” on page 19.

1.

N

W

What is the purpose of the Asset Allocation analysis?
a) Reallocate assets contained within a plan to a more aggressive mix

b) Create an Asset Allocation analysis to review the clients” current asset allocation,
establish their risk tolerance, create a proposed allocation, compare the clients” current
allocation to the proposed allocation, and then view the results

c) Create custom asset classes and investor profiles

When using the detailed account entry mode in the Asset Allocation analysis on the
Accounts page, what can you do that you could not do using the simple account entry
mode?

Hint: Click Detailed Accounts to see what is different.

a) Have access to more asset types
b) Classify your assets
c) Add multiple holdings to accounts

If you click Detailed Accounts on the Accounts page or Detailed Asset Allocation on the Profile
page, what are you no longer able to do?

Hint: Try clicking either button, and then read the message that appears.

a) Promote to a Level 1 Plan
b) Promote to a Level 2 Plan

¢) Promote to a Level 3 Plan
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4. The Asset Allocation category — Questionnaire page allows you to establish a suggested asset

HANDS-ON EXERCISES

2.

3.

mix based on your clients’ risk tolerance. Is this statement true or false?
a) True
b) False

Exercise 2: Interpret the Asset Allocation client report
To find the answers, see “Answers to asset allocation exercises” on page 19.

1.

The Asset Allocation client report is available in an Asset Allocation analysis, as well as in
Level 1, Level 2, and Level 3 Plans. Is this statement true or false?

a) True
b) False

The Asset Allocation for Entire Portfolio section of the client report looks at the current asset
mix and the suggested asset mix side by side, and displays the changes needed in the
current mix to model the suggested asset mix. Is this statement true or false?

a) True
b) False

The Efficient Frontier graph displays the clients’ current asset mix below the efficient
frontier line. What does this mean?

a) The rate of return is much too high
b) The current asset mix is perfect for the clients’ risk tolerance

¢) The clients’ returns are low for the amount of risk, or the return is suitable but the level
of risk is too high
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NaviPlan Standard Online/Offline Self-Study Guide

Exercise 3: Reallocate assets in a plan
To find the answers, see “Answers to asset allocation exercises” on page 19.

In the following questions, you will learn to reallocate assets in a Level 3 Plan. Before starting

HANDS-ON EXERCISES

1.

2.

3.

4.

this last exercise, duplicate the Brown Base Details 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.

In the Goals section — Retirement category — Objectives page — Asset Allocation Details dialog
box, how many account types can you reallocate?

a)4
b)3
c)2
d)1

Pre-Retirement (based on the Plan Analysis Date) and Retirement are the only two time
periods for which you can have NaviPlan automatically reallocate assets. Is this statement
true or false?

a) True
b) False

When reallocating assets, NaviPlan Standard will calculate the taxes due as a result of the
reallocation. Is this statement true or false?

a) True
b) False

Review the Goal Coverage success rate on the Goals section — Retirement category — Scenarios
page, and then reallocate assets to try to improve the success rate of the goal.
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Conclusion

This module has enabled you to
* Use the Asset Allocation analysis
* Interpret the Asset Allocation client report

* Reallocate assets in a plan
Answers to asset allocation exercises

Exercise 1: Use the Asset Allocation analysis

1. b) The purpose of the Asset Allocation analysis is to review the clients’ current asset
allocation, establish their risk tolerance, create a proposed allocation, compare the
clients” current allocation to the proposed allocation, and then view the results.

2. ¢) Add multiple holdings to accounts — When using the detailed accounts entry mode in
the Asset Allocation analysis on the Accounts page, you can add multiple holdings to
accounts.

3. a) Promote to a Level 1 Plan — If you click Detailed Accounts on the Accounts page or
Detailed Asset Allocation on the Profile page, you can no longer promote the Asset
Allocation analysis to a Level 1 Plan.

4. a) True — The Asset Allocation category — Questionnaire page allows you to establish a
suggested asset mix based on your clients’ risk tolerance.

Exercise 2: Interpret the Asset Allocation client report

1. a) True — The Asset Allocation client report is available in an Asset Allocation analysis, as
well as in Level 1, Level 2, and Level 3 Plans.

2. a) True — The Asset Allocation for Entire Portfolio section of the client report looks at the
current asset mix and the suggested asset mix side by side, and displays the changes
needed in the current mix to model the suggested asset mix.

3. ¢) The clients’ returns are low for the amount of risk, or the return is suitable but the level
of risk is too high — When the Efficient Frontier graph displays the clients’ current asset
mix below the efficient frontier line, it means that the clients’ returns are low for the
amount of risk, or the return is suitable but the level of risk is too high.

Exercise 3: Reallocate assets in a plan

1. b) 3 —In the Goals section — Retirement category — Objectives page — Asset Allocation Details
dialog box, you can reallocate three account types.

2. a) True — Pre-Retirement (based on the Plan Analysis Date) and Retirement are the only two
time periods for which you can have NaviPlan automatically reallocate assets.

3. b) False — When reallocating assets, NaviPlan Standard will not calculate the taxes due as
a result of the reallocation.
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